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• 	
THE DEPUTY SECRETARY OF THE TREASURY 

WASHINGTON 

ACTIO•.MEMORANDUM FOR SECRETARY RUBIN 

FROM 	 .LAWRENCE H. SUMMER.S~ 
SUBJECT: Possible Bridge Lmm tor Thailand 

ACTION FORCING EVENT 

.. Thailand may rcquestUS. bridge loan assistance tl). supplement itsIMF program. It does appear 
possible for the ESF to utfer,as part ora multilateral bridge package, a moderate. amount of 
short-term bridge tinancing.Any bridge could. haw multiple tranches, with actual disbursements 
'tied to corresponding loan disbursements from the IBRD and the ADB, thus minimizing the . 

. period of exposure tor the ESF. TheO;Amato Amendment certitication re'quirements apply when 
there are more than 60 days between the date ofan ESFloan disbursement and the date of its. 

'. scheduled repayment. . 

.• 	 We will, need toconslilt with Congressionallcader5hippriorto going ahead with any tinal··.·· . 

decision. There may be a negative Congressional reaction. It is too early at this stage to know if 

Congress will take action to hold lip any Treasury assistance. '. 


RI<:COMMENOATION: 

'. That you authorizt;lIs to e'.'plore the tC(lsi.bililyof a Tr~aSUry bridge loan, with primary emphasis ... 
on' participation in a multilateral bridge. Ifthere is a viable plan, we will seek YOllrauthoriz~tion 
.to begin actllal negotiatiuns' 

Approve~~ . Disilpprove'_' _'-'_ Let's Discuss _,__.__ 
"', .', ':. '" ... ' : ' 

BACKGROUNO/ANAL';SIS: . 

Before discussing the pros and. consofa multilateral versus'a bilateral mechanism, some analysis 
is necessary oftechnical issues, as wellas pros and cons~ tor aflyforril of bridge loan for Thailand." 

. . 

1. : TechnicalIsslIes: 

• 	 Future Wort,l Balik and ADBtinancial secW!- loanst()r Thailand would have to back any' 
bridge. In thenear-tl!rm,thetwo institutions are goinglOalillounce a willingness to 

provide (l)ptimistically) a tl)tall)f lip to $2 t'illionin .such loans for Thailand. 

.. 	 There h.isbecn SOlliV disClIssiull llf a muli'il'i teral bridgl~ repaid by lhe ~econd tranche of an 
IMF program. The EUfllpeails (anti Treasllr:v slall) consider this option [0 be complelely" 
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unacceptable because (I) there is uncertainty whether theThais in the future would be 
able to satistyFund conditionality forrelea~e of the second tranche, and (2) it would . 
undermine conditionality as bridge creditor~; might pressure the Fund to Ioosen up. : 

• 	 'But the quality and quantity of the World Bank and ADB tinancial sector 10ans are unsure, 
because the loans arc still in an early stage of gestation Neither bank has developed the 
outline of a tinancial sector loan, and neither has sent a project appraisal mission yet to 
Bangkok for such a loarl. (At the height of the Mexican crisis, the World Bank and the 
IDB annollncedanilltention to lend $325 billion to Mexico. Most programs were not, 
brought to the respective boards for several Illonchs after the announcement: Also, in' 
Mexico's case, the two banks had done Illin: preparatury workon the new loans than the 
lBRD and the ADB have done iruhe instant case.) 

,.. 	 It remains tobe seell whether both institutions could prepa~e,apprl)Ve, and then make 
etTedivea sutlicient, amount (e.g., $2 billion) in quick-disbursing loans within the next fcV! 
m·onths. 

" . Actual disbursements under the bridge loans could occur in tranches, with the amount 
" ' . ,~ 	 , 

disbui'sed in each tranche equaling the amount of the cnrresplmding tranche of a particular 
ADB or IBRD loan, 

'.. Disbursement would not occur until a lettel came frolll the respectivc bank' s:management 
stating both Ihat mallagl'menl llad recomrm·nded to t he board that a particular financial· 

'sector·loitnue approved and th,itall other c()nditiolls !ix the first disburseinent had been 
Iliet. The exposure lime for'bridge lenders would thus be roughly 20 days, ' 

2: General Pros. and COilS For Any Thai 8ridge l.oan 
, ' 

• 	 Provides offiCial cnd~)rsement orthe Thais' economic policies and some. encouragement 

for privatl.!tinancial Illstitutio;lS to maintain or incn:!ase their t.:xposure 


• . Can be done with all ,issured'sollrceofrcpaymellt -- IFllinancing. 

• 	 Gives the 'U.S: a SCal at the table and :;ignals a concern tllr tinancial stability in Asian 

markets. 


, 	 . ' 

'. 
 . Gives'the U.S: a baSIS to r~~lllire more detailed informatinn from Thailand should it be 

. necessaly. 
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. 	 . 

• 	 The loan could cast dOllbtoll the adequacy of the Hemergencytinaricing nlcchanism:' . 

established i;l responjeto the HalifaxSummitreque~H. . . 


• 	 Timing could be aw~ward, given the desirability Of avoiding any complication of Treasury 
efforts to achieve Congressional approval of the NAB ~- Congress goes to conference on 
the NABi~ September. Sut the reaction may be minimal. Congress did not scrutinize 
U.S. participation in a similar Argentine facility two years ago. at a time when the ESF 
lending to Mexico had attracted greatattentioll. 

· . 	 There may be confusion in the public mind )dween U.S. participation in a short-term Thai 
bridge loan, backed by IFI tin"ncing. and T-easury's medium-term facility tc)rMexico. 
The !atttr model Web recently characterized as ont likely to be used tor Thailand. 

· 3 ... 	 The Multilateral Option . 	 '. . . . . , . . 

. This would be a SIS-led op,:nuion. patterned att~r th~$lbillion bridge to Argentinainl995 .. ' 
Th~ BIS would provide the ,lctualbridge financing to ThaiHmd, but the HIS m~mbers 
participating would have to ;suarantee Thai repaymenr to the BIS. (For the Argelltiile bridge, the 
U.S. guarantee, extended ~\' theFRBNY and ultimately backed by the Exchange Stabilization 

Fund, was for 25% of each ,\rgentint! drawing.) . 


• 	 This would demonstrate multilateral support for an etlllri. to stabilize Asian currency 

markets. and thus would help dimillish publiC and Congressional criticism .. 


. . , . 	 . , .'. . '. . 

. . Exposui'e would be "hared, and it is Iik~ly that the ovenill U.S exposure would be · 
reduced. Also, without U.S. panicipation, the El,lropeansrnight be less willing to 
participate, 

· . The HIS would dt'afi all documentation. The BIS 'yould be better positioned to put 
pressure 011 the ADB and IBRD managei11em and boards, exerting l1lultilateral pressui'e' 
for ioansofaccepHlblequality and quantity Tht! BIS .\vLlllld .llso be more able t()head off 
Asian or Japanese bridgelenders seeking backing liJr the'ir facilities from the same World 
Bank or 	ADS.loans .... 

, '., .., 	 . . 

• The BlS takes.along time to put togctherbridge nlcilitlcs, and has to clear all changes 
. with each participating central bank -- a tough process in AugusL The time required for a 

bridge. <:ould be douhle that required tor a bilateral facility,' . 
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, .,'. . 

- In dealing with the L.S.G.,the BISwili talk directly only lathe Federal Reserve. This 
complicates Treasui'y's participation in drafiing the necessary documents. 

4. The Bilateral Optioil 

.. Thi~ ~ould be a c1as~ic, short-term ESF bridge loan, set up i~ the form of a swap line upon ~hich 
· Thailand could draw dollars up to a certain amount. . 

.£..ms. 
. '.' '. '.' . , 

-Will give greater visibility to the U.S. contflbution !o assistance to Thailand: .. 

• - More likely io att raeL COllgr~ssioilalalld public attention 

- . Would require majc)I etrOl~tby Treilsury. ~lIldcll>se cntlrdination with the Thai 

. Government. 


5. .~ongressi()nal C onsideratiolls 

Under either sCl!nario, weV\ill needtl)cl.)J1~lIlt with the Banking, Foreign/International Relations, 
Finance, Ways and Means; and Appropriations Committees prior to going ahead with any final 

··decision. ·Ifa decision is made to prl;vide s'ome form of U.S. assistance. our involven;ent will be 
· needed in advising not only [he Chai;'s and Rankin~; Members ofthe relevant committees. but also 
Leadership. In light of ow Mexico experience and the ditliculties we have faced moving the NAB 
through Congress, the Hill may.,lot be very receptive. 

· It is our view th~H any assist.lIlce inv(ilving a "loan' will draw immediate cOl~parisons to the . 

Mexico situation. particularly from Chairman D' All1ato. Hisstatr has already indicated that, if 

Thailand's ecoqomic condition were to deteriorate signiticantly, then there. would be no vvay to 

predict Congressionalrcactl!ln· . . 


The most signilicant miligaLng factor: however, is that Congress has tended iohold the Asian 

· governments in high regard for their ecollomicpolicies,despik the Korean and Japanese bank 

crises. lfso. criticisin ofThailand,lnd us. assista lce would bCllllllCd.· 


.' : '. . . . '. 

CongresswiH be ITlt;Srinterl·sted inthc I\;vd of U.~;. exposure: measures that t.:ould have been . 
taken to avoid the crisis altllgether; the i;ltegrity,of the IMF's past and future involvement: and the 
reconciliation t~fthis IMF a~sistancc program with the pending existence of tile NAB and the need 
for a Quota Increase. which is known by the relevant committees to .be on the horizon. 
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6. Legal Considerations - , ' 

With eitheroption, therecollid be 0'Amato Amendment limits on the ESF loan or guarantee. 

If the time period Qf ESF exposure (time of disbur~ement to time Qfrepayme~tlis 60 days or less: 
No 0' Amato amendment cuverage -- 110 mailer what amount oftinancing 

[[exposure is over ()U days No matter what ~molmt ortinancillg, there v,,'ill have to be a 
Presidential certitication to, hoth banking coninlitte.!s that there is an OMB-approved interest rate 
on the !oanand that the ESI' lending is adequately backed by an assured source of repayment. 

, ..' 
. ' . . 

[[exposure is over 180 day::.: Again, no matter what amount offinancing, there will be the above 
requirements plus" underthl' ESF statute. a Presidfntial notification 10 Congress that "unique and 
emergency circumstances" justify a loan or a credit witha maturity over six months, 

, '",', I " , ' 

I[exposure is over I ~o day;. alld for an ill;:¥re¥ate (111\llunt OVl'j' $1 billion All, or the . 

requirements above, plus, under D'Amaro; TreaslilY will need an act of Congress, unless. the 

President'certities a threat til vital US·ecnm)mic interests or 10 the stability of the international 

fi nanciaJ system, Possible (ollgressiol1al "veto" of such Presidential actioll. 


It! (' c i7J .. jLli;4.- . 
. (4:L n",;j) 

/V tcC.ctoA/'-r 

~/717 ) 
.f~.·.h~'t·N 
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MEMORANDUM FOR SECRETARY RUBIN 

FROM: 	 LA WRENCE H. SUMMERS 

SUBJECT: Possible Bridge Loan for Thailand 

, ACTION FORCINGEVENT: 
. .' . . . 

Thailand may request US. bridge loan assistance tosuppJement its IMF program, It does appear 
possible for the ESF to ofter, as part (jfamultilatenll 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 lBRD and the ADB, thus minimizing the 
period of exposure fi)r the tSF. The D~Amato Amendment.certitication reqllirements apply when 
there are more than 60 days between the date of an ESF loan disbursement and the date of its 

, scheduled repayment:' . 	 , 

RECOMMENDATION: 
. 	 " . ", ".. 

" That you alilhorize LIS to explore the1easibility of <. Treasury bridge loan, withprimary emphasis' 
on participation in a multilaleral bridge, lfthere is a viable pla'n, we will seek your authorization . , 	 . . 

to begin actual negotiations 

Approve _ .. _: Disappi'ove _'--'-_ Let's Discuss 

BACKGROUND/ANAL\ SIS: 

Before discussing the pros and co11 s.uf a multi,latenl versus a bilateral mechanism,' some analysis, 
is necessary of technical issues, as well as pros and cons~' for any form of bridge loan for Thailand: 

1. Technical Issues: ' 

• 	 Future World Bank and ADB financial s~ctorlo~ns fi.)r Thailand would have to back any,·· 
bridge. In the near-term, the two institutio 1S are going to annOllnCe awillingness to 
provide (oplilnisticaIlY)·(t total ofup to$2billioll in such loans fix Thailand .. 

• 	 There has bt:en some discussion of a multilateral bridge repaid by the second tranche bfan 
lMF program. The, Europeans (and Treasury stan) consider this option to be completely 
unacceptable because (\) there is uncel1aintywhether the Thais in the tllture would be 
able to satisty Fund conditionality for relea:;,e of thescctmd tranche, and (2) it would 
undermine conditiollality as bridge creditors might pressure the Fund to loosen up. 
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, THE DEPUTY SECRETARY OF THE TREASURY'. WASHINC;TON' 

August 15, 1997 . ACTION 
MEMORAN[)UM FOR SECRETARY RUBiN 

FROM: " ,'LAWRENCE H. SUMMERS k " 
SUBJECT: THAILAND -BIS BRIDGE LOAN 

ACTION FORCING EVENT:- , 
, " 

'" A number of nlOnetary authoritie~,including the Barik of Japan, have approached the BlS to , 
coordinate abridgeloatl tor the Bank of Thailand t() demonstrate ihe support of the international 

financial community The hital amouI1t ohhe BIS facility,~ould be upto $i billion, The BIS 
, proposed facility wouldbridge to disbursements expected fronl the World Bank and the ADB: 
(BIS bridging to the secondrranches of the IMF and the Export-Import Bank of Japan is off the , 

, table for now,) :rhe Assistant General Mailager of the BIS, Andre Icard,hassent a Ii:mer (Tab B) 
to Chairman Greenspan requesting agreeinent in principle on the'loan' ' 

'The ~anicipat ion of the 'Unit edStates and monetary authoritic~ 'from other G-J 0 countries would 
take the form of an agreement'to guaranteeanrl'repay tlie BIS in the event Thailand failed.to 

, repay it Mr. [card has proposed thatthe United Sl ates and other G-I 0 central banks (excluding 
the Bank of Japan), plus the Spanish and Austrian central banks, back one-half of the total BIS 
bridge, and that the Asia,; central banks'and the BlS, acting for its own account, back the other 
half of the HIS bridge" In any event, asslllning that the US share in its halfof theSIS,loan is 
approximately 35-40%, bas{'d 011 the relativeIMF quota shares of thcparticipating countries, the 
total amount of all tLS: participation i,i,all stich bridgcdrawing~w~llidnot exceed $200 million. 

" ,The U.S. participation would be modelled after our participation intne J995 $1 billion SIS fa~ility 
for Argentina, ' 

, RECOMMENDATl()N: 
. . .­

That you sig l1 the atlaciled letter t~ Chairn'mn Greenspan(TabMconfiriningTre<tsury's' 
agreement in principle to parti~ipate in the G-,IO seGtit)nofthe proposed BIS bridging loan for 
'Thailand. Each bridge dra\ving.would have to be Tt=paid within 60 days.. The actual, bridge 
drawings from the SIS would be contingent upon havingappropiiate,preconditions in place, 
including adequateassurancl$ of timely sources of repayment: Such assurances would include 
"comfol1 letters" from tile Presidents of the World Bank and the. ADB reponing thatThailand has 
satisfied ail major' loan conditions and that the Pres:dent has recoml11ended to the respective board 
that the disburse~)1ent be approved. ' ' ' , 

Approve ~~ Disapprove _'___' Let~s Discuss ___ 

http:failed.to


. ~ 

3 . 

. and ADB loans, whicll ate tlotyet developed. The total amount of the SIS facilitywQuld be up to 
. 	 . . . 

$1 billion. 
. 	 . 

The conditionsofeftectivencss tor all the WB and ADBloansareunique, and will have to be 
. studied during tlie preparation of the tinal documentation. ESF practice for financing bridged to 

IFI disbursements has prevented the actual bridge iJrawing by the borrower until the source of . 
repayment is assured. Thus. each BIS drawing will be disbursed onlyupon receipt ofa "comfort 
letter" from the MDB stating that all major loan conditions for thafdisbursement have b.een 
satisfied. In light ofihese cl)nditions and the IFI lending schedule above, this means that the first 
drawing on the BISfacility might not occur until edrly next year. Eachdrawingwould probably 
be repaid by its corresponding IFI disbursement within 3 weeks, and no later than 60 days. The 
.BIS has proposed that drawings not be made to any IFldisbursementcoming after the end of 
M~I~& 	 . . . 

. Congressional Consult:.tioll 

. 	 . 

The proposed Hlcility will nut trigger any D'AmaIC Amendment requirements. . . . . 
. . , . 	 " .' -' 

Treasury has intormed the rdevant Congress;onal committee slatT both of its intention to 

. participate in the BIS bridging facility an~ the general termsofthefacility. . 


, .', ' . . .. 

. . Attachments: . 	Tab A -- Letter .to Chairman Greenspan (tor signature) . 
Tab B:-- Lett~r of8/13/97 fj'om Andre Icard to Chainrian Greenspan " 
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4. The questiGn whether-to pns-fiD.cmce the Meond tranch~ Of the JMF m:d JIlXIM. loans 
would be cotLSideted JaW', in case of need and it1 ttle' light of fiDan~a1 aadccoDomic 

·conditions. . . ' . . 
. . '. ' 

T1\Ope your insdWiion wm ~ able to ~ to fh.i.lIproposnl :m.dlcok fOrward· to your reply by 
· Monday, 18th August. I would be h¥l'Y ttl aDSWer IDY qUc:sUQuS you may have; my direct 
· telepholl"nwnkta +416128087 70 and my mobile telephone numbarjs..J.41 7932128: 14. 

• ' . I . 

Ynurs si.a.ccrdy. '. 

c:::::::=-., . '.' .' . . 
'; .. .' 

.. :l.41§=~ ..... 
Andre lard . 

Att.1dunent . 

I 
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Smttmeat in support of the ThanadJlScmmt prQgramml " 

The monct.arj auth~ritics of the 0·10 aNntnes and (xx] other Asian andEurope3D' 
,couutries. together wich the BIS, are agreed t!)ac they mnd mui)' in wO,of geed 10 
,support dle Bank ,elf Thailand by providing Jiquidity on a shoIt-tezm basis, under 
conditions to bedctcriniDecLThc fwtds wowd be made a'V8iIable as STS creditr:~ 
bae1ced by the mohetuy audtoritiC$in.qu~ont Eo pre·rmmccloan.sof int.cmationol 
OrganiSatiOD$. 

' . 

. .' . 
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INTERNATIONAL FINANCE ~ 9 :202 622121658 
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.•. C:·~­
, 7fu . ' ,A ': ' , 

, ~."., ~I.)u£)
III4JI.INi Al¥!'IG" -. -, ­::;, , tY:!/'
JAPAN ' ','
~Ul ' ,,!}:v' 

August 15, 1991 ' 

, Oear Alan, " 

> > .', • , ..". ' 

\. " . '. ' 

I thank you f'gr you kind support to our dorts to provide a BlS·bued 
, , , ' bridging loan to the ,Bauk of ~d. I would like to, let you bow chat ' 

today I sent, the attached lettel' to,GIG Governors to eucouragethem tojoin 
in the BIS facility. 

, , 'I heard thatthe'JMF is aomewut skeptical about the Aeed to bndp' 
the IMF loan. and lam COIlcemeci that thie, could negatively affect GI0 

'central banks' wi.llinpesa topartic:ipatein this partef the overallBIS " 
facility. So I emphasized mthe at.tached letter the importailceymbolic 
effect of including in tbe facility the possibility ofbriclging the Hcond tranche 

, or th9lMP'loan at t~ stage, and ol'cuiz.iugthe bridge loan when'it is 
'deemed necessary. ' I Bent, a limUar letter to the Managing Dinctor of the 
, IMF asweU. 

, I alto menti~a.ed iuthe letter Govemor Chaiyawa(s neent vi&it of' 

our Bank. As Mr. Truman hael ukedMr. Nagashima to encouraplbe 
... Bank of Thailand to iDereas.e tlantPai:enC)+ oC its foAigD Aserve positiou. 1 . 
. raised'thls issue duriJ:lg the me8ting~ GoveruorChaiyawat agreedtbat it is 
impoNnttodisclose the BOT's o'f'enU forward positiotl (in fact,h, said 

disclosing it-is. his ownrespon;ibility to the Thai general. public). anG 
... confided to mehiBplan to do so·ehortly after theIMF Board approves the· 

program. 
, ., 

Witbwarmest regards. 

Attachment 

http:menti~a.ed
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f1a.:~IIU 

AucustUS. 1997 

Dear,Governor I Presid.ent,,­

As you' probably ,know very well flom media, reports ud' other . . ; . . . . 

, sources. the situatiou ill ThailaDd baa beell movillg ve1'1 Cast and, :in my view, 
- in the richt directioQ. -The Thai authorities have accepted II Fund-based 
" eeonomic adjustment program. Th' IMF Board oC Executin 'Direc:tarais 

. -. ". '. . . . 

,scheduled to meet 04 August 20 to discus_the ,Thai economic package. eel is' 

e"peeted taapprove a loaa. amountine to approximately Ubillion. ' 


We, the Bank of Japan. thlnkthat theTbai .uthorities'deciaioD to 

, cooperate with the Fund is a veiY appl'Opria~ one, bd atfOu81y hope that' 
'. this helps the CWTtncr and fillucial markets irlThailand aa well as' some , 

neighborinc coWltries ~ stabi1izeill duecours~. There is,uw~sa risk. 

, however. that theix c\l.l'rencies race another speC\llative attack and are ' 


unduly put under dowuwardpressure, Also, Thaiiand will frOm now on 

"need to undergo a pro~s9,or economic adjloZStment,whlch is certainlY,not ' 

ve1'Y-pa,latable f'ol'theThIli eeneral public. ,For these rea6on8~ it is hi{bly 


useful for ThBiland toreeeive an additional support or endorsement frcnnthe 

international financial community, so, that', market confidenCe. will be 

strengthened and the Thai gelleral public will clearly _see the legitimaCy of 

,the IMF·based progi~m. I believe that the, BIS's ~nd 010 central bCD' 
initiative to cooperate in providinr abridging loanlacility would serVe this, ' 

purpose veri well. , 
, , 

I have been closely in touch with the Bank 'oiThailand. and Governor " 
Chaiyawat came to see me 011 Tuesday this week. ,He had attended on the 
previQus day the donors' meeting held' in, Tokyo in which ,Asian countries 
gave their generous 8Upportto ThaUand by pledging a substantial amount of 



NO.513 P007/008 
...",o:11 (.4/;)INTERNt=,nONRL FINANCE."t 9 .202 6220658 

medium·tetm credit. He expressed his alnCere hopethatGlO central baD.b 
would also. support his efrorts to stabilize theTbaietonomy through tbe 
provision ot a bridging loan: He very CtlDvlDCincJy pmenud various .. 

ad;ustment measWoes the. Tbai authorities ant plaNting toimptemeAt. and (. 
was jmpressad by hie capability liS ",.11 as his sense Ofr88ponaibility. So I 
to+d him that I vrilloffer my fulhuppcrt to the Bank of Thailalld so·that it 
can receive & BIS bricigillg loaD•. 

Youbave probably read by now a letterttom Mr. Icatd, Assiatet 
. General MaDager oftht BIS.explaining theoutlilse aCthebridging 10&1:1 

facility currentlY'envisapcl Please Dote that thefaci1ity indudubridging 
.. the second tranche. disbursements of the·IMF "and the Japanese·· Export­
. Import Banldoans. WhetherUtia is in fact needed depends 011 the timillgo( 

the second tranche disbursements (i.e~ whether thereie sorlie time lag 
betweeA when. the Fund. becomes nasQnably sure that the September,· 

···J'~rformanu criteria will be met and the Maft3.giJlg Dinetor C4Il reeommeAd 
'the drawing ofehe second tl'aDCbe to the Executin Board.aud -hen ~he . 

second tranche funds become. aYa:.ilable for drawing). ancialso ou Thailand's 
Coreign reaerve conditions at that time~ ThereeOn. Tha.il&.Dd.· may actl.la.llr 

. find it· unnecessary to obtaia.short:.ta= liquidity by drawing ,the .BIS 
bridging loan, but eV(tn if this is tbe C8M,1 .believe that it i& extntAely 
important that, by il1d.udinc the possibility ·of bridging an IMF louin 
addition to the World Bank and ADB loans. theG10 eentraib~ Can show 
their ·gnanimous support to the· Thai al.ltborities' economic:. adjustment 
efforts based on tbe FliJ1d's procram.· 

.~ . More "than a sCofeoCBIS bridging ie-aas have beenfoimulated in the 
past, but none ..has been made to Asian countries. For this andot.her .. 
reasons.l stated above, 1 would. like tQ uk you" to give a favorable 
col1sideration to this matter. UA hope that you will givet:b.eBaDkof 
Thailand yOUl kind'su.pport, by notexcludmg the bridging of the IMFs. 

. second tranche· at this stage and otga.ni2ing· the bridee lOan. when.it . is 

deemed necessal:)'. However; for now. all we need to do is to expressiD 
general terms our. intention ,to eooperate with Thailand iAtheformo! a 

.. statemc:!Qt,witbout indicating speQflc content:! ofthe bridging facility.. I am" 

sure that all G10 co~ntries can agree at least on this point by th~ time the 

IMF Executive Board decides on the loan to ThaUand.. 

http:obtaia.short:.ta
http:Tha.il&.Dd


No. ________TREASURY CLEARANCE SHEET 
. Date 

x .SECRETARY 0 DEPUTY SECRETARY 0 EXECUTIVE SECRETARY ------­

x ACTION 0 BRIEFING INFORMATION 0 LEGISLATION 

·.0 PRESS RELEASE 0 PUBLICATION 0 REGULATION' '0 SPEECH 

MEMORANDUM FOR: SECRETARY RUBIN 
FROM: .' DEPlITY SECRETARY SUMMERS 

SUBJECT: ThaiJand-B~ Bridge Loan 
. REVIEW OFFICES (Check when office clears) 

.n Under Secretary for Finance 0 Enforcement 
'" .... I 

o Policy Management 

o Domestic Finance 0 ATF o Scheduling 
D Economic Policy o Customs o Public Affairs/Liaison 

· o Fiscal. o FLETC o Tax Policy 
o FMS O.Secret Service o Treasurer 

. 0 Public Debt X General Counsel .D E & P 

: 0 Inspector' General o Mint 
. . ", . .; I' . 

o Under Secretary for Int'I Affairs 0 IRS o Savings Boilds 
.International Affairs Legislative Affairs 

oManagement o Other 

Ooce 

•• ~Wi~~1Jr~) ••• ( •• •• INtnAti .••.•,bAtt(.\ • •• ·QmC~IkOOMN& ••••. ·•·· ·· .• ·•••··•• 1'EL~NQ••••• ·.•••... 
INtnAtOR(S) .••....••.•. ••• i\ li;/t···/{· •••••. i/().LI.I/··· .......> ..• > .•••.••.••.•...•••••.••••.•• > ......•.••....•••.•.•.••.•..•... .••••. i .. 

