

  
    
            
        
      
      
        
          
        

        
          
            
          
        
        
          
            
              
                
              
            

            
              
                
                  Senest søgte
                

              

                
                  
                      
                      
                        
                      
                  

                
              
                Ingen resultater fundet
              

            

          

          
            
              

                
              
            

            
              
                Tags
              

              
                
                  
                      
                  
                
              

              
                

              

              
                Ingen resultater fundet
              

            

          

          
            
              
                
              
            

            
              
                Dokument
              

              
                
                  
                      
                  
                
              

              
                

              

              
                Ingen resultater fundet
              

            

          

        

      

    

    
      
        
          
        
      
              

                        
  
  

                
            
            
        
        Dansk
                        
          
            
            
              
                Hjem
                
                  
                
              
              
                Skoler
                
                  
                
              
              
                Emner
                
                  
                
              
            

          

        


        
          Log på
        
        
        
        
        
          

  





  
    
      
      	
            
              
              
            
            Slet
          
	
            
              
              
            
          
	
            
              
                
              
              
            
          
	
          

        
	Ingen resultater fundet


      
        
          
        
      
    

  







  
        
        
    
                
            
                
                    
    	
                                    
              Hjem
            
            








	
                          
                
              
                        
              Andet
            
            


                    Revisiting the East Asian financial crisis in the late 1990s
                

                                    
                        In document
                        
    real-world economics review -
                        (Sider 81-84)

                    

                            
            
                                                                                         The IMF and Troika’s Greek bailout programs: an East  Asian view

                                                                4. Revisiting the East Asian financial crisis in the late 1990s

                                
                    Unfortunately, this manmade humanitarian crisis is not historically unprecedented. Many East 
 Asian economies in the late 1990s had undergone a similar tragic experience. In the late 
 1990s, some East Asian countries experienced a region-wide currency market turmoil, which 
 ultimately brought down governments of Thailand, Indonesia, the Philippines, and South 
 Korea to the IMF bailout negotiation table. 


The immediate cause of the currency market crisis was a heavy devaluation pressure 
 associated with drastic capital outflows. Foreign investors (banks, institutional and individual 
 portfolio investors) were initially attracted to these countries, partly because of a strong 
 economic performance during booming years and partly because of low interest rate 
 environments in most advanced capitalist economies at that time. Foreign investors’ Asian 
 portfolio investment in turn was made possible, because most East Asian governments had 
 successively opened their domestic financial markets since late 1980s onward. 


During the heyday of finance-led globalization, monetary policy makers  in advanced 
 economies and in international financial institutions popularized the idea that opening 
 domestic financial markets to foreign investors would offer a chance for developing countries 
 to finance their domestic investment and economic growth. Foreign investors, in turn, could 
 earn higher rates of return that were not available in their home countries by purchasing 
 various financial assets issued in developing countries. In this way, financial market 
 liberalization and the government’s laissez faire approach to financial markets in developing 
 countries was praised to be conducive to economic growth in these countries (McKinnon, 
 1973; Shaw, 1973; Camdessus, 1997; IEO, 2005).  


Under the influence of this orthodox doctrine, most Asian governments and monetary 
authorities competitively adopted a series of financial liberalization measures, allowing foreign 
investors to purchase financial assets and real estate property freely, in addition to holding 
majority ownership stakes in financial firms in this region. In some cases, governments in 
South East Asia went a step further to set up tax-free non-bank financial companies and 
facilities to attract more foreign private investment. The Thai government’s Bangkok 
International Banking Facilities (BIBFs) and Indonesian government’s Labuan International 


Offshore Banking Center are a good example. Monetary authorities in this region also 
 changed their securities law, lifting restrictions on the type of financial instruments that 
 domestic financial institutions could sell and on the volume and type of foreign exchange 
 transactions (Azis, 2006, 180-188; Dekle and Pradhan, 1997, 4-8, 11; Johnston et al 1997; 


Chang et al, 1998, 737-39). 


