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Abstract

Looking back at the financial turmoil that engulfed the region ten years ago, this essay intends to gain a comprehensive, in-depth understanding of the Asian Financial Crisis by investigating its causes and impacts. Identifying the sentiment-driven nature of the mass capital flight that precipitated the crisis, this essay argues that the reversed investor confidence was in fact a result of deterioration in both export growth and financial health, which can be further traced to a variety of causes in terms of development strategies, premature deregulation and political culture. 

The essay closely examines the political implications, both international and regional, of the crisis. In particular, the case for prevalent anti-Western sentiment, especially that against the alleged “Western conspiracy”, is found wanting and counterproductive, and the trend towards decisive, transparent governance encouraging. The policy responses adopted by various affected Asian economies individually and collectively are then further evaluated in detail. The cooperative intra-regional arrangements and enhanced supervision within each country are especially useful to maintain the future financial health of Asia.
Acknowledging the impressive economic performance in the last decade, the essay points out that the legendary Asian Economic Model may have reached its limit and, to stay relevant in the age of globalization, must be upgraded through human resource development and more emphasis on knowledge-based production. The pursuit of liberalization, often mistakenly blamed for the crisis but imperative for the long-term economic well-being of Asia, should not be deterred by the previous missteps and now need to be conducted with even more rigor but also more caution. 
The essay concludes by extrapolating the future of the Asian economies will still rely on collaboration between governments and markets, but the roles of both will need to be reconsidered and redefined.

The Asian Financial Crisis in Retrospect
The financial epidemic, that originated in Thailand and plagued numerous Asian economies, has long subsided. Known as the Asian Financial Crisis today, this financial contagion is often depicted as an almost inevitable result of a plethora of economic, financial, and political problems that paved the road to export slowdown, capital flight, currency depreciation and deep recession. 
Hence it is all the more important to emphasize the fact that in reality the financial turmoil came as an unanticipated shock and caught most market analysts unprepared. Aware that making clichéd remark with the benefit of hindsight is easy and, to a certain extent, disingenuous, the authors of this essay aim to draw in-depth lessons from the crisis that can hopefully make more meaningful contribution to preventing future crisis of similar nature and perfecting the unique development model of Asia
.
The study of Asian Financial Crisis illustrates the absence of unified theory among social scientists. However, the diverse views aired by theoretical economists, investment bankers and political scientists are not mutually exclusive. To gain a deep understanding would require abandoning disciplinary parochialism in favor of a more comprehensive approach to all facets of the crisis.
Recognizing that analyzing Asia as a homogeneous economy is liable to neglecting the uniqueness of each Asian country, the authors of this essay nonetheless believe that useful lessons can be drawn from the common experience shared by the region and typical features of Asian economy.
The Asian Economic Model: from Miracle to Debacle

Prior to the crisis, Asian economies, especially “Asian Tigers
”, had undergone miraculous transformations from poverty-stricken societies into industrial powerhouses, lending much weight to the “Asian Economic Model” that is characterized by large foreign capital inflows and export-oriented, government-led manufacturing (Friedman:2005). 
While it is lauded as the only economic model that has “delivered so much, to so many, in so short a span of time” (Stiglitz:2002), one of the most common criticisms leveled against it is that it is highly input-driven because it achieves growth mainly through mobilization of resources, instead of real productivity growth in terms of efficiency gains. The prediction by one of the critics, Paul Krugman, in 1994 that diminishing returns of capital would soon lead to economic slowdown proved to be almost prescient when after 1995 export from Southeast Asia rapidly lost competitiveness in global market (Table 1), resulting in glaring current account deficits. Furthermore, the large currency devaluation of 54 percent in China from end-1990 to end-1993, and the relative appreciation of Southeast Asian currencies as a result of their pegged exchange rate
 with the appreciating US dollar also bode ill for the competitiveness of exports from the region. 
Table 1: Export Growth Trends of Selected Asian Economies (annual percentage change)
	Economies
	1994
	1995
	1996