DavidD. Joy 

DD:r: .'lJ15 
GI/Rm. 201~MTB 622-1945 

I 

. REVIEWER(S}: 

.R~Mum{ .> •.••......•. )?·.•.• · ...•·.· .•• : •.••.•tL·•..•..•• :~.•.••.••.•• •.••.••...._:..•••.••• : .. :•.•.•...•.•••• .,.•. '.z.•....'L.'.·.·..• ·L:•.•.•.·-.·•• ·.••..•• •.•:••• ·:•.•.••..•.•. ·.G~IIbu:231+Ml~ .. ' ..•.. .622~1899»>..•.. '.(' .•....... < .:. ": ~JI"~ ~f:/'a 

'. Tim Dulaney IMOIRm. 2409-MTB 622-2052 

Jim Lister DO/lMF/Rm. 5050 622-0112 

Todd Crawford INAlRm.5221-MTB· 622-0359· 

Linda L. Robertson URm. 3134-MTB 622-1900 
.'...­

Edward S. Knight . G/Rm. 3000-MTB 622-0287 . 

Tim Geithner IMlRm. 3221-MTB 622-0656 

1NSTRUCTIONS:. Please call Louvenia'Anderson or Teena Davis for pickup--X622-0420 (lA) 
o Review Of1icer . Date: . 0 Executive Secnitary Date 



" 
\~1998~SE-001736 

DEPARTMENT OFTHETREASURY 
n . WASHINGTON, D.C. 20220 

:;,.....;...J . 
INFORMATION 

MEMORANDUM FOR SEc~f~~RJ 
DEPU1YSECRETARYS~RS 
UNDERSECRETARYL~TON 

..' : - ...... ;'"iU 
Timothy Geithner ~~iC~>:':'-';;; _.... .FROM: 

SUBJECT: Thailand: Next Steps 

Overview: This niemo outlines some options for ways we might reinforce Thailand's prospects 
'. for recovery with a package of stronger economic r'efonn$ and additional IFI -- and perhaps 

private.market -- financing.. . ' . 

Strengthened IMF Program 

An IMP mission is currently in Thalla...,d. As part of the March review,lhe Thais will be:. 
. reinforcing their policy package. Many elements ate already falling into place under Finance 

MiriisterTarrin's leadership. '. . .' . , 

Fiscal. Due to slower thanex{,ected growth and' consequent revenue shortfall; Thailand 
will be unable to meet its original1arget ofa 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 contamed to 1.5-2% ofGDP. The Thais intend to take some 
offsetting supplementary revenue measures, including eliminating exceptions on the VAT 
that would yield 0.4% ofGDP, and to eannark privatization revenues for bank . . . 
restructuring costs. '. , 

· Financial sector reform.'. The IMF and the gov~ent are considering proposing Ii new 
approach to Thailand's financial sector problems. While only a portion ofthe Thai 
banking system was thought to be insolvent when theIMF 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 
· ofpublic fluids to recapitalize banks. (See Tab A for a more complete list ofelements to 

include ina comprehensive restructuring pJan). . . . 

.The IMF review now underway is negotiating the enhanced ~lements ofthe package. Wemay .. 
'.. want to encourage theIMF to press for accelerating refom1s,especially those in the financial' . 

'. sector. as this is key to the microeconomic restructuring ofthe economy. . 

..... 
. Bilat~ralSupport 

. '. . . 

. In preparation tor the.Chuan visit~ State has put together a: bilateral package offinancing including 
support from USAID. Exini, OPICand some FMS debt rescheduling. State envisions that the 
size ofthe combined package could range from$400.(iOO million. Tab C contains a list pf 
elements that might be contained in a bilateral package. . . 



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

PossibleAugmentatio~ of Thai Financial Package 
, , ' 

" ". . . ." ':­

Recent data indicate that the balance ofpayments is improving more rapidly 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-termdebt have, been higher than " , 
expected. Reports suggest foreigners are beginning to invest in the stock market (see Tab B on' 

, revised BOP estimates), . " '. , , ' , , 
, ,'. 

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

There are still, however, concerns about the financial adequacy ofthe program. The Fund is 
looking into this issue right now. An estimated $53 billion in liabilities owed by the public and 

" private sector comes due this year; including $1 Sbillion ofCentral bank forward contracts. In an 
effort to protect reserVes, the IMP program assumes that those debts that are not roUed over will 

., be financed in theforeign exchange market. , This will place substantial downward pressure on the 
"baht. In addition, there IS a strong uridercurrent ofconcern given that reserves are roughly $25 ' 
, billion, whereas central bank forwru:d contracts coming due this year are $18.3 billion.'" , 

, .' 
Thailand:' 1~98 Maturing External Liabilities' 

" ,(Usn billions) 

Short­
.tenn ' 
Debt, 

(owed 
, by 
banks) , 

(owed 
by. 

non-
bank) 

Central. 
Bank 

Forwards 
(ofwhich 
onshore) 

(ofwhich 
offshore) 

Total 
Short­

" term& 
Forwards' 

1st 
Qtr. 

11.1 " (6.4) : (4.7) . "9.1 ' (6.4) (2.7) 20.2 

2nd 
Qtr.. 

7.2 ' (4.5) (2.7) , 7.1 • (2.4) , ' (4.7) 14.3 

",3rd 
, Qtr. 

' 11.0, (8.4) (2.6) 

" 

1.7 (0.3) , (1.4) " 
'. 

12.7 ' 

4th 
Qtr.. , 

5.7 (3.1) (2;6) 0.4 (0.0) (0.4) " 6.1 

, Total, 
, 1998 

35.0* '(22.4) , (12~6) 18.3 (9.1) " (9.2) , 53.3 

" ' 

• About$20 billionisowed to foreign banks.. Another $8 billion is owed to Thai banks; 

, . Our estimates -, calculated on the basis:of admittedly incomplete infonnation -~ indicate that 
..Thailand has an adequately financed paCkage. But these calculations hinge upon important •.. 

assumptions regarding rollover rates for short-term external bank debt and for central bank 
forward contracts, and make no allowance for off-balance. sheet transactions. . 



, ", 

" I 

"1998 BOP InOows/OutOows and Reserves * 
(USD billions) , 

" 

Outflows 
(pessimistic 
scenario)' 

USDbns 

I 

" Inflow~eserves 

(pessimistic' 
, scenario) 

USD bns 

Short-term debt, 
rolloffs of30% 

10.5 Current Acct. 
' , 

4.0 

Forward Contract 
, , 

rolloffs of65% 
11.9 

" 

IFI and Bilateral 
Financing Package 

3.9 

,1 " 

M.&L-TermCap· 4.3 

, , Reserves (end-Dec: 
, 1997) 

" 

25.9 
, , 

Total '22.4 
. ' 

Total' 
' ' 

38.1 ' 

, . Reserves (end-Dec. 
1998) 

15.7 

"" IMP is assuming 50% rolloff: offorwardcontracts. In Dec., short-term debt rolloffs were 
20%; ,The table assumes that,' short-term debt ralloffs would be matched by Central Bank ' 
foreign exchangedraw-down$ to offset downward pressure on thebaht. The present " 
practice, however, is for such flows to feed into the market. ,The IMFalso ,assumes , 
about $1.5 billion in net portfolio inflows which are excluded, from the above table. 

On balance, given tne political backdrop, the tenuous nature or the balance of payments 
calculations, and our desire to buttress Thailand in the face orthe uncertainties in 

, Indonesia, I believe that there is a good case for signaling at tlllis time tbat we would 

support some augmentation oftbe'Tbai financing package. Against tbis,background ' 

we may want to consider announcing that. we would support tapping tbeIMF's ' 

Supplemental Reserve Facility (SRF)for up to $5 billion should it' be needed, conditioned 

, upon Tbailandraising private sector financing through bonds or, bank loans. " ' 

Considerations. Ifwewere to gain ,acceptance for SRF funding, thiS initiative would be seen by.' . 
' .• the Thais as a strong signal ofU.S. support and would shield us from pressures to use the ESF to . 

provide coniingentsupport for Thailm.d.. The funds· could help promote market differeqtiation to 
better insulate Thailand from nigional shocks. . . 

,On the other hand, without.a clear andcompelJingfinancing need, it might set a badprecedentJor , 
others, crimp IMF liquidity further, and complicate our efforts to constrain Camdessus'liberaI . 
lending policies: ,. . .. " ., 

Ifwe decide to support ~RF funding~ we need to consider howthe Thais use the funds. Lis~ed . 
below are several options. . ',' , ' 



Option I: Increase international reserves. Along with demonstrating U.S. support for 
Thailand, this option may increase overall confidence in Thailand given earlier concerns 
regarding the adequacy of the i,nternational support,package. However, it may not be a' 
very efficient use or resources.' The cost ofthese funds will exceed what Thailand will 
earn from them; and the resources would do nothing directly to alleviate exchange rate 

, pressures or the microeconomic problems that are contributed to them. ' 

Option TI: Peg the baht at • substantially higher value, If suc~ssful, this option 
, , would substantially ease the liquidity and solvency problems ofmany Thai companies and 

financial institutions. However, given the large potential demand for dollar.s to repay 
short-term debts, Thailand's re~rvesoould fall rapidly. ' ' 

, 

Option ill: Partially offset downward pressure on the baht caused by commercial 
bank repayment or short-:tenn debts. (The scenario in the BOP table assumes tlie 
Central Bank fully offsets these rolloff flows.) This option would have the Central13ank 
offset a primary downward force on the bahtcatised by rol1offs ofshort-tenn debts. For 
example, a 20% rolloff ofshort-term debt in 1998 represents a $7 billion. hard currency 
demand within the baht foreign exchange market. Interventions or regular auctions of 
foreign exchange would increase the liquidity of the baht exchange market and , ' 

"accominodate selling pressure on ,the baht emanating from short-term debt rolloffs. Such 
'~intervention" would probably be heavily sterilized, so as to limit upward pressures on ' 

, interest rates. ' " ' " 

, Option IV: Create a special Central Bank window' for commercial bank repayment 
orshort-te~ debts •. This option would basiCally produce the same positive effects as 
Option :m. Presumably the exchange rate used by the Central Bank would reflect the 
prevailing market rate~' The'downside risk is that demand for this window could be very 

, 'substantial, forcing the Central Bank to close it. In addition, the optics of setting up a, 
special window for banks may'not be good. ' 

If we 'decide to go forward ~th additional IMFfinancing, we would recomrilend a combination . 
ofOptionsI and,m. Option III, by definition, includes a combInation With OptionI. ' , 

, 
" 



'f .. 

IMBlRutledge .. 
. " ' . 	 , . 

. . Bank Restructuring in Thailand 

An IMF mission left for Thailand on February 2 to negotiate a banking syste~ restructuring plan 
· with the Thai government. The fundamental purpose ofthe 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 ofa credit crunch that would exacerbate the decline· 
in econorriicactivity, and 3) attract new capital (confidence) to be the basis for a resumption in . 
lending. ' .. 

.. 	 The IMF's initial strategyfocused onfinancecompanies. The main elements were: I)closUre of . 
insolvent finance companies, 2) comprehensive guarantee ofliabilities. 3) improvements in 

. 	 I.. . . .. . 

prudential standlirds, and 4) creation ofbad banklgood bank (Financial Restructuring . .. \ 
AgencylAsset Management Corporation)to deal with assets ofthe finance companies.· 

• 	 • . • I"' • .' ., . 	 . 

· The IMF recognize~ that its initial strate~ has to be modified. This is because the scale of 
Thailand's banking sector problem has increased significantly since the initial IMF and World· 
Bank financial sector programs were ·announced last August and September. respectively. .While . 
only a portion ofthe Thai banking syste~ was insolvent then,the deepening iinpact ofthe crisis 

· on the real economy has resulted in wid~sPread bank insolvency)· probably 100% now.. . 
(Nonperforming loans widely estimated at 25% oftotal loans.) . Credit is extremely tight although· . 

.. the central bank is supplyingsubstantlalliquidity ~uppori to banks. While a credit crunch is part 
ofthe adjustment process; there isaconcem that ifit continues too long the impact on the real . 
economy could spiral~ . . . . . 

· TheFu~dis also aware that efforts by banks to implement interest and loan classification/capital··· . 
adequacy standards and promote rapid recapitalization without government intervention would· 

.. I create a massive creditcrunch. 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 ofmanagers that could step in. Foreign bankS are holding off on 
·buYing Thai banks while the situation deteriorates. Legat hurdles remain to the sale ofbanks to 
foreign investors. The need to attract new capital means)· in turn, that there. is more urgency in' 
addressing the bad loan problem and applying immediately international Standards for loan 
classification and disclosure, with adequate capitaL' 

· The New Approach. 

. . The most important difference in the new approach is the use of public funds to recapitalize . 

. . ' banks. Ifth.e banking system is truly insolvent and there is a reluctance by private investors to 


invest in banks in lightof thetmcertainty ·that eXists, a ca~e can be made for goveminent 

.assistance~The government aSsistance must be subject to the appropriate conditions tolintit 

moral hazard. . .. .. . 


,The Fund is inclined toward a mechanisfu ~at \ViII involve the following elements: 
· ". . 	 i " < 

, . 
" 	 ,. 

"''" . 



·, : write dClwns in the equity ofcurrent owners (partial or total,. depending on the condition 
of the' bank after assets have been accurately valued); .... ,., 

• retention ofcurrent managers (reflecting the limited managerial pool); 

·.• injection of private capital froin existing or new (possibly foreign) investors;

',. . matchinginjection ofgovernment capital (With preferred stock or possibly a fonn of,
' 

subordinated debt with provisions. for: participation in gains); .' .. keeping proplem loans on the baDks' books (reflecting hopes to improve chances for· 

workouts); . . . , 
·. provisions to limit losses ofnew owners (black-hole protection); and . 

timely implementation ofcapital adequacy, loan classification and provisioning rules. 


· . . . . , . ' . ," . 

'. . '" . . 


, While inour viewof the Fund's intendedapproach is sound intenns ofcreating the right 
incentives and limiting moral hazard, the details of the plan njust be examined. Forexample, w.e ' 
win,need to examine closely the alteroative ofusing subordinated debt as the means to recapitalize 
banks. . . ' ..' 

The bank restructuring plan agreed by the Fund and Thai government should be desiglled to 
balance fairly the range ofcompetirig interests, minimize moral hazard and create incentives for 

.' sound management ofbanks going forWard..Ideally. any public support for a barikshould be' 
.' accompanied by a write-down ofthe equItY ofcurrent. shareholders and the replacement of 
management. However, in Thailand there is not a pool ofmanagers that can stepin and run all . 

· thebanks,and there are a number ofrelatively well-run banks that have simply been overwhelmed 

by the impact ofthe crisis.' .' , .' . ' .. 


Consequently, there should be distincti~ns in approach between good banks and bad banks.' 

Owners and managers ofbad banks shotdd be repiaced, with entirely new investors found if' 


.' possible, or else the bank: should be Closed. In the case ofgoodbanks, there should.be partial 
write-downs in shareholder equity and additional capital put up by either cUrrent owners or new.' 
inveStors (or both) to match the government's contribution: .This shoul~ be structured to provide ,'. 
for participation in up-side gains for all contributors. '. .. 

With' profound uncertainty over the condition ofthe banks, new private investors. will want to . 
have stop~l()ss (or oiblack-hole")protection, whichcotlld be structured in a number ofways.. 

,However, the exposure ofthe government should be symmetrical:'- the priCe for black-hole 
. protection should be additional gov,ernment participationin the up-side gains .. ' 

On balance, itmay often ~e betterto leave'the bad assets on the books ofthe banks toworkout' 

than to sell them to masset manage'ment company. The interests offoreigninvestors also have . 

to be taken into account, while recognizing that the sale of the hrrgest banks to foreign investors 

at distressed prices would face strong political opposition. .' . 


. " t ' 
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, '. . 

" The Ideal Model for Banking System Restructuring " . . . , . 
" 	 .' , .' .",' '.' . , 

""" 	 Following is a list of the elements ofour "Stage 2" ideal model for a Thai banking system 
restructuring plan, which should be announced to t~e market as a comprehensive plan: • 

. " - . '.' " .... 

1. "Use public funds to recapitalize b~nks (open 'bank assistan'ce): 

" " , "The governm<mt (through a restructUring fund or agency) should purchase sharesin " 
eligible banks via" some combination of cash or securities. "The shares should have rights 

" to common stock (e.g.,,, in the form ofequity warrants or convertible preferred stock) to 
allow the government to sell its 'shares to the market when the operation is complete. 
(Preferred siockshouldheused to give preference over" existing shareholders, but not 
depositors, in the event ofbank,ujJtcy;subordinated debt should not be used since it does' 
not dilute existing shar~holders or provide the government with upside benefits.) " 

, .,. 

" The use ofgovernment funds should be subject to the several conditions to nUnimize 
moral hazard: " 

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

a write-down ofexisting' equitY owners" ~hares; ,,'. .'" .",,"". . "" .' 
-- " a matching formula (e.g., I: 1 ot 1:2) for injection ofprivate domestic or foreign 

capital into common stock; (IUs important to dilute the share.s ofexisting . 
" shGreholders to avoid a subsidy tothemJ ". . .",," ,,"."" '.' ".. " ".. " 

priority ofpublic claims over those ofc6rnr.non shareholders, but not depositors; . 
replacement of old management by new management; (could be waived ifthe " 

. 	managerialpoolis limited and the bimk's management was sourul.) . 
. repayment ofpublic funds based on bank earnings; . " ' 

. a sunset provision; and ""... " """"",,,,".,, ".' " . ".",,". '" 
·ifthe·shares are non-votIng, the govemmentshould maintain so~e authority over a 

bank similar to that ofshareholders." . . . . 

. .. 	 To enco~rage new investor~,the govemm~nt shouldeStabIish a Ustop~loss· agreeme~t .. 

with a bank to protect create greater certainty for new investors against unknown losses '. 

from bad assets. Some percentage (e.g .• 90%) of~harge~offs above'some agreed level " " 

would be absorbed first by existing shareholders and thenbythegovemment. . 


" . "Funding throu~htherestructuring funds could be via anycombination oHhe following .. 

mecluinisms: on~budget~ specially-:issued bonds collateralized against,say, future' 

privatization proceeds (akq the Ip.panese plan); andlor World Bank!ADE funding.. 


,,', ',' . . 

2. Address .the insolvent bank pr~blem: .. 

:' . 



The Thai govenunent will have to assess the viability of each bank and determine which ones 
. should be closed. Resolutions should be handled via one of the following three standard methods: 

a) 	 Open bank assistance transaction (noted in #1 above); 

. b) Deposit payoff: payoff depositors and liquidate assets; 
',' " 	 ." : 

c) 	 Purchase and assumption transaction (closed-bank transaction): existing 
shareholder equity is wri~tendown 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 provide assistance (negative bidding) to conclude the transaction . 

.3.· 	 .Clean up the bad assets on the books of solvent financial institutions: 

.. . . . 

• 	 ·The government's asset management agency should be used only for its original 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 Batik" concept to . 

. 	place the bad assets ina separate entity within the bank for separate workout. Banks 
. should be encourage to fonn private asset management consortia to pool resources .. 

(!'he option creates the right incentives jor old and new shareholders, al/owsntw 
investors to come in quickly, maintaifl$ the assetSon the books to a//owan orderly 
workout, and allows bank debtors to keep their credit lines open.) . 

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

• 	 ... For the long tetm, the gov~rnment ~hould announce itsintent torefonn bankruptcy laws and .. 
foreclosure procedures. .. 

.. For the longtenn, the government should take steps todevelop an asset-backed securities 
market. . 

. . . . 	 : . 

. 4. 	 Improve accounting s.tandards and disclosrtrerequirements . 

• ' .. Regulators and banks need to disclose balance sheet infonnation immediately. 

• 	 Thaihind should introduce USGAAP (or high-quality, international acceptable accounting 
.' standards) for its banking and corporate sector over a fixed :time period (e.g;, five years). 

5. 	 Strength~n banking supervision and standards 

• 	 Thegovenunent needs to establish a timetable to implement the Basle Core Principles, with 
.. 	 . more immediate focusori ineasures to restore market confidence, such as: strengthening 

supervisory procedures (e.g., Pr~mpt corrective actioil)and prudential standards, 
strengthening the banking authority. 
. 	 ! 



.' 

The Government of Thailand should reiterate its commitment under the IMF program to , 
.	implementing strict capital adequacy standards, accompanied by loan classification and, 
provisioning rules. (Implementing the new standards should improve the confidence of 
the market.) . 

, 
6. Open markets to foreign investment 

. . '. ," 
-, .. 

• Raise the 25% ceiling ~n foreignownersbip ofbanks without government approval to 100% . 

Allow branches offoreigIl banks t6 lend ,based on the capitalof the parent. 
. 	 ." . 

. .Alto~ foreign ownership ofbanks even after the ten year period. 
'. . " . 


. ' . ." , ",' l' .' . . . '. 


7. . Continue the gu~ranteesystem (or bank liabilities for a set period, 
, 	 ' .' . ~ , "\ '..' .- .' .. ' . '" : 

. Continue to guarantee all bank liabilities (except shareholder equity and subordinated debt, . 
, ,', holders) for a limited time period with an advance warning for lifting the general guarantee 
,.' and moving to a limited deposit insurance syst~m. ' . . 

• • I .• 	 , • • 

• 	 Establish a deposit insurance corpdration,fundedby the comlnerciaI batiks using risk-baSed 
.premia, to guarantee deposits (per account or per individual) up to a specific ceiling. ' The 
, fund should have a calIon banks for additional reselVes,ifneeded. 

Improve Corporate Governance' 

'. Privatize state-owned banks, w~ere possible, over time. 

.. Improve transparency ofthe own~rship structure ofbanksand the structure of connected 

lending or affiliations and introduce appropriate restrictions on non-arms length " 

transactions between banks and their affiliates. " " . ' 


• 	 'Introduce legal proteelionsforminority shareholders and ensurevoting rights and', ' 

participa:tion.., . ' ' 


, . Strengthenlegal andfinancial sanciionsagainst owners,directors, arid senior management to 
ensure proper behavior. ' , 

9. 'Takemeasuresto reduce the "creditcrunchn 
,...,. ", 

, • 	 Introduce micro.,lending for sma)) and medium-size enterprises from government and/or, 

World Bank and ADB sources., i ' ., 


. •.'. I ,. 
. ., " . 

• Eiuxmrage the development of an asset-back securities market. 
~ .. . . .' 

, .: 

, , 
c 

'; ! 



'. THAILAND - Revised Estimates 

Balance of Payments 
: 

LH1997 2H1997 . lQ 1 998 2Q1998 2H1998/1' 19981' 
FX reserves at begin-period 37.30 .30.90' . 25 ..90. 23.98 20.74 '25.90 

. Current account .balance -5.00 1.00 '1.00 1.00 ·2.00 4.00 
I 

Capital account balance 1.30 :17~30 -3.92 . -5.24 -2:19 . -11.35 
Medium and long-term capital 4.30 2.20 1.25 1.25 l.80 4.30 

. Short-term capital 0.40 . -SAO -2.22 -1.44 . -3.34 -7.00 
Other ~3.4O -2.60 ..0.25 '..0.25 LOS .0.55 
ForwRrdslswaps 0.00 -11.50 . -2.70 4.80 . -1.70 ~9.20 

E&O -2.70 2.40 0.00 0.00 ·0.00 0.00 

Net balance -6.40 -13.90 -2.92 4.24 -0.19 -7.35 

Financing packa~e 8.90 1.00 l.00 1.90 3:90 .. 
Fund' 2.40 0.20 0.20 .. 0.30 . 0.70 

, . Other 6.40 .0.80 0.80 1.60 '. 3.20 

FX reserves at end~period .. '30.90 25.90 . 23.98 20.74 .22.45 .22.45 
Montbs,lmport coverage 5.78 ·.4.84· . 5.05 , '4.31 4.73' 4.73 

Assumptions: ... . . 

1) 80% rollover on maturing debt· this includes baok'andn~n-bankdebt (with about $4 billion iIi. unaffected trade credi~)' 
2) 50% (oUoveron forwards' .' . ' . 


3) $4 billion current account surplus .. 


4) 1998 imports of $57 billion (avg over 1996-1997"';88 $61 billion) 


. i 

" 



------------------------------------------

---------------------------

Possible Elements in a U.S. Bilateral Package 
! (USD millions) 

, I 

_ . Identified by State 

Economic Assistance, $70 
,	FMS Debt Restructuring $54 

Peace Corps $14, 

USIA Support for Visiting , 

StUdents' , 	 $10 

, , .---------------,------------------------­
" Sub,.total':' 	 ,$148 

Qther Possible Sources 
I 

i 


, Ex,.Im Bank Short~term $250 . , ;: . 

, , Insurance 

QPIC Insurance' , $150 


, , ' 

Sub-total " 	 $400 ,. 
. .' . .. . 
, ---------------~-----------------------

, .' . 

Total, 	 $548 
, I 

I, 

: :, 
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" INFORMATION 
',MEMORANDUM FOR SECRETARY RUBIN' , 

DEPUTYSECRETARYS~RS 
UNDER SECRETARY LIPTON 

, •• FROM:ionothy Geithner 

SUBJECT:1bailand: NextSteps 
, . ,,' , ;. "",' . ... .' . . 

"Th3.lland and 'the IMF have just reached agreement on,a Letter ofIntent which is expected to go 
to the Board in lat~ 'February. TheJMF mission head was very pleased with the results ofthe . 
review. A moredetailed report ofthe Fund's latest mission: is attached. The, program includes, 
the foUowing highlights: ' ',. , ' ' ' , , , ' 

, MOllletary Policy is, to be focUssed on stabilizing the,baht, ultimately with the view to ' ' 
,,maintaining this policyuntil the baht rises to the low to mid-40s. ,', " 

The1998fascaldeficit target is noW 2% ofGDP, compared to the earlier targetofa1% 
surplus, reflecting the fall:-o~in taX revenues due to lower-then-expectedgrowth. 

"Fi~~ndll reform is going fOrWardaswell as can be e~pected. The government has, ' 
, moved quickly by intervening in, four bariks in the past six weeks, and plans to announce ' 

" " soon new bank supervisionguideJines. Progress in cleaning up the frozen finance ' , 
companies is also movingforward, albeit slowly. ' 

'The capital account is nov/projected to be in deficit by $14 billion in 1998 compared to 
, earlier estimates ofa balance due to higher-then-expeded roDoffs ofshort-term debts. A' 
,sball"p iaprovemeDt in the current account and higher-dian-projected international' 
reserve levds at the end of1997, however, wiUlargely offset the projected deterioration 
in the capital account. " " ' '" " ' , ' 

, , "Againstthls ba&ground,Fundstaffhas reached the samecbnclusion that we had, namely that 
, the, Thai program' is adequately financed for the time being. But it inten{is to review this issue' 
~.~~ ,.'" 

