S HRG. 105—425

THE INTERNATIONAL M ONETARY FUND
AND INTERNATIONAL PoLIcy

HEARING

beforethe

JOINT EcoNoMICc COMMITTEE
CONGRESSOF THE UNITED STATES

ONE HUNDRED FIFTH CONGRESS
SECOND SESSION

February 24, 1998

Printed for the use of the Joint Economic Committee

B2

U.S. GOVERNMENT PRINTING OFFICE

WASHINGTON: 1998
cc47-557

For sale by the U.S. Government Printing Office
Superintendent of Documents, Congressiona Sales Office, Washington, D.C. 20402



JOINT ECONOMIC COMMITTEE
[Created pursuant to Sec. 5(a) of Public Law 304, 79th Congress|

HOUSE OF REPRESENTATIVES

JiM SAXTON, New Jersey, Chairman
THOMASW. EWING, Illinois

MARK SANFORD, South Carolina
MAC THORNBERRY, Texas

JOHN DOOLITTLE, Cdifornia

JM MCCRERY, Louisiana

FORTNEY PETE STARK, Cdifornia
LEE H. HAMILTON, Indiana
MAURICE D. HINCHEY, New Y ork
CAROLYN B. MALONEY, New Y ork

SENATE

CONNIE MACK, Florida, Vice Chairman
WILLIAM V. ROTH, JrR., Delaware
ROBERT F. BENNETT, Utah

Rob GRAMS, Minnesota

SAM BROWNBACK, Kansas

JEFF SESSIONS, Alabama

JEFF BINGAMAN, New Mexico

PAUL S. SARBANES, Maryland
EDWARD M. KENNEDY, Massachusetts
CHARLES S. RosB, Virginia

CHRISTOPHER FRENZE, Executive Director
ROBERT KELEHER, Chief Macroeconomist
HOWARD ROSEN, Minority Saff Director

Prepared by DARRYL C. EVANS,
COLLEEN J. HEALY
and JUANITA Y. MORGAN

(i)



CONTENTS

OPENING STATEMENTS

Representative Jm Saxton, Chairman ....................... 1
Senator Jeff Bingaman, Ranking Minority Member ............. 3
Representative ThomasW.Ewing ......................... 21
Senator Jeff SESSIONS .. .. .. 24
Representative Fortney PeteStark ... ......... ... ... ... ... 26
Representative Mac Thornberry . ... ... .. ... ... . ... 29
Representative ImMcCrery ... 31
Representative Greg Ganske .. ... 32
WITNESSES

Statement of Timothy F. Geithner, Assistant Secretary, Internationa
Affairs, Department of the Treasury . ................... 3
Statement of Charles W. Caomiris, Paul M. Montrone Professor of
Finance and Economics, Columbia Business School, and Director,
American Enterprise Ingtitute Project on Financial Deregulatior36
Statement of Lawrence B. Lindsey, Resident Scholar, The American
Enterprise Institute for Public Policy Research .. ......... 41
Statement of Allan H. Mdtzer, The Allan H. Méltzer University Professor
of Political Economy, Carnegie Méellon University, and Visiting

Scholar, American Enterprise Ingtitute . ................ 46
Statement of C. Fred Bergsten, Director, Institute for Internationa
BCONOMICS ...ttt et eas 51

SUBMISSIONS FOR THE RECORD

Prepared Statement of Representative Jim Saxton, Chairman . . . .. 72
Prepared Statement of Timothy F. Geithner, Assistant Secretary,
International Affairs, Department of the Treasury . ..... ... 74

Prepared Statement of Charles W. Caomiris, Paul M. Montrone Professor
of Finance and Economics, Columbia Business School, and
Director, American Enterprise Institute Project on Financia
Deregulation . ........ ... . . 84

(iii)



Prepared Statement of Lawrence B. Lindsey, Resident Scholar, The
American Enterprise Ingtitute for Public Policy Research .. 112
Prepared Statement of Allan H. Méeltzer, The Allan H. Méeltzer University
Professor of Political Economy, Carnegie Mellon University, and
Visiting Scholar, American Enterprise Institute for Public Polit26
Prepared Statement of C. Fred Bergsten, Director, Institute for
International ECONOMICS .. ... ..., 136

@iv)



THEINTERNATIONAL MONETARY

FUND AND INTERNATIONAL POLICY
Tuesday, February, 24, 1998

CONGRESSOF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,
WASHINGTON, D.C.

The Committee met, pursuant to notice, at 9:36 am., in Room 311,
Cannon House Office Building, the Honorable Jim Saxton, Chairman of
the Committee, presiding.

Present: Representatives Saxton, Ewing, Thornberry, McCrery and
Stark; Senators Sessions and Bingaman.

Also Present: Representative Ganske.

Staff Present: Christopher Frenze, Mary Hewitt, Robert Keleher,
Dan Lara, Juanita Morgan, Howard Rosen, Joseph Cwiklinski, and
Caroline Buerkle.