	China
	32
	23
	2

	South Korea
	17
	30
	4

	Taiwan
	10
	20
	4

	Malaysia
	25
	26
	6

	Thailand
	23
	25
	-1

	Indonesia
	9
	13
	10


Source: World Trade Organization (1997), vol.2, p.63.
Declining export growth signaled to international speculators the vulnerability of these countries’ foreign exchange reserves, which now had to rely on foreign borrowings rather than on foreign trade earnings. At the same time, it issued warnings that some firms in export industries with heavy foreign currency borrowings might default on loans due to reduced profitability, causing concerns over the fundamental soundness of the economies.
Money: Too Cheap, Too Much and Too Lax
Another cause underlying the Asian contagion is the misallocation of investment due to weak regulatory institutions and political interference. Thanks to financial liberalization and high interest rates in the region, domestic firms gained almost unlimited and unregulated access to foreign capital, mainly in the form of short-term loans
 (Table 2). 
Table 2: Maturity Distribution of Lending of BIS Reporting Banks
	
	Under 1 Year
	1-2 Years
	Over 2 Years

	
	June 96
	Dec. 96
	June 97
	June 96
	Dec. 96
	June 97
	June 96
	Dec. 96
	June 97

	Indonesia
	29,587
	34,248
	34,661
	3,473
	3,589
	3,541
	14,177
	15,331
	17,008

	South Korea
	62,332
	67,506
	70,182
	3,438
	4,107
	4,139
	13,434
	15,884
	16,366

	Malaysia
	9,991
	11,178
	16,268
	834
	721
	615
	7,452
	7,326
	8,248

	Philippines
	5,948
	7,737
	8,293
	531
	565
	326
	3,710
	4,111
	4,001

	Thailand
	47,834
	45,702
	45,567
	4,083
	4,829
	4,592
	14,931
	16,344
	16,491


Source：Bank of International Settlements (BIS)
However, the abundance of inexpensive foreign capital lead to a speculative boom in non-tradable real estate sector and stock markets, and wasteful over-investment in many increasingly unprofitable industries, like semiconductor manufacturing. Risky lending practices were further distorted by two factors:
1. Political connections. The phenomenon of crony capitalism
 were common in the region as politicians often offered preferential treatment to business interests in exchange for their political support (e.g. Suharto & Mohamad Hasan).

2. Implicit government guarantee. The market assumed Southeast Asian governments would continue pegging their currencies to the US dollar and stand ready to forestall bank failures (Gerald:1999). Both assumptions reduced the risk as perceived by lenders as well as borrowers, resulting in “moral hazard
” and the consequent unscrupulous over-borrowing of unhedged loans by the private sectors.
The Party Ends
Although a looming economic slowdown and excessive exposure to foreign exchange risk spelled trouble and had long been known to market participants, they did not take enough precautions against the potential pitfalls, either because they chose to abandon their own sound judgment in favor of the comforting assurance by the governments, or because they believed, quite amorally, they would make “this last deal” before rushing for exit of the grand party.
However, the party was brought to an abrupt end when the weakest link of the chain, Thailand, fell the first victim to undermined investor confidence. The unsettling combination of ballooning current account deficit, poor economic performance and an apparently over-valued currency ultimately induced currency traders to make a series of preliminary attacks on the baht in December 1996. The expensive
 but ineffective defense of the pegged baht further eroded investor confidence, exacerbated market panic and accelerated mass capital flight------a self-fulfilling domino effect was thus set into motion. Faced with tremendous selling pressure, the Thai government abandoned the pegged exchange rate. The value of the baht fell immediately by 17% and interest rates shot up to 30%. 
Suddenly sensing similar dangers in other Asian countries and perceiving the region as much more integrated than it actually was, the panicky foreign investors, guided by “animal spirits
”, left for safer investment destinations in herds, throwing the entire region into a labyrinth of sudden illiquidity, widespread bankruptcies, rapid currency depreciations (Table 3) and serious recessions (Table 4). 
Table 3: Fluctuation of Selected Asian Currencies (Exchange Rate to US Dollar)
	
	Currencies Affected by the Crisis 
	Currencies Relatively Unaffected by the Crisis