,,' ,. I'm stiUinclinedtobelieve that we should privatelyrilake a case to theThais, perhaps with s~me 
" publicsi~thatwewould be prepa,redto support providing Thailand with supplemental ' 

resources,throUgh the SRF, later this year if such augmentation is needed." 

, , . As you know, aTreasiiry team led, by 'Bill Murden went to'Thailand and has returned. The 
general.assessment is that the Thais are now doing'asatisfactory job wjth the frozen finance ' 


, " companies but ice manydifficult hurdles in disposing the assets, and the restructuring agencies 

, ' need to Coordinate eIrortsbetter with the Finance Mnistry and Central Bank With respect to 


',' ,commercialbanbthere is a general sense (eXcept by the IMF) thatthings wiD get worse before 

'get~Jig better. Questions,regarding recapitalization still need to be resolved. ' 


: i 

, I 



Thaiilmd: Brlefin~ from IMF Staff, " 
, ;' (February12, 1998) , ' 

" "-oJ 

. ': 

On Friday rrionung, IMF staff in I3angkok briefed Treasury on the status ofthe Fund Progi-am. 
The IMP MissionH;eadwas very pleased'with,thereview. The markets seem'to have growing 
confidence.in the economic team; the baht has appreciated significantly in recent weeks; and" 
,there seems to be contiriued public support for,the program; 

,i, 

Macroeconomic Developments ,: 

GDPis expected to decline by 3% i~ 1998 resulting in a steep drop in import demand. Inflation 
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 billion or 4% of GDP. .The IMF will conduct 
another review in Thailand in May. ' , '" ' , ' , ' , ' 

, , Fiscal Policy, 
, , ' 

The rMF knew by the fourth quarter" that Thailand could not meet its fiscal targets for1998. The 
Fund is notconcemed about the slippage given the decline in domestic demand and the huge ,', ;' 

, turnaround in the currentaccowit. Thailand has a1readyWldertaken major efforts to 'limit 
spending and the' government has agreed to some small fiscal measures.• But the IMF is 'not " 
pressing for more. Thus, on the basis ofthe new assumptions, the central government deficitis ' 

, ,'projected to be 1.5% of GDP, and the state enterpnses will be in deficit by 0.5% of GDP for a ' 
total of2% ofGDP in 1998. TheearlierlMF target was a1% surplus. ' " ' 

. '.' l 
Mon~tary and Exchange Rate Policies 

,,', The1998 monetary targets will remain unchanged and Thailand has metall targets sofar. ' 

, Thailaiid and the IMF have agreed that the primary objective ofmonetary policy is to focus on ' 


using interest rates to stabilize the baht. The agreed strategy is toconsolidateand hold any" 

, 'upward trends ,in exchange rate appreciation. ' Over the coming period, the FWld and the Thais 


',' want to see the baht exchange rate settle in the low to mid.;.4Qs 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 runiling about 25% several weeks ago, but bas dropped to 20% since and remained there for ' 
several days notwithstanding the appreciation of the baht. The IMF does not think that recent 
statements by Tha.i officials regarding the need to eaSe interest rates implied that the government' 

, planned to alter its interest rate policy until exchange rate objectives were met. The inference .' 
" , ,was that these statements were made,for domestic coDsurnp~on. ' " 

" , , 
'FinancialSector Reform 

The Thais have moved quickly to close those finance companies that needed to be closed. With 
respect to the frozen finance companies, the World Bank has the lead. ,The IMF hoped that the ;, 

, Bank would have moved more quickly in addressing the problem ofcleaning up the portfolios so 

http:confidence.in


that the IMFcould concentrate on the. Thai banks..·Two institutions bavebeen developed to deal' 
· with the bad assets ofthe finance companies. Akey objective is to prevent liquidation ofthe 


assets of the seized finance institutions from depressing the value oftbe assets of remaining . 

finance companies and banks. ' . 


. . In the last six weeks the Central Bank has also intervened ,in four banks, ,virtually wiping out the 
· equity positions ofthe former stoclqIolders, 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 comp~es, but what to do with the Commercial banks that' 
represent 80% of the financial sectot. AU the banks will need to be recapitalized. The. ' 
government's plan is to encourage private investors. The Thais wanUo avoid the perception that 

.the government will re-capitalize the banks so as not to discourage priyate investors. 

, The recentbreak-off ofdiscussionS involving Citibank purch~irig majority control ofFirst 
, BangkokCity Bank was'due to Citibank's realization that the Thai bank was in deeper trouble 
,than initially assumed.Citibank's actions were also piobablyinfluenced by its decision to eriter 
negotiations with another Thai bank.: ING is also reported to be in advan.ced discussions with 
another Thai bank. The government plans to announce soon new banking standards that will, 

, take effect in 2000. World Bank technical assistantsare helping the Thais in restructuring the . 

financial system. Fund staff noted !Qat the financialrestructuringprogramwas going along as 

well as can be expectedgiven the capital shortage. ". 


ExtemafFinancing , 

The IMF had originally assumed the capital account would be inbalmce·in1998. However, due 
. tohigher-than:-expected rolloffrates;the capital account is expected tobe in deficitby$14 . 
, 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 $27billion, about $4 billionaboveIMFpmjections, parily because the 
, Thais had allowed more oftheshort-termfolloifs to be fed into the m2rket than the IMF had ' 
expected. Fund staff said that they would not be averse to allowing n:serves to finance $3~5 
billion ofthe projected larger capital outflows. , However, the Thais were concerned 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 additional financing from . 
theJapan export credit agency and. from the ADB.The Fund's bottom line is that Thamuid's 

· external finanCing package is adeqtiate for now. It will review. tbisissue again in May. . 

With respect to short-term debts, foreign banks hold the bulk oElt. The rollover rates ofthese " . 
. ,banks have .been about 85-90010. However, the rollover rates of Thai banks has been about 60%, . 
· and the rate forcorp0l11tions has been 50~60%; The Thais have been exhorting Japanese banks to . 

roll over their debt, With success. With respect .to ceJltral Bank forward contracts, the IMF· ' 
programs remains unchanged. ForwaTdcontracts totaled about$18 billion at the end of the year, 

· and are programed to decline to $9billionby end-1998. 
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., DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

ACTION,March 10, 1998 
ASSISTANT SECRETARY 

MEMORANDUM FOR SEC~TARY RUBIN 

FROM: Timothy Geithner 1~ 
Assistant Secretary (International Affairs) , ' 

SUBJECT: Memo to the President for his Meeting with Thai Prime Minister 
Chuan 

ACTION FORCING EVENT:. 
I 

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 Mioister Chuan at Blair HOl'" "md 2) your participation in the 
Cabinet Room meeting with the President and Pri~' . '.1 11 :05 am where economic and 
financial issues will be discussed. 

RECOMMENDAnON: 

That you sign the ~' 

/
Agree 

cc: Larry Summers , 
. I 

I 
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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-1991 to 4.8% at end-1991. 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 fal6ng 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 theIMF 
program. Interest rates were ra,ised 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 fr't8ile. ' : 

Fiscal Developments and Policies: The Thai government met December Jill targets, but with 
considerable and growing difficulty due largely to the recession. They sought I.l\1F 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 GOP, compared to the former target of a 1% surplus. 

External Sector Deyelopments arid Outlook: While the projected 1998 current account has 
improved from a deficit of$2.5, billion to a surplus 0($4.4 binion, the capital account outlook has 
deteriorated due to negative regional developments and downgrading by rating agencies. Net 
capital (mtflows are projected to be $14 billion in 1998. The projected financing gap is expected 
to be covered by a $4 billion de'cline in reserves to $23 billion (4.9 months of imports), 
disbursements from the $17.2 billion official financing package developed last sununer -- $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 IMP SRF, ifneeded, should enhance 
market confidence that the program will be adequately financed. 

Financial Sector Reform: The. government plans to complete the auction ofassets 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 and COfj)oratizatiQn Law: In,the near term the Thais will focus on 
privatizing the transportation, utility and energy sectors. The government is developing a new 
CorporatiZation Law to clarify the legal status ofstate 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. 

March 9, 1998 
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WASHINGTON; D.C. 
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· MEMORANDUM FORDEPUTY SECRETARY SUMMERS 
· 	 . ' 

UNDER SECRETARY LIPTON' 

FROM:. . Timothy F. Geithner I(fIA . 

(IIitemationaIAffairs) 


Recent Revi~ws ofThailand andKOrea' sIMF Programs .' "SUBJECT: .' 

... Attached are the recent~eview docunient~forThail~d and Korea, as well as OASIA. staff's. : 
· comments on these countries' programs .• 

Tab A .' Memconofmeeting with IMF division head for Thailand.·' ..• 

". Thailand's fourth Letter ofIntent (LOI)' 


· TabB' Memocritiquing,Korea's,(LOI) 

Korea's LOI' '.J 


. Draft U.~. Executive Director's Boardstatenient . 


'Thailand 

:The program appears to beontrackandadjusting:toth~ changing developments in Th~land,and . '. 
'.' 	 we should support it in the Board review on JunelO.We areconcemed about continued political . '.' 

support for the refomi program in' the face of rising unemploylllent and widespread barikruptcies, 
We are also concemedthat Thai banks may not be able to recapitalize themselves by market . 

. meanso'pro1cinging the current liquidity crunch and jeopardizing the recovery of the financial' 
.' sector. Jonathan.Fiechter has told us that the World Bank is already. working ona"PlanB" for 
· these banks. 

· The re~sedprograin allows for furtherlooseningof fiscal and monetary policies; The latter is 
·contingent upon continued stability of the baht. The LOIalso spells out more details on legal·.... 

. and regulatory I'eformsto promotefmancial sectorreform. Corporate'debt restructuring is . ' 
moving forWard ona voluntary basis, but~veJ1U reforms are still needed to speed upthe process . 
. The Thai government is not considering any sort ofFICORCAariangemerit, and the LOI '. 

."'. 

• outlines upcoming steps to improve the environment for private-led corporate restructuring.'·. 

Korea 

'. . Th~ Board meetihg is tentatively scheduled for May 29, 1998~ Korea has met'ils performance" 
criteria for end-¥arch and therefore:qualifies to receive the. next trancheofIMF funds.', ' 

".' ." 

http:JunelO.We


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


. However, we remain concerned about Korea's momentum on financial and cOfporate 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 ballks and government 

.. policy banks such· as. KDB to over leveraged conglomerates. We believe that we sho.uld request· 
that Fund staff prepare a supplement to the review on this topic, including data and infonnation . 
on conditiomility associated withsuch lendingand on how rescue loans impact Korea's broader 
goals ofmaintaining market confidence, recapitalizing the financial system, and restoring a 
frarilework tor economic growth. 



. DEPARTMENT. 

. To: . Tim Geithner ·OF TREASURY 
Office of the 
Assistant Secretary for 

.'. '. Date: 5/27/98, 3 :32PM . International Affairs . 

Office ofEast and South 
.Asian Nations 

,'. Re: . ThailtiQd's Third ReviewundertheIMF'sStandpBy Arrangement. " 

Attached are a memorandUm summarizing a May 20 conversation with the lMF's division head' . 
for Thaiiand and Thailand's fourth LetterofID.tent (LOl).· '. . . 

As noted in y~sterday'sAsiaDaily, the MEP a11~ws for further loosening of fiscal ~dmonetary' . 
'. 	policies. The latter is contingent upon continued stability of the baht 'The MEP alsospells out 

more.details on legal'ai1dt:~gulatoTy reforms to promote'financial sector reform. Corporate debt .'.. 
restructtiringis moving forward on a voluntary~asis~ but several reforms are still needed to 
speedup the process. The Thaigovernmenfis not considering any sort of FICO RCA . .' 
anangerrient, and theMEP outlines upcoming steps to improve the environment for private-led, 
cOrporate restructuring; . . . . .' . 

. While the ,program appears to be ontrackand adjusting to the changing developments in . 
. Thailand, weare concerned about continued political support for the reform program in the face . 

'. ofrisingunernploynient and widespread bankruptcies. Weare also concerned that Thai banks 
may not be able to. recapitalize themselves by market means, proJonging the current liquidity 

,cninchandjeopardizing th~ recoveryofthefinancialsector. Jonathan Fiechter has said that the. 
'. World Bank is already working on. a "Plan B" forthese banks. '.' 

""""'" 
, , 

~.. tuart 
Room 5221' 
phone 622-1724 .' 

CC: DanZelikow, Todd Crawford,Bill Murden, Teresa Rutledge' 



MEMORANDUM OF CONVERSATION 

; FROM: Patrick Stuart, INA ' 
, 

. '.' , . 

SUBJECT: Conversation with Ranjit Teja, ChiefEconomistIDivision Head, Thailand 
, . . 

. I met with Mr. Teja and T(}dd Schneider on May 20 to discuss results ofthe recentIMFmission 
and the outlook for Thailand in the coming months. . . 

Policy Revisions 

Output continues to fall in Thailand, with the F~d now estimating a declin~ of4-5%. (Note: 
Some private sector analysts are even more pessimistic, and the Deputy.Finance Minister 
publicly stated that the economy could contract by as much as 6%.) Consumption is fallmg~ 

} partly due to the wealth effect (drop in stock and real estate prices). The Fund is not seeing 
c?nsumptionsmoothing. Instead,people are tightening their belts.in anticipation ofjo}) losses. 

. Fiscal: 'Ftntd staff win reconnnend to the bo~d a loosening ofthe.fiscal stance from a 20/0 deficit" 
to a 3% deficit (still excluding financial restructuring costS). Roughly half of this will be 
increased sOcial safety spending, chiefly public work projects: The other half will be due to 
declines in revenue: VAT and import duties are down, and the Finance Ministry will have to . 
give sorriecorporate tax refunds due to plummetirig profits. The expected automatic stabilizer 
effeCt will be between 0.3% and 0.5%. '. . 

. ,"" . . . .".. .. . . ~. 

Monetary: The Fund and Thais are still committed to k~eping a tight rein on i~terest rates. 
There will· be a gradual loosening of interest rates as long as the baht continues to show stability. 
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, arid interest rates. For 
, example, instead of increasing, velocity noW looks to flatten out or declinethisyear.· 

'Banking and Credit 

. The IMF is concerned about the lack ofcredit lothe real sector; . Staff recognize that there are 
real reasons'whY the banks are avoiding this risk and are hesitant to push too hard on the banking' 
sector.. 

. . , . ' 

. Corporate debt restructuring isa key point, here. The current pace is slow andrew deals ha~e . 
"been reached. The largest problems are tax regulations and other legal hurdles that do not make, ' 
debt restructuring attractive for an parties. For exampie, banks are taxed on accrued intereSt even 
though thebank may never have received payment. The Fund has some internal disagreemeriton 
tax issues, with tax purists appareiltly pushing a position that will disadvantage Thai banks, but 
the Asia division sees this as extraor~inary Circumstances that require some flexibility to get debt 
restructuring going. ',' . '. 

F~d.staffn~ached agreement with the Thais ~n legal reforms to remove these'hurdles.·There are 

http:belts.in


no·plans for any sort of FICO RCA orgovernment "sweeteners" to induce debt restiucturing.(I 
pointed out that the Bank of Thailand had given awa.yalli~sweeteners through the FIDF.) 

. Recent Takeover ofSeven Finance Companies: Tejasaid it was absolutely the right thing to do. 
At two of the. seven, there was an active ~ on deposits, with theseflncos left holding almost . . 
riothingbut liabilities to the FIDr '. . "', . 

. ' World BankEfforts.>reja gave a much more positive assessmentofWBefforts than last' 
. December. Now that Fiechter is in charge, he.said that Staff is overall very satisfied...' 

' .. ~ . 

External Developments .' 

. '. Reserve Levels andFqrwardsiSwaps:TheThai apparently used the recent inf1~w ofcapital for 
two large hank recapitalizations as an opportunity to·incre.asereseryes~ Atone point early this . 

, . month. reserves exceeded $30.billion. The roll;.off of sOme of the lastforWard contracts began . 
mid-month. About $2.5 billion has rolled off,with more to come in the near future. They should 

\be left with at least $25 biHion in reservesaftertheroll-offs. .'. 

Exports and Trade finance:. The small-econ~mymodel ofexports is ,not working: . Thaiiand is ....... . 
not a prIce-taker; While Thailaridhas seen a 7-8% rise in export volume this year; the dollar ...' 

. . amount is down, meaning that unit price levels are ratling substantially. The IMF staff think tllat· .. 
. . increased competition among the crisis economies attP- the saggingJapanese economy may be to 
.. blame for the falling prices; There are complaints. by Thais and others that the Koreans are 
durnp~rig anything and everything.10 get cash. . .... . . 

". Fund staff believe that the upcomingboridissue ~iIl be helpful in getting export £nan~e to~ome . 
.of the SMEs that have been missing out .. They have aseriesof understandings with the Thai 
authorities for monitoring to ensure that this is not going to be wasted. . . . 

": t 

. .' 
'\ , 
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Bangkok 
May 26,J998 

Dear Mr. Camdessus:' 

1. . Very significant progress has been Irulde in impleme~ting the ~conomic program since 
the second program revie\y;The lastthree months have witnessed an important turnaround in 
market confidence. The exchange rate has appreciated by about 35 percent since eatlythis 
year; and has stabilized since mid-March, allowing 'a steady lowering of short-tenn interest 
rates. The Bank ofThailartd (BOT), taking advantage ofimproved market conditions, has 

. been able to rebuild its foreign exchangereserves~ Thailand's first sovereign bond issue since. 

·.. the onset ofthe crisis is planned in the coming mOD:ths..' '. 


2. . The~e favorable developments have;ollowed from the governm~nt's sirictadherence 
· to the ec()nomic prognlm. All quantitative and structural perforitiance criteria for March 31,· 


1998 related tomacroeccinomic policies and financial restructuring have been observed. . 


· 3... We draw special attentiont6the progress beingmadein·financiairestru~ring. We 

. have arulounced the phas~dimplementationoftighter loan classification and provisioning 

. rules; which will be gradually brought up to full observance of international bestptactice over 

the next two years. Barikshave made cOnsiderable progress in recapitalization: two large 

· . banks have just completed major international share issues, and another two have developed 
strategic partnerships with foreign bank$~ Tighter loan classification and provisioning 

.: standards are contributing to increased collfidence and investor interest in bank _ .... --'. 
'_recapitali:Zation~ To. facilitatefmancialrestructuring, five emergency decrees have been-' 
approved by the Cabinet, four ofwhich have been ratified by an extraordinary session of . 

""Parliament onMay 25,1998,: and the remaining one shall beconsidered shortly during the 
same extraordinary session. . .' - . 

.• 4. '. '.. Nevertheless, while important progress has been made in th~ financial sect~r, 
conditions in the reaLeconomy are still deteriorating as the economic dec1ine during the first. 

'.' ,half of 1998 is proving to be deeper than previously anticipated. 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 been more 
pronounced weakness iit Pri.vat~ c()nsumption aridinvestmentdeinand, arid continued liquidity
shortages..' . . '. . . 

'5. .' AgainSt the background ofconsiderableprogress in stabilization, the immediate . 
priority under the program is to minimize any further decline ofthe economy and bclng about 

.... ,early recovery, while sustauung the stabilization gains. Thus,thefoclls ofpolicies will shift to 
. adapting macroeconomic settings, strengthening structural policies, and ensuring the adequacy. 
ofthe sod~ safety net. . " '. . . 
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6; . .An updated economic policy memorandum of this government is presented in the 
attachment. We draw attention to six key areas where strengthened understandings have been 
developed in order to' alleviate liquiditY shortages in. the economy, accelerate restructuring, . 

. protect the disadvantaged, and.preparetheground for an early recovery: . 
. 	 ..' . 

.. First, regarding our macroeconomic policies, there is room for further cautio~s 
". reductionsin interest rates and somewhat higher monetary growth rates in line with. 

recovering 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 ofthis should greatly improve liquidity conditions.·In addition, We will' 

· .. use the proceeds of the sovereign bond issUe to strengthen the specialized banks and . 
· in(~iease their capacity to meet"the credit needs ofkey sectors; the.policy framework pf 
· the specialized banks. is to be strengthened for this purpose. .. . 
.' ..' . 	 .'. . 

· .. 	 Second, in 'light ofthe larger current account surplus, there is roo~ to adjust the fiscal 
target and, thereby. contribute directly to minimizing any further decline ofthe 
economy. Thus, the overall public sectorde.ticit target under theprograin for 1997/98 
is proposed to be changed .from 2 percentofGDP to 3 percent ofGDP. 

• · . Third, we have developed concrete measures.to~engthenthesocial safetY net and . 
in(;r~e well-targeted public works programs, .and have allocated an additional . 

· ~ percent ofGDP in the1997/98 Budget for this purpose . 

· ... . Fourth, with the recovery contingent on effective corporate debt restructuring, . 
important steps are being taken futhis area. The legal and institutional framework is 

...	·being stiengthened and'made more supportive through refonn'oftlle bankruptcy act,· 
foreclosure procedUres, and other laws.' In addition, we are liberalizing further foreign 
investment r.estrictiollS in key sectors in. order to increase resources for' restructuring. 

· '. .' ..•. Fifth,.finahc:ial sector reforms contktue to focus on the need for the c~re b8nking . 
'. . SYf,tem to continuously strengthen its capital, based on best international practices for 

· .loan loSs provisioning that have already been introduced; implementation guidelines . 
',willbedeveloped by midyear. . '.' . . 

• 	 .•.. Sixth, the coming months will see the auction ofmore compleX assets by theFRA,' and . 
we will be developing a strategy to, strengthen the finance company sector, as well as 
to resolvethestatrisofthe four intervened banks. This is essential tominimiie the 

· need for any future FIDF support foTthese institutionS. 

.. 	 7~Alth~ughwe are greatly encouraged by the strengthened foreign' exchange reserve . 
. . 'position, we need to remain especially vigilant in light ofthe continuing regional tensions. 

Thus, we will keep the financiIigoftheprogram under close review to assure that, :wi.thIMF 
support, the program remains fully financed at alhimes. . . . 

· .' . . ' . 

. . 8. The immediate period ah~ad will continue. to be very difficult in Thailand, but the . 
'. country is becoming much better placed to ov.ercome the remaining'challenges and to prepare 

,'. , 	 'f 
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. for a.sustainable recovery. Were new pressures to arise, thegovem~entstands ready t~ take •. 
whatever .additional measures' are necessary to . ensure the success ofthe program, and will. 
consult with theFund, as indicated earlier. . . 

. Sincerely, 
. I . 

lsi lsi 
Tarriri Nimmanahaerninda M. R Chatu Mongol Sonakul . 

Minister ofFinance . Governor, Bank ofThailarid 

.' '. ' '. 

Attachments .'. 

, . " . 

Mr. Michel Carndessus 

. ~anaging Director . 

•IntemationiU Monetary Fund 

. Washington, D.C. 20431 
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. :MEMORANDUM ON .ECONOMIC POLICIES 
OF THE ROYAL THAI GOVERNMENT 

· May26, 1998 

I. :MACROECONOMIC FRAMEWORK AND POLICIES FOR 1998 . 
. .' '.' ," :,., . " .. 

. L . , .. The macroeconomic framework ad~pted iriFebruary 1998 has been reassessed against .. 
the background .ofaneconoiriy that is weaker than anticipated, particularly during the first . 

. . half-year, and an external position that has improved more markedly; Atthis third review of. 

the program, the key objective is to minimize any further decline ill the economy and bring • 

about an early recovery, while sustaining the restoration ofconfidence witnessed in recent .... 


. . months. Both macroeconomic poli~ ·settings and strengthened .structural policies are being .. 

.designed to·give preeminence to this objective. . . . .. 


··2. . .. The weaker economy during the first-half of 1998 lies behind the revision in the·· . 
econonUc oudook for the year as a whole, a decline in real GDP ofabout 4-5lhpercent.· A . 

. . ·number ofexternal apd domestic factors are contributing to this oudook. The. continued . 
... unsettled conditions in the region are a keyfactor, reducing export demand below pr~vious 

projections, and delaying the recovery in private capital flows. Domestically, consumption and 
. . investment demand have both been weaker thanpreviqusly expected. The modified policy 
.... frairiework adopted at this review(Tablel)~ aimsataccelerating structural reforms and 

. offsetting some of the weakness in private demand, .and should help the economy bottom out 
by about midyear, and begin to recover during the latter part of1998. 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 weaknesses inthe real ... , 


·economy. The BOT's foreign exchange reserves have remained well above the program floor; 

reflecting '.a larger current ac.courttsurplu8·and· a slightly. smaller. deficit in the capital account 


.... These inflows;· together with other initiatives summarized below. wiD contribute to.easing 

.. progressively liquidity shortages in the economy. .. . 


MonetarY3nd EicbsngeRate Policy· 
, .. 

3. . ..' S.tabiUzation of the exchange rate will remain the primarY objectiveol monetary policy,· . 
but there is now room to adapt the monetary program to betterassurethe liquidity needs of 

. . the private sector. However. against the background ofa significant strengthening of the . 
· currency since January,the recent stability of the baht within a more. realistic range~ and the· 
substantial restorat,ionofthe BOT',s reserves,·tbere.is room for further c:autiousreductions in ... 
the overnight repurchase rate. Correspondingly, the monetarY program for·1998 is being 

... adapted to take accOunt ofimproved market confidence arid a stronger, outlook for money 
demanp, and :M2A growth in 1998 is now.projected at9 percent. The December 1998 target· . 
for reserve money growth will pe kept closely under review; within a target range ofabout . 

. . . 6V:r8 pel~cent, and we win use the increased room provided exchange rate stability is . 
.maintained. HoweVer;· ifthere is increased pressure on the exchange rate, we Will raise interest ... 
·rateS and tight~n the monetary program as necessary"Ann~x A contains the revised NDA 

. .' . . '.' . : . ..' .. 

, 


... 

http:reserves,�tbere.is
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. . '. . . 

perforrnaIlce criteria through September 1998 and the new indicative targets for reserve 
money. 