OPENING STATEMENT OF
REPRESENTATIVE JIM SAXTON, CHAIRMAN

Representative Saxton. Good morning. The hearing of the Joint
Economic Committee (JEC) to deal with the International Monetary Fund
(IMF) and the issues surrounding it will come to order.

| am pleased to wel come the digtinguished economic experts testifying
before the Committee thismorning. This hearing has been called to review
the Administration's request for ailmost $18 hillion for the International
Monetary Fund. During the past severa weeks there have been a number
of hearings on the Asian crisis and the International Monetary Fund.
Much of the focus has been on Asia instead of the fundamental issues
regarding the IMF itself.

This is understandable given the circumstances, but more facts
concerning the IMF are needed before Congress can make an informed
decision about the IMF appropriation. For example, in presenting the case
for increased resources for the IMF, little Administration testimony to date
has presented basic financia information, such as the current level of
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quotas, amount of outstanding loans, the interest rate paid on quotas, and
cost of overhead, and related expenses. Furthermore, the Administration
caserelies heavily on the Asian crisis, even though the IMF has sufficient
funds to complete the announced Asian bailouts.

This hearing was cdled to focus on the IMF, its financing procedures,
adminigration, and economic impact. Thisis entirely appropriate in light
of the Government Performance and Results Act. Under the bipartisan
legidation, which was supported by Members of both parties, Congressis
to review programs based on measurable and objective performance
criteria. This act fundamentally changes the way Congress and the
Administration evaluate programs. Even if it is argued that the act does
not technically apply to IMF, the IMF appropriation should be evaluated
in the same spirit. Thiswill require more transparency and responsiveness
to Congress from the IMF in the future.

Sabastian Edwards, aformer chief economist of the World Bank, has
said the pervasive secrecy of the IMF makes evaluating its performance
extremely difficult, if not impossible. | can attest to that, during the last
couple of weeksin trying to figure out for myself, with the help of my able
staff, many of the issues surrounding this subject.

The key question before Congress is whether the IMF should be
significantly expanded into the future. Again, the IMF appears to have
sufficient funds to cover its current obligations. We are now talking about
whether the IMF should be significantly expanded and given more reach.

The current quotaincrease before Congress is somewhat smaller than
that favored by the IMF. The IMF has signaled that the United States
should be prepared for an additiona quota increase fairly soon, apparently
even after this appropriation. This indicates that the IMF expects rapid
growth in its operation in coming years. The desirability of such
permanent structural increase in the size and reach of the IMF isthe key
issue before Congress.

However, a convincing case for such IMF expansion is not clear to
al and, in fact, has not been made. The IMF budget projections are not
available because apparently the IMF does not produce such projections,
even for their own interna use. Thus, a casefor future IMF growth cannot
be sustained by quantitative estimates of future IMF activities. Measurable
and objective criteriafor IMF functions are not available. Presumably the
growth of the international capital flows in recent years might be used to
justify an expansion of the IMF, but an alternative expansion might be a
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growing mora hazard problem, which we will get into later in the question
and answer period, that is associated with the bailouts of recent years.

Asdde from the specifics of the budget request, there are several major
problemswith existing IMF lending policies and practices. Theseinclude
mord hazard, the lack of IMF transparency, excessive taxpayer exposure
in the sending and the receiving countries, subsidized interest rates, and
counterproductive conditions attached to the IMF loans. These are issues
that reasonable people may disagree with, but they cannot be ignored.
Meaningful structural reform of the IMF is needed whether an IMF
expansion is financed in 1998.

[The prepared statement of Representative Saxton appears in the
Submissions for the Record.]

At thistime, | will ask the Ranking Member, Senator Bingaman, for
any comments he may have.

OPENING STATEMENT OF SENATOR JEFF BINGAMAN,
RANKING MINORITY MEMBER

Senator Bingaman. Thank you, Mr. Chairman. | do not have an
opening statement. Let me welcome Assistant Secretary Geithner and the
other witnesses. | look forward to your testimonies. Thisis an extremely
important issue and we are going to live with its consequences for the
foreseeable future. | commend you, Mr. Chairman, for having the hearing.

Representative Saxton. Thank you very much, Senator Bingaman.
Do other Members have short opening statements, or shall we just move
right ahead to the first witnessiif that isal right?

Mr. Geithner, thank you very much for being with us this morning
to represent the position of the Treasury. We are anxious to hear your
testimony. We have set aside 15 minutes for your opening statement, so
if you would like to proceed?

OPENING STATEMENT OF TIMOTHY F. GEITHNER,
ASSISTANT SECRETARY OF THE TREASURY
Mr. Geithner. Thanks. | will do a summary of my statement and
ask that you include my full statement for the record.

| am very pleased to have the opportunity to come before you today
to talk about the International Monetary Fund and why we believe it isso
important to act now to strengthen its financial resources.
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We think this is an important debate and an appropriate debate to
have, and as a career civil servant at the Treasury, | am particularly
pleased to have this opportunity to testify before the Joint Economic
Committee.

The crisgsthat began this summer in Thailand and spread throughout
southeast Asia and to Korea presents serious potential risks to American
interests. Our economic interests are at stake because large and sustained
depreciationsin the currencies of our trading partners and deep recessions
in their economies will reduce the competitiveness of American
companies, reduce demand for American exports, reduce the earnings of
American firms and reduce the value of pension funds across the country,
all of which of course will affect American families, American workers,
and American farmers.