	Year
	Malaysia

Ringgit
	Korea

Won
	Indonesia

Rupiah
	Thailand

Baht
	Singapore
Dollar
	Hong Kong
Dollar
	China

Yuan
	India

Rupee

	1996
	2.512
	804.5
	2,342
	25.34
	1.410 
	7.734
	8.314
	35.50

	1997
	2.813
	951.3
	2,909
	31.36
	1.485 
	7.742
	8.290
	37.16

	1998
	3.924
	1,401
	10,014
	41.36
	1.674 
	7.745
	8.279
	42.07

	1999
	3.800
	1,188
	7,855
	37.81
	1.695 
	7.758
	8.278
	43.33

	2000
	3.800
	1,131
	8,422
	40.11
	1.724 
	7.791
	8.279
	45.68

	2001
	3.800
	1,292
	10,261
	44.43
	1.792 
	7.799
	8.277
	47.69

	2002
	3.800
	1,251
	9,311
	42.96
	1.791 
	7.799
	8.277
	48.41

	2003
	3.800
	1,192
	8,577
	41.49
	1.742 
	7.787
	8.277
	45.95

	2004
	3.800
	1,145
	8,939
	40.22
	1.690 
	7.788
	8.277
	44.93

	2005
	3.787
	1,024
	9,699
	40.21
	1.664 
	7.777
	8.194
	44.27


Source: International Monetary Fund, Data and Statistics
Table 4: GDP Growth Rates of Selected Asian Economies (annual percentage change)
	
	Economies Affected by the Crisis 
	Economies Relatively Unaffected by the Crisis

	Year
	Malaysia
	Korea
	Indonesia
	Thailand
	Singapore
	Hong Kong
	China
	India

	1996
	10.0
	7.00
	7.82
	5.90
	8.15
	4.31
	9.59
	7.5

	1997
	7.3
	4.65
	4.65
	-1.37
	8.55
	5.07
	8.80
	5

	1998
	-7.4
	-6.85
	-6.85
	-10.51
	-0.94
	-4.97
	7.80
	6

	1999
	6.1
	9.49
	9.49
	4.45
	6.86
	3.42
	7.11
	7

	2000
	8.3
	8.49
	8.49
	4.75
	9.64
	9.97
	8.39
	5.3

	2001
	0.4
	3.84
	3.84
	2.17
	-1.95
	0.64
	7.21
	4.1

	2002
	3.5
	6.97
	6.97
	5.32
	3.17
	1.84
	8.91
	4.2

	2003
	4.2
	3.10
	3.10
	7.03
	1.36
	3.20
	10.20
	7.2

	2004
	5.2
	4.64
	4.64
	6.17
	8.41
	8.60
	9.90
	8.1

	2005
	7.1
	3.97
	3.97
	4.46
	6.40
	7.33
	9.90
	8.3


Source: International Monetary Fund, Data and Statistics
The West: Root of All Evils?
Shocked and embittered, some Asian politicians turned to the “evil role” of the West, stirring up anti-Western sentiment and singling out, in particular, George Soros
 and the International Monetary Fund (IMF) as targets of criticisms. 
However, the seemingly immoral behavior of the self-serving speculators before and during the crisis was the anticipated reaction to perceived market trend (Soros:1998), rather than part of a conspiracy masterminded by the West to plunder Asia as suggested by Mahathir Mohamad (Mohamad:1997). 

Comparatively, the resentment against the IMF might deserve more sympathy. The imposition of irrelevant terms
 on package recipients (mainly Thailand, South Korea and Indonesia), the demand for cut in public spending and the panic-inducing enforcement of strong capital adequacy norms all contributed to the overwhelmingly negative views on the IMF in the region. On the academia front, whether IMF’s contractionary policies unwittingly intensified and prolonged the crisis is still a point of contention up to today
 (Sachs:1997). 
In view of the 29 percent of voting rights wielded by the EU and 18 percent by the US, it is plausible that the IMF had been controlled by the West to advance their own interest, at the expense of those hard-hit Asian economies. Nonetheless, the IMF intervention did reap some benefits by restructuring the financial sector (Feldstein:1998), pushing for more transparency and accountability (despite its own deficiency in this aspect) and succeeding, to certain extent, in restoring confidence in the market.
Moreover, the previous analysis has demonstrated that the affected Asian economies were embroiled in a crisis mostly of their own making. Shifting the blame to a ready scapegoat in the form of the “Evil West”, instead of rectifying institutional flaws, was certainly far from constructive as a response to the crisis.