4. ' Themonetary program allows the proceeds ofthe anticipated sovereign 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 oftheir recapitalization 

, (paragraph 15 oelow).On thisbasis, we expect that the specialized banks will be able to , 
eXpandtheir lending operations at market rates, ,especially to the export sector, building on the 

, recently negotiated trade finance facilities with the Export Import Bank ofJapan 
,($600 million) and theAsDB($lbillion). ' , ' 

" , Fiscal Policy , 

5. ", "Although rec~nt revenue anq' expenditure developments have been well within 
established program targets, the deeper-than-anticipated recession makes it likely that there 
win be Ruther revenue shortfalls later in the fiscal year, especiaUyin corporate income taxes as ' 

, , well as with respect to the eaniings ofstate enterprises. In addition, we have concluded that • ' , 
existing'arrangements for social safety"net' spending need to be strengthened more rapidly·than 

, previously anticipated to provide greater reliefto'displaced workers. Therefore, we propose', 
'to revise the target for the 1997/98 overall public sector balance from minus 2 percent ofGpP 
to minus 3 percent ofGDP (defined under the program on a GFS basis and excluding the ", , 
coSts offinancialrestructuriilg: ~ee AnnexB). This will also help offsetthegteater " , 
deflationary impulse from contracting private consumption and investment. ,Within this total ' 
. the central government deficit will rise from 1.6perctmt ofGDP to 2.4 percent ofGDP;, 
Roughly one-halfof this revisioriWiIl reflect: higher social safety net spending, while the 

" ,remainder \Vill' comprise the effect oflowerrevenu~,as :we a110w automatic stabilizers to take ' ' 
. effect. ".. ,.' 

6.• ' • Regardingthe state enterprise seetor;weexpect tha~the smaUdeficit will rise 
, somewhat,fromO.4 percent to 0.6 percentofGDP, during 1997/98, refle~g 1owerearnings. ' ' 
Adjustments have been made to prices for goods and servicesprovided by state enterprises, 

,including for electricity, air-conqitioned buses and trains, and for water use. However, bus and 
, • rail mesfor the poor~ members of societY have been maintained as part ofOUf Social safety 

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

,,', within the fisca1 framework. . " , ' ' 
, " 

, 7. We have ~so fortnulated the preliminary fiscal framework for 1998/99. AgainSt the , 
expectation ofa small eConomic i recovery during 1999,there will be room to red~ce the fiscal 
deficit from that currently projected for ,1997/98. thus, we expect to contain the overall ' " 
public sector deficit to no more than 2Y2 percent ofGDPin 1998/99, signaling the continued 
structural strengtbofThailand's,public sector despite the economic crisis ..The central 
government deficit Will be about 1 Yz percent ofGDP.This targetincludes the coSts of 

, ",financial sector restructuring. Toward thisend~the government basset itself the ambitious, 
, objective ofissuing about B 500 billion ofgovernmentbonds by the end ofthe 1998/99 fiscal 

• ,Year (paragraph 18}.About 1 percentofGDPwill be the deficitof,t~e public enterprises: The 

http:oelow).On
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... 	 1998/99 fiscal fr~ework will be reassessed duri~gthenextquarterly review, ahead ofits . 
fonnal adoption in September 1998.· . 

External Sector 

.8.< .Externalcurrent account adjustment is also proceeding morequickiy than envisaged . 
just a few months ago, mainlyteflecting the deep recession, and we now expect to record a 

.. 	 current ac:countsurplus ofaboutS8.5 billion orabout 7 percentofGDPin 1998. Export 
perfonnancehas been weaker·than expected, .partlybecause ofdeclining agricultural and. 
manufactUred good prices, as well as lower external demand; therefore, import compression· 

. remains, tor now, the principal source of external adjustment. However, progressively during 
1998, we expect the.batance between import compression and export growth to shift, and the 
current ac:count surplus to narrOW. . . 

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

9.·· The capital account is developing broadly as envisaged 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 ofsuch 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 ofshort~tenn credit lines. In particular, the rollover rate 
Jor the Thai banks and the corpoiatesector has recently risen. Moreover, forei~ direct .. 

· investment recovered somewhatin.recent months owing to share issues associated with 
commercial banks' recapitalization (see below). Against this, there were some outflows from 

·noru:esident baht acCounts earlier in the year. . . ...... . 

· 10.·. . .We have be~ encouraged by the entry of Canada into the financing package, which 
,will offset some er9sion fnthe package from other sources. In addition,. we'intend to place a· 
. sovereign bond issue in international markets in the coming months. Overall, we expect that 
·more ambitious external targets can be set for the 1998 program.·The modification ofthe . . 

· June 30·performancecriterion on netintemational reserves and the datafortheSeptember30 .. 
external perfonnance criteriaaie specified in Annex C. In addition, the envisaged amendment 
ofthe Currency Act allows for greater flexibility in reserve management. For all these reasons,... 

· we .are confident that the economic program remains comfortably financed. . 

.. n. FINANCIAL SECTOR REsTRUCTURiNG . 
.. 	 . 

. . . 11.· .FiImnciaI sector reform remains the~ornerstone ofoure·conomic program. Our 
.. policies se.ek acontinuous strengthening ofthe solvency and liquidity ofdome~ic financial 
· instituti0:Ds. Banks and finance companies are facing sharply declining credit quality and falling 

. ... eaInings because of the .economic.downturn; At .the same time, we continue to deal decisively 
·with unviable fuiancial inStitutions, while prot~ing depositors and creditors in order. to 
·maintain confidence in the fu)ancial system. Our policies are summarized in Boxes A and B. 

. ... .. ;..... ... ..... .. . .. . ... 

Strengthening the Core Banking System . 

.. 12. ·.OUf strategy cont~uesto be targeted at augmenting the capital base ofall domestic 

... fi~ancial institutions, and this process is being facilitated by the tighter loan classification and 
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provisioniingstandards: Major commercial banks have succeeded in raising private·capital,and 
many smaller banks continue discussions with foreign strategic partners. About$3' billion of . 

.... new private capital has been raised since last November, most ofit from foreign investors. 
This process has beendriven by the introduction at the end ofMarch 1998 ofnew loan .. 

. '. classification and loan loss provisioning rules consistent with international best practices. The. 

new loan classification rules will take.effect on July I, and· the associatedprovisionmg· 

requirements-to be implemented gradually-will be the driving force behind future bank 

.recapitalization: . .... 	 .. . 

13. .The fout intervenedbanks co·ntinue to operate Subject to strict supervision by the. . 
BOT. Their funding has been regularized by converting most of their short-term liabilities to 

. theFIDFinto long-term obligations atfunding rates closer to those of core banks. We are 
.'. 	 developmg a strategy for their resolution and privatizatipn. and have accordingIy contracted 


an investment bank to develop ,least-cost proposals by midyear. We expect to have adopted a 

strategy for these banks by end-July~ . . . . 


· .Strategy for Remaining Finandal Institutions 
,',' -. :. .' . ', .1,'· -.' • 

•14. 'TIle35remainingfinance companies are subject to thes~erecapitaJization 
requirements·and loan classification and provision rules as banks~ Some finance companies 
have been reCapitalized and have found.viable rilarketruches, but many others areverJ small 

'. and will need to be ·consolidated. Consistent with this ·strategy,and folloW;ing the modalities of 
previous interventions in banks, on May 18, 1998, we. have intervened in seven finance· 

· . companies that were unable to raise capital. A majority state':'owned finance company(KTT) 
is leading the consolidation effort. This consolidation strategy shall apply to,other finance 
compani~ which do not'comply with their Memoranda ofUnderstanding with the BOT:, 

15. ... Regarding specialized financial institution~ it.isour intention to make increased use of .. 
these institutions to make credit available to the economY. There(ore, it is vital to ensure that . 
they arefinandalJy sound, properly regulated and supervised, and adequately capitalized.... 

· 	 '. Accordingly, these institutions·and their overall policY framework wilt be assessed promptly . 
··withthe assistance .ofthe World Bank; with the view to identifying any problems by June 30,· .

1998.· .' . 	 ...... . 

.'. AssefDisposaJofibeS6 Closed Finance Companies .' 

16~ .The Financial Sector Restructuring Agency (FRA), working closelywith World Bank .. 
consultants, ,has completed the rules and procedures for auctioning the assets ofthe closed ' 
companies. TheFRA has successfully auctioned a substantial amount ofphysical assets since 
March. The next stage is to auction more. complex hire-purchaSe and loan portfolios, and this 
is scheduled to begin shortly with. a first auction comprising $1.2 billion of hire-purchase loan 
portfolios. The FRA has contracted an investment hank to professionaUy market the assets in 

·..... order to stimulate bidder interest. All financial institutions in Thailand, includirigBrBF,are '... ' 
eligible to participate in the auctions: An important precondiuon to these next auctions is to . 
remove the major iJnpedimentsto asset transfers; it is our' intentionto address these problems . 
through an emergenCy decree by the end ofMay. 
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17. The organization and ~rocedures of the Asset Management Corporation (AMC) are 
broadly in place, and anincreaseofits capital to B, 10 billion has been authorized. It is 
expected that ~eAMG as well as the Radanasin Bank (RAE) wilt shortly fuUy define their 
own bidding procedures and funding policies in order tobidfor the financial assets offered by 

...' theFRA To assure the efficiency and integrityof~he process, a third party review of . 
. FRAlAMCIRAB procedures will becoinpleted bySeptember 1998. It is not envisaged that 

other state agencies would paJticipate in the auctions: ..' . 

FIDF Policies and Operations 

18.. ' As previously declared, the govemmenthas decided totake full financial~esponsibility· 
.. for the losses of~he Financial IristitutionsDevelopment Fund (FIDF) by converting FIDF debt, . 
· intogovemment debt. This conversion will start with a government bond issue of. , . ' 
BSOO 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. ofthe future realized profits of the BOT, 
· and partly by privatization proceeds. The Ministry ofFinance is working out the terms arid '., 
conditions, as well asthe institutional framework, for issuing thesebonds wit~ the aim of ~, 

· : " separating the mechanism forFIDF' s borrowing needs from the BOT's management ofshort­
term mterest rates. In its cap'acity as lender·oflast reson for the financial system. the FIDF' 

, . will charge a lending rate thllt will be the highest in the system for new lending. Finally, aIid 
perhaps most importantly,. we will'continue to move toward devising, by the end of the year, a ' 

,depositinsurance scheme to' replace the comprehensive guarantee'ofthe £irian.ciat system' . ' 
, presently provided via the FIDF. ' ~ " . .. 

, . StrengthenSupervisio~ andlb.gl1lati~n '.' . 

". 19. .The BOT's'supervision offinancial1nstitutions i~ focus;ing.on loan'portfolio values 
and capital adequacy. This effort has taken the form ofa set ofMemoranda ofUnderstanding .... 

· (MOlls) 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·" 
set ofMOUswith all financial institutions; new MOUs will be signed subsequently, until the .' 
new year 2000 proVisioning rules havebeeri met. . . . . , 

'20.'. Given that prohlem Joans in Thailand will need toberestructured, it is essential to 

· .. develop detailed operational guidelines to make the neWloan classification and provisioning 


· rules fully effective, and to provide bimks with incentive to restructure their Joans. These . 

guidelines;whi~h are crucial for·a restoranonofnormal credit flows in·the tiriancial.system, . 


. will ,need to be consistent with international best practices to be credible, while also taking . 
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 operational guidelines on collateral' 
valuation will. ~so be introduced by mid-lune 1998. . ' . . 

21.' .The government is conducting a br~ad review ofbanking and fina:rlcialsector' 
Jegislationand reguiarionWitbthe view to identifying the need for changes andfinaliZirtg 

. proposals for legal and regulatory reforms to be taken later in 1998. We are in the process ot 
bringing in experts from G~7 central ~aDks to provide support for a High-Level Commission 

http:focus;ing.on
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. '" .' .. . ....' 

, which is being established to develop ,concrete recommendations on how to strengthen central 
banking and supervision in Thailand. Finally, the BOT will strengthen the capacity ofits 
,'supervisory ,staff through recruitment' and retraining. , ' 

- . .' . 

'ID. SUPPORTING AND REVITALIZING THE REAL SECfOR 

22. ' A major strengthening in economic and legal institutions is needed to help the large 
number offinancially distressed firms and displaced workers cope with the challenge of 
adjusting to the new economic enviroriment. Thus, we are accelerating marty ofthe initiatives " 

, in this area that were foreshadowed at the time ofthe last review ofthe program. ' , ' 
. . . . . . . 

" c~rporateRestnlctl1ringand Legal Reform 
. . . . . ,. . . . 


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


23. ' Corporate restructuring with external and domestic creditors is crucial to the recovery , 
• ofthe private sector. We are encouraged that such restructuring is underway, and is being, 

pursued 011 a voluntary and market-oriented basis. The government is committed to 
'facilitating this process thiough legal and tax reform that would establish 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 volimtary creditor committees and debt- " 
, ", workout units; A consultative committee drawing together domestic creditors, mainly banks, " 
, and ,corporate debtors haS, already been 'set up., pne ofits firsttecommendation5---7to clarify , 
,the accounting and proVlsioningrules for restructured loans-has been acted onand it is ' 

hoped that, in this way, the, government can contribute to removing the institutional obstacles ," 
. to debt restructuring, 'especially facilitating debt workouts outside offormal bankruptcy court. ' 
The government has already announced that public funds will not be used to bail out, 
corporate units, and this,basic principle isrea£firmed., :,' 

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

',24: " 'To improve Corporate governance, ,the SEC hasembarke,d on a review ofaccounting 

principles and'practices to bring them in line with inteniationalbest practice~ by end-1998. " 


" This will result in enhanced transparency and disclosure standards on the part ofall listed ',,' 

companies. Companies 1isted on the Stock Exchange ofThailand will be required to disclose 


, all liabilities(including"extemalliabilitiesand,off-balance sheet liabilities). Other steps are also 

bemg taken'to increase accountability to shareholders. These measures to improve corporate 


, , govemanceshould be. fihalized by June 30, 1998. 
, " 

Privatization and' Competition 

",25. ' , ,'The gove~ent haS" now,drawn up a concrete agenda to implement the restructuring'" 
and privatization program that was presented in the FebruaryMemorandum on Economic 
'Policies, ,aJ1d' these are ,elaborated,in Box D. To ensure an adequate consensus for the " ' 
governinent·s privatization program, we are embarking o~ an increased dialogue with workers 

,and other affected parties. The program pt:esented inthe last Letter ofIntent is reaffirmed, and, 
a specific timetable for individual enterprises win be developed by the time ofthe next ' 
quarterly review. ' " " 

: <-' . ", 
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'26. • The government also p,laces considerable unportancein deepening theextern~ , 
,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, thegovemment will shortly propose to Parliament ' 
amendments to the Alien Business Law, as well as to' other associated laws, aimed at 
liberalizing foreign investment limits in selected sectors during the second halfof the year.
". . 

Social Safety Net 
.,' . . . . ,'. . " ~ . 

27. A sOcial safety net adequate to the task ofprotecting those left vulnerable by the, 
economic crisis is a key priority of the government. In consultation with the major 
nongovernmental organizations and labo~ leaders, we have further ,elaborated on the design of 

, , the social safety net. Thesehaveallowedgreater,specifi_cation ofthe social safety net measures, ' 
, anticipated at the last program review, arid the strengthened program is presented in Box E. ' 
"This program is being implemented in close collaboration with the AsDB (a social sectorJoan ,', 
'was approved onMarch 12), the WorldEank (approval ofthe social investment project loan ' 
, , is planned for Iuly 1998), and the Overseas Economic Cooperation Fund.'In addition, it is 
"expected, that the'government win accelerate public employment creation'in small ' , 
infrastructure programs in the'agriCultural sector, ,and increase funds for retraining programs ' 
and lending to the unemployed to facilitate self-employment activities within the increased 
margin provided by the fiscal program. ' 

"IV. ~rsCLo5oRE AND TRANspARENCY IN ECONOMIC POLICY" 
. " " ." . . 

28. The,disseIninationoftimely and'accurate,economic information is essential in, , 
,bolstering market confidence and ensuring a stable recovery. We have already subscribed to " 

the special data dissemination standards (SDDS); and we expect to be in full compliance with 
, it by the end ofthe year: We, have also steadily increased the quantity, scope, and timeliness of· ' 

economic data in the}3ank ofThailand's monthlyptessreleaseand on the Worldwide Web. " 
Additional plans "to improve the transparency arid timeliness ofdata reporting are under way.' ' 

, Thus, during the second halfof the year ,the govemment 'will,"among other things, shorten, 
reporting lags and add to its list ofregularly published data, including amedium·term schedule, " 

"ofexternal public and private debt obligations falling due. We have also reduced the reporting 
, lag on international reserves and on net forward obligationsto oneweek, and these data will, 
, henceforth; be available weekly, effective July 1998. 'Steps iodevelop quarterly GDP' " 
, estimates ,are under W'ay,'and it is our intention to ,improve the frequency and quality oflabor , ," 
, "market data, as well as to,improveindicat6rs of the real economy and financial sector" 

soundness;'to help improve the quality ofmacroeconomic policymaking, A review is also now 
under way to adjust monetary data for the impact of financial sector restructuring. ' 

, .' . . . . ,. 

- .' .. 
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Table 1. Thailand: Macroeconomic Framework, 1996-98 

·1996 1997 1998 
. ,. Second Third 

RtrIi!ed· ·EJtimate Review Review 
Rc.d Gnp SJ1)\'¥th (pCl'C~) . 

, COMan'ptim . 


GroU,fixed investment . 


CPt inil.Jtion (end period, pCl'Cont) 

CPt inilaliml (period avenge, pcn:ent) 


SavinS and m"".tmont, ~ ofGDP) . 
Gmsa domcatic invulmCllt 

l'riVSItc,. inciliding stocb 
Public . 

Gms. n.lioilal saving .. .' , . 
Private, including slat. d~C:Y .. 
Public' . 

. Fonsip . .mng, 

FlIC&lacc_(pCl'CetItofGDP) 11 . 

, Cellini govemmall balanee· . 


,Rc:vmuc and grmts .. 

Elqicnditure IIId net tcDd.in, . 


Ovmll publiCI sector bal_ 

. .'. '.. . ~ . 

.. McmNry aciccHmta (end period, PCrCeat) 
M2AgrowIh 
RA:IcM: monC)' growth " 

• Balance ofpa)'I'IICSIU (billions ofUS$) , 
Exports.. f.0.1I. .. 
. GroWch ute (in doll~ 'lc:mJs) , 

GfO'\I/Ih raJ.o (volwnc lenni) 
JmpOIU, c.i.f ... . 


Growth nole (in dollar tema) 

GfO'\I/Ih nto (vulumotr:mr&) 


currCnt accouilt b.lanc:C.. . 

(pCl'Cm& ofGDP) 


Capital ~ balance 

McdiunI.- ui4 long-term, 

SborIl-t.enn 21 ' 


Ownll balance· " . 
Gmsa olJ'scial ract'VC!I (cftdy.m) ,..--­

(MomID of impot1a). .., ' 
(PCl'Cm& of ihort-lam c:xtcmaldcbt) . 

FoAm! poiition ofBOT (end ycat) 3/ ' 

·ExIcmAI debt. (pcn:mt ;;CGDP) 
, , . (billious ofUSS) 41 

Public ICCtor . . 
Private JCdor 

·Mcdium- and long-term 
. Short·term 

Debt service ratio 51 . 

S.S 
6.7 
6.l> 

4.! 
5.9 

41.7 
31.' 
10.2 
33.7 
20.6 

, ,13.1 
7.9 

2..4 
19.5 
17.1 

'1,.7 

'12.7 
12.0 

.S4.7 
~l.9' 

-S.l 
70.! 
0.6 

. ·-4.0 
'-14.4 

-7.9 

16.' 
11.3 
'.2 
2.2 

38.7 
6.6. 

,103.0 
-4;9 

499 

90.' 
16.S 
73.7 
36.2 
31.6, 
12.1 

-0.4 . 

0.1 
-16.0 

7.7 
S.6 

35.0 

23.' 
n.s 

. 32.9 .. 

ti2 ' 
10.7 . 
2.0 

.. :.0.9 
, 18.3 ' 

19.2 
-2.1. 

2.1 
4.7 

S6.7'. 
3.S 
9.2 

6L3 
~13.4 

~U.8 .. 
',-3.0 

·2-0 
~1S,6 

6;3 

,·21.9 

·18:6 

27.0 
,.3 . 

90.1 
·18.0 

'9.6 
91.S 
24.S 
67.3 
37.4 
29.9. ' 
IS.•! 

. ~310 ·3,S 

·M· 
-21.0 

10.6 
·11.6 

29.1 
17.6 
U.S 
33.0 
23.0 
10.0· 
~3.9 

-1.6 
U.S 

·17.4 
-2.0 

: S.1 
6.6 

60.1 ' 
6.2 

10.6 
S6.8 
~7.1 
.-S.2 
4.4 
3.9 

·12to-14 
2·3 

-1Sto~16 

-810·10 
23-15 

4:9-.5.3 . 
109-118. 

·9.0 

76.3 
8S.9 
31.7 
S4.2 
33.6. , 
2l>.6 
18.8 

-4 to~S•.5 

-8.0 


-24.0 


10.0 
. litS 

21.2 
16.4 
lU 
3.5.0 

··~.6 

9.' 
-6..9. 

-2.4 . 
1.5.5 
17.9 

,. 

-3.0 

9.0 
.6:6-8.0 

.57•.5 
1.4 

,8.8 
SO", 

-17.7 
-13.6 

8..5 
... 6.9. 

-14to·16 . 
' 4-6 

·Uto:'20.' 
. ,"'.to-8 

26-28 
. 6.2-6.7, 

114-123 


-9.0 


72.S 
89.7 
32.3 

·57.4 
34S .. 

22.8 
19•.5 ' 

· SOun:a: WOl1lllltion provided l:Iy the Thai authorities; wi1taifestimates. 


· 11 On ~ 1iscJ1.year bllis..· . .. .. '. .. '. . . ' ... .. ' ... . ' 

'JI lItclllding outfloM aQOCi.Ited with the Closing ofaMp :mil forward COllltaCtt by the Banlcoi'ThailaOd, and ·lMoa:ind omiu;OI'IJ. 

.. 31 Comi!tcnt.with .llIlIclimination ofan BOT ollibo.... forMan! and swap obligatiomlly cnd-i998. .. '. 
4J Excludes loa... (catimatcd at around$4bimon It end-1997), piaeeoda ofWlUch were not broIIght lIy Thai =poratiOlIII into· 
Thailaad..· .... ., . . .. .., .. , . 

Sf. Pen:alt of• .u of soO<b and !ervi~ 
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Box A. Action Plan for Financial System 

l\feasure 

L BANKING SYSTEM 

Date 

Signlngofnew MOUs with"alli>anlcs on recapitalization through end-1998: 

• New MOUs will be signed subsequently until the new provisioning rules for 
the year 2000 have been met . . 

August 15, 1998 
(performance 
criterion) 

.2. • . Radah&uisin Bankto acquire forei811 strategic partner. 1998 

n SPECIALI7..ED. STATE BANKS 
. \ 

3. AsseSsment ofsupervision and regulatory framework. June 3D, ]998 . 

4. Recapitalization. September 30, 1998 

m. FINANCE COMPANIES 

5: • Signing ofnewMOUs with all finance companies oil recapitalization
through end-1998; .' . . ' .. 

..•. NewMOUs will be signedsuhsequently Ulltilthenew provisioning ruies for 
the year 2000 have been'met . .' '.. . 

"'. 

August 15,1998 

IV. REGULATORY ANDSlJPERVlSORY FRAMEWORK . 

6. BOT to isSue operational gUidelines for restructured loans and valuation of . 
collateral," ',' . Mid~Juri.e 1998 

7. Review ofcentral bank. commercial.bank,andlmancecOmpany laws. May-Oct 1998 . 

8. . .. Measures to upgrade supervisOry skills, inCluding training and recruitment Ongoing' 

9. Amendirient ofthe CurrencyAct . October 31, 1998 

10. IssUe new prudential regulations, including foreipexposure and lending to related 
parties. .' . . . ..' '. December'31,1998 

11. Cabinet approval ofdr3ftsofnew i?OT,Banking,and Finance CompaniesActs. December 31.1998 .'. 

12. Establish stricter requiiementsforauditing and accounting for all financial.' 
.instituti()ns, consistent with'mtemationat best practices" includingstricter . 
requiiements for disclosure. . ." '. ...... '. .. , December 31. 1998 

V. TAXCODE 
,: 

13.·' '. Implement tnJi taX deductibility for provisioning to meet the year 2000 stimdarcL 
. even ifprovisioning is accelerated.' September 3.0, 1998 

14. Make ta.xrulesconsistentwithrules on aCCrual of interest according to loan . 
.classification and provisioning requirements.. . Sep~r30. 1998 

.. 
VL COMPREHENSIVE DEPOSIT GUARANTEE 

.. 
15. .' F~aIize plan for deposit insurance scheme to replace theiguarantee over the 

medium term~ '. . .'. December 31, 1998 
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Box'B. Action Plan for Restructuring 

Measure Date 

LASsET SALES FOR 56 CLOSED FINANCE COMP AMES 

1. · . FRAto ~gin the process of disposing loan portfolios. . 
, 

Iriitiated 

2. Amend FRA, and FRA-related, laws to guarantee'rights to title, remove 
specific impedUnents to asset transfers, and facilitate an efficient and . 
speed¥ disposal of assets, specifically: . . '. . .' 

• Buyers to reCeive dear and indispUtable rights to the assets. . 
• Remove procedures for notification of approval by borrowers when 

. loans are transferred, by allowing affected persons to lodge an 
objection at least 3 daYs prior to the date ohuction. Validity oCtile 
objection shall be decided by FRA whose decision shall be final. . 

• Maintain the continuity of the auction process by minimizing
potential disruption frOm bankruptcy filings. .... . . .'·.' 
Secure FIDF entitlement (through exemption from Article 94(1) of 

. the Bankruptcy Act). 

May31,1998 

.' ., 
3. · ~ffective stispewrion ofPLMOoperationS. Early June, 1998 . 

· . 

AMC to be fully operational in all procedures, with· bidding 
.. 

4. 
. methodology, informationsystcms, and funding policies in place. Iune IS, 1998, 

5. . MOF to complete a third.party review of. procedures and effectiveness of . 
FRA, AMC, and Radabanasin Bank. .'. '. '., '. September 30,

1998 .' 

6. FRA to cOmplete asset sales. 
. . . December31. 

1998, 

n. INTERVEN:ED BANKS '. 
7. ContIactwith investment banlcto prepare a restructuring strategy aimed . 

'at their eventual privatimion. .., . . 
Done. 

8. BOT to issue operational procedun:s; including limitS on the structure 
and growtbof assets ,and liabilities..··· .' , May31~ 1998 

9. Presentation to BOT ofrestructuring strategy. July IS, 1998 
. . 

10. MOFIBOT to adopt strategy and prepare for implementation. . Iulyll,I998 

m. FIDF POLICIES . 

11. FIDF to formally release collateral in dosed finance companies and '. 
implement pari passu treatment with other creditors. '.. .' . .... Done 

12. The government to assume financial responsibilitY for FIDF losses. . 
MinistrY ofFinance .to announce fu11 details of issuance of up to B $00 
billion in govemmentbOnds during fiscal 1998-99, with interest 
paymc:n.ts in~rporated in the centra/. government budget .' JUne 30,1998 ' . 