Our security interests are at stake because economic instability, when
it is acute and sustained, can threaten political stability. Thisrisk isreal
not just in places where we now have American troops on the ground. It
can be significant in any country where the basic ingtitutions of the
government are untested in crisis or where there does not exist a stable,
established pattern for succession.

In response to these developments and in an effort to limit the risk
they present, we have led amgjor international effort to help reestablish
financia stability in Adaand to help strengthen the international financial
architecture.

TheIMF isat the center of these efforts and it will remain critical to
any effective U.S. response to protect our interest in this crisis, aswell as
in future crises.

The centerpiece of our approach has been to support strong programs
of reform. These programs are designed to address the specific causes of
the crisisin each country, to create the conditions necessary for stronger,
more stable exchange rates and for a quick return to rising living
standards.

Although the specifics have varied across countries, the principal
elements of each program include measures to strengthen the financia
systems, structural reforms to make the economies more market oriented,
the liberalization of restrictions on trade and investment, and true
transparency and disclosure, measures to reduce the impact on the poorest
segments of society of adjustment, and a supportive framework of
monetary and fiscal policies.
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These programs are essentially programs of growth-oriented
gructural reform. They are not austerity programs. It isthe crisis, not the
program, that induces economic distress, and it is the programs that help
cushion declining growth in living standards and help create the conditions
necessary for recovery.

Countries that have tried a different path of delayed adjustment and
less comprehensive reform have normally found that by doing so, they
simply lengthen the crisisinto later recovery.

The other common element in these programs is that they can be
adjusted in response to changing circumstances. When growth dows more
sharply than expected, the IMF can move, asit hasin each of the casesin
Asia, to modify the fiscal targets in the program, so as not to impose
excessi ve contraction and weaken economies; and when problems in the
banking system become more acute than originally estimated, the IMF can
act, asit hasin Thailand and Indonesia, to strengthen the programs in
response.

In support of these programs, we have mobilized temporary financial
support, led by the IMF, to help rebuild reserves and provide confidence.
Thisfinancia assstanceis an essentia part of the solution to these crises.
It is necessary to induce stronger reform programs to provide some
breathing space for the reforms to take hold, to supplement the countries
officid reserves and to help ensure that these governments can meet their
international obligations and can stand behind their financia systems.

Thereisno amount of officid money, however, that can substitute for
or compensate for alack of commitment to reform. That said, even the
most credible and most committed governments could not successfully
confront problems of this scale without temporary financia assistance. It
is useful to recal, although thisis not a perfect analogy, it is useful to
recall that the U.S.—this country—itself drew a substantial amount of our
reserve deposit in the IMF in 1978 when we faced a mgjor decline in the
value of the dollar.

The IMF reform programs are structured carefully to help ensure they
work to help limit the moral hazards that are inherent in any provision of
officid finance and to maximize burden sharing. Several of these features
are worth highlighting:

Disbursements are tied to strict compliance with very detailed,
concrete time-gpecified policy commitments. They are tranched or phased
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to induce up-front actions and to help sustain follow through. The money
does not flow unless the policy commitments are carried out.

The assganceis provided in the form of temporary loans, not grants,
at market-related interest rates and, in fact, after the establishment of a
new IMF fecility at our initiative last December, much of the assistance for
Korea and for future cases will be made available for short maturities at
a substantia premium to minimize use and maximize the incentive for
countriesto repay early.

The IMF's assistance comes with strict limitations on the use of the
money, with restrictions on support to private corporations and with
limitations and conditions on liquidity support to banks.

And the assstance isled by the internationd financial institutions, not
by bilateral donors, which helps ensure conditionality is maintained and
that we leverage substantial contributions from the internationa
community.

Not providing this assistance, in our view, would risk more acute
instability, a greater, more protracted loss of economic output, deeper,
more sustained depreciaionsin the currencies of our trading partners, and
greater contagion, all with much greater risk to the United States.

The IMF isessentid to thiseffort. If it did not exist, we would have
toinvent it again. We have ahuge stake, we believe, in making sure it has
sufficient resources to respond to any intensification or spread of the
current crisis.

Today, as much aswhen it was established with U.S. leadership more
than 50 years ago, the IMF acts sort of as a forward defense for American
interests. It has played a critical role in supporting reform and growth in
the transition economies, helping bring Russia back from the brink of
hyperinflation and pulling Poland from near collapse to one of the fastest
growing economies in Europe. In Uganda it has helped underwrite 10
years of remarkable reforms which have generated average annual growth
rates in rea terms of 6 percent a year over the past decade. And in
Argentina, to point out another example, the IMF has supported a
successful transformation from a country characterized by hyper-inflation
to one that enjoys strong growth, 7 percent in 1997, near zero inflation,
declining deficits in a much more private-sector oriented economy.