One immediate consequence of this financial market liberalization was a substantial increase 
 in capital inflows to the Asian region and a resultant real exchange rate appreciation and 
 asset price bubble. The total magnitude of portfolio investment drastically rose to an 
 unprecedentedly high level between 1993 and 1997, and most of this  portfolio investment 
 flowed into asset markets, creating both equity and a real estate bubble. According to a series 
 of BIS reports that track the volume of international capital flows ex post, a total $378.1 billion 
 foreign capital flowed to all parts of East Asia (even excluding Singapore and Hong Kong) by 
 the end of 1997 (BIS 1997-1999). The flipside of the coin is that recipient domestic entities in 
 the Asian region continuously incur foreign liabilities. Banks and non-bank financial 
 companies competitively increased the volume of consumer credit and corporate lending, 
 recycling their borrowed money from abroad. According to the same compiled data, private 
 sector (banks and non-bank financial companies)’s foreign liabilities occupied more than 80 
 percent of the total foreign debt by the end of 1997, compared to less than 20 percent of 
 public debt. 


Of course, there was an additional complicating factor specific to the Asian region. That was a 
 massive increase in the volume of yen “carry trade”. Since the  burst of its own real estate 
 bubble in the early 1990s, the Japanese central bank had maintained near-zero interest rate 
 policy in the hope of reviving depressed domestic economy. This low interest rate in Japan in 
 turn attracted massive foreign equity flows that invested in booming Asian property markets 
 after borrowing cheap money from the Japanese financial sector. This short-term portfolio 
 investment generated bubble in both equity and real estate markets, which ultimately burst 
 during the onset of the  currency crisis. In this process, there was virtually no common 
 regulatory arrangement in which either individual government or regional financial institutions 
 manage the magnitude and the direction of short-term capital flows and this unsustainable 
 dynamic continued through the onset of the financial crisis. As foreign banks and creditors 
 began to worry about the region’s debt sustainability, they drastically reversed their lending 
 decisions and began cutting their loans as competitively as they did when they lent. Now, 
 foreign short-term capital began to flow out of Asian countries, leading to successive currency 
 devaluation and crises in the region. 


In the face of rapid capital outflows, monetary authorities in this region had to abandon their 
quasi-fixed exchange rate regime and allowed their currencies to fall freely. As the value of 
Thai baht, Indonesian rupiah, Malaysian ringgit, and Korean won fell almost simultaneously, 
however, foreign liability situations deteriorate further. This is because Thai  and Indonesian 
banks and non-bank financial companies borrowed short-term foreign capitals in the form of 
loans that were denominated in foreign currencies (i.e., in US dollars term and/or Japanese 
Yen term). This means that indebted East Asian countries needed to pay back these foreign 
loans, not in terms of their own currencies, but in terms of US dollars. Thus, drastic and 
competitive foreign capital outflows that led to currency devaluation also meant that private 
banks and corporations in these countries could not find any other solutions but to declare 
corporate bankruptcy. 


Governments in Asian countries ultimately resorted to the IMF’s bailout programs, after failing 
 to defend their currencies for months. In exchange for receiving emergency financial 
 assistance under the standby loan agreement, Asian governments had to accept highly 
 stringent conditionality that was, in substance, the same as what Troika has imposed on 
 Greece nowadays (IMF, 1999a; IMF, 1999b; IMF, 2000; IMF, 2002). As in the case of 
 Greece, the IMF’s East Asian bailout programs failed to stabilize the currency market turmoil 
 in the region. Instead of providing a framework for an orderly debt resolution mechanism, the 
 IMF’s imposition of austerity-oriented policy measures worsened the situation, ultimately 
 spreading the initial currency crisis into real economic recession. 


The IMF has claimed that increasing interest rates as part of conditionality was the only way 
 to stabilize the currency market and to prevent further depreciation of  regional currencies 
 (Lane et al, 1999, 35-37; IMF, 1999c; IMF, 2000b, 3-4). However, there was no empirical 
 evidence that supported the stable correlation (not to mention, causality) between interest 
 rates and exchange rates, especially during the currency crisis period (IEO, 2003, 35). The 
 most effective alternative way to prevent further declines in currencies due to capital outflows 
 is for the Asian government and private creditors to devise a coherent and speedy 
 mechanism to reach an agreement on how to repay the debts orderly under the government 
 guarantee. Once agreed, foreign creditors would no longer have an incentive to cut their 
 credit line competitively, which triggered the initial currency market turmoil in the first place. In 
 this process, the Asian governments in the region might have needed to collaborate to 
 introduce regional capital control measures to stabilize the currency turmoil temporarily. 