. " 
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Box Co Thailand: Legal, Procedural,and Tax Reforms 
, to Facilitate Financial and Corporate Restructuring 

Measure 	 Date 

I. BANKRUPTCY LAW 

Enact amendments, including the following: 

• Repeal or modify S~tion 94 (2), to allowtmsecured creditOrs who 
have provided financing in good faith prior to an insolvency , 

" proceeding, to file their claims in a subsequent bankruptcy proceeding
of the debtor. ' , , , 

• Cabinet approval: 
Done ' 

" 

" 

Provide for voting ,on a reorganization plan by classes of creditors, ' 
including one class for bondholders iftheir claims are notsubordinated. ' 

, , , 

Provide for specific and compre'berisiVe provisions alloWing for the 
rescission of payments,and transfers undertaken prior to a ' ' 
'reorganization or, a liqoidation proceeding. including a pCrlodof at 
least one year for tians8ctions between the debtor and related parties, ' 
,and make these provisions applicable to both liqUidation and ' 
reorganization proceedings, ' ' ' 

• The Government to 
seek Parliainentary 
approval; expected by: 
October 31. 1998 ' 
(penormance 
,t::riterion)~ , 

• Replace the discretionary power ofcourt to confirmor reject, 
'reorgariiz$on plans by objective rules for court confirmation ofplans 
, of reorganization, which were approved by creditors, including that no 
dissenting class of creditors nor the debtor would involuntarily receive 
less value under the plan than they would in, a liquidation. 

, ' 

• ' Provide specific n1Ies on assumption or rejection ofoutstanding 
contraCts, including contracts to extend credit, unexpired leases and 

"other executorY ~ntracts and personal services contracts and make " , 
, ' them applicable to both reorganiza~on and liquidation proceedings. ' 

• 'Require courts to approve a petition for a reorganization proceCding 
, unless there 'is no reasOnable likelihood that ~e reorganization'could 

offer a greatei return tOcceditors than a liqUidation., . 

'. .' Iru;lude a provision clarifying that the converSion in baht of crCditors' 
claims denominated in foreign currency is solely for purposes of .. 
'calculating votes weighted by the amowrt of creditors' claims.' 

R FORECLOSURE AND O'lHERRELATEDRE:FORMS 

Objectives: . 	 ' . 
• 	 To facilitate debtors in the proVision ofcoUaterai wh.ich enableS them to . 


, receive credit" . . 

• To facilitate doors in the enforcement ofSecured claims; 

,., To remove impediments to the rehabilitation of fmancw·enterprises; 


" ,'. To increase the provision ofsecured credit in the ecOnomy over the· 
medium term. . " :. 

" 



Enactlegislation in teclinical consultation With 'the World Bank., aimed at ',' 
achieving the above objectiveS Ibrough reform ofthe secured creditors' 
, rights legislation by amending laws related to foreclosure. including if 
necessary: , (i) the Civil and Corrunercial Code, to facilitate the enforcement 
of secured creditors' claims.' or (ii) the Civil ProcedUre Code, to accelerate ' 

" the process of judicial foreclosures; or other laws: '. . ' 

• .Finalize draft legislation. 
.' • Cabinet approval of amended legislation and prcicedmes. '. ' ' 

. , • The government will seek Parliamentary approval of amended . 
legislation. 

'm. . UMOVAL OF TAX illSINCENTivEs 

• June30~ 1998· 
• July 31,1998 

• October 31, 1998 

1. Aworlcing group wiU submit a draft regulationto the MiiUster ofFinance 
8nowing deferral'oftaxes on cash free asSettransfers, share . acquisitions,' 

" ,and mergers. ' JulylS,1998 " 

,2~ ',' The :M:inistry ofFinance will review the Revenue Code in order to remove' 
any impediments to corporate debt and equity restructuring. including: ' '. 
• ',limits on deductibility ofinterest expenses~ , , 

I.promotion ofc\ebt restmcturing in selected cases~ and· , . 
o. encouragement ofmer~ and acqU:isitions,'in ~pOrt of ~oIporate .. 

reorganization. . . . . ',' September 30~ 1998 

IV. DEBT WORKOUTS 

1~ , Encourage formation by banks ofvoluntary ,creditor conlmi~ to 
, exchange w6rmauon.afcorporate debt restructuring.' . . June 30. 1998 

2. Ent:OW'llge formation ofdebtworKout units by banks and corporate bodies 
with the help of intemationalexperts. . .' . June 30. 1998 

V. , 01HER MEASURES TO IMPROVE CORPORATE DISCLOSURE AND GoVERNANCE .' 

1. COnsolidate all external liabilities and otI-balancesheet liabilities m. 
financial statements OfaU listed companieS.· June30.1998 . 

2; . Bring accounting standardS tointemational best practices.. ' December 31. 1998 

3. ' '1nc,re8se accountability to sh~Jders by requiring the Board ofDirector~ ,., 
. , of e:acb listed company to appoint an audit Committee to supervise its ' . 

, operations. Directors with managerial responsibility or those related to itS 
major shareholders will ~tbe eligible for membership of the audit " committee. ' " ., , ' , 
-All new campaniest<;, be listed. 

,. Existing listed companies . 
Immediate 
'1999 
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. Box D. ThaiJand:Privatization Strategy 

TIll! long-term objectiv~ of this strategy are the following: . 
• Free up public resources, so that they can be more. efficieirtIy reallocated to higher priorities,' including . 

health and education; '. .' . . . . . . . . . 
• • Increase competition. providing better value to consumers'through improved services and prices; 
• Promote productiVity and higher labor weifare; . 	 . 
• Reduce the public debt and budgetary burden; and 
• prepare for globalization oftrade in services. .' '. . 
The success Ofthis process requires, among other things, the widest possibleeoosensus with all interested panies, 
including state agencies and employeesofstate-nmenterprises. '. 

. DATE· 

.i; State Enterprise Office. 

EStablish Office of State Enterprises and Government Portfolio in Ministry ofFinance 

which will (i) support and coordiriate the privatization of state enterprises~ (n) develop 

private participation ill infrastructure~(iii). mo,nitor state enterprises~ and (iv) manage . 

the government portfolio. . . . . . 


.• ". Cabinet approval. . Early June, 1998 
•. 	 • Appoint key staff.. June 30; ] 998· 

'2. Privatization Strategy and Action Program 

". Prepare incoordination' with state agencies and submit for review to an appointed 

consulting:fimi the MIIster Plan for State Enterprise Reform. The Master Plan. will set 

out. with clear deadlines, the medilim-term Strategy for privatization and state '... 

enterprise restructuring in the f9110wmg key areas: .' .' '. _-' .'. . . 

eobjectives.Organizatiorial arrangementS; strategy ofprivatization and the future 


role of the state~ '.' .' . . .' . '. •......... ..'. . .' .... 

• 	 . timetables andsequenee for the corporatization arid divestiture ofselected state . 


cnterp1'isC:s (includingcnergy, teiecomnlurucations, water, railways); . .... 

• 	 choice of the divestiture strategy for each of the selected state enterpriSes (full at 


'. partial privatization through joint ventures, private placements or pubIicofl'ers)~ . 

· . 	 • eStablishment ofan effective regulatoryframewOrkfor transport. water, energy, 

and telecommunications; and'- . .•.. . '. . 
• improved monitoring ofi'e:maining state enterprises. 

Cabinet approval JUld public announcement ofMaster Plan .. 
 Aug. 31,1998 . 

3. Development otReluJatory Framework for Seleded Sedor. 

'. • ADnounCe details'ofeffective :re.su1atory·framework: for'the public Utilities to be 
.. , .' applicable to private seCtor operators, especiallyiIl water. power, and . . ... 

.. telecommunications, to promote competition and regulate monopolies;.' ,.. 
• Establish regUlatory capacity for telecommunications and energy sectors: 
" .... :-:- Cabinet approval; . . '.' .": . 

. "':" expected passage by Parliament (ifi:l.eeded)~ and 
.. 	 • . Initiate study on the regulatory capacity for water and transport sectOf'';' witha .. 

. . vieW to Complete its implementation by end~1999. . .' 

4~ Legal Framework to Enable Privatization ofPubUe Ellterprlse~ 

Sept 30,l998 
.. 

sept. 30, 1998 
Dec. 31, 1998 . 

Aug. 31, 1998 

• 	 . CorponitiziuionLawaimedatfacilit8tlngthe incorporation ofstate enterpriSes: 
,...approva! by Cabinet; . .. . Jime 9,1998 

'- ected aSs bParJiarnenf Oct 31.1998..exp .. p age y ...' . ..... '. 
• Identify details of other necessary legislation, including theneed for an omnibus .' 

. Privatization Law; to allow private sector pBrticipationin key sect.ors. July) 1; 1998' 
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Box E~ TbailaiJd:Expanding and Strengthening the Social Safety Net 

.. 

.1. .. . . Adoption of aSocialInvestment Project (SIP) aimed at mitigating the soCial costs of the crisis in the short temi. 
.The project has three main objectiveS: (i) to generat~ immediate employment by supporting high prioritylabor-intensive· 
programs~ (ii)to improve chances ofemployment by providing training for the unemployed; and (iii) to support social 

. programs used by the vulnerable which are now threatened by.budget cuts. . . 

. The project includes B21.6 billion ofaddition<tl spending over the ~e~ 3Y:! years. backed byB 15.3 biUionofWorld 
Bank loans, andiricludes the followingmeasures: . . . . . 

Employmeat ..'. . 
SuppJementmy support of eXisting government job-aeation programs: . 

. . • rehabilitation of cultural.bistorical. and reCreationalsites (Toutism Authority of Tbailand)~. . 
• .. ' ..... construction ofvillageroads, weirs and reservolrs (M,inistiyofInterior); . .' 
• school buildiitg rePair, footpathcoDstroction (Bangkok MetrOpolitanAdininistration); 


.• . rehabilitation and repair of river weirs (Royal Irrigation r;>epartment)..' 

.. 	 Expenditure: ' .." . ··.B 10 billion' . . 

. Employment impact: ,.... . more .than 500,000 man~months over 2Y:! years 

TrainlDg 
.Expansion ofvocationidand technical' tTaining fOr the Unemployed (Ministiy'of Labor and SoCial Welfare). 

'. Expenditure: •. .s m.billion over 2~years '. . .. . . 
Impact 	 mOre than 300,000 3-month trainlng places 

.. 
Healtb' . . ' .... . .... .. ' '. 
Improved and expanded coverage ofthe 19w Income Public Assistance Health Jnsurance Scheme (MinistIy of .' 
~:., '. 	 . 

. Expenditure: . B 1!4 billion oVer2~:Years . 
Additiorial coverage: . '. IY:! million peOple per annum 

SuPPlementary fin~ingof theCom.oiunity BaSe4 Care ofPaticnts With AJDSProgram (iinplem~tedthrough . 
NGOs): . . ' '.. . " '. .' . . 

Expenditure: . B 90 million 	 . 
. . : 

., '. Rural Denlopment.· .' .' '.. . . .' .' .. . ". • . . '. '. 
. EXpansion of the Rural Industrial Employment Promotion Program (Ministry of Industry. with implementation . 

.sUpport fromNGOs), to stimulate investment and employment: ..' . . . 
Expenditure: . . .... B 310 million over 2Y:! years .' ... . 

. . Impact: . . . . 8:4 new industrial enterpnses, 3000 permanent jobs created . 
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Strengthening Decentralization and Community Participation . 

.Two new;funds will be created to support local investments aimed at reducing poverty and creating new 

employment oppOrtunities: . . ..... . . . 

The Soci:ai Invenment Fuodwill pro.v:ide grants to support rural community p~jects . '. '. ' 

The Regional Urban Development Fund will provide sub-loans to heipmunicipalities expand.their investment 


. ,." .'., '. 

programs. 
EXpenditure: B 7.8 billion over 3~ years 

.Employment Impact 475,000 man-months through more than 11,000 sub-projects 

Monitoriog Povertyaad Improved Targeting . ..'. . 
Creation of a specilu unit within the Ministry ofFinance to monitOr SIP perfoimance and effectiveness;; working 
With the World Baructo ensure improved targeting and efficient delivery ofSIP social programs, 

2. . Social assistance pro~ams tmderthe AsDB's Social SectOr Program Loan;involving experidituresof . 
.approximately B 20 billion over two years. . . . . " 
'. . . , .' . 

Labol' Market and Social Welfare Poky .. . . . .. .. . 
•. Establish acenter for providing retr3ining, counseling. and placement-support .serviceS for the un.employed. 

.Extend social security coverage to at least six months for laid-offworkers. to include medical, maternity, 
disability. and death benefi~, . . 

. Education and Health 
.' 

• Expand sCholarship and loan programs to minimize student dropouts; '. . .' . '.' .. 

•'-'ProteCt operational budgets fortea~hertrainlng andiIlStru¢tional materials in science. mathematics. apd. '. 
foreign language education; . . '.' . '. .... ". ." .• . . . . . . 

• 'Rea110f'..ate th~ budget toward health programs for the poor andredeploy .health staffto.rtiral areas;' 
• .MamtainprogratD coverageforma~aI. child health, and Hrv/AIDS actiVities. . .. . . 

3 · ..' Prie~based MWures to Cusbion the Impact .fthe Adjustment Program 

.. Maintenance;;!~ban bus and rail fares at subsidized prices. with a budgetary impact ofabOut B 3 blnion. 
annually: . , . ' .' 

" . '.' 

4. The government b.aS. already decided to increase severance pay to ten months for worJcers with more than ten 
, yearS service, and has also established an Assistance Fund to ensure that workers dismiss~d from banlaupt firms ' 

receive adequate cash support. The govermnent iscurrentIy Considering an enhanced strategy to strengthen 
further the social safety net Toward this, thegovemment has just extended social security benefits (including. 
medical. maternity, disability, anddeath) for those unemployed; fromsix months up to 12 months: 

,/"'" 

. I. 

, .~' " 
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. MONETARY TARGETS . 

· The d~fiItitions of alll'erfo~cecriteria and indicative targets are unchanged from the' 
.second review. 

, . " " .' ' 

1. . Performance Criterion on N~tDomestic Assets oftbe.BOT 

.Ceiling 
an billions of·bahO . 

Outstanding S.toclc as of I . Second Review . Third Review . \, 

. - ,'" . . 

•End-MiIrCb. 1998 -lIS ... (peIf~ce criterion)l· -i 44 (actUal) . 
• . : End-June 19Q8 . 31 .(peIfo.n:nance criteriOn) . A 7 (performance criterion). . 
. End"September 1998 . 

End-December 1998 '. . 
51 (indicative).' '-2(performance criterion) 

3()"37 (indicative)' . 

'Calculated as the average of the closingpoSitionSon th~ 1astnve working days oftbe month andthe fu.st fi~ 
working days of the fonowing month.. . .. . . . .. .. 

:tAdjusted fodhe factors noted below.. .. . '.. . 


.. 'Performance criterion·~ be set at ~e review ofthe arrangement within this range. 
'i ", '" 

.The NDA ofth~ BOT arede~edas the difference betWeen reserVe money and the net foreign 

· .assets· of the BOT (NFA) valued in Thai baht ReserVe money consists·of currency.in 


circulation (with banks 3!1d with the rest of the public), and financial institutions' depo'sitsat 

· the BOT; and reserve eligible securities ifany. The NFA are the riet claims ofthe BOT on. ... .' 

•nonresidents; in all currc.mcy denominations, For the purposes ofprogram monitoring, ~e baht 

... value ofNFA ofthe BOT will be calculated using the excharigerates given. in Annex D.. 
. .. . ' 

J 

.'. The foUo\vmgadjustments 'will apply:. . . ' 

... e . '. The NDA limit is based on a baseline pathofNFAthatincludes projected reserve losses· 
on forwards arid swaps and spot intervention consistent with the balance of paymenis 
projections (Annex D). The NDA ceiling win be adjusted 40wnwards to theexxenttbat 
NFA exceeds the baseline :projection for any reason. TheNnA ceiling Will not be . 

.. adjusted,upwardsfor any shortfall in NFA re~tive to its baseline.·· . 

eChangesin reserv~ regulations will modifY the NDA ceiling atcording to thefonUula: . 
'." . ,'.' '. , ' 


, . . . 


. \... ~NDA :;'.~r~Bo +- ro·dB +~r~~B.··.. 

·where ro denotesthereserverequirernentratio prior to any change; Bodenotes thereservabie 
·.• base in the period'priortoany change;~ris the change in the reserve requirement ratio; and .. 
. AB denotes the immediate changeinthe reserv.able base as a result ofchanges inns ~efinition. 
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2. Indicative Targets for Reserve Money 

Indicative Limit .. 
an billions ofbabt) . 

Outstanding Stock as Ofl .Second Review Third Review 

. Efid..March 1998 480 451 (actual) 
Ertd..June 1998 464 468 

. ··End·-September 1998 ··~9 471 
. End·.oecember 1998 :505.5121 . 

. ICal~ulated as th~ average ofthe closing positions on the last five working days ofthe month; and the first five 
.working days of the following month. .The average stock ofreservemoneyduring the first quarter was about 

. B 460 billion. .. . ... . ... . 
. ... 2IndiCanve limit to be set within this range at the next review of the arrangement. 

Theindicatiyetilrget on reserve money will be adjusted for changes in reserve reguJationsin 
: line with the· adjustment genetated to the NDA liriUts~·· ...... . 

\.", 
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. FISCAL TARGETS 

'The definitions ofall performance criteria and indicative targets are unchanged from the 
Second Review. For purposes ofmorutoringcompliance with performance criteria, payments 

. or financing arrangements with respect to capitalization of the proposed Asset Management . 
Company. the Financial Restructuring Agency, the RadhanasinBank, and any capitalization of 
financial institutions undertaken by the government will be effectively excluded as indicated 
below. 

. . 
1. P~rfonnaDce Criterion on the Cumulative Balance of the Central Govemment . 

Floor . . 
. ern billions o!baht) 

Second Review Third Review 

.. Cumulative balance from September 30, '1997 . 
to: . . .' . 

DeCember 3t 1997 .···-27 (actual) '. -27 (actual) 
. March 31, 1998·· . '-62 (performance criterion) . .-27 (actual) 

l\lile 30, 1998 . -47 (pedormance criterion) . ·70 (pcrfonmuiec criterion) 
September 30,1998 . ,50 (indicative)l . -117 (petfonnancc criterion)l 

.' . !Performance criierionto be set at thetimeof:ftltUre reviews ofthe arrangement .• '. 
. . 'Of this increase, about B 28 billion reflects possible reph~goffot;eign financing. . 

.. ,The'abovefloo;s on the cash balance of the central government are defined as in the treasury.. . 
accounts, eoccluding amortization. l Receipts from privatization will be excluded from the ..' . 
.calculation of the .centralgovernment balance in the above performance criterion; Likewise, -,' 
spending on financial sector restructuring, as defined above, is excluded. Interest payments . 

'. . arising frorllthefiscalizationofFIDF obligations ar~~so excluded.. . 

'l"Treasury accounts" data. are being used for monitoring purposes,on account'oftheir greater ... ­
timeliness. These accountSexclude all spendingfrolll foreign·{uianced projects, and also-
net offamortization payments. Expenditures arising from foreign-:-financed projects are, . 
however, captured in GFS accounts, wruchare thel.>asis for the program's target (Thus,.the 
performance criteria do not fully capture totaI.government spending, although an allowance 

. . has been made for projected foreign-financed expenditure.) The cash deficit equals revenue - . 
.minus expenditure plus the balance of the "nonbudgetaryaccounts" (120 revolving funds): .... 
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2. 	 . Perlorn1anceCrit~rion on Ban~ng System Net Credit to the PublkSector 

. Limit 
an billions ofbaliU 

Second Review 	 : Third· Review 

December 31;·1997 -380 (actual) . 	 -380 (actual) 
MarCh.31,1998 .;328 (performance criterionY ~360 (estimate) . 


. June 30, 1998 . -350 (performance criterion) ~314 (performanCe criterion) 

.. September 30, 1998 -346 (indicative) -277··(performance.criterion) 


'Adjustedb~( the eXcess BOP suppOrtchannele4 to the government r:dative to the program baseline (Annex D) .... 
evaluated at the actualexchange rate. ... . .. .... .... ... .. . . 

," 	 • " r • 

The banking system is defined as the BOT plus the commercial banks. The public sectoris . 
. ·.defined as the central government, extrabudgetary funds, 10c~1I government, and the 

nonfinanciaIpublicenterpris~s. Accordingly. net credit to the public sector is defined as the· 
difference between banking system claims on ihe pub1ic sectormmusthelatter's deposits with 

.... the banking.system, as reported in the M2monetary sUTVey.2· . 

The follo"vingadjustm~ts will be made: . 

• 	 . ... Th~ limit Will be lowered by the excess ofBOP support channeled to the government 
. relative to the program baseline (Annex D). .. ... . 

• 	 The limit will be raised by the amount ofbonds arid other.govemmentobligations, if . 
any, held as a r~t ofbank recapitalization or from fiscalizing FID~ operations. . 

: 	 ,'.,. .": " . 

. . .... 2In themon~tary survey. net credit to extrabudg~tary funds isincluded within "net ctedifto 
.. government," while net credit tolocaI govemments.is included in "net credit to nommancial 

public ente:iprises."· . . . .. .. . . 

http:govemments.is
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'. .' ....... ..........'. ...............•.. . ..' 


.3. Indicative Targets on Central Government Expenditure. 

Central government exp.enditure is as re~orted in the treasury accounts,andexc1udes 
.amortization: The following indicative limits, cumulative from the sq.rt of the fiscal year, 
will apply: .: " . . . 

. Indicative Limit 
an billions Qfb8ht) 

Second Review' . . Third Review • 

October 31. 1997 '.. 65 (actual) . . 65 (aCtual) 
November 30, 1997 133 (actual) 133 (actual) 
December31, 1997 . . 203 (actual) . . 203 (actual)· 
January 31, 1998 '. . I. 264 263 (actual) 

. Februaty 28,1998 331 326 (actu.al) 
March 31.1998 . ·407 .... 394 (actual) 
April 30, 1998 . 469 469 
May31,1998, . . ,534 '534 
June 30,1998'· . 620. . 605 

.. 671 689 .July 31.1998 . 
. 768August 31, 1998 744 


SepteInber~O.1998 ; 835 872 . 


The:indicative limit will be raiSed by the amount ofpayments madeinconnectibnwith .. ' 
'. . · .. financialsector restructuring, as'defined above,. and by the amount ofinterestPSryable'on 
. bonds issued forthepurposeoffiscalizUlgFIDF debt . " 
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, , 

, ,EXTERNAL SECTOR TARGETS 

,The definitions ofall perrorrilance criteria and indicative targetS'are unchanged from the 
'Secolld Rc~viewprogram.' , 

, , 

l..Perf~~ance Criteriorl'on Net Interna'tional Reserves of the BOT,' 

Floor 
an millions ofU,S doJimi 

Second Review Third Revie~ 

, '. . 

Stock as ofJoIY 31, 1997 1,144 (actual) 

Cumulative change from level 
onIuly31,l997 ' , 

End·December 1997 5,954 (actualY ,', 
End-March 1998 ' ' 3.900 (perl'ormance criterion) 8,592 (actual)' 
End·June 1998', ' 5,500 (petfoxmance criterion) 8,800, (perl'ormance criterion) " 
End·S<:ptember 1998 7,200 (indicative),' '.10,500 ,(perl'onnancecriterion) , 

, . End-D.ecember 1998 12.500 (indicative)2 

" ,j Revjsed up from $5,761. ,': " ' ',' ,", ' , ", " 

2Perfonnance criterion to be set at futm'e revieWs of tlll:mangement 


For morut()ring purpose~ the Fund defines NIR of the BOTasthe sum ofthe U.S.d~llar 
value of: ,(i) gr6ssofficial reserves in foreign currencies minus gross liabilities in foreign " 
currencies; and (ii) the net forward position ofthe BOT, defined as the difference between the 
face value offoreign currency denominated BOT off-balance sheet (forWards, swaps, optionS, 
and any futures markets contracis)claiinsonnoniesidents andforeign currency obligations to 
both residents and nonresidents. ' ' 

, ' 

. " . , '". ,-.' 
. . . . . . ' " . . 

Gross foreign assets willinc1ude al1 foreign cUrrf!ncy-denominated claims ofthe BOt, 
"including monetary gold, holdings of SDR, and the reserve position in the IMF. EXcluded ,', 
,from gross foreign assets will be, participation in international financial mstit\1tions, as well as 

, holdings ofnonconvertible currencies, holdings ofprecious metals other than gold, and claims 
on residents; Gfoss foreign liabilities are an, foreign currency denominated liabilities,of ' 
contracted maturity up to one year plus the use ofFurid credit. (Short-term liabilities that are 

'part of the balance ofpayments financing package under the program ate excIuded.) All assets 
. and liabilitieswiIl be valued using the exchange tatesand gold price shown.!n An,nex D. " 

2." "Performance Criterio~ .on Contracting or Guaranteeing orN~w External Debt, ' ..... 

,The limit appliesJo the cdotractirig or guaranteeing by the, public sector (as defi~ed in' ., 
,.AnnexB, Section 2) ofnew nonconcesSioruu external' debt with an original maturity,ofmore 
thanpne year, which is defined as loans contairung a grant element ofIess than 35 percent on. 

, the baSi~ ofcurrency~specificdiscount rates'based'on the OEcn commercial interest reference" 
rates. Excluded from the limits are credits extended by the rMFand from the, balance of ' . . . . . 
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payments. financing package envisaged under the program, including from IBRD and AsDB, " 
and countries in the region. Debt falling within the limit shall be valued inUS: dol1ars at the 
exchange rate prevailing at the time the contract is entered into; or guarantee"is issued. " 
Information on the contracting and guaranteeing ofnew debt falling both inside and outside "" 
the limit will berepbrted monthly to. the Food; "" 

"Limit 
"" an millionS oru.s. dQllars) 

" "" Second Review" " " Third RcMeW 

CtmiulativefromAugust 10, 1997 " 
" End-December 1997 " 865 (actual) 

End·March 1998 7,500 (performance criterion) "" 1,488 (actual) 

End~JUIl.e 1998 " 8,000 (performance criterion) ,8,000 (performance criterion) " 

End-September 1998 "9,000 (performance criterion) "" "9,000 (performance criterion) 


"" End-December 1998 9,000 (indicative)l 

lPerfotm8ncecriteriODt() be set atfuture I-eyisions ofth~8rrang~ 

, . '. . . 

"3. " " PeJrformance Criterion o~ the Stock of Shori-Term Debt Outstanding. . . . . " . 

The public Sector will not contract~r guarantee any new debt ofmaturity up to one year: 
Excluded from these lirriits are guarantees associated with the financial system restructuring, "' 
the balancoofpayments financing package envisaged under the program, normal import­
'related credits, fo~d contracts, swaps, and other future "market contracts; " 
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. . .' . . . ". 

PROGRAM AssUMPTIONS AND CONVERSION RATts . - .' 

