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From Asian Financial 

Crisis to Global 

Financial Crisis 



*

The crisis started in Thailand with the 
financial collapse of the Thai baht 
caused by the decision of the Thai 

government to float the baht 

Cutting its peg to the U.S. dollar, after 
exhaustive efforts to support it in the 

face of a severe financial overextension 
that was in part real estate driven. 

Thailand had acquired a burden of 
foreign debt that made the country 

effectively bankrupt even before the 
collapse of its currency.  



 



*

As the crisis spread, 
most of Southeast Asia 

and Japan saw 
slumping currencies, 

devalued stock 
markets and other 
asset prices, and a 
precipitous rise in 

private debt 



*

Asian economies generate large current-
account surpluses that had to be invested 
offshore to keep their nominal exchange 
rates low.  

Capital flowed out of Asia into US dotcom 
stocks, driving up equity prices. 



*

Next was the bursting 
of the dotcom bubble, 
which saw the NASDAQ, 
booming over 1998–
2000, burst in 2001 





The Short & Simple 

Story of Credit Crisis 
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the largest and sharpest drop in global economic 
activity of the modern era. In 2009, most major 
developed economies found themselves in a deep 
recession. The fallout for global trade, both for 
volumes and the pattern of trade, has been 
dramatic. 

The Organization for Economic Cooperation and 
Development (OECD) predicted world trade 
volumes shrink by 13 per cent in 2009 from 2008 
levels 



The Effects of the Global Economic Crisis 

Source: IMF - 2009 GDP Change 
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*‘what is unique about this crisis is that severe 

financial problems have emerged simultaneously 

in many different countries, and that its 

economic impact is being felt throughout the 

world as a result of increased interconnectedness 

of the global economy’ (FSA, 2009) 



http://www.guardian.co.uk/news/datablog/2009/mar/25/banking-g20 
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some of the world’s largest financial institutions have 
collapsed.  

Others have been bought out by their competition at 
low prices and in other cases 

the governments of the wealthiest nations in the world 
have resorted to extensive bail-out and rescue packages 
for the remaining large banks and financial institutions. 



*



*

Two serious problems faced policymakers 
in the last stage of the WWII 

First Europe needed to be reconstructed.  

Second, the ‘beggar thy neighbour’ policies. 
Countries tried to devalue their way out of 
crisis, strangling production in other countries 
through cheap exports and trade 
protectionism. 



*

*The challenge for economic 
officials at Bretton Woods in 
1944 was to gain agreement 
among states about 

* how to finance postwar 
reconstruction, 

* stabilize exchange rates, 

* foster trade, and  

*prevent balance of payments 
from unraveling the system. 



*

*The British plan was for an agency to which states would 

clearly delegate monetary powers. It would be an 

automatic clearing union to which all countries would 

contribute and in which no currency had a special place. 

A new supranational unit of account would be created 

*The Americans planned an agency over which the United 

States would retain considerable control and from which 

it would derive considerable benefit. The new 

international institution would use the U.S. dollars and 

gold as its core unit of account. Transfers would be made 

among countries on a discretionary basis 



*

*Ultimately the institution would have 

the power to set down conditions for 

loans from the institution. Although 

formal authority would be delegated to 

the new institution, discretionary 

powers would permit the U.S. to 

influence exercises of that authority 



*

*The U.S. was determined to liberalize trade, 

thereby opening up the closed markets of 

European empires,  

*to proscribe manipulated exchange rates, and 

to lay down for U.S. conditions for U.S. 

investment in West Europe reconstruction.  

*As a capital-exporter unlikely to need to 

borrow from the IMF, the U.S. was keen to lay 

down conditions on any country wishing to use 

the IMF 



*

*Once the Bretton Woods regime was established, all 

other states had the choice to opt into a powerful 

new economic bloc or to be excluded from it.  

*However, the structure and scope of the institutions 

produced by the Bretton Woods negotiations reflect 

the U.S. desire to comprise and negotiate. In both 

the IMF and the WB all member states have some 

voice, and as a technical agencies, the institutions 

possess a significant degree of autonomy from 

member states, including the U.S. 



*



*

In both the IMF and the WB all 
member states have some voice,  

and as a technical agencies, the 
institutions possess a significant 
degree of autonomy from member 
states, including the U.S. 