The Political Face of the Financial Contagion
Catching the entire region unprepared, the crisis highlighted some political shortcomings in many parts of Asia. Power struggles within Thailand’s parliamentary politics lead to cabinet instability and institutional paralysis; The Korean government, unable to disentangle itself from Chaebol
 and unwilling to hurt its interests, had only a limited range of policy options available (Chang:1998a); Suharto, challenged by rioters and the IMF, had descended into indecisiveness and inaction. In contrast, Singapore, right from the eruption of the crisis, brought forward the timing of some construction-related projects, preemptively allowed CPF
 cuts to lower labor costs, and permitted a gradual depreciation of currency. The relatively short duration and milder effects in Singapore can thus be credited to these decisive and timely policy responses.
The crisis also brought rampant corruption, unethical rent-seeking
 and mismanagement of economy to the forefront of public criticism. With slipping grip on power, the elites from financial institutions, commercial corporations and government bureaucracies came under increasing scrutiny from civil society. The governments’ decision-makings, once out of the public eye and inclined to protect business interests, were not longer grudgingly tolerated when the public outcry for transparency, accountability and in general, democracy, was mounting. In Thailand, the paralyzed government of Chavalit was replaced by the popular, honest and competent government of Chuan Leekpai; In South Korea, Kim Dae Jung gained people’s trust and defeated the incumbent president by promising a "horizontal change of power" in politics; In Indonesia, President Suharto was forced to resign after massive protests and riots.
It has been argued that all these were individual events arising in response to the crisis (Chang: 1998a), involving no fundamental changes in the political culture and power structure. Granted that even ten years later, advancing business interests remains a priority to local politicians, scandals implicating high-ranking officials are not unheard-of, and non-democratic forces still meddle in politics or even in economic administration
, the overall pattern has revealed a promising trend towards efficient and honest governance. Indeed, given the relative silence on the seventeen coups in Thailand and the impudent wealth accumulation by Suharto
 before the crisis, the public perception that nowadays there remains much clean-up to do in the political arena may well be a result of rising awareness of a more vigilant, better-informed civil society. 
Regional Cooperation: A Financial System of Asia, by Asia and for Asia

Wreaking havoc on Asia, the crisis has exposed the over-reliance on short-term bank financing and the consequent volatility and crisis-proneness of Asian financial markets. In response, the EMEAP
 has studied the feasibility of establishing an Asian bond fund with the aim of promoting private investment in Asian domestic currency bonds and diversifying investment of foreign currency denominated assets away from US and European securities into Asian bonds. On 2 June 2003, the EMEAP announced the launch of the first Asian Bond Fun and extended the concept with the launching of the Asian Bond Fund 2 in December 2004.

During the crisis, the deplorable absence of any “lender of last resort
” in the face of mass capital flight exacerbated illiquidity and deepened the crisis more than was either necessary or inevitable. As intra-regional economic ties are increasingly strengthened, implying a far higher cost for any future crisis in the region, rapid liquidity provision would be essential to deter any attack by currency speculators who are still roaming around the waters of Asia like sharks smelling blood. In a concerted effort to provide new lending facilities against future crises, ASEAN+3 established, in what is known as the Chiang Mai Initiative, a system of bilateral swap arrangements which may be further expanded into a virtual lender-of-last-resort Asian Monetary Fund
.
Haunted by the Kafkaesque memory of the grand party where participants were too entranced to heed the impending dangers, ASEAN+3 have supplemented the existing IMF global surveillance with a regional monitoring and warning mechanism. The monitoring unit will provide prompt and relevant information for decision-making bodies and market participants to assess the regional financial health and potential contagious effects in cases of crisis. The broad coverage of monitoring can promote orderly economic integration and facilitate policy coordination among its members.

The Persistence of Institutional Memory

Within each affected country, the astounding impact of the crisis has left indelible marks on the institutional structure and its repercussion can still be felt in almost every corner of the Asian financial edifice. To reduce the probability of and to be better prepared for another similar crisis are the driving forces always behind the constant initiatives for institutional reforms.

Ten years after the nightmare, the supervision in banking sectors and capital markets in Asia has advanced in depth, breadth and strength. In Thailand, South Korea and Indonesia, reforms of both the banking sector and capital markets were introduced from 1997 onwards as part of IMF-led adjustment programs. The Philippines also continued its financial sector reforms under the IMF program which was ongoing at the time of the crisis. Malaysia has pursued its own program of reforms and so have China and India. 
In general, improved regulatory systems in these countries have been put in place and attempts are under way to develop the long term debt market, risk management services, pension funds and the stock market. Drawing lessons from the previous imprudent lending and unwise investment, market regulators now put more emphasis on higher standards of transparency and efficiency in the capital market, the realization of which has been facilitated considerably by the introduction of electronic trading in some countries.