1. '~rogt:am BaSelines for SelectedYariables, ' 

1998 
June' September ' December 

',BaSelineNFA~ftIieBOT ' 
Second Review 

,Third Review 
433 
48S, , 

(In billioils of baht) 

" 418 
, 474 

... 
474 

BOP support provided to centr81 government 
(cumulatiV1~ from August 1997), ' 

Second Review 
Third Review 

1.3 
1.0 

,(In billions of US. dollars) 

1.8 
1.4 

... 
1.6 

, , 2.' 'Exchange Rates and Gold Price to be' UsedUoder t"e P~graml 

Baht per Unit of 

Foreign CurrencY 


, U.S: dollar 

Japanese yen 

Delltschemark' 

pouD.d sterling 

,Frmch ftanc ' 
sWiss franc

", SDR 
ECU 

Gold price (U.S. dollars per Olltlce) 


3tiJ982 
, 0.2710 
17.4265 

'52.3476 
S.1723 

21.1404 
" 43.4734 
, 34.2957 

• 326.3000 

,ICurrencieSllot shown here will first be converted into U.S. doll~ uSing the official rate,used by Fund's 
Treasurer's Department on July 31.1997. ' ' . 

'".' 
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. .•• T.o: Distribution ofthe TreasurY 

.. Office of the . 	 . 
". Assistant Secretary .' 

Room:_·--,--______Date: 5/27/98 for International Affairs' 
Office ofEast Asian Nations .. 

. S~bject: . Kotea's Lor and T~asury Conc~ms '. 

1.' . Korea's IMF Board Review to receive i~$1.9bil1ioh tranche is scheduled 
to be held May 29,1998. Ofparticular note: The IMF'smostrecent table 

. of 'Financing Requirements' for Korea does not incorporate any bilateral 
creditor (aka second-line)support.-· ; 

. Attached is a list ofTreasury concerns reg~dingKorea's most recent Letter 
oflntent. The list reflects inpudrom a broad range ofTreasury 

.. personnel/offices. . 

.'.3. .	overall the L~Iappearssolid, however, we~ve raised anumber of 

specific issues; including: '. . 


. -' monetary policy flexibility . 
'. -' sufficiency ofsocial safety net . . 


- .financial sector restructuring meaSur~s· . 

.. :.. . corporate sector restructuring measures .' 


- trade liberalizationmeasmes . 

'. -rescue lending .: ." 


4.' ; 'We propose requesting a s~pplemenUtStaffpaper on rescue lending given 
Korea's current efforts to recapitalize and restructure the financial sectQr.··· 

. . : .. . 

·.;asonKSiP~·.· 
.:Korea Desk rJ~ , '....... . 

Tel: 622-1727 . 

. Attachment:· . Treasury Concerns with Korea's LOI,.Korea'sLO(Draft Board •. 
Statement per Todd Schneider" .' .. 

.' Distribution: .' TGeithne~,DZelikow, (~Atkinson, MLundSager, TCra'Yford,. '. 
'. BMlirden, WWarthin,JLister, SShah, CLo~ery,TRutledge,CDumler, TSc~eider 



, Korea's N~wLOI and Treasury Concerns 

The Board rneeting is tentatIvely scheduled for May 29, 1998. Korea has met itsperfoirnance 
criteria for end-March and therefore qualifies to receive ,the next tranche of IMF funds. ' 
However,we remaulconcemed about Korea's momentum on financial and corporate sector 

· restructuring~ and raise below a nuinber of concerns with Korea's most recent letter of intent. ' 
Most troubling is the issue of 'rescue lending , and guarantees from comm~rcial baDks 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 topic; including data 

,and information on conditionality associated with such lending and on how rescue loans impact 
Korea's broader goals of maintwning market confidence, recapitalizing the financial system, and 

, restoring afrarnework for economic growth. ' 

LOI Stated Objectives 

o 	 ' Sustlin the restoration of confidence and consolidate the progress made in resolving the 
,'. extemal financi:t:lg crisis;, ' .,.. ',.., ' " , ' ,,' 

o ' 	 ,Minimize disruptions to the real economy and' support economic recovery in the latter 
half ofthe year; and ' , 

o 	 Restnicture thefinaricial andcorporate sector to minimize the risks of future crisis and 
lay the foundation forresurned growth. ' " 


· .' . . : .. . 


,'. Macro ProjectioD~IRHerveS ", , . 

" Macro targets are n,egotiated and, as such, may not reflect FUnd's true outlook. Real GDP 

".growth proj(~ctiori of -1 %seems a bit optimistic (IIF predicts -5%).' The current account surplUs 


. of$21,;$23 billion (about 7% ODP) seems reasonable~ 	 , 

Second Line: ofDefense 
The LOlmakes no speCific mention ofsecond~line funds, however, within the IMF's "Financirig 

· Requirements" table there is no allocation for support from official bilateral credItors in' 
1998. It would appearthattheIMF's calculations do nodncorpOrateany second-line funds. ' 

WB/ADB 
The IMF',s 'Fin8ncingRequirements' table ~a1ls for the, World Bank and Asian Development 
Bank to disburse $2~Obillion and $0.7 billion respectively. 	 " 

" . . 

. Market Borro~n~ by'ooyerrunent ' . \ " 
.. Thearnount offoreigrifinandngtobe raised in 1998 by the ROKG in the market has been raised " 
, ,from $7 billion to $9 billion. ' This breaks down into the.$4biIlion already raised, plus an 
',expected$S billionto be raised inQ41998. ' 

Monetary/E::lcha~ge IhtePolicy . ' , " ','. ,,' 
, Still allows tor call intereSt rates to be lowered in line with ~arkei conditions ' .....subject to the 

" . , objective ofmaintaining st~bi1iiy in the foreign exchangemarket.'~ ,One would hope that theterm 
• 'market conditions', inclu4es ,broader Asian.context, i .e.contagion from Indonesia~ yen 

, , movemerit;e:tc. ' ' " 




BOK Foreign ExcbangeWindow '... . '. . . . .... • '. . . ". • .• .' '. . 

· The window was scheduled to be closed on May 15, ,1998. By June 30, 1998 the BOK will agree' 
with dom~stic banks on a schedule of repayment of emergency support with all repayment due ". 
by erid:"June 1999..Upon agreement ofpayment schedules; penalty interest rates on amount of 
. emergency supportoutstanding will be reduced to a uniform 400 bps above LIB OR. Any 


.. overdue amounts will,besubjeci to LIBOR + 800 bps." . 


Fiscal Polky . . 
· With macro projections changed, fiscal deficit allowance raised from 1.2% GDP to1.75% GDP .. 

Social Safe11y Net· '. ..' .... '. . . . . . . 
The social safety net has been expanded both monetarily arid in scope to include firms· with more .' 
than 5 employees. However, there would appear to bero()mlo further expandthesocialsafety ." 
net,.in light ofthe sharp and rapid increase in unemployment evenp,rior to expected widespread 
layoffs by large chaebols. In addition, much ofthe unemployment is from 'mom & pop' . 
. 0peratioI1s with less than 5 employees, leaving this group without a net. . 

. . FinancialSector RestructUring . .' . '., . '. .... . 
. TheplaiI for the undercapitalized comniercial 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 timeframeis Jor the FSC 
to act if the planes) are not accepted; . One questionable point is the 1.5 trillion won 

· recapitalization ofIndustrial Barik ofKorea. The IMF rep says this is aimed at freeing up funds. 
to lend to SME's,.sinceIBK was set up as the lender t08ME's. It's not clear,however, where .. 
thefundsart~ coming from; whether the existing shareholders' equitjwill be written dowrt, as in . 

. . the case ofKorea First and Seoul Bank, and whether there will be an eventual privatization of the 
governmenfs funds. . 

'. The ;'use ofp~blicfin1d; fo; bank restI1Jcturinglt is an area ofconcern. Although this issue is 
mentioned, we would like to See it expanded. InanlMB docUIJlent relating to Japan endorsed by . 

. . .Surrimers~ Greenspan and others and given to Clinton, we stated that public support to banks 
should be only in exceptional circumstances and subjectto strict conditionality. The LOI . 

. . conditions should be improved to further limit moral hazard. Such elements could include: 

ensure govenlment'injections are in the fonn ofpreferred ' stock or instruments ~o~vertible 
.. to preferred stock . . .' ..... . 

. include conditionalities such as change in management and directors, dilution of 
>share:holders' equity, bank restructuring measures (staffreductions,dividend cuts, etc.) 
'. write-down ofbad assets, in case ofcapital injections '. ' . . 

- . gove:rnment purchase of bad .assets at estimated market value. 
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, , 

There are anumber of additional questi~ns regarding financial secto~ restruct~ng: 
. . . '. . . 

'The 'LOr is unclear on the limit of 25% on lending to an individual borrower. This is 
likely 25% ofcapital, butit could be 25% of loans. Either way, 25% seems high; the,' , ' 
U.S. uses 15% ofcapital, with rules on combining borrowers. Can go up to 25% With 
only certain collateral.) , 

. '. '., -. '. . ....', 
. . . . 

What is the effect of requiring capital against trustaccounts? This could increase the 
need for more capital, however we agree with the statement~ 

, " 

" 'Why only requinng 8% capital for cierchant banks? They are more risky ~d should 
have higher requirements. The LOI do~s state that merchant banks will be required ~o 

, move towards higher requirements. 
, . .. " '" .' .' "', ,. . . . 

,We are also very concemedwith how ~rescue lending' is affecting ban1cs' balance sheets and the 
implications for successful financial s~ctorrec'apitalization. ' I 

COl-porate'Sector Restruc.uring " ',',," , " ' , 

, On cOIporatl~ restructuring, there are twoprincipk~s that aim to. avoid government direction of 


, " restructuring efforts and injections ofpublic funds for cOIporate restructuring. ' At the same time, 
the LO[ urges the government to encourage banks to set up private creditor committees with, ,. 
outside participation to exchange informationand qiscuss restructuring modalitiei, This appears 
to be aworthwhile step in pushing forward the banks' own efforts and getting some outside, 
expertise that will hopefully be transferred to the banks, however,it is important that the ," 
government not be involved enough to provide the appearance ofdirecting or influencing the, 
restnicturing ,process. !tis not clear howKDB guarm~.teesfit with this principle. . 

, In order t~encoUnlge inv~s~entand M&A activity, the L()I requires the ROKG to eliminate the ' 
ceiling on foreignacquisition'of stock without Board approvaL Legislation must be submitted 

: by june 30, 1998. This is auseful step toward hostile takeovers that might cause some firms to 
take a quicker and closer look at their own restructuring plans so as not to losemariagement 

, , control. ' ,,', ", 

,Thethree disclosure and monitoring requirements aim at improving regulators' andc~rrimercial 

banks' abili~y to assess credit risk and workout capabilities of corporate borrowers. These are 

useful steps, which are required to be completed by June 30, and so should, be timely enough to 

contribute to accel~rating the, restructuring process~ 


•Aside froms.trengthening disclosure requirements, not muchisaimed,directly at the ~oIporations' 
'themselves, bilt the onus is being placed on their lenders to force the restructuririg process. ' . 
Lenders,are supposed to separate viable from non-viable firms arid subsequently cease lending to 
the non-viable group. Given the IMF's mandate, tliisseemsto be appropriate. The' ' , 
combination ofpressure from their banks and'fear ofhostiletakeovefs by foreign investors may 
provide enough incentive to thefillfls to move more quickly_' ' , 
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. Specialized and Development Banks . ' 

· The LOI calls for "specialized b~s" such as IBK, KDB, etc. to 'sign contracts for diagnostic 

reviews' by November 15, 1998.' ,It's questionable why there is a delay ofseveral months for 


these banks to begin reviews. . . . 


. . TheFSC is not requir~d to begin supervisi~gand regulating prudential aspects of all specialized 
· and development banks until June30t 1998.Howevert the LOlallowsuntilNovember 15,1998 
'. for regulatioris to be issued extending prudential' regulations appli¢d tocomJllercia1 banks to be 
applied to specialized and development banks. This seems somewhat at odds, i.e. supervising 
the banks without having extended prudential regulations or conducting diagnostic reviews. 

· Consolidat.ed S~pervision . 

Extension·of supervisory arrangements toNBFIs is not required until January I, 1999. 

Recommendacceleratingextension~ 

. '. Trade Liberalization 

In general,the ROKG haS managed to implement ~ successful series oftrade liberalization. 


'. effort~,openirig up their economy toJoreigninvestrhent. The positive steps include: ' . 


... .'. 'eliminat~ngimport bans,·.·· '. . ..•. . .. ., ... , '" .. 

... removIng investment limitS on foreign ownerShip of firms, 
·elimiIiating taX subsidies for export markefdevelopmentt and . .... .' 
.' offeting specific details on Korea's plan to improve the' transparency arid ~ccountability 

,.' '. '.' ofthe financial operati()ns of Korea's corporations. . .... '. . . 
Two areas of concern are:, . ". 
'. . Kon:a committed toreducin.g fr0rl192 to'38 the. number of items subject to tariff i 

·a.djustment. However, 22 items,including batteries, have been transferred back to the 
generaJ tariff schedule with no reduCtion in the tariff rate.. .. Koreah~delayed revising import certification ~rocedures. 

",' " ..: " 

RescuelPolityillirectedLending: •.. 

. Although the LOlmakes nospecificmentionofrescue lending, weare highly concerned with the. 
'" actual and anecdotal evidence or 'rescue loans' extended by commercial banks to large . 
. . corporations:. The Article IV notes that during the first quarter of1998 such rescue loans . 

amounted to some l.1trillion won, comparedwith total new lending of7.2 trillion won by the 

banks during that period. Particularly troubling 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 banksindepenrlent oiany govetiunent interVention, however, we believe, and.also 

· sense that the market believes, the govenunent authorities retain an important role in bank. ' 
.. "lending operations both formally,through the Financi~l Supervisory Committee and related 

offices,and informally through relations with bank and chaebol management. . '. .' .' 
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· " ' . '. 	 . . 

Tocites~me recent, well-publicized examples that demonstrate. our concerns: 
. . 	 . 

• 	 Creditors ofKorea's Keopyung Steel Chemical Co apd its two sister finnsagreed to 

extend by one yearthe maturity on loans owed by the three finns. . 


• 	 , In the case ofrescue loan bailout of DongAh Group, LeeHun-jai, theChainnan ofihe 
Kon!a's newly-established 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 4too big tofair mentality of the past, Lee 

.. 	commented, "Ifyou take the worstcase, (it) may cause the total collapse ofthe financial 
system ... Wehave.to weigh the social costs of a bankruptcy." . 

, 	 " -" ' , '" ' 

• Of note, Dong Ab'smain creditor is SeoulB~, which was taken over by the government 
earlier this year. A domestic news article notedthat "InitiaJIy, creditorbanks were 

. opposed to providing further assistance~But the decision was overturnedalmost 
overnight following a decision .by the state':run Korea Development Bank to provide 
'Dong~Abwith a payment guarantee for the.inttoduction of foreign capitaL" 

• 	 MOFE,Minister Lee, quoted in an interview with a domestic newspaper,commented, 
'. "Non-viable industrial groups will be immediately let go starting in: June." While the line 

could be quoted out ofcontext, the Bloombergartic1e comments, "The, . 
..remurks ... contradict recent'governmeni pledges not to interfere in bank lending policies.'; , 

• 	 " , The'Korea Economic Daily, citing creditor banks, reports that Asia Motors Co, .the truck- ' . 
. making subsidiary of the Kia Group,will receive 120 billion won($85.7 million) in ' . 

emergency loans from creditor bankS. State-owned Korea Development Bank and other ". 
, cre'ditorsreportedlydecided to offer 50 billion won early next month as an initial portion 
of the loan. ".' '. . ,.' . 

.•. While rescuelemiing may not cOnStitute' directed lending'andmay thefefore n~t be astrictly: .' 
. " defmed violation of Korea's progm..., we believe that rescue lending may be detrimental to 

fulfilling th(~goals ofKorea's programand is in fact jeopardizihg market confidence in Korea's ' 
abiJityand willingness to fulfill its commitments. . " 

. . . . 	 . . , . . 

", ,With this in mind, we could ask IMF staff to prepare asupple~ent to the review on the rescue' 
,lending issue, including specific loans, dates, amounts, and the impact ofrescue lending on . 

"Korea's goals to restructure its financial and corporate sectors. , . ' 

: •• I, 

.,',. 
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95-141644 
DEPARTMENT OF THE TREASURY 

WASHINGTON, D. C. 

January 18, 1995 
UNDER SECRETARY 

H'IFORMATJON
MEMORANDUM FOR SECRETARY RUBIN ~ 

FROM: 	 Lawrence H. Summers ' 

Under Secretary, Int a ·'l.onal Affairs 


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

SUMMARY: 

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 nlonths 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 
improvingr 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 weare 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 next 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 sanctioris 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 SECRETARJAT 



... 

from countries other than China would not be affected. Trade 
retaliat.ion on our part has the podmtial, though, to lead to 
counter-retaliation and to chill overall relations with China. 

Bananas: Etfect.ive January 1995, the EU instituted a complex set 
of import licensing requirements 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 hemisphere 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 permitted under our laws. 

I 

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 violating our 
WTO obli~Jations. Total U. S. imports of goods and services from 
the EU WE~re $97.9 billion and $39.8 billion, respectively, in 
1993. 

. (. 
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THE WHITE HOUSE 


WAS H IN ClTO N 


December 29. 1998 

" 	 , 

MEMORANDUM FOR nm PRESmENT 

FROM: ,Gene Sperling 
Sam'll" Berger 
LaIT)' Stein 

SUBJECT: Additional Options Cor Providing RelIef to the Steel ID.dastry 

PYIJ)OII!! 

To conSider additional steel options for possible inclusion in the Janwuy S report to Congress. 

Overall Trade Context 

Despite our best efforts to bring members ofyour iDte.ma1ioruU economic team togctlu:r on this 
• 	issue.. there continues to be a deep division ofopinions. To ensure that we MfIcct this division 

accurately, we havo made certain that Cacb member of the economic team bas had an opportunity 
to read and comment on this memorandum. 

As youltnow. there are sevc:ral highly consequential decisions on the trade agenda for the next 
year, such as whether ,and how to pursue mst track andwbether to launch a mo Round 
Because there is a report on steeJ due to Congress on January S. the most immediate of these 
decisions is wbctbc:r to take any additional actions to provide reliCfto the steel industty. 
Nonetheless. any decisions on steel must be made in the context of your broader trade agenda 
and overall goals on the international economy. 

As you know ~m our discussions, there are severai. ~ompcting policy goals at stake. All ofyaur 
economic advisers want to be responsive to the legitimate conccms ofsteel wor.km and the steeJ 
industry. All ofyour advisers. are committed to sustaining your stnmg n:cord. on open market,s. . 
which has been.a ~entral tenet ofyour ecooo:auc prulosophy. All arc: acutely cc:m.c:emed that at . 
this fragile moment in international markets, U.S. leadership can make the difference between a 
robust recovery with a continued commitment to open internationalism and the ldnd ofvic::ious 
cycle.ofprotection and depression that cha:rrtderized the 19305. 

All of your ad....isors want the least.protec~onist outcome. However. thcr: arc differences among 
your advisers as to whether to take aztion beyond the antidumping cases already underway and. 
if so, wbat actions. Some believe that ifyou 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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damaging, rolling back your trade accomplishments and dooming fUrtba malter opening. They . 
are concerned that this will undemW:ie any dom:stic support for the 1999 WTO ministerial and. 
. make fast track virtually impossible. Others feel that extraordinary aid to the steel industry. 
beyond what isavaiIable under cUl'tent U.S. trade laws. would fundamentalJy compromise yoar 
I'l:cord OIl Open markets and couId bo the rU'St shot in an accelerating protectionist spiral both in 
the United States and abroad. similar to Smoot-Hawley and 111e competitive devaluations of the 
1930s.that would ultimately damage the U.s. economy. Asia is Currently in the throes ofthe 
worst financial crisis in 50 yeaxs.. Asian economies must export in ordel' to achieve recovery; 
that is why this AdministIation has pressed Japan. to promote domestic derrumd·led growth and 
open its market. A tn:::od towards proteCtionism in the United States would only encourage otha . 
lnajor importing nations to fOllow our lead, delaying or reversing recovery azound the warld.. 

Recent Adjy!ty Concerning the Sted Indg:sta. 

As .outllDed in our December 10 memorandum, Ihe Administration has taken several steps to 
:lddress alleged I1IlfiIir trade practices in the steel industry. inc1udi1lg forcefhl actions to enforc:e. 
l'Ul trade laws, e:xpedite the dumping investigatiocs. and exert bilateral pressure. Commerce has 
engaged Russia on its reqUest for a suspension agreement to explore wbether this mechanism 
.:ould provide effective, timely relief. These actioJU very well could begin yieldiDg significant , 
:relief sooa. although hot-rolled sheet imports from lapan and Russia ecntinued to increase . 
:rapidJy in November. 

In addition. the Iapanese bave told us their steel exports to the U.s. will falJ to 1997 levels or less 
. • starting late this year and the Russians ba.ve told us that they will agree to zero exports to the 

U.S. for some months as pa:t of' a negotiated settlement OD the hot-roned sheet dumping case: 
However, our data provide no evidence ofthis yet; as noted above, steel imports frornlapan and 
Russia in November - particularly hot-rolled sheet imports - show a continued rapid ris:. 

Steel unions. industry and the Steel Cauc:us appreciate the forceful statements you made during 
your trip to Asia. and acknowledge the steps taken by Seexetzry Daley Oil the dumpmg cases, 
iIK:ludiDgthe critical circumstances finding. Nevertheless, they are concerned the dumping cases 

'will take too long and will fail to provide comprehensive, global relict Further. industry has, 
expressed opposition to a suspension agreement with Russia. on the g:roucds that it would not . 
provide relief cornmensurato with a successful dump~ deter.D.ination; tho union supporls Such 
an agrecmle:rlt, but only ifit leads to comprehensive relief for all products !rom Russia. The steel 
industry, the steel workers. Senator Rockefeller and other members oftho Steel Caucus support .. 
additional,immedillte action to ste:n the rise in steel imports. It is worlh noting that we an: likely 
10 face a. trade bill from Senate Finance or House Ways and Means this yeax that will contain 
over 20 possible amendments to our trade statutes that have been crafted by the steel industry's 

. lawyers. all of which will present enonnous difficulties for us. 

On the other hand, thc::n: is significant COntero that actions to liIr-it steel unports wou,ld raise 

do::nestic steel prices ar.d undermine the competitiveness of domestic st..~l-using industries. 
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wbich are economically more significant than th: domestic steel industry. Yon have received 
lettc.n opposing steel protection from Caterpillar and a broad coalition oiintc:rcs'CSincludi.ng a' 
:Paso Energy Corporation. Enron Corponrtion. Michelin,. the American Institute for International 
,Steel. the Association ofIntemational Automobile Manufacturers. Consumers for World Tr8de. 
the Domestic Pe1zoleu:nCoUDcil., theslDtemational Association ofDrilling Contractors, the 
Precisian MetalfoImiDg Association and the Steel Service Center Institute, who ,str=ss that more 
jobs arc at stake among steel-users than steel-makers. We expect that 20-30 major U.S. CEOs 

. will send you a letter shortly on trade priorities, wbich will ask you to resist domestic prcssureis 
taclose the U.s. market and recommend a global standstill ou restrictive trade measures. 

'Issues for Dec;lsion 

Thethresbold decision is whether to do II!l)'thing beyond current or firtunt cases filed by industry. 
The adverse consequences of'such additional action are dCSC:ribed above aad in the balance or:' 
this memo, as arc the arguments supportfug additional action. Below we outline several possible 
-measures for your consideration. Although the focus oftbe industry, union and Steel Caucus hall 
been almost exciusiv:ly on trade policy options, we also include options on tax relief and ' 
adjustment assistance that could provide signifiClint relief to the steel industry without .sc:nd.ing 
troubling protectionist signals. 

Background on Section 201 Safeguards Law: The first two options involve Section 201 of the 
TariffAct of 1974, which provides relief for industries injured by a surge ofimports regardless 
of' wh=thcr there is any unfair practice contri';)uting to the rise. Sec;tion 201 investigations can be 
initiated by the industry or "seli-initiated" by the President. the House Ways and Means 
Committee. or the Senate Fioance Committee. Under 201, an affirmative finding ofiDjury or 
threatthcreoCby the Intemational Tmde Commissioo CITe) provides the President with 

" 	considerable discretion and flCXJoility to implemC2lt a comprehensive, global remedy that can 
inc:Jucte quanticarive restraints. An affirmative (mcling provides discretion to impose provisional 
relief. with a preCerence :for use of tariffs, (or up to 200 days as. scon as three months after filing. 
and longer-term reliet including qllotllsj within eight months oC filing for as long as threo years 
without compensation to exporting nations., Th: :elieC can cover a broad range ofremedies. is 
time-limited, must be liberalized over time - in contrast to antidumping remedies - and pennits 
some differentiation among exporting COWltric:s. 

, PreGedegt for 201; There bave b~ 67 investigations teder Section 201, n:sulting in 35 

, atl'icnativc injutY findings and relieCin 20 cases. Steel and steel-related products bave been 

'heavily represented, ~ounting for eight investigations, resulting in six affirmative injury 

findings and reliefin four cases. Overall. the Executive Braru:h hasreqllCStcd Section 201 
investigations for only three industries: applejuice in 1985. steel in 1983, and canned. 
mushrooms in the lat:: 1910's. 'This Administr31ion self-initiated an investigation on boney in 
1995 under a related statute -. section 406 - which covers safeguards for non-market econoinies. 
The House Ways and Means and Senate Finance Committees have requested. investigations 
,twice. 	 - ' 

'j 
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1. . 	 CQcditjona! Commitment to Self-Initiate a Sectjon 201 Case 

Steel company representatives., Senator Rockefeller, and tbe steel union ~ pushing for a 
l:onditional co:rmcitment fro:n the Administration new that We would bo preparedto self-initiate 
a Section 201 case in the future, and ask that it be expedited ifand when the industty was 
,confident enough in the data that they want:d us 10 bring a ease. As you will see in the 
recommendation seetion, some ofyour advisors support conditional self-initiation (ifand when 
the data support a case) as well as other industry r.:quests such as expc=dited procedures and 
prote:ting exis:ing Sl:cl-dumping ordc:rs. However, you should know that, in addition to self­
initiation. the industry also has requests that all ofyour advisors would be opposed to, such as 
committing in advance to providing specific relief in the case ofan affirmative finding. Senator 
Roc:kereller bas already indicated his SUppOIt for initiation ofa steel 201 case by the Senate . I 
Finance Committe:. 	 . 