*

*45 countries agreed to create two new 

supranational institutions: the International 

Monetary Fund and the International Bank for 

Reconstruction and Development 

*Aim to  “facilitate the expansion and balanced 

growth of international trade” and “facilitate 

the investment of capital for productive 

purposes” 



*

The IMF would be guardian of a new 
system of international monetary 
cooperation, underpinned by stable 
exchange rates and a multilateral 
system of payments. 



*

*The IBRD would facilitate the international 

investment so as  

*to raise “productivity, the standard of living, 

and conditions of labour” in all member 

countries, as well as  

*assisting in a smooth transition from a wartime 

to a peace time world economy 



*

*The voting structures in both institutions 
were deliberately unequal or “weighted.”  

*Each member was apportioned a quota. 
The quota translated a country’s economic 
weight and significance in the world 
economy into a share of contributions and 
votes (and in the IMF, access to resources).  

*This make the U.S. the largest initial 
contributor and gave it the largest share 
of vote  



*

*IMF and the WB have integrated a large numbers 

of countries into the world economy by requiring 

government to open up to global trade, 

investment, and capital. 

*They have not done this out of pure economic 

zeal. Politics and their own rules and habits 

explain much of why they have presented 

globalization as a solution to challenges they 

have faced in the world economy 



*

*The USA has had enormous influence over both 
institutions.  

*However, competing views within USA are an 
important factor in understand that influence. 
Also competing ideas within other governments 
and within the institutions themselves affect 
what they do.  

*In small and significant ways, within the political 
parameters set by the USA, the IMF and WB are 
influenced by factors other than U.S. 
mercantilism 



*

*By the late 1990s, IMF & WB were particularly 

focused on three different problems: 

*Crisis Management: in East Asia and Latin America the 

institutions were called on to manage and contain financial 

crises; 

*Transition: in Russia and the former Soviet republics, both 

the Fund and the Bank were deployed to foster transition 

from centrally planned to market-orientated economies 

*Development in the poorest part of the world: in Africa and 

some of the least developed countries IMF &WB have been 

attempting to jump-start development and to alleviate 

poverty 

 



*

*In each role, the institutions have been guided 

by the governments that created and run them 

and in particular by their most powerful member 

states.  

*They have also availed themselves of impressive 

resources – economists, research, data, 

personnel and lendable funds – all mainly based 

at their headquarters in Washingdon D.C. 



*

All their three roles have been widely criticized. 
In financial crises they have been derided for 
imposing harsh and ineffective conditions.  

In Russia and the former Soviet republics they 
have been accused of fostering crony rather than 
market capitalism.  

In respect of Africa, critics converge in accusing 
both institutions of contributing to an ongoing 
crisis of indebtedness, stagnation, and poverty 



*

Evidence of failure 
has provoker 

ongoing change in 
each institution. 
Some would say 

they have learned 
from their 

experiences. 



*

In the IMF in recent years the scope and content of 
conditionality have been questioned and to some degree 
rewritten. Operational methods have been expanded. The 
institution has created an office of independent evaluation. 

Rewriting of what outsiders call the Washington consensus.  

The Bank and the Fund now advocate a set of policies that 
emphasize good governance and the need for sound political 
and legal institutions as a prerequisite for effective economic 
policy. 



*

Their rhetoric increasingly emphasizes goals of 
equitable economic development and poverty 
alleviation in developing countries, yet they face 
the same resource constraints as before in dealing 
with these issues.  

Each institution has decentralized a little – the 
World Bank far more than the IMF, more profound 
changes are unlikely to be in the minds of the most 
powerful countries that control the institutions 



*

*Three distinctive forces shape what the 
institutions do and determine how effectively 
they do it: 

*Powerful government influence the 
agenda and activities of both institutions.  

*influenced by professional economists 
whose labors are in turn shaped by a 
particular institutional environment 

*relationships with borrowing 
governments 



*



*

*U.S. government actions and interventions caused, 

prolonged, and worsened the financial crisis.  

*They caused it by deviating from historical precedents and 

principles for setting interest rates, which had worked well 

for 20 years.  

*They prolonged it by misdiagnosing the problems in the 

bank credit markets and thereby responding inappropriately 

by focusing on liquidity rather than risk.  

*They made it worse by providing support for certain 

financial institutions and their creditors but not for others 

in an ad hoc fashion without a clear and understandable 

framework.  

 





*While other factors were certainly at play, these 

government actions should be first on the list of 

answers to the question of what went wrong. 