The IMF has been successful in these cases and in many other cases
because it promotes the core American economic values of sound money,
respect for market forces and free trade.
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I thought it would be useful for me to say a few words about the
financial structure of the IMF. In some ways, the IMF operates like a
credit union. That is not a perfect metaphor but it is a reasonably clear
one. Weextend a credit line for most of our quota subscription and for a
GAB or NAB commitment. The IMF can draw on this credit line. Any
drawing by the IMF gives us sort of adepost in the IMF, which is of equal
value, pays interest, is backed up by more than $30 billion in gold, and
which we can withdraw essentially on demand if necessary. For these
reasons, the U.S. participation in the IMF is treated as an exchange of
financial assets. Our transfers are not scored as budgetary outlays and
don't come at the expense of domestic programs.

Chairman Greenspan and Secretary Rubin have testified on a number
of occasions over the past few months about the risks in the current crisis
and about the importance of action by the Congress to strengthen the IMF
resources.

Asyou know, the President's request has two components. The first
component is to authorize U.S. participation in an expanded emergency
reserve fund for the IMF, called the New Arrangements to Borrow. This
was proposed in 1995, after the Mexican financial crisis, and it is modeled
on the Genera Arrangements to Borrow, which was established by the
U.S. in cooperation with the G-10 more than 30 years ago. The NAB
would make available an additional $23 billion from some 25 countries to
supplement the IMF's normal lending resources in the event of a serious
threat to the stability of the international financia system. Just for
reference, the GAB was last increased in 1983, in response to a request
from President Reagan, and aso in conjunction with a new alignment of
quotaincrease. Inthe ensuing 15 years, the growth in the world economy
trade, and most importantly perhaps, global capital flows, have left these
arrangements too small to deal effectively with the challengesin today's
capital markets.

Just to point out one fact that is useful, IMF resources as a
percentage of private capital flows to developing countries are now
one-twentieth as large as they were 15 years ago.

The second component of the President's request is to authorize our
participation in the regular periodic increase in IMF quotas which are the
normal lending resources of the ingtitution. These resources have been
increased on average every seven yearsto help ensure the IMF can keep up
with the growth in the world economy and the global financial system, not
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fully keep up but keep up to some extent. This latest increase would
increase the overa |l quotas by about 45 percent and provide roughly $65
billion in additional lendable resources. This was negotiated last year,
redlly before the crisstook on its full dimensions, in consultation with the
relevant congressional committees.

The IMF's recent reform programs in Asa have depleted its resources
to levels approaching historic lows. Although the IMF has $45 hillion
now in uncommitted resources, only 10 to 15 billion of these resources, in
our view, are available for lending for new programs because the IMF
needs to reserve the remainder to accommodate possible withdrawals by
Members. This is neither a sufficient cushion of resources to enable the
IMF to perform its basic mission, nor is it sufficient to ensure the IMF
could respond effectively if the Asian crisis deepens or spreads to other
markets.

Webdieveit is extremely important that the Congress move quickly
to approve both the NAB and the quota request so that the IMF has
sufficient resources to help protect U.S. interests in what is a very delicate
moment in the international financia system.

Now at the same time that we have worked to confront the immediate
crisisin Asia, we have been working to help build consensus on reforms
to strengthen the architecture of the international financial system. We
have avery strong interest in trying to identify changes to the system that
could help reduce the risk of and make the system more resilient in the
event of future financia crises of this magnitude.

The President began this effort four years ago at the G-7 Summit in
Naples and at the Summit that followed in Halifax, we launched a major
effort to help make the financial architecture, in Secretary Rubin's words,
"as modern asthe markets.”

Building on those Steps, we have supported a number of changes over
the past few months, and | will just list the most significant of these
quickly:

We launched a new effort to strengthen transparency and disclosure
standards, to help reinforce market discipline.

We have won support for anumber of steps to improve transparency
in the operations of the IMF, which | would like to review in detail for you
during the question period.
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We have changed the policies and operations of the IMF and the
World Bank to make it possible for them, when necessary, to mobilize
large-scale, front-loaded, more innovative programs of financia assistance
that are more appropriate to today's capital markets.

We have established a new forum for surveillance and cooperation in
Asiato help deal with risks that might precipitate future crises.

And we have encouraged greater participation by private financial
institutions in the resolution of these crises, with a global effort by the
major banks to refinance their short-term claims on Korean financia
institutions.

We are now in acomprehensive review of changes to the system that
we hope will hdp ensure we have effective institutions to manage the risks
that accompany dl the benefits of global capital market integration and to
help us ded with the world in which we are all more directly affected by
what happensin other economies and governments. But we don't have the
capacity to induce sovereign states to take actions they do not yet perceive
to bein their interest.

Thisis going to be a complicated and difficult process, with lots of
interesting, compelling solutions to be explored. The temptation for some,
I think, will be to try and stop the clock somehow to suspend the crisis
whilewetry to figure out the best way forward, but we don't think that is
a tenable approach given the risks we now face.

The U.S. role is critical because the IMF cannot strengthen its
resources without us. If we do not act, the NAB will not come into force,
the quota increase will not go into effect. We can't guarantee that by
acting we can turn things around and successfully eliminate any fallout for
the U.S. economy. Most of the solutions to these problems have to come
from the countries themselves, but we have aresponsihility to do what we
can to help protect our interest in this crisis, and the strength of the IMF
is essential to that objective. Thank you very much.

[The prepared statement of Mr. Geithner appears in the Submissions for
the Record.]