• 	 ~ Proponents argue 201 self-initiation would permit the Administration to take forceful 
action that could lead cfrectly to clear. understandable reliefwhile avoidmg excessive 
protectionism, since it would fall within existing st:atutory authorities and there are clear 
precedents. Moreover. Section 201 was designed prec.isely to cushion a domestic indllSt'ry 
from a temporary. surge in imports resulting from unanticipated (orces in the global 
economy (rather than a long-term shlft in America's competitiveness or domestic 
practices). Further, Section 201 provides more effective relief than antidumping because it 
aUows the President to impose global remcmes involving all exporting coWttries and a host 
of related products. In contrast, the antidumping laws provide :ell efon a piecemeal basis, 
specific to particular exporting countries and prodw:t categories. so that imports from other 
countries or related productS often rush to fill t.'le gap (data for November show this is 
already happening). Further. Sectioo 201 can be less prot:c:tionist than anti-dumping since 
reliefmust be liberalized over time and end after three years. F'malIy. because 201 provides ',' . 

lor a formal proceedi:lg in which opposi1\g domestic interests register their concerns, it 
provides cover to fashio:l a more balanced remedy. 

.• 	 ~ Some ire concerned that such a strons executive initiative could be the type of 
action that maay of your advisors worry could lead to a protectionist spiral in this highly 
sensitive time. Shiftin! emphasis away from unfair trade laws to safeguards could 
encourage othc:rs to follow suit. closing markets and choking teCOvery~ Second. thc::re is 
considerable concern about making an open-ended commitment now since there is doubt . 
whether the industQt can meet the injury standard for relief at this juncture, since most Steel 
companies arc expected to be profitable for 1998 overall and will shew industry-wide 
losses only in the fOurth quarter. and the ITC nonnaiJy examines profitability over a five­
year period. IIand when data indicate iDju.ry, the steel industry has resources and know­
how to file 201 K:ion itself. (The earlic:st we wiD be a.ble to judge this is when fourth· 
quarter data become available in late January.) Th:i:rd. this commitment would set a 
dangerous prec:dcnt, inviting other c.omestic industries to request similar protection and 
drawing us down a slippery slop:; in fact, even Sl!pportei's believe we should take this step 
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cr.Uy ifwe are prepared to cbw the be ar..d say no to similarly situated industries in the 
future. a difficult line to hold. Fourth, a positive 201 finding would put you in the diffiC'..ut 
position ofcboosicg between the competing interests ofdomestic steel producers and steel­
cocsuming industries. Finally. steel prot~tiOD could b::: vay costly to U.S. economy. 

2. 	 Easing Iniua Standard for Safemrds Law (Section 2Qll 

The steel industry, steel workers, and the Steel Caucus believe that the currcnllegaJ standard for 
injury under 201 is too high to allow effective relief and seek Administration support for 
legislation easing the standard. Under cum::nt U.S. law. increased imports must be a '"substantial 
cause ofserious injury. or threat th:::r:of," where imports must be an important cause and not less 
important than any other cause. USTRpropos=s to lOOSeD the standard to CDSUJ'C that the U.S. 
injury standard is no marc stringent than that.required by the WTO. The wro injury stanc!ard 
requires simply that increased imporu "cause or threaten to cause serious injury." It is worth 
noting that some ofyour advisers arc wiUing to support thislegisJative change only as partofa 
bid for fast track or othermarket-opening legislation because this would send a more balanced 
signal to our trade partn:rs and could be us:ful in securing broad Congressional SUPPOrt. while 
otherS disagree Utat connecting this to markm-opeoing legislation would in any way mitigate the 
protectioDist signal. . 

:em& ProponentS believe this option will mitigate calls for the AdministratiOD to tako 
industry-S?cci.fic protectionist action because by making 201 cases more attractive it 
channels industry pressure towa:d availing themselves ofremedies under the trade laws. 
The proposed change would use the tlexibility permitted under cunent WTO guidelines to 
make 201 more acc=ssible and effective ~ consistent with the Administ:ration's position 
thai American workm should have effective, accessible tooIi to adjust to the forces of 
globalization. Further, some argue thiS change remedies an existing Ib~ that favors 
antidumping relief over safeguards reliefbeclluse the antidumping iDJury standard is Jower, 
and, as noted above, 201 remedies can be Jess protectionist than anti-dumping. As 3.lso 
noted above, 201 provides cover to fashion a balanced remedy because domestic opponents 
formally register their concerns.' '. . I 

• 	 Csm& Oppon:ntlS arc concemed this action could send a dangc:rous protectionist signal 
because it goes beyond th: framework ofexisting trade laws and would lower the injury 
standard for all indust:qcs for all time, in response to pressure coming in a singlo sector at \' 
single point in time. Furt"lcr. because this action in and oritselfdo=s nothing direccly to 
afford relieftD the steel industry, it is likely to be pocketed and may do little to stem caUs 
for additional immediat: action. Third. encouraging greater use of20l will inercase the 
burden on you ofchoosing betwe::n domestic interests in deciding appropriate relief in 
snfcguard cases. in contrast to the antidumping laws, where remedy decisions are made by 
the Coll'lr.1ercr: Department and t.'1e ITe (atthough, as noted above, there is disagreement on 
t..:-Us point). Finally. the proposed bill could become the vehicle for additional. more 
protectionist legislation (S\'!ch as proposals for changes to our dumping laws), which the 

s 
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indust!Y'slawycrs are already shopping around. 

3. 	 Steel Import Licensing 2nd Earlv Data Release 

'J:he steel industry has asked the Administration to institute an import licensing system for steel 
io order to obtain data for their trade eases aD amore timely basis than the current 4S-day lag. 
However. i:ls"Jtuting a licensing system would require legislation. An alternative method to 
obtain early data release would be to ask Census to release impOl1 data for all industries as soon 
as they become a.vallable - which is approximately a three-week lag. Although this approach 
would Dot require l:gislation, Census is·opposed because it would entail releasing import data 
roughly tluee weeD in advance ofexport data. 

.. 	 ~ Proponents argue t.'urt instituting a ste:l import licensing system would be relatively 
benign. since it would be fUlly coosistent with the WTO rules and would assist the industry 
in availing itself ofremedies under existing trade laws more rapidly and effectively. This 
would be non-protectionist b::cau.se it would be an automatic licensing sy~em, something . 
which our NAFT A partners, Canada. and Mexico, currently have in place. 

Csma: Opponents arc concerned this action could be seen as a protectionist fll'St step 
toward implementing qcantitative restrictions and undermine progress we have made in 
phasing out quotas and discriminatory licensing. systems abroad. nus could be seen as 

. precisely the type 01border harassment !hat our exporting industries have opposed in 
foreign markets. Moreover, it WO:lld nat afford any direct relicfand CQulcStake several 
months to opcrationaliz:. Third, instituting such a system would require additional 
budgetaryresourccs for Customs. It would also require legislation, which eouId open the 
door to additional protectionist measures. Finally, it would be difficult 10 resist requests for 
similar licensing sysi::ms for othe: industries. 

4. 	 Tax Relie! 

. As we have discussed with you, we have developed an option to provide tax relicfto the steel 
indust..)'. Currently, corporations are allowcdto caoy back losses for two years. Thus, a 
company experiencing net operating losses today can offsc: the amount oCthesc losses against 
taxes paid on a.'y profits earned in the two nrevious years. In effect. the company today receives 
a refund oCthe previously paid taxes. The proposed We: option would extend this carry-back 
p=riod to five years. sj)ecificaUy for L;e steel industry. This would increase the pool ofprevious 
taxes paid tha~ could be offset with ct:tTe.nt losses and, therefore. provide financial relief in the 
form of larger tax refundS!. This measure explicitly conveys the policy choice being made: a 
transfer payments is r::wie to the steel ind"UStIy financed by otherparts of the U.S. economy and 
docs so in a manner that does not generate costs exceeding the benefits to steel, unlike resorting 
to the trade options. This option would lose revenues ofbelWeeJ1 $0.5 billion and SO.9 billion 

. over five years. Treaswy is still working on the revenue raisers to pay for our new tax cut 
j)ropo:;als. You will need to make this decision in the conte.xt ofthe ot.'er tax priorities that are 
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competing for this Dmited pool offimds. The decisiO!l here is whether to put the steel tax option 
on our list ofnew tax priority p:oposals (e.g., stay-at-bome ?&"eIlts. green bonds) that will 
C()111pete for these f1:nds. 

• 	 J!mi: This tax proposal safeguards your commitmc:ot to open markets and avoids the , 
substantial risk ofsending a protectionist signal aI a fragile time in the global economy. 
The proposed tax reliefis a concrete response thai would have the support orooth labor and 
management' Ifenacted, it would provide cash to affected steel companies. which could 
help to stave offJayotrs. Finally. this is defer.sible tax policy: just as it is reasonable:bal 
losses in May should be allowed to offset profits in September, it is arguable that losses 
three years ago should be allowed to offset profits today. 

• 	 ClmJ.: This option may not provide relief in a timely manner, since passage ofa "signable" 
tax bill is e:xpected to happea laic in the process jfaI alL Second, the proposal begs the 
question, "Why just steel?" and \\ill result in pleas ftom other troubled industries. It raises 
significant coru:erns 3bout the practice ofaffording tax relief to specific industries. 
lMoreover. we are on record in support ofshortening. not lengthening. ca:rryback periods. 
Finally. while shareholderS ofsteel companies would benefit, it is not guaranteed thai any 
benefit will flow to employees; since this proposal isbackward·looking, it will not aJI'ect 
prospective steel sales for these companies nor the corresponding demand for labor. 
Finally. a tax benefit specific to the stccl indusuy is !ikcly to be criticized as a domestic 
subsidy by our trading partners, but it is likely it would withstand a mo challenge. 

~,5. frovjde Additional Federal Assis1;mce to Steelworkers and Communities 

All ofyour advisors agree that we should take all available steps to help steelworkers and 
distreSsed steel communities through your strong commitm=nt to adjustment assistance. As yon 
know. there are an array ofe:xisting government programs that can and should be mobilized. to 
help them, such as community development grants, business development grants. and technical 
assistaace, all available through the Economic Developmeat Administration; income suppoit,job 
retraining. and search assistance under the lob Training Pa.'1nership Act; Trade Adjustm:nt 
Assistance; as well as prog:rams coming under HUD, S~A. Education. and ether federal 
agencies. 

So far, the union has been uninlerested in discussing trade adjustment assistance with us because 
they view it as "burial :nsuranr:e," and want to keep the foells on trade relief: However, there is 
likely to be substantial interest in economic development assistance for comlnunities and 
temporary relief for workers that do!s :lot reqUire 3Witching jobs or industries. Thcr: may also 
be a new receptivity to working with 1!3 on adjustment assistance for several reasons. First, in a 
n:.~g with the Vice President, Senalor Bycd r~ent1y pressed for "disaster assistance" for steel 
con:.parable to thai provided for agriculture and propoSed for Hurricane Mitch victims in Cer:.tral 
America. Second, Senators Byrd and Rockefeller have specifically requested help for Weirton. 
VvV, where Weirton Steel has already laid off&00 workers _. one-third ofthe work force. 
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Ciene Spe1:1ing. Karen Tramontano; the Department oCLabor, and others are werking to .step up 
the Administration's profile and coordination on these adjustment assistance pro~, We are 
also considering namlng a dedicated. full-time, high·level"stecl coordinator" to help workas 
and communities identify and access the full range of federal resources. Beyond that. we are 
examining additional lJI'Oposals to aid distrcss:d industries in our cum:nt bueget proposals, such 
as a significant expansion in training adjustment We are also exploring ways to provide 
additional tools to distressed communities that are consistent with oor budget resources. 

Rec:pmmepdatioD' 

1. Conditional Conmrltment to Self-Initiate a Section 201 Case: Secretary Rubin. Sccretmy 
Albright, Deputy Secretazy Summers. Sandy Berger, the ChiefofStaff's office:; Jack Lew, and 
Janet Yellen oppose a conditional commitment to self-ioitiate 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. Ambassador 
Barshefsky recommends that we be pr:pared to c;onsi<ier the question ofself·initiation and to 
(:onsider a request to th: rrc to expedite relief only at such ti:r.ae as tho industry aDd. its outside 
advisers det:rmine that Section 201 is the appropriate course to follow. Larry Stein would not 
1)J)pO$C the option. but believes that changing the: 201 injury standani is a better option. Secretary 
Herman. Gene Sperling, and I.ae1Brainard support conditional self·initiatian; the NEC believes 
it is less protectionist than cbanging tho injury standard because it is simply showing a strong 
commitment to enforcing =xisting law as opposed to an across-the-board legislative change and 

- that one could easily coll'.murueat: that the Administration was initiating action thal could lead to 
und:rstandable compr:hensivc tariffor quota reliet 

"_"_ Support conditional commitment now __Postpone consideration _Reject 

2. Easing InjuQ' Stmtdard (or Safepatds taw (Section 201 ); Secretaxy Rubin. Secretary 
Albrig.'itt. Sandy Berger, Deputy Secretazy Summers. Janet Yellen. and Lacl Brainard oppose a 
change to the 201 injury standard. Leon Fuerth and David Beier recommend that we:; shol.lld 
indicate to Senator Rockefeller that we would be prepa:red to work with him but not take 
ownership of the proposed legislation. The Chief ofStafrs office:; Jack Lew, and Ambassador 
Barshefsky would support such legislation only in the" context ofa broader market.opening bill. 
Gene Sperling is generally apposed to changing 201, but would find it acceptable itwc were 
botb not self-initiating and putting it in the conte.xt of an overall opc:n·market agenda. Secretary 
Daley. Secretary Hennan. and !.any Stein support a WTO-conslstent change in the20t injury 
standrd; they believe this is a less protectionist action than self-initiation. 

_ Support __ Reject Further consideration 
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3. SIS;;] Import I.icet\sjnl: and Early nata ReleilSe: Secretary Rubin, Secretary Albright. Ian=t 
Yellen, Deputy Secretary Summers, Gene Sperling. the Chie(ofStatTs office, Larry Stein, and 
Lael Brainard oppos:: this option. Jack Lew. Sandy Berger. Leon FucrthaodDavid Beier do not 
support this option, but arc not strongly opposed. Ambassador BarshcCsky would recommend :re­
opening Census policy, in particular early releas,e oficport data lor the steel industry alone. 
Secretary D:1ley supports the lic::nsing COIlce;>t iiproperly stxuctured" and Sccret:&ry Herman 
would support it only ifwe do Dot proceed ~ith either 201 option. 

Support iinport licensing , Revisit Census policy Further consideration 
legislation on early release of 

import data 

4. Tax Relief: Secretary Albright. Sandy Berger, Janet YelJen, Secretary Daley, Ambassador 
Barshefsky. I ac:k Lew. Gene Sperling, !he Chief of Slaws office, Larry Stein, and tael Braina..u 
:IUpport this option. Leon Fuerth and David Beier believe this option requires (urther study. 
Secretary Herman is CODc:rned this option would open a Pandora's box ofrequests from other 
industries. Secretary Rubm agrees with Secre+.az:y Hc:n:na."1 that this option wouJd open a 
Pandora's box. but observes that it has the advantages ofmakins explicit the cost ofaction to 
support the steel ind'JSt:y and oC 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 cballcnge, which they belie:ve could be overcome. 

Include in tax package if 00 not include in tax 

the: are: sufficient offsets package 


Secretary Rubin believes that the trade options put at risk your economic legacy as aD advocate 
ror openness to cbange, whether brought by new technology or open markets. and risk an 
enormo'Js adverse impact on our economic health a."ld that of the global economy. ifour actions 
lead to substantial increases in protectionism here and abroad. That possibility is now being 
broadly cited in discussions ofmaj9r risks to the global economy. Trade restrictions here will 
also underminc the ability ofcountries in crisis to :recover, further adversely impacting our . 
economy. Obviously, the politics of this situation:Ue difficult and need to be thougbt through. 
but Secretary Rubin thinks that your strong leadership against protec:ti.onism could be as critical 
to our economic wellbeing going forward as your strong leadership 00 other politically difficult 
economic challenges has been to our strong economy of the past six years. 

, , 

Secretary Rubin believes,that this decision is ofsueh profound importanec that uyou wish to 
proceed with additional trade actions, be, requests - as does Ambassador BarshefSky - that you 
have an NECINSC intemation:U ecooomic team meeting to discuss these options and their 
implications for the U.S. and global economies. 
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UPDATE ON STEEL INDuSTRY TRENDS 

Steel imports from Russia and Japan continued their rise in October, the most recent month for 
which figuml are available. Imports orall ste!:l c:i1l prodt.:cts for the first tell months of this year 
arc at record Jevels. up roughly 28 percent over the same period last year. In addition. projected 
imports (or Nov~ber show a continued rise. 

Including these November projections, for the first eleven months of1998. imports ofsteel mill 
products from Russia increased 61 percent over the same period last year. while imports ofall 
steel mill products from Japan inc:reased 169 percent Import pe::let:ratiori for all steel products 
(for which we do not yet have November projections) has risen to 29.5 percent tor the year 
1htough October as compared to 24.2 percent for the same period last year. With :respect to bor­
rolled sheet, the product compnsi..,s the bulk ofsteel trade, total imports for the first eleven 
montJ:..s oflhl! year are up 78 percent over the same periotllast year, with impon penetration 
rising to 36.2 percent for the year through Ck:obcr as compared to ,24.4 percent tor the same 
period last year. Imports othot-rolled sheet from Russia are up 98 percent over the first 11 
months and imports from Japan are up 438 percen~ over the first 11 months. while imports from 
Korea are up less tha., 1 pextent over that same period. 

Capacity utilization for bot rolled sbe:t 3:Jd strip has fallen from 93.2 percent in the first quarter 
of 1998 to 78 percent in the fourth quarter through December 5. Total steel employment has 
fallen to 226,300, a loss of 10.000 jobs over the last year. . 

Attachment 
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December 28; 1998 

MEMOR",-"IDIDtI FOR PRESIDENT CLINTON 

FROl\I: Madeleine Ie. Albrigh1: ..l..U.I:A 
Robert l!. Rubin ~ .~~ (l . 

SUBJECT; Steel Imports 

We are writing out ofthe d~Jy held belieftbat adopting restrictions on steel imports that go 
beyond the rigotOUJ enf'orcemeat ofOW' laws on unfair trade would threaten our economic: well 
being and important foreign policy interests. 

Under your Jeadership, this administration is already taking action to deal with allegedly uni'ait : 
trade. We are proceedins apeditiously on the steel antidumping case. whicb coven hot rolled 
steel products atCOUtlting for nearly 50 percent of the 1998 import surge in steel. The 
preliminary determination ofcritical circUm.staaces against Japaa and Russia made by the 
Commerce Depanmeot has vUtuaJ1y halted hot rolled steel imports from these countries, which . 
I~ro~de over 50 percent ofour bot coned steel imports. . 

We are: exploring a. suspension agreement with Russia which would likely result in a moratorium 
OD Russia's hot rolled steel exports and a subsequent return ~o more moderate levels. In addition, 

• the agreement may limit exports of cold-rolled steel to prevent R.ussia from switching production 
inco those products. . 

. Taking any ofthe trade actions now under consideration that go beyond this active enforcement 
of oUr current taws could bave serious adverse impacts on the US and global economies. 

FU'st. whatever benefits might be derived by the steel industry and its workers from such 
restrictions would almost certainly be greatly exceeded even under nonnal circumstances by the 
adverse impact such restrictions would have on jobs and incomes in other industries aad among 
consumers. By some estimates. for r::vecy emajob that is preserved in the sted industry. there 
will be five fewer jobs in related industries, such as mac;hinery and automobUes. . . 

This could be gready exacerbated ifsteel protectionism leads to pressure for protectionism in 
omer industries and greater protectionism abroad. 

Second. there is a real question about whether a surge in fltirly traded imports would cause lona 
term damage, given the structure of the steel industry and ils cyclical nature. Moreover, it is 
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 sted 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 



12124) I IH5 l U:.L IJI .I''A.l 

in ()ut trade laWs. Ifadopted; these remedies waWd leave more restrictive ttadc practices 

pcrmanemJy in place even tlwugh the original complaint arose over a temporary surge in steel 

impOrts that DO loager e:mted. 


Third. adopting such restrictions. particuIarJy at this c:ritical juncture in the global fiDanclaI criJis. 
would undermine Out efi'ons. to support reformers abroad who .face enormous domestic pressLUl!!S 
oftheir own to close their m8.tkcts to imports &om the US and e1sc:whc:rc. Such a sipal coming 
from the US, the world's most IUccessWl economy, could wd1 spur protec:tioaism arouad the 
world. Furthermore. n:s:avery'&om :fiaancial'c:risis tends to be Jed by CXPottJ. and protectionist 
actions here would damage those countries whose rezum to growth is enormously in our cc:onomki 
and forcisn policy interests, further delaying a return orout export srowth to pre-aisia levels. It is 
worth remembering that a central f8ctor in tho Depression ofthe 19301 was trade protectionism as 
D'lJuUfeited by tbo Smoot-Hawley tariffand competitive devaluatioDS. 

More broadly, restrictions could have signiScant additional adverse impacts On our security 

interests and our relations 'With key fbreign partners. In this environment, a policy decision to 

increase protec:ti~ could also adversely affect financ:ial matkeb. 


'Whlle we do our part, it is important. that ather major ecoDomi~ particularty 1M EO and Japan. 
rut their obstacles to steel imports SO that the burden is more equitably shared. We bve 

, viigorously pushed the EU to do more, and we should continue to press both Europe and Japan. 
AllY protectionist measures on our part would undercut this efIOrt. 

~c the politics oCopen rnarbts arc very cfdBcuJt, the economics are unambiguo\1l: open 
markets have been crucial to .Amcrkan's economic SIlCCe$S or the past six years. Maintaining a 
strong. open US economy. in tum. is critical to everything you are sceldng to accomplish in your 
P'residency. This is not an easy course to maintain. but it is the right one. both for our economic 
and our fbrcign 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. IPld ifso, what actions. Therefore, at start ofthird ' 
paragraph change Sentence that reads "However, there are differences among your advisers on the ' 
appropriate balance." to "There are differences among your advisers as to whether to take action 

j bc;yond the antidumping 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 competitive devaluations 

/ ofthe 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 win agree to zero exports to the US for some months as part ofa 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 probably will not show up until 
November and December data are released in January and February." 

2. Second page (circled page 5) 

Start discussion with "The threshold decision is whether to do anything bc;yond current or future 

/ cases filed by industty. The adverse consequences of such additional action are described above 


and in the balance of this memo. as are the arguments 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 antidumping 
cases could be halted which they cannot unless industry withdraws them, because..." 

In coml: Add in second point; about injury relief point that "If and when data indicate injury. steel
/ industry has resources and knowhow to file 201 action itself." 

At end ofthird point about setting precedent, after' only ifwe 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) 



/ 

V 

' 

/ 

Add in cons, in fourth point "Other advisers feel involving Fast Track does not diminish the 
adverse conseguences of going down the road oflegislated changes and believe furthermore that .. 
Fast Track is very likely to be politically undoable given wide differences on labor and 
environmental provisions." 

.S. Fifth page (circled page'S) 

In tax relief section, Sth line down, after 'larger tax refund.' Insert "This measure explicitly 
convg-s 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 a manner that does not generate costs exceeding 
the benefits to steel. unlike resorting to the trade options."· . , '.. _, , 

In cons add point "A tax benefit specific to the steel industry may,be a countervail able subsidy 
under "'TO rules." 

At start ofsection 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 thg­
win have jobs for a lifetime -- that 7 or 8 job changes are more likely -- but they can be equipped 
to get tne benefits ofchange and the opportunities it brings." 

6. Reci)mmendations 

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 ofmaking explicit the 
cost ofaction to support the steel industry and ofavoiding the potentially vast adverse 
alternatives." 

Add note after four recommendations: 

"Secretary Rubin believes that the trade options put at risk your economic leg8&Y 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 ofmajor risks to the global economy. Trade restrictions here will also 
undermine the ability ofcountries in crisis to recover, further adversely impacting our economy. ' 
Obviously the politics ·ofthis 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 
economic challenges has been to our strong economy ofthe past six years. 



1 '. ', • 

. Secretary Rubin believes that this decision is ofsuch profound importance that ifyou 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 
global economies.'" 
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MEMORk'\""Dt]M: FOR ruE,PRESIDENT 

FROM: 

SUBJECT:, Additional OptiOllS for Provicbg Rellef to the Steel Indu.stry 

To coasider 2Idditlooal ~ optiOIl3 for possible inclusion in1h: J3IlIla.tY S repo.'t to Congress. 

'I'hc:t: are sevend hi,ihly' ~qucmial decisions on the trade ageDda for the next year, such as 
whether a:nd bow to pursue fast track and whetber to 'launch a. wro Rotmd. Because thezeis a 
Congressionally-mandated. report on steel due on Ja.a.um:y 5, the most immediate ofthese 
decisions i9 whether to takI: anY addition31 adtons to pto'Vide reliefto the: .steel mdustry. 
None1heless, a:ty decisions 011 3teel must"be mad.a in the context ofyout broader ndc J.2Q'1da 
and. overall goals on the iIrtcinmcDAl economy. 

A:; YQUkno\'¥ frt:nn our ~ons. there are sc:verat competitlg policy gcals at stake. AU ofyour 
economicadvi.sers Vv"ant to be xe$ponsive to the leait.imate conc:ems of steel wotk.e:rs and the steel 
i:e.dll.'1try. All ofyo"IU adVisers are committed to sustainini your streng record C11 ope.a. :::tarkets. 
whicfl b!l'J been a. central tell.et ofyout economic philosophy. All are a.cu-rely co~ tb,at' at 
this ii'agiIe moment in intema.tionaI nw:ketS, U.S. htadership can m.ak= the di1fe:rencc bet"weCl a 
robmt ~overy with a continued c:ommitme:Dt to open in1=tnatioDali.sm 'i.I:ld tllc.ldnd ofvieiolJS 
cycle: ofprotectian and depression tbatcharacterized 'the 1930s. 

However, tbe~ are difference5 among your advisers on the 3plttopr1ate "balance. Sooc bcllevt: 
that :LfYOl1 are DOt will.in! to1takc ~oaal action to address this high~pro:fi1c we oftI'adc 
di.s.mptiQll.. the Cong:ressiau.al counter reaction '4'ill be far mare damaging, rolling back your 
trade a=omp.li.sbxrients and doomilig further market Ope1Ung. Others feel tb.a.t extraordinary akl 
to the steel industr:y would ftmdam.."'ntIlly c<mIpcornisc your rec¢rd on open rJ13tkeuand could be 
the iint shot i'D an lIIXeleratipg protectionist spiral. similar to Smoot-Hawley. Asia is C\lll'eC.tly ill 
the throes of the WOnlt fumlcial crisis in SO yean. Asian ec:onomies m'U.3t expon in order to 
achi::ve recover.;'; tr.at is why this A.dministrJ.tioil has prc!sed Japan to promote C.Omfi!lc 
dcmmd.-led ;:rowth and oPen its market. A trend lOwa...-r:15 prot:l;.tionism in the U"cited. StateS 
would only eIlcomage other major irnp~S nmons to tollow ow: lead, dGla~ Or reversin~ , 
reecYery around the WQrld.. . 