It is partly due to this newly-found institutional strength that in the last decade, the Asian economies witnessed robust economic recovery, maintained financial health and displayed remarkable performances (Table 3, Table 4) even in the face of a succession of external shocks, including emerging market debt crisis (1998), burst of the “dot-com” bubble (2001), September 11 attacks (2001), SARS epidemic (2003) and oil price hikes (2004--2006).
The Asian Economic Model Reinvigorated
Those commentators who expressed exceptional eagerness to bury the Asian Economic Model might be disappointed by the steady performance of the post-crisis Asia, with most features of the model still in place and much alive. A “winning mix” of sound macroeconomic fundamentals and disciplined government intervention, as described in a well-known 1993 World Bank study
, continues enhancing a government-led, export-oriented economy. 

Paradoxically, the phenomenal ascendancy of China as a manufacturing powerhouse, although a peripheral factor contributing to the crisis, has provided additional empirical evidence to validate the merits of the main features of the Asian Economic Model, namely the active state involvement in capital formation and allocation to rapidly mobilize and direct domestic savings and foreign capital to infrastructure construction and export production. 

As we can see, the financial turmoil is not necessarily a corollary of the Asian Economic Model. Rather, the absence of a legal, regulatory or market mechanism to ensure effective capital allocation should be held culpable. Instead of being an inherent flaw of the model, it is a policy mistake in sequencing the previous financial liberalization, which can be corrected by appropriate amendments in regulation. Besides, advancement on the political front will further immunize banks and financial institutions against unwarranted political interference.
With regards to the waning competitiveness in export industries, the legendary Asian Economic Model, which underpinned the very success of Southeast Asian economies’ transformation but came under attack after the crisis, would better be adapted to the new global environment, rather than completely abandoned, so as to better utilize their comparative advantage at their respective stages of development. Faced with the downward pressure on the prices of labor-intensive exports exerted by competitors from China
 and Vietnam, firms from the Asia-Pacific must move up the value chain and compete in more demanding, but also more lucrative markets of higher-end products (Gerald, 1999). While certain features, especially constructive leadership roles undertaken by governments, should be preserved, the model must shift its emphasis from capital, labor mobilization to human resource development, which can be facilitated by government assistance and guidance. 
Although certain economists overstated the fact by asserting that the economic growth experienced by the region solely relies on capital and labor injection (e.g. In Thailand, some mid-to-high technology industries were actually expanding even when low-end manufacturers were rapidly losing ground to China (Table 5)), the Asian Economic Model does display some tendency of “perspiration rather than inspiration” (Krugman:1994）. Regrettably, foresighted visions and political will, essential for more technology transfer, promotion of research institutions and investment on human capital (formal education, vocational training, etc), currently are apparently lacking in most parts of Asia.  
Table 5: Commodity Structure of Thailand’s Export Slowdown by Percentage (Selected)
	