Representative Saxton. Thank you very much. We want to thank
you for your testimony. And let me just say at the outset that when
Congress is asked to appropriate a sum of money that amounts to very
close to $18 hillion, obviousy Members on both sides of the aide take it
very serioudy. So we are sincerely looking for the information that we
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need to know how the money will be used, hopefully effectively, to solve
problems that the IMF identifies.

Information to us is very important, therefore, relative to the
operation of theIMF. And | must say that partly because the IMF has not
been forthcoming, and partly because of the complicated nature of the
information, it has been very difficult for us as Members of Congress to
understand it.

Now as you know in recent months, there has been quite a bit of
debate about these issues. One purpose of this hearing, therefore, isto try
to dicit more facts about the IMF so Congress can make a more informed
decision about the Administration's appropriations request. | would like
to ask a series of questions relative to thisinformation.

First of al, let me ask you about my request for three of the IMF
reviews of the bailouts of Thailand, Indonesia, and Korea. Under the law,
Congress mugt take the performance results and take the results of agency
policies into account, in consideration of funding issues. We do that
consistently. Yet the Treasury and the IMF refuse to release the IMF
sudies of the effects of its own policies for the use of public policy debate,
even asit asks Congress for an $18 billion IMF appropriation.

This raises questions to me, at least, about the seriousness of
Treasury's commitment to IMF transparency, something you mentioned
severa times in your opening statement. The failure of the IMF to even
respond to my letters raises the same kind of questions. As| have publicly
stated, | understand that classified and proprietary information may have
to be deleted. | understand that and have no objection.

Let me ask you, have you read the IMF staff reviews | have
mentioned, including one entitled "Indonesian Standby Agreement?”

Mr. Geithner. Yes.

Representative Saxton. Very good. Now, did the IMF study
conclude that the IMF's recommended bank closures, far from improving
public confidence in the banking system, have instead set off a renewed
flight to safety?

Mr. Geithner. | think that is a dight mischaracterization of the
conclusions reached in that report, and maybe it is worth reviewing those
inmore detail. Aspart of theinitid program, the government of Indonesia
decided to close 16 banks that were very weak, undercapitalized,
essentidly insolvent. That was, | think, an appropriate step in everyone's
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judgment. It is hard to imagine that they would be better off or the
financial system would be better off by trying to keep afloat insolvent
institutions longer than they should.

The result of that action was concern, quite inevitably, concern among
depositors in other Indonesian banks that the situation was worse than
people had previoudy expected. So there was a flight of deposits from the
system as a whole and the flight to quality within the system as awhole,
but that is a necessary, inevitable result of any situation like this. It has
been true. It has happened in Japan. It has obvioudly happened beforein
the United States, and it has happened in a whole range of countries across
the region.

I don't think it would be appropriate to conclude from that that the
IMF or the Indonesians themselves were wrong to act to close. It is
perfectly accurate to say the effect of that was heightened concern about
the dability of the system as a whole, but that would have been
unavoidable and would not have been made better by keeping these
institutions open.

Representative Saxton. | thank you for that. But at the same time,
did the IMF study say—you indicate that there was a run on other banks
—asamatter of fact, that two-thirds of the country's banks had experienced
runs on its deposits? Two-thirds?

Mr. Gethner. Well, that may have been in the report and that may
betrue, but asl said, | think that is perfectly understandable in the context
and probably unavoidable.

Representative Saxton. Did the IMF study state as aresult that the
central bank had to pump money into the banks equivaent to about 5
percent of GDP during the last two months?

Mr. Gethner. Thereisanother report in front of me. | am reluctant
to verify the specific numbersin there, and that may betrue. | am alittle
uncomfortable, partly because | don't have it in front of me, walking
through all the details of that report, and maybe it is worth talking alittle
bit about the concerns you raised about these reports as awhole.

We provide and are able to provide any document in the IMF, any
staff report, any letter of intent, any program documentation, any analysis
that the Congress requests, as long as we have appropriate protections in
place to prevent the release of that information. We have also supported
a whole range of policies in the IMF to make its prescriptions and its
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conclusions more trangparent, and if you give me a chance, | would like to
run through some of those policies.

Representative Saxton. If you can do it quickly, because | have a
line of questions.

Mr. Geithner. Would you like me to wait, or should | run through
that now?

Representative Saxton. Let me just back up to the question | just
put to you relative to whether the central banks injected funds equiva ent
to about 5 percent of GDP during the last couple of months. Would you
say that a significant amount of money was pumped back into the banks
during the last two months?

Mr. Geithner. Absolutely.

Representative Saxton. And that 5 percent is probably within the
realm of what it may have been.

Mr. Gethner. That- want to look at the reports before | verify that.

Representative Saxton. That isfair enough. We appreciate that.
Let's switch to Kareafor just aminute. Doesthe IMF review of the Korean
bailout examine the failure of the first Korean bailout to restore
confidence?

Mr. Geithner. I'm sorry, doesthe—

Representative Saxton. Does IMF review of the Korean bailout
examine the failure of the first Korean bailout to restore confidence?

Mr. Geithner. Absolutely.

Representative Saxton. Does it contain suggestions that additional
steps might be needed, such as a second bailout during the Christmas
holidays?