As ,)utlined in our Dece!llber 10 melllor.mdum, the Ad.mini:~..1:ration has tak=n seve:al ste?s to 
address alleged unfair ttl1deprlctices in ':he steel icl~ustry, including forc~ful actiotl.S to :ci'"orc~ 

http:Cong:ressiau.al
http:in1=tnatioDali.sm
http:J3IlIla.tY
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our trad,e laws, e."(.~edite the dumping investigations, Old exert bilateral ptessure. Commerce has 
::ngaged Russia on its Ieq';leSt for a. Slb--pension agreement to ap'lore whether this roecitanjsm 
could provide eifecti"e. timely re1ie£. 'These actions are likely to begin yielding sigDfficant relicf 
SOQU. 

Steel mUons. industry and the Steel Caucus app~ the force5.U stat=rnents you mad.e during 
your uip to Asia, and acknowledge the stepS taken by Scaer.ary Daley OJl the dumping cases. 
includjng the critical cireumstaaJ:eS findmg. Nevertb.clcss., they are conccmed iht dumping cases 
W:Jl take too long and will:fail to provide c~ve. global relief. Further" mdustl'y has . 
expr-..ssed opposition to a. SllSpCl'lSion qr:cmmt with Russia, OJl the grounds that it would not 
provide reliefco~with a stlGCcssfUl dumping d.ete.rmlnaticn; the union similarly 
OPPOS~$ such an 8iIceme:tlt unless it provides e:ff.ective relief on all prod.ucts fIOm Russia. The 
steel. indllStIY, the steel worim, Saator lockefeller and other members ofthe Steel caucus 
suppotC a4ditlODal. immediate aGUon to stem tb" me in steel imports. 

, 

On th~ ether hand. there is significant concem lhat a.:tions to limit ateel ~ would raise 
dcmemc Steel prices and. undm:mine the eoDJ:petitivenoss ofd.omestic steel·using industries, 
whicb are ~onocUcally more ~cant tha;a the: domestic steel indusny. You hav.e rec=ived 
le:en opposing Steel protection liom C~Dar and a bread coalition ofinterest5 inclu=g El 
p~ Energy Co~ratlon, Eman Corporation, 'MIchelin, the Americ:an lostitute for Imema:tion:u 
Ster=~, 'the Association ofInte:i:rlational AutoJnobUe Manuf8.C1:l.lrcn, Consumm for World T!'ade, 
the Domestic Peuoleum Council, the: Imernational Association ofDrilling Contractors. the 
Precision MctalfonniDg AUociaticn and the SUeI Service Center Insti1:U.te. We expect that 
l.'Wcmy to thirty ~orU.S. CEO! willseDd you a lemer shortly on txadc priorities, wl:ich. ~I ask 
you to resist dmnesticpressures to close the U.s. ma..1<et and recommend ~ global sta:ilQstiU OD. 

teS1tlctivo lrSde measures. 

Below we outline scVeta1 aqditional possible xneasures for your eon.sidetalion. AlthoU!h the 
focus ofthe industry. unian and Steel caucus bas been almost exclusi'/ely on trade policy 
opti.oDs. ViC also W:lude options on 1mt relief @d aq]USimeat assistance that could provide 
sigllificant relief to the sted industry withaut sendin,g troubling protectionist sigpals. 

jaeksround gn.Sectjon 201 Saf;(J.lmgi!..a.pt The first two opUom involve Sec:ti0ll201 althe 
TariffAct of 1974, which PlO"ides telieffot ind.ustrios inju:reci by I surgi: of imparts. Section 
201 investigaricms can be initiated by the industry or "self-initiated" by the President. w Ho\!S~ 
Ways and Means Committee, or the Senate Fiaam:c Committee. Under 201, an affi.."'II1B.ti''''c 
finding ofinjuty 01 tltrcat the.reoIby the In1em.arlonal Trade Commission (lTC) provides the 
President ';I;ith considerable discretion aneS flexibility to implement a compre.he:lSive, global 
remedy that caniIlclude quantitm,;"e restr3ints. An af5mtative finding provide3 discr;tion to 
impose FOvisional. J"elief in the: form of ta.."iffs as soon as :3 months after fIling. and broader ' 
remedies. ,including quotas, within K months offi1ing fcr as long os 8 Ye41T$. The relief can CQvar 
a broad range oiremedies, is tb:ne-limited. .mUSt be liberali.ted over time - in contrru;t to 
acJ:idu:nping remedies - and pcmtits SOUle differentiation az:c.ong exporting countries. ' 

I ' • 

http:Insti1:U.te
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~dent {PI 201' Tbue have been 67 investigatioDS under Section 201; resulting in 3S 
affimlalive iDjury findiags and. relief in 20 casa. Steel aDd. steeJ.·rel::ned products nave been 
hcavilly Tep!C5cnted. aceount:ing for a investigations. mulling in 6 a.ffiJmative injury findings and 
relief in 4 !;I$tS. OveraU,. the Executive Braru:h has requested. Section 201 investiSatiQIlS for only 
tInee indllStr.ies: applcjuicc in 1985. stcc1 in 1983. and ~musItrooms in tb.=: late 1910's. The 
House Ways and MeanS a:cd S=a= F~Commit.t:es bve requested investigatiom twice. 

1. 	 Conditigml Commitmw T.Q SelfInisiJto a Semon 201 Case: 

Steel union and C:CJr.lpany representatives and Se:aator Rodcfi:ll.:t are p1I!bing for a eonditiotlal 
ccm:lxitIneut from the Adrnlnistraticn now thai we would be prepared to sc1f·iuitiate a Ser:tio.ll 
201 case in the future. ifcd when we detmuix= th= data suppott such a ca..ce. S~or 
Rockefeller has already md;cated hissuppoa for Uritiarlon of a steel 201case by Senate Finance. 

.• .	Zms;. Proponcnta a:aue 201 self-iaiuanon woiwl plimDit 111e AdmiDistralion to take force:ful 
aal.o'Q that cauld lead di.n:ctly to dear. ~le reUefwhfle avoiding excessive 
protcdionism, since it wauld. fidl wiTbiD existing staturory authorities and there 1ft clear 
precedents. Moreover, Sccticn201 was desigDed preeisely to cushion a domcsti~ indUStl"y 

from a tempotary surge in impons rcsultingfrom ummtici~ fareas in the global 
economy (rather 'C1um a long~teml shift mAmerica's c::ompc:titiVCDess or domestic 

_ 	 pt2Ctices). FtIl'1:her, Section 201 provides more dfective rellefthan antidumpmg beeause it 
allOM the President to impose global :remedies invo.rting all ~porting couctrieJ t\lld a ho..o:t 
ofxcls:ted products. In C011ttas:t, the amid.umping laws provide reliefon a piecemeal basis, 
specific to particular eXporting COQDtties and prcctact camgori;s. so that imports from other 
c:ountries Of tel~prcducu cfteD lush to fU1 the pp. 

• 	 .c.om.:. Some arc: deeply coueerned this llCtion could be the-firs, shot ill an accelerating 
protectionist spiral, which could b: very damaging to wo:ld trade aDd. growth in the middle 
ofthe worst financial crisis in SO yean. Sbi.fti.Dg emphasis zway from unfa!r t:r2de laws to 
safeguards could eru::oumge others tel follow suit, c:losing markets and ehoking recovery. 
Second. there is doubt whether the industry can m:tt the irUu:y standard for relief at this 
junctUre. since most steel com!=anieUre expected to be l'rofitable for 1998 overall aod wi!l 
sho\1.I illdustry-wide losses only ill lb.e fourth q'l.l&tt'er. and the ITC normally exami"lCS 
profitability over a S-year period. Tbir~ this commitment would set a c:iEgerous 
preced_ inviting 01ber dolileStic i:Pdnstries to request similar protccti~ in l3c1. CVell 

suppOttera believe we should ~ this $tel'> only ifwe arc: prepared to draw the line and. say 
tIO to sUmlarIy si:tuaUd indust:ries in the fI.mlre. Fourth" I. positive 2.01 fi.nding would put 
you U:t. tbe difficult position ofchoosing between the competing .interests of docestic steel 
producers and steei-coDSumlng industries. Finally. steel protection CQuld he Vet)' costly to . 
U.S. economy. 

2. 	 EasiDi Ipjury StmW for SIJfeAfds Law (Sec:tiM 2Q1) 

~ steel v.'Ork::rs. the steel industry ami the Steel Caucus believe that tile current legal stand.std 

lOT iojury under 201 is too high to allow effective relief and seek Adminlstr¢cn SUpport ft:r 


http:Sbi.fti.Dg
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1egLslation easing ':be stanOanl" Under c:urrent U.S. ~w, increased impC'rtS must be a "substantial 
cause (llf seaous mjur.f. or threat thereof:" where imports must be om important cause ana not less 
impcrtmt than any ok cause. usnproposes to loosen the standard. to etlSlll'! thst the U.S. 
iDjUIY :stmdard is no mo~ SUinge."U than that required by the WTO. 1'be WTO injury s~dard 
req1l.irf:S simpiy that incre8$c:d lmPcrts"cause or 1bzc:aten to cause serious irljury." 

• 	 I~ Proponents b~cve this cption zvoids ClCC3Sivoprotectior:dsm because it focuses 
nttcntion 011 a broad legisJalivt clw1~. e:J:l3.bling us to chaDnel industt)' ~S$ure toward 
availing themselves ofttmedies available under tho tlade llf'M. The proposed change 
would. use the flexibility pmuittc:d. UDder ~WTO guidelines to make 201 more 
~si'ble a.ud. effeetive -~with the Admini!tratioD's position that ,American 
workers should have effective., accessible teols to adjust to thcforces ofgloba1.izati.oll. 
Further, ,CIne argue this change remedies an aisting asymtnet:',Y :hat favors antidumping 
relief over safegua:ck teliefbecause the antidumping injmy standard is lower. 

d !:mli;. Opponents arc concerned t1rls adion could send a c!angerous PfOlcetionist signal 
because it goes beYond the fr:am.."'WOri: ofe:mtin~nd,la.ws atId. would lower the injury 
SWIdard!or aU indumies for all time, in rcspous: to pressure cominS in'a single sector at a 
si:agle point in time. Furtlm, beeause this action iD. aJ:Id, of itself does nothi.olj directly to 
affOId reliefto the steel iDdllStZ'Y. it jS,l.ikely TIl be podtemd aud may do little to stem calls 
for additional immediate &diOD. Ibird, aicoUt8gin; greater 1lSe of201 will in::zease the 
burcl= on you ofChoosing 'between domestic inte:rc:sts in deciding appropriate relief in 
safegumd cases, in contrast to the: antidm:nplng laws, wh=:e remedy de~sions ar: made by 
the Commerce Depa:dn:v:nt.md the rrc. Fourth, some o!your ad~sers are willb:zg to 
suppOrt this legislative cllqe only as pan ofa bid fbr fast 1l"i!ck or other l1larl:et-opeDin~ 
legislation because this would semi & more balanced sigml to our trade partne~ and it 
,could be useful in securing broad CQngz:cssional support. Finally, the prop~sed'bUl co\lld 
become the vehicle for additio.nal, mote protectionist legislation (such as p:cposals for 
changes to our dumping laws): which the i.t!4'UStty', lawyers are alrc:ady shoppin;;; around. 

/ 

Th.:, st=e1 indusay has asked the Administration to in.9titutc an impott licensing system for r..eel 
in ord..'"'I' to obtai:D. data for1heir trade C8$S 011 am~ titJ:ldy basis than the C"Il:m!lt 4~-day!ag. 
Ulmer aD automatic liceus:i.ag 5)'stem. imp0.tter9 wouJ.d be requir-..d to obtain a lic:en5lt from 
Custo1D5 to import steel, and the data c:oUcct:d wou!4 be made available to the public:. Canada 
and Mexico eunentll have sintilar systems in place. Instituting a licensing syst~ would requin: 
~~bmon. ' 

• 	 ~Propot,tents argue tbIl: lnstitutina a steet import li!;cnsing SY5Uml would be relatively 
benign, sixlce it woUld be fully consistent with the wro rules and would assist T.he industry 
in all'ailing ?'..self ofremedies under existin: trade laws more rapidly and effectively. 

~: OJ:POneztts iW: concemed this l'1cti~ll could ba seen as a prctectiom..-t fust step 
toward impJ~mi.r:1: quatl.tiuUve restric~ons and undermine prcgt'eSs we ba... e made in 
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.	ph.:lsi.ag out quotas aDd discriminatory licc:nsing systems abroad. This could be seen as 
precisely the 1)'pe of border harassnlent that our ~x;:orti.n& indusuies have opposed in 
forei~ marketS. Moreover, it would DOt afford any cUrect :elie!3I!d. could take several 
monthS 10 cpm.tionalia. ThirG. illsritutlni suc:h a systeIll would requi:e additional . 
budgetary resources for CustOlllS. It weald also requi."'e legislation. ~tich could open the 
door to aclditiccal ptcte;tiQDist~.. Finally, it would. be d.ifilcult to resist requests 
fer similar liCttSfn, systems for other iDd11s1rier.. . 

4. 	 IaxR;Uef 

As "''' have discussed 'With ytJu. we have devc:lopcd an opUQD. to provide tax relief to tb.Lt steel 
indu.my. Curremly. corporations ~ allowed ttl carry back losses for two years. Th~. a 
compa.oy experiencing net open'Cillg losses today em offset the amount of these lo5Scs against 
taxe~1 paid on any profits earned.in the tv.-o pr3viov.s years. In e:tTect. the company roeay receives 
a refund ofthe previouslY paid taxa.. 'The proposed tax option would extend this cai:Iy-back 
period to five yeus, specifically !crthe stetJ. b:uiumy. lbis would irLcrease the pool ofprevious 
taxei~ paid lhat could bo offset with ctU.':feIIllosses anQ, t.ber1Ifore. provide finandal !"'J.ief 1rI. the. 
fonn oflaracr tax refunds. This option would lose teVenuea ofbetween SO.S billion and SO.9 
billil:m aver five yeatS. T:ee.swy is still worlciDg on the reva:w.c Taism to pay far 0\Jr new taX cut 
proposals. You will need to m.a:ke this decision in the CODtext of the other tax prioritie$ that arc 
CO!fIpctinS fer this lhnited pool offunds. Th= decision here is whether to put the steel tax option 
on o'Ut list ofDeW tax priority propoS2lb {c.g. stay-eIt-ho.lll£ pan::nu., gr:en bOl2ds)that ..,.,.ill 
compete fot these funds. 

• 	 .~: In;omrast to tee tmde policy opUon; outli:rJ.cd above. the tax proposal safeguards 
yO'l.:f camm.itl'l1eDt to open matke'ts and avoids the subsramial risk otsending 3. protectionist 
sipl at 8 fragile time in. the global economy. the proposed tax relief is a concrete . 
te!pCD.3C tbat would have the suppcit ofboth labor and mmagemem. If=acted, it would· 
provide cash to affe;ted steell:Om.J)mlies cculQ mup c:om~ stave offlayoffs. Finally, 
tlW is defenstble tax policy: just as it is .reasonable that losses inMay should be allowed to 
offset profits in Septembc:t, it is arguable that losses three years ago should. be allowed to 
o1!set profits today. 

• 	 ~ This option may not prcrvide relief in a timcly:manner. si:tJce passage of11 "sigIlable" 
'l2X bill is expet;ted to happen late ia the process ifat all Second. the proposal begs the 
questlcm. "whyjust gil?'" ami will nNlt mpleas from other troubled industries. It raises 
significant collCem3 about W: practice ofaff'o..'I1tina 'taX relief to specific industries. 
Moreover. 1III'C are an record. irL suppcm c!sbott.ening, 2lOt J.ensthenlng, carryback periods. 
Finally. while sb.ateholde.rs of steel compaties wou14 benefit, it is not guaranteed that a.ny 
bene5.t will tlow to employees; smce thiJ proposal is bat:l::ward- lOQking~ it wtll not ~ 
:p'ospeetivc s1eC13al:s for these companies nor the cotres~cnding demand for labor. 

5. 	 Prpyjde Q,dditional 'fe,de.ral Aq;u;mce to Steel.wotkers and Coromunitie.i 

http:sb.ateholde.rs
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commWlities. Although the union is cbaracte1:istic:ally loathe to discass trade adjustment . 
assistall.ce" which is derided·as ''burial ~.. there is submntial inte!est ml;I;onomk; 
d.;v~ment assistanCe for communities and'telnporary relief'fOI wotke:s that does :lot require 
sWitc:hiagjobs or ind.us1::ies. In a meeting with the Vice Pre3ideDt,. Senator; Byrd pre.ss=d for 
"disastP.r .ass1~11 for steel c:omparabl:10 that provided lot agriculture and. proposed for 

. Hurrienue Mitch vidims in C~America. fA additicm, Senators Byrd and Mc.1(efe!ler have 
speatica.Jly requested help for V/tirton, West Virginia. wheze Weirtou Steel has alre!ady laid off 
800 worke:s - cmc-third ofme woIk force - and we .a.o.tic:ipam !imibr ~ from other steel 
mills b:L the moD1hs ahead. 

S~1iptcgrems at C~ and Labor CUtI.'elI.tJ.y provide assistance for trade.il::lpa~ 
communities aDd workers. Commerce's &OJlO1l1ic Development.Administration (EDA) ean 
provide: grants to help a community ckvelOl' an economic adjustment st:r::I!egy. RC"I"Ohi."lg Loar. 
:funds 10 help support small business start~ups or expansia.a, p'ws fgr irlfra.strucrur 
imprav~fS (incJ:u.ding development of a business in~ or indasttial park), and b:clmical 
asumO!! to small firms affected by forei.iQ cOU1p8tiUIm (sUch lIS suppJi« finns to a S".eel plam). 
EDA ean respond to lID. applJcation for a sttatelD'ttec:hnieal a.ssist:ulcc gTallt in as little as 2-4 
weeks. the Depa:ttmCZ1t ofLabor can provi.dejob retrah1i:Dg a:ad sea.rch assis'r.anec to dislocated 
'lJ,1)$arB und=r Title moftha Jo'b T~ Part&ltZShip Act (mA) and to trade-impacted 
WOlters under the Trade Adj\lSt:mcJ:!.t .&\ssist.ance (fAA) ptogrmD.. So tail few dWocared 
S'II:ef!~ appear i.nt.rnstcd. in TAAts g=ncous.retra.iDiq :md income support bm::.efits, 
bCCllJSe they rc::q1li:re workers to train far: a IfSW occupation. a:cd many woikas believe - often 
cmxcctly -.. that they will be recalled by thai! tbaner employer. (For =smple. the plant in 
Weit10D hat said it plam to re:caJl work::m in January.) 

We are lcckiag a rqe ofopticms fer enbanclna existixli aqustment assi.stallte. For a start. we 
would recammcnr3 establishing aD interagcru:y task foree on m:ei adjUStment - with II. dedicated. 
t\ill·time. high-level "steel ~ - to btip wcrkezs ami communities identifY and access 

. the 11111 range, of£ed.aal res~'\,U';", includina from HUD2 SBA, Education and other agenaes as 
wen u Commerce and Labor; Beyond that, we are mmWmg aCditional proposals to aid 
~ industries upcri~ tem.pormy pI'l:i$UreS suc.h as sud (c.g. no-interest low to. 
meet c:::n:dit obligations or hCtlth insura.nec: paymc.nts, d.im:t ~isttmce to eommunities to etlS1.1."lt 

·that, the tempor.uy drop in tax I'CV@1leS does DOt disrupt basic sc.cY.ces). Ho~ver. we: ilt!lst be 
ean:ful that such pNpoub a:re consistent -with the AdmiDistratiOl:J S overall approach to 
.dlstoca:ted work=rs and distressed C04.'UmIlIities. Although we Would not 'be ready to lncOTpOf'fl.!.e 

these more expansive opti01lS into the Ja:ll1flZY 5 rcpon, we would !lim to finaliu a proposal aiJd 
id.e'ntify the nceessary budgeta.ty resoUices - ifany - by the time ofyour State of the Union 
arJcttess. 

"'.- , 
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__ Support 

1. Coruimpt1a1 Cgm:mitmerItto Self-Tn;ti@ a Section iO! Case: Madcl.cin.e Albright and 
lanst Yellen oppose a conditillnal commitm.ent to self-initiate a Section 201 investigation. 
Charlene BlUSbefsky. Bill Daley. Leon Fw:rth and David Beier also oppose, althou.gb thay 
NCommem.d that we should support the indusIry's request for such au investigation. Jack Lew 
would nor: oppose ttis optian. but believes that: c:hangin6 the 201 hUwy standarc:! is a batt« 
option. Alexis He.r:mm and Gene Sperling support conditioml self-initiation; the NBC believes it 
wo.uld aend a less proteetU;mist signal tbar. changing the injw:y standard. [Sandy Be.rg::r. Larry 
Stdn,Bob Rubin, !.any SummtI!... } 

2. WIC&' Injury Standard. for Safegprards Law (S:r:t1on 201); Madeleine Albright. Janct 
YeD.en, and LaeI Braina.rci O:P:P05e. Il charlie to tb.e 201 UUury stJniIarrl. Leon Fuerth and David 
Bei~'T recommend we should. indicate to Senator Rocke!eller thilt we would be ~ to work 
wit1:L him. but not tab ownership oithe propo3;d leg:i3latioD. Gc.ne Spcling would support su:h 
legitb.ticn only in the COJ1U!Xt ofa broader DWket-op=i.q bill. Charl~Barshefsky. Bill 
Daley,·lack Lew anel Alexis Hetman suppott a 'WTO<Onsist=t change in the 201 ~UIY 
standard; they believe this is a less protcetionist actian1hm self-ir,itiation. [S3l:ldy Berger, Larry 
S~n. Bob Ri1bin. Lacy S1lQD'l:l.m",l 

__ Support 
_Reject _Fun1lerCo~on 

3. St=llmport Liem:sj;pg.:. Madeleine Albright, 1anet Yellen, Bill Daley, Ge= Sperling and 
Lud 8raiDard oppose 1bis option. Jack Lew, Leon Fuerth aad David Beier do not support tbi~ 
optfon. bur are not strcngly opposed.. Char- Barsh:fsky supports this option and Alexis 
HCl.'ID.In would support it ifwe do not procc:cd with either 201 opticm. (Sandy Berger, Latty 
SteLa, Bob Rubin, Lmy Su.mmet9...] 

_ Support _ Reject _ F1.tI'thcr Cau:sideration 

4. TU Relief Madeleme Albright. Janet YIillen, Bill Daley. Charlene Barshefsk:y. Bill Daley. 
rac~k Lew~ Gene Sperling and Lacl Brainard suppon this optUm.. Leon Fuerth .i1Dd David BclC!l 
believe this option requires funhcr study. Alcoci! Heenan is conccm!d this option would ope!l a 
P.mdC:ra·s box ofreque:m from othr:: inaustrics. ~ would oppose it as long as we proceed with 
~ action on 201. (Sandy Berger, Larry Stein" Bob Rubin, L-=y Summe1'5...1 

Include in tax pac:bill! if 
the are sufficient offsets. 

http:HCl.'ID.In
http:althou.gb
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Steel irDPOcts trom R.:rJ.ssia and Ia;an cotJtiDw:d their riso in October" the most z=e.nt monm for ' 
wbich :fie~e9 arc a;vaiiahlc. Imports of aU steel mill pICdw:'Is for the fim = mouths ofthis yea: 
are at record levels, up roughly 28 petemt over the $SDle paioci last year. [CoDlmerce wiD . 
provUllo J:1011-pa'bllc. NlWember trade datal for the fim ten months of 1998. imports ot r..eel ' 
mill products from Russia iru:.reased 47 ~entover the $liaepedod Jut year, ...rhile imports of 
all steel mill products from. Japan ine:reased 162 percent. Import penetration for all me,;. produe:s 
bas m;en to 29.S pen:eas: for thI: )'Car tbrough October as C012lpar"'..d to 24.2 p~nt for the same 
period last 'te.. Wrth respect to hot-rolled sheet, the p:oduct comprising the bulk ofsteel trad.t; 
total imports fortbe first teD. mo:zrtbs oftbis yeu are up 65 percent over the sarna period last year, 
with ImpoIt penettatiQIl rising YO 36.2 paccnt for tho ytat thfougb October as compared. to 24.4 
percent for the saII'.e period last year. Imports ofhot-roDed sheet :from Russia are up 11 percent 
and hnpons from Japan arc up 399 Pertent. while Unpo:ts nom Korea. feU roughly 1 percent. 
Capedty Q'bl;zation for hot rolled sheet and strip bas fallen fr:om 93.2 percent in~ first qLWtel' 
of 1998 to 1& percent in tb.c fourth quart.r:t through December S. l'oW steel mllploym.ent bas 
fallen to 226,300, a loss at10,000 jobs over the last 'lea:. 

1 lTreasuy haa requested that CIA pl'O'ride data 011 eJPploymCilt chang.. in steel 'YenlU the 
, ft.!t eru.s. indll.ltl1.] 
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You Won"Helve 
To· Wast.

Your Last WISh• 

OiDton' • .Rtmarks OA VideOtape 
Clinton. campaigning in a solidly Demcc:nti.c town thaI has 

provided bluc-coUarba'kdrops for both John F. Kennedy ax1d 
FnIIklin D. Roosevelt, ut:t=d remarks '.hat have been 
prescI"leli on plenty of'local videocassettes. which people are 
eager to play to show how badly they've ~= botrayC<i. . 

"1 "'ant to fust make sure we er:ioree strictly the 
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Bmdltl An GoDe A.ftu , MODtIlS 
Unemploym=t and six months ofS'Llpplemental benefits 


shguld approach about 65% ofms pay. he say;- Workc::rs here 

average between $35,000 and $4'.000 a. year. by :6a: the best 

wage around. Yet jobless and medical benefits for people with 


.,; less than 20 years ofemp10ymdlt ran out in six months. 
As. the but e:mployer arcund. some worlcem Will wait 

~~gly forever tbr a cha:tce to get back In. Alberta Miller /{;';\
CrJ 
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wu fon:cd to quit lwrjob in 1he mill In tho 19501, when 
.women who manied were l'Outinely laid o~ :mel got it back in 

1989 when·h=r busband. dioct ofOblCC't. She was laid offagain 
two yecs ago and bid been the DIIXt pcson in line tc be called 
bade t'bis spring ..... lhe latest erisis bit. 

All she ~ to do is .get ba;k in lqCIlOllgb to beofup her 
retir=n-beuflts. 

"I'm 62. yem old. and I MDteclIObad!yto help with my 
paiOD,- sa.ys Mille. who 'QfaS a ddpa!cber mtte tin mill. "1 
loved. wodd:ag fOr WtirtoD. SteeL I was &0 hu:ky to get back in 
after ~ b.usbaDd dic:d." . 
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