	1994
	1995
	1996

	Canned seafood
	24.7
	4.1
	-0.3

	Textiles
	4.5
	22.1
	-4.4

	Garments
	12.4
	1.3
	-21.9

	Shoes and parts
	40.5
	37.0
	-40.9

	Integrated circuits
	27.5
	28.4
	3.4

	Televisions and parts
	26.2 
	12.7
	14.1

	Computers and parts
	44.9
	38.7
	31.3

	Air conditioners and parts
	62.1
	49.6
	33.6

	Plastic products
	-29.1
	102.2
	51.4


Source: Bangkok Post Year-End Economic Review, December 1996
In Defense of Liberalization
On the other hand, the fact that the crisis involved foreign capital inflows and outflows has led several economists to conclude that capital account liberalization implies too much risk and too little gain to be worth striving for (Stiglitz:2002). It has been noted that China and India escaped the worst of the financial contagion (Table 3, Table 4) because they had not been allowed to breathe the “foul air” of free capital. However, both have their own share of ills, ranging from currency convertibility, investment overheating for China and under-funded infrastructure construction, underdeveloped manufacturing industry for India. Liberalization, although far from being a panacea, promises some solutions and has been undertaken, at different paces, by both countries. 
More attention should be instead turned to Singapore and Hong Kong, two of the most liberalized economies in the region and arguably in the world. Both weathered the storms remarkably well because their market-based, but well-regulated, financial systems were generally healthy in the first place, and their currency board regime (Hong Kong) and monitoring band regime (Singapore) cushioned and guided the economies to a soft landing. If Bhalla’s definition of liberalization (Bhalla:1997) is to be adopted, the artificially distorted exchange rates in many pre-crisis Asian countries might be identified as the single largest obstacle to liberalization------it seems that the Asian Financial Crisis is eventually the result of incomplete liberalization, rather than liberalization per se. 
While it must be emphasized that the bumpy road to financial efficiency should not deter the trip, it is equally important that Asian economies should be allowed to design their own unique path of liberalization. The past experience suggests that institutional development must be an integral part of the liberalization process, a lesson typically ignored by Western bureaucrats who often mistake prudent regulation for “financial repression” and consequently press for premature dismantling of regulatory mechanisms in Asia. Instead of blindly following these neo-liberals or their opponents, Asia should reinvent and defend its own intellectual tradition to resist dogmatism and search for its unique path of development..
Conclusion
As the year 2007 marks the tenth anniversary of the Asian Financial Crisis, we are able to see a more complete picture. The risk of panicky capital flight, exemplified by the one in 1997, will be a permanent feature of a globalized capital market, but it can be reduced by confidence-building, which much depends on economic performance in general, and financial health in particular. On the other hand, anti-western rhetoric, useful as it seems in shifting blame, can only succeed in further eroding investor confidence. 

Ten years after the crisis, Asia has come out of the shock and taken initiatives to address the fundamental problems through regional arrangements and domestic institutional reforms. In addition, the rise of public pressure on governments for transparency and accountability, together with the pervasive Lipset Phenomenon
, may further unravel anti-market political interests and build a market-friendly business environment (Friedman:2005).
Impressive as Asia’s recovery may be, Asia cannot afford complacency. Although by no means does the crisis discredit the Asian Economic Model as a paradigm for development or weaken the case for liberalization, both issues would require creative, courageous rethinking on the part of domestic policymakers as well as international observers. As future growth will no longer depend on the input of “human+capital”, but human-capital, technology innovation and organizational efficiency, some of the previous industrial policies need to be re-considered. Liberalization, despite the disruption posed by the crisis, remains a worthy goal and should be pursued with consistence, prudence and sufficient consideration given to the specific context of Asia. 
A comprehensive analysis of the Asian Financial Crisis will inevitably bring the roles of governments and markets into sharp focus. When should governments be actively involved in the daily working of economy
, and when should governments take a backseat and allow the markets to lead themselves
? Pondering over where a government’s responsibility (and mandate) begins and ends is not easy, and to resist the temptation or muster enough political will to choose a certain course of action is even more tricky, but since the welfare of half of the world population so much depends on the future economic prospects of Asia, such a high stake certainly worth all the troubles.
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� For the purpose of this study, unless otherwise stated, Asia includes the ten members of ASEAN, Japan, China (Hong Kong and Taiwan included), South Korea (the abovementioned countries constitute ASEAN+3) and India. The ten members of ASEAN are Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and Vietnam.


� “Asian Tigers” refers to the four Asian economies that underwent rapid economic growth during 1960s--1990s, i.e. Hong Kong, Singapore, South Korea and Taiwan.


� A pegged exchange rate is a type of � HYPERLINK "http://en.wikipedia.org/wiki/Exchange_rate_regime" \o "Exchange rate regime" �exchange rate regime� wherein a � HYPERLINK "http://en.wikipedia.org/wiki/Currency" \o "Currency" �currency�'s value is matched to the value of another single currency (commonly the US dollar) or to a basket of other currencies. As the reference value rises and falls, so does the currency pegged to it.


� A high proportion of short-term loans and the ease of exit of capital are two conditions that precipitated the dramatic capital flight during the crisis.


� Crony capitalism is an allegedly � HYPERLINK "http://en.wikipedia.org/wiki/Capitalist" \o "Capitalist" �capitalist� economy that exhibits favoritism in the distribution of legal permits, government grants, special � HYPERLINK "http://en.wikipedia.org/wiki/Tax_break" \o "Tax break" �tax breaks� and so forth. It is often based on self-serving � HYPERLINK "http://en.wikipedia.org/wiki/Friendship" \o "Friendship" �friendships� and � HYPERLINK "http://en.wikipedia.org/wiki/Family" \o "Family" �family� ties.


� Moral hazard refers to the possibility that the redistribution of � HYPERLINK "http://en.wikipedia.org/wiki/Risk" \o "Risk" �risk� increases the overall risk by changing people's behavior.


� The defense of baht against speculation, put up by the Bank of Thailand, cost Thailand over US $20 billion of foreign reserves.