Mr. Geithner. | am not sure, actually, what the staff report at that
point said about what was appropriate to the future to respond to the
circumgtances. | cantdl you what we did that we thought was appropriate
for avariety of reasons, many of which were political and had to do with
credibility and a loss of credibility in the then- government. The initia
program was not followed by an improvement in confidence; in fact,
confidence deteriorated quite quickly after that.

In response to that, we thought it was necessary to work with the
Korean authorities and the IMF to strengthen their program, to give them
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a chance to demonstrate through concrete actions that they were actually
serious about trying to fix the problems that led to the crisis.

And supportive of that, we agreed to do two things which are very
important to what has happened snce. We agreed to pull forward some of
the existing commitments—the disbursements in the pipeline from the IMF
and World Bank, because at that point Korea was very short of reserves
and was a day or two away from defauilt.

We dso agreed to make available part of what is called our "second
line commitments," in the context of a broad agreement by the maor
international banks to refinance their existing claims on Korean financia
ingtitutions, and that process, as | think you know, has been quite
successful in helping bring back a little confidencein Korea. And I think
those steps were appropriate and have proven to be quite helpful.

Representative Saxton. Thank you. Now let's move to Thailand.
Does the IMF review of the Thai bailout recognize that the IMF
conditionson Thai fiscal policies were unnecessarily harsh and should be
relaxed, as has been done in recent weeks?

Mr. Geathner. No, | don't think that is the correct characterization.
| think people sort of tend to perceive these IMF programs as rigid,
formulated prescriptions, that once applied never get adapted and changed.
And in redity, they are quite flexible and they get adjusted in a rolling
process as circumstances change.

In each of the cases, growth has proven to dow much more sharply
than originally expected, and in response to that, the IMF has adjusted its
fiscal targetsin each case to make sure it was not imposing unnecessarily
harsh adjustment, as the economy slowed further. But it wasn't the initia
prescription that induced the declining growth; it was the sort of loss of
confidence and credibility in the crisis that induced that.

Representative Saxton. Thank you. | know that you agree that we
ought to address the issue of trangparency, and unfortunately what we have
to work with are your impressions of what is in the reports at this point.

I's there any doubt the IMF studies would be of great interest to
Members of Congress in reaching informed decisions about the merits of
IMF appropriations? Why should these documents not be publicly
released after deletions of any classified or proprietary materia ?
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Mr. Gethner. Well, | want to try to respond to that aswell as| can.
There are a variety of aspects to the transparency question and it is
important we walk through those, | think.

The first is to make sure countries disclose to the markets better
information, more comprehensive information about the quality—about the
underlying financia condition of the country. That is something we
supported very actively, the IMF has been very centrally involved in, we
made some progress on, but we need to make more.

We also think it is important for the IMF to make available to the
public more information about the contents of their programs and about the
conclusions of their annua reviews of countries, caled the Article 4
process. And we have, over the past severa months, made important
progress in those areas. For each of the major Asian programs, at our
indstence, the IMF has released the letters of intent so the full details of the
program are available to the markets, and that is critical to the effect of
these programs, critical to credibility in our view.

We have also supported a more systematic external evaluation
process at the IMF so that committees, ad hoc committees formed of
external independent auditors and evaluators, can assess IMF programsin
anumber of areas and those results will be made public.

One more thing on thefinancid statements. Wefind the IMF financial
statements hard to decipher too, and | think we share your frustration in
trying to figure out what is actually behind them, but that is just because
it isacomplex ingtitution, not because there is any mystery to the facts.

The IMF has a regular externa audit every year of its financial
satements and the conclusions of that review are made public. Now, just
like in the Administration and | suspect in the Congress, we produce
documents every day that have sensitive information in them or nationa
security classfied information that we are not prepared to make available
to the public for lots of understandable reasons. The IMF has a number
of documents that fall into that category, too. We make those documents
available to the Congress upon request. Y ou each have full access to that
information and to those documents, but we do not have the capacity to
release that information to the public; we don't have procedures in place
that would alow usto release systematically redacted or modified versions
of those documents to reduce classified information.

We arefor more transparency in the IMF and we are very interested
in working with you in the Congressto try and figure out waysto do that,
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and | would be happy to work with you and talk to your staff in more
detail about things we might be able to do to respond to your concerns.
Wethink it is very appropriate you have access to this information and you
do have accessto that information now.

We also think it is appropriate markets have access to more
information and we have been supportive, quite successfully, in a number
of stepsin that direction, particularly over the last severa months.

Representative Saxton. Itis very difficult for us to understand why
the Treasury and IMF cannot release declassified information to us. |
understand that there is certain sensitive information that cannot be
released. | understand there is classified information that cannot be
released. Why can't the reports be released publicly on a declassified
basis?

Mr. Geithner. Maybe the best explanation now isto say we are
caught between the old and the new. This is an organization that has
proceduresin place to protect againgt the release of senditive information,
and we do not as members of that institution, under its current rules, have
the capacity to make those public. And there are no procedures available
now for us to systematicaly, as you put it, declassify or redact those
documents. But as| said, | think you are making important points, and we
share many of the objectives you have stated and we are prepared to work
with you to seeif we can accomplish those.