*To reinstate or establish a set of principles to follow to 

prevent misguided actions and interventions. 

*Though policy is currently in a massive cleanup mode, 

setting a path to get back to these principles now 

should be part of that process.  

 



*

(Stiglitz, 2004,2006) 

 



*

*The global financial system is not working the 

way it ought to.  

*Money is supposed to flow from rich countries to 

poor countries, and risk is supposed to be 

transferred from the poor, who are least able to 

bear it, to the rich. But in the world today, 

things are moving in the opposite direction.  



*

*Money has been going from the poor countries to 

the rich – the net flow of funds is going in the 

opposite direction of the way it should. 

*The poorest countries in the world are left to 

bear the risks of interest rate and exchange rate 

volatility.  

*Economists know a lot more about how to 

manage an economy today than they did fifty 

years ago, there have been more than a hundred 

crises in the last three decades. 



*

*The richest country in the world has been 

borrowing two to three billion dollars a day from 

other, poorer countries. The reality is that there 

are dozens of countries facing the problem of 

high levels of debt, which is crushing them.  

*The fact that this crushing debt is so prevalent 

leads to the conclusion that the problem must be 

something systemic: it is not an isolated example. 



*

Developing countries around the world that achieved what they 
were supposed to were not receiving the benefits they were 
promised.  

More than 20 years ago, Bolivia began the process of reform. It 
undertook all the policies recommended by the IMF and 
endured a quarter of a century of the pain of following the 
prescriptions.  

While it succeeded in lowering inflation, Bolivia never received 
any of the gains of the reform, despite having done everything 
that it was told to do 



*

Argentina was the A-plus student of the IMF, and we all know 
what happened: it experienced an enormous crisis.  

It was only when the Argentineans rejected the 
recommendations of the IMF that the economy began to grow, 
and between 2004 and 2006, it has grown at over 8 per cent 
per year.  

For Latin America as a whole, in the decade following the IMF 
prescriptions, the growth has been half of what it was in the 
previous decades of the fifties, sixties and seventies 



*

*Africa is actually seeing per capita income going 

down and poverty increasing. Economic theory 

has predicted that there ought to be a process of 

convergence – that the poor ought to grow more 

rapidly than the rich and so differentials will 

narrow. 



*

*There is convergence in some parts of the world, 

such as East Asia, but in much of the world, 

there is a process of diverging rather than 

converging. There are other peculiarities in the 

process, including for example what is called the 

natural resource curse: countries with more 

natural resources that one would have expected 

to grow faster are in fact growing more slowly. 



*If we had a well-functioning market, the rich 

should be bearing the brunt of the risk, as they 

are better able to bear that risk.  

*Capital markets pride themselves, and Wall 

Street prides itself, on being able to slice and 

dice risk, to transfer risk from one place to 

another.  

*Yet in spite of all that, the developing countries 

still bear the brunt of that risk, which has 

enormous consequences. 



*

*The American social security system is 
extraordinarily efficient. It had been very successful 
in reducing poverty and providing security against 
inflation and other kinds of volatility. In general, it 
had been working very well.  

*The Clinton administration worked very hard to 
maintain the system and to stop the initiative for 
privatisation.  

*Yet, around the world through the IMF, the US 
administration was pushing privatisation of social 
security in developing country after developing 
country. 

 



*The consequences were disastrous.  

*Argentina, had a crisis in 2001. Many people said: 

“Look at the huge deficit”. Almost the entire 

deficit of Argentina at the time of the crisis was 

a result of the privatisation of social security.  

*Had it not done so, it would not have had a crisis, 

and so in a sense, the whole privatisation agenda 

predictably introduced an element of financial 

instability. 



*

*One of the controversial aspects of globalization 

is capital-market liberization, especially those 

short-term capital flows, speculative hot capital 

that come into and out of a country 

*In the 1980s and 1990s, the IMF and the US 

Treasury tried to push capital-market 

liberalization around the world, 



*

*The liberalization encountering enormous opposition, not 

only from developing countries, but from economists who 

were less enamoured of the doctrines of free and 

unfettered markets, of market fundamentalism, that 

were at that time being preached by the international 

economic institutions. 

*The economic crises of the late 1990s and the early years 

of the millennium are largely attributable to capital-

market liberalization, reinforced those reservations. 

 

 



*