� The term “Animal Spirits” is closely associated with John Maynard Keynes who used it to capture the idea that aggregate economic activity might be driven in part by waves of optimism or pessimism:


� As a prominent speculator active during the crisis, George Soros was often condemned as "an economic � HYPERLINK "http://en.wikipedia.org/wiki/War_criminal" \o "War criminal" �war criminal�" who "sucked the blood from the people".� HYPERLINK "http://en.wikipedia.org/wiki/Soros" \l "_note-9" \o "" ��


� For instance, more exposure of Korea’s protected market to foreign competition was listed as one of the conditions attached to rescue packages. Although theoretically sound, this condition had nothing to with the crisis and put many Korean firms in an even more precarious position.


� The critics against the policies included such heavyweights as director of the Harvard Institute for International Development Jeffery Sachs, World Bank chief economist Joseph Stiglitz and Milton Friedman of the Chicago School.


� Chaebol refers to the several dozen large, family-controlled � HYPERLINK "http://en.wikipedia.org/wiki/South_Korea" \o "South Korea" �Korean� corporate groups, assisted by government financing, which have played a major role in the � HYPERLINK "http://en.wikipedia.org/wiki/South_Korean_economy" \o "South Korean economy" �South Korean economy� since the � HYPERLINK "http://en.wikipedia.org/wiki/1960s" \o "1960s" �1960s�, for example, Samsung, LG and Hyudai.


� Central Provident Fund, Singapore's mandatory saving and social security plan.


� Rent-seeking refers to the quest for returns over and above normal market returns through the acquisition of political privilege. An example of rent-seeking is when a company lobbies the government for loan subsidies, grants or tariff protection.


� After the recent coup in Thailand, the military-installed government introduced a number of controversial financial restrictions on foreign investors and businesses.


� The net worth of Suharto was once estimated to exceed US $40 billion.


� EMEAP, the Executives Meeting of East Asia Pacific Central Banks, is a forum of central banks and monetary authorities in the East Asia and Pacific region set up for strengthening cooperation among its members. The eleven members of EMEAP include the Reserve Bank of Australia, People's Bank of China, Hong Kong Monetary Authority, Bank Indonesia, Bank of Japan, Bank of Korea, Bank Negara Malaysia, Reserve Bank of New Zealand, Bangko Sentral ng Pilipinas, Monetary Authority of Singapore, and Bank of Thailand.


� A lender of last resort serves to protect � HYPERLINK "http://en.wikipedia.org/wiki/Depositor" \o "Depositor" �depositors�, prevent widespread � HYPERLINK "http://en.wikipedia.org/wiki/Bank_run" \o "Bank run" �panic withdrawal�, and otherwise avoid damage to the � HYPERLINK "http://en.wikipedia.org/wiki/Economic_system" \o "Economic system" �economy� caused by the collapse of an institution by extending � HYPERLINK "http://en.wikipedia.org/wiki/Credit_%28finance%29" \o "Credit (finance)" �credit� to commercial banks or businesses when no one else will. For example, in the � HYPERLINK "http://en.wikipedia.org/wiki/United_States" \o "United States" �United States�, the � HYPERLINK "http://en.wikipedia.org/wiki/Federal_Reserve" \o "Federal Reserve" �Federal Reserve� often serves as the lender of last resort.


� The idea of an Asian Monetary Fund (AMF) was initially proposed by Japan at the beginning of the crisis, but it was shelved in part due to opposition from the US because AMF may challenge the leadership role of IMF in the region. This is often cited as another piece of evidence of Western conspiracy.


� The report, The East Asian Miracle: Economic Growth and Public Policy, examined eight high-performing Asian economies.


� China’s cost advantage is a result of abundant cheap labor as well as its mercantilist exchange-rate policies.


� Lipset Phenomenon is named after Seymour Martin Lipset, a political sociologist who proposed that economic growth ultimately invites democracy


� The authors of this paper believe that Asian governments should establish an effective regulatory framework, coordinate domestic production to compete in global markets, develop human resources to boost productivity, demonstrate decisive, determined leadership in times of crisis and maintain domestic, regional macroeconomic stability through sound policies and cooperation.


� The authors of this paper believe that Asian governments should refrain from bailing out failed businesses, interfering in banks’ lending decisions, excessively manipulating currencies or patronizing certain special interests.





PAGE  
1