Representative Saxton. Congress deals with classified information
al the time. We have an Intelligence Committee, and it deals with
classfied information on the third or fourth floor of the Capitol Building.
| undergtand the walls are lined with lead, and the people who come out of
those rooms never mention classified information, a least not on an
authorized basis. We ded with those issues, and some of that information,
from timeto time, is declassified because we think the public has the right
to know. The public ought to know that these issues are best decided when
they are discussed publicly.

I's the real reason Treasury and IMF want to keep the study under
wraps because it reflects badly on the IMF?

Mr. Gethner. Absolutdly not. Asl said, we think the programs are
more likely to work if the markets have full information on the details of
what isgoing on, and that iswhy we are providing more information to the
markets. | think you are absolutely right about that case. But we have to
be careful not to go—not to adopt changes that are going to make it
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impossble for the ingtitution itsalf to function effectively in providing quite
brutally candid assessments of what is going on in these countries and
quite brutally candid prescriptions for what countries have to do to get
back on track. And we have to find some way to balance the broad
objectives of transparency with the same imperative which, as you
acknowledge, leads the executive branch and the Congress to have
proceduresin place to prevent release of senditive, classified information.

Representative Saxton. Let me ask one final question, and then we
will move to Senator Bingaman. Is there any reason why the IMF
financia statements should not be available in an understandable fashion
to atypical economist or banker? Isthere a useful purpose served by the
opague and confusing IMF accounting system that is currently used? And
could you explain, for example, the accounting definition, "renumerable
reserved tranche position,” please?

Mr. Gethner. You know, | have been at the Treasury 10 years, and
| am not an economist or an accountant, and | have found this stuff hard
to figure out and understand.

Representative Saxton. We have had accountants and lawyers and
economists working on it and trying to understand this stuff for weeks.

Mr. Gethner. You can take the balance sheet of any company in the
United States and you may have a similar challenge.

Representative Saxton. Excuse me. You look at IMF documents
—and it says here our quotais 26 billion, which isreally $36 billion. You
look at thisand thereis 13 billion. What is the term? The reserve tranche
position is 13 billion, which is really not $13 billion. And CRS looks at
al this guff, and it comes back scratching its head. We cannot understand
it, nobody will help us, and we are not going to appropriate money until we
understand it. It is pretty smple.

Mr. Gethner. | think that is a perfectly reasonable concern, and we
are happy to try to help the CRS understand. The GAO has conducted a
number of studies of the IMF over time. They have a fair amount of
expertise. We helped them walk through the accounts and explain them.
They are hard to understand because of the ingtitution, but there is no
mystery to the facts and no mystery to the numbers and no mystery to the
basic financial operations of the institution.

Representative Saxton. Just define for us the term "remunerated
reserve tranche position.”
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Mr. Gethner. That iswhat | caled in my testimony in smple terms,
the cdlaim we have in the indtitution that represents the IMF's drawing down
of our credit line. That is an interest-bearing asset, and that iswhy it is
sort of the offsetting claim to what they draw down on our credit line, and
that is why our participation in the ingtitution is not scored as requiring
budget outlays.

I think the smplest answer isa deposit that pays interest that is liquid
that we can withdraw.

Representative Saxton. Thank you.
Senator Bingaman.
Senator Bingaman. Thank you very much, Mr. Chairman.

I would like to begin by asking about the genera way out of this
financia crisisin Asia A few weeks ago | read an article by Martin
Feldstein, in which he said much of the cause of the crisis was due to
policies which the Japanese government pursued in weakening the yen. He
provided an explanation in the article, which | guess economists can argue
about.

But when you get to the question of how Asia digs out of these
circumstances, it seemsthat there is not much argument. The only way for
most of these countries to dig out of the crisisis to export their way out,
and the United States is the only market that is open and ready to accept
those exports. The Japanese government, although we have urged them to
gimulate their own economy and begin to accept more exports, don't seem
to be willing to do that.

I guess| would ask, what specific actions are we urging the Japanese
to undertake, other than just continued wringing of our hands. It seemsto
me, if the Japanese do not participate in the solution to the problem, the
crisis is going to be much more protracted, and it is going to be much
worse for U.S. workers and U.S. companies.

What specific things we are urging the Japanese government to do
and what are the prospects for their implementation?

Mr. Gethner. Let me start by saying, we agree with your concerns
and | certainly agree with much of what you said. There are three areasin
which we think it is appropriate for the Japanese to take more forceful
actions to deal with the challenges we now face.

The first is to use macroeconomic policy and fiscal policy with
additional actions in the short-term to help strengthen domestic demand.
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If you look at the trajectory of Japanese fiscal policy over the next fiscal
year, it builds in significant additional contraction, and | would say the
markets think that is a bit risky in the context of an economy this weak;
and we suggested, as have the IMF and a number of other countries
suggested, it would be more appropriate for the Japanese to act to
stimulate demand with fiscal policy in the short term.

Senator Bingaman. That isatax cut.

Mr. Geithner. There are avariety of waysthey could do so. They
are asovereign country and we have been alittle reluctant to prescribein
detail, certainly in public, the precise sets of policies they could take to
mest that challenge. What isimportant to usisthey do something that is
going to work and work quickly.