The IMF also claimed that maintaining fiscal surpluses in the government budget, which was 
 the second part of the bailout conditionality, was necessary in restoring the credibility of the 
 government. In response to heavy criticisms of this costly measure, the IMF economists even 
 argued that mandating to achieve fiscal surplus in East Asia did not contribute to a sharp 
 private sector contraction after the crisis (Lane et al, 1999, 28-29). However, the Asian 
 financial crisis was unrelated to public sector deficits, thus there was no need at all to reign in 
 the government’s fiscal position in the name of  restoring foreign investors’ confidence. 


Admittedly, the Asian governments experienced a sharp but temporal increase in fiscal 
 deficits. But it was not the cause, but a result of the currency crisis, just as the Greek 
 government’s current debt sustainability problem is not the cause, but the result of the 
 post-financial crisis adjustment. Thus, the government should expand, rather than reduce, its 
 economic functions to complement the drastic reduction in private sector investment and to 
 pull the economies out of recessions. Otherwise, the economy would fall into a deeper 
 recessionary spiral, as it actually happened in both East Asia then and Greece nowadays. 


Indeed, unlike the IMF’s ex-post  excuse, the relaxation of this rigid requirement for 
 maintaining fiscal balance on the part of the IMF and the implementation of expansionary 
 fiscal policies on the part of the government in varying degrees since late 1998 –  the exact 
 opposite fiscal policy stance from what the IMF preached –  explains much of the rapid 
 economic recovery in both Malaysia and Korea since early 1999.1


Last but not the least, the IMF’s blind emphasis on “corporate governance reform” was one of 
 the most destabilizing factors in the crisis in Asia. The IMF economists repeatedly claimed 
 that the  structural weakness in the Asian banking sector and “cronyism” in corporate 
       


1  This relaxation of the IMF bailout conditionality was made possible, partly because of Malaysia’s 
unilateral introduction of capital control measures and partly because of the leadership change in the 
IMF. For empirical tests of the effectiveness of capital controls in Malaysia and other countries, see 
Edison and Reinhart (2000), Ariyoshi et al (2000) and Government of Malaysia (1999). 


governance were the root causes of the financial crisis in East Asia, and thus that any reform 
 measure should target this fundamental governance problem (Lane et al, 1999, 2-3; Lane et 
 al, 1999, 9-10; Lane et al, 1999, 18-19; IMF, 2000b, 6). However, this diagnosis was highly 
 dubious from the beginning, and it became increasingly clear that the currency crisis was 
 largely driven by self-fulfilling expectations on the part of foreign investors. The magnitude 
 and the direction of foreign capital flows were largely exogenous to Asian economies and the 
 deterioration of Asian banking and financial balance sheets was a direct consequence of the 
 redirection of short-term capital flows. Thus, various indicators of structural weakness that the 
 IMF economists enumerated were not the cause, but the result of the currency market turmoil. 


Even if this claim of “Asian cronyism” were to be correct, it does not follow that the IMF and 
 any other international lenders should mandate the governance reform a priori. Instead, the 
 IMF should have provided a debt resolution mechanism that addresses how to repay foreign 
 debts as the foremost important priority at the culmination of a currency crisis. Prioritizing 
 governance reform is like putting a cart ahead of horses, which was nonsensical from any 
 sound economic reasoning. 


In this way, the IMF bailout program in East Asia completely failed to contain the regional 
 currency crisis from getting serious. The IMF bailout program not only contributed to making 
 economic situations even worse by amplifying the initial turmoil in currency markets into a 
 full-blown banking crisis and a far more severe post-crisis economic recession, but also 
 destabilized the political and socioeconomic stability in the Asian region. By confusing the 
 priority of resolving the immediate debt repayment problem with long-term “structural reform 
 agenda”, the IMF policy triggered a series of bank runs that transformed the initial currency 
 shock into a real economic crisis. Ultimately, the IMF’s failed bailout programs in East Asia 
 transformed the initial Asian currency crisis into a series of sovereign debt crises in other 
 parts of the world, in the form of sovereign debt crises in Russia and Brazil in 1999, and 
 Argentina in 2001. In this sense, the Asian financial crisis was also a complete failure of the 
 IMF and the predominant form of international financial arrangements (Blustein 2003). 


5. Policy lessons for sovereign financial stability and reforming the global financial 
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