The second area where we have been supportive of additional policies
is in the financia system, where we want them both to stabilize, reduce
systemic risksin the system and act to try and put the problem behind them
more quickly. They have taken a number of steps recently in those
directions, but they have not yet generated confidence in the markets. |
think generdly in Japan that they have got an effective medium-term plan
for how to put this behind them.

The third area is just in the familiar area of opening their markets
further. 1 think Japan would do Asiaagresat serviceif it was prepared to
import more from the region, and so we have been actively promoting,
generdly in avariety of specific sectors, a more active market opening by
the Japanese.

Senator Bingaman. Let me emphasize something you just referred
to briefly. The Treasury Department has made apparently successful
efforts in bringing together the foreign financial ingtitutions which made
largeloansto Koreain order to restructure those loans. It seemed to me,
thelittle bit I know about these circumstances, that that is an essential part
and perhaps the most effective single thing that has been done so far in
stabilizing the situation in Korea.

To what extent are you working in connection with the other countries
indifficulty in the Far East in this restructuring effort. Second, are there
plans to make thisrestructuring effort a normal part of the prescription or
a normal part of the remedy that is put in place in these types of
circumstances?

Mr. Gethner. | think we all want to find away to make it possible
for private investors to bear more responsibility for the risks they take in
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these invesments and to be a greater part of the solution in resolving these
crises. We don't have the capacity to force lenders to lend to countriesin
crigsif they don' think that they can do so, and it would be prudent to do
S0, or that their shareholders would be particularly enthusiastic to do so.
We don't have the capacity to force them to take losses in these countries
without assuming al the risks that come with a moratorium-the fear of
sustained loss of access to the capital markets, the fear that banks would
pull back from other markets around the world and that the crisis would be
much more acute as a result.

Each of these circumstances is unique. What has happened in Korea
has happened in part because the regime of the new government has been
viewed as S0 credible and serious and, in part, because it was a very quick
realization by the major international banks about the stake they had in
trying to work this out. It is very hard to see whether those conditions
would make it possible to adopt a smilar solution in the other cases in
Asa, much lessin other cases e sewhere in the world, but one of the core
features of what the Secretary and Chairman Greenspan have been trying
to do, the process by which they tried to begin to strengthen the
architecture, is to try and design mechanisms to help us do in the future
what we tried to do in Korea.

Senator Bingaman. | recently received a letter from Mr. Dave
Schlegel, who isthe President and Chief Executive Officer of a company
in Albuquerque, caled Envirco Corporation. The company makes clean
air equipment for use in semiconductor processing. The corporation
employs about 100 people in my state, and it has been successful over the
last severd yearsin expanding its exports. By the end of last year, about
40 percent of their revenue came from exports.

They now face a dtuation where, asthey put it, “ overnight, the Asian
crisis provided their Korean competitors a 50 percent cost reduction.”
They also say that, "We should not allow the United States to soak up
excess Adan production capacity so that Asian countries can export their
way back to prosperity a the expense of American workers and jobs. Any
ensuing American economic hardship must not solely fal on the American
workers in industries vulnerable to Asian exporters using devalued
currencies. Our export success,” he is talking about his company, "has
hel ped restore prosperity to the country, our people have worked hard, they
have played by the rules, and they have succeeded. If they are now
consdered expendable to cure the Adan crigs, then their faith in American
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values and Americas future is rightfully shaken." | may ask you to
respond to this |etter.

Do you have any response you could give us this morning as to what
we tell this gentleman? It seems to me we have programs in place to
increase assistance to large companies that do business internationally.
What do we tell smaller companies of 100 employees? Do we just tell
them, tough luck, all our efforts to encourage you to export were
misguided?

Mr. Gethner. No, absolutely not. | think that is aterrific example
of why we are doing what we are doing. It isuseful to just review again
why these programs are important.

They areimportant because unless we can put in place the conditions
that are going to generate stronger, more stable currencies in these
countries, and unless we can generate the conditions that can alow them
to return to more rapid growth so there is a growing demand for U.S.
exports again, we are going to face in companies across the United States
asignificant loss of exports and significant effects on their earnings.

The mogt effective thing we can do for companies like this oneistry
and shape an effective response that is going to bring the currencies back
and bring stability and confidence and growth back to these countries.
That isthe mogt powerful solution to these problems, and it is exactly why
we are acting.

Senator Bingaman. Thank you.
Representative Saxton. Thank you.

Before | move to my friend, Mr. Ewing, Senator Bingaman mentioned
the interest of Martin Feldstein, who is the Chairman of the Nationa
Bureau of Economic Research, in this subject. | received a letter from
him, which | would just like to read for the record. He says

"Dear Jm, | received your press release calling on the IMF to release
documents relating to their programs in Asia. | support this request. |
think the basic program documents should be available so they can be
examined by a broader group of experts than just thosein the IMF.”

"The fund will no doubt," he continues, "reply that they can only do
so with the permission of the countries themselves. | think it would help
if Congressmade it clear congressional support for IMF activities depends
on getting these program agreements, and that it is th