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Global Capital and the Asian Currency Crisis
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Special characteristics of the Asian currency crisis, which began in July 1997, are as follows:

The values of currencies plummeted in the wake of rapidly declining "confidence" in the
economy of one nation; this caused a sudden increase in external debt when translated into that
nation's currency. In addition, stock markets plunged, leading to rapid erosion of assets of
financial institutions, giving rise to a credit squeeze and further worsening of the economic
crisis. The crisis was not limited to one nation, but spread to other emerging markets,
giving rise to a partial chain reaction, or contagion.

On this occasion, the fire quickly spread to surrounding emerging markets. This illustrates that
the dramatic growth of international capital flows -- in the wake of the end of the Cold War and
growing integration of world capital markets -- is at the bottom of the crisis. Intense competition
has accompanied "institutionalization" and "deregulation” in advanced countries, together with
rapidly growing liberalization (of external capital transactions) in newly industrializing nations.
In short, capital inflows into newly rising economies, or emerging markets, have risen sharply in
recent years.

Given the rapid expansion of international capital flows, it may be assumed that the principal
cause of this crisis was the fast-paced deregulation of external capital transactions without
making appropriate currency rate adjustments. The explanation for the problem would then lie
in currency convertibility and capital transaction liberalization. Currency convertibility for
current transactions is crucial for expansion of trade, and at present more than 70% of the
world's nations have restored currency convertibility (Article 8 nation of IMF). However,
currency convertibility in capital transactions requires serious judgments and involves a number
of issues, including creation of solid domestic financial systems, formulation of appropriate
macroeconomic policies, and adoption of appropriate foreign exchange rate policies.

If one assumes that this crisis is wholly "financial", then in addition to traditional IMF programs,
it is crucial that structural reform of industry, including the banking sector, be implemented in
the Asian region. An urgent responsibility of our country is to restart our own economy by
generating domestic demand, in addition to actively providing intellectual and technical support.

Research Associate of FRI Economic Research Center.
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1990 1991 1992 1993 1994 1995 1996

457 1,398 1,334 1,610 1,470 1,928 2,352

188 321 379 569 755 873 1,059

170 397 592 1,068 972 316 587

99 680 363 A27 A 257 739 706

188 225 139 246 98 392 A 132

214 377 224 595 751 989 1,068

95 152 172 352 446 507 580

A9 28 96 238 185 201 201

129 197 A45 5 120 281 288

56 107 102 82 59 50 67

70 733 428 241 All 153 222

13 13 18 11 5 13 16

20 232 205 174 147 138 93

37 488 205 55 A 163 3 113

A 62 11 A27 59 103 Al4 A59

103 249 555 617 449 357 77

66 109 129 134 215 199 299

175 145 306 611 608 AT5 271

A 138 A5 120 A128 A 375 233 207

83 32 A20 11 Al7 227 A 117

662 751 317 839 905 1,229 1,048

474 460 71 431 779 477 618

46 37 A29 16 46 18 89

Al12 49 13 49 43 124 95

147 180 230 202 A43 248 262

IMF, International Financial Statistics World Economic Outlook
80
80
87 96
2 659 7.967 54 1987 1990 1994 1996
2

5,202 6,081 7,375 7,978
4,822 4,217 4,500 4,409
14.0 31.1 1,636 2,689 4,356 5,580
11,659 12,987 16,231 17,967

Calvo .et al (1996)
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67.9 80.0 69.8 94.8 49.1 80.4
68.4 A34.5 A31.9 a35.1 180.3 50.6
20.1 A80.3 A26.6 A21.1 17.3 73.2
24.3 A19.7 A5.0 A29.3 27.4 23.0
A3.8 A5.6 A30.1 20.8 21.2 0.3
221.1 158.4 190.8 607.5 202.7 468.3
90 91 92 93 94 9
34.2 181.8 179.1 315.3 132.5 220.0
1.0 A3.9 A3.3 511 241 2.0
19.4 246 50.1 123.0 43.2 17.8
17.9 150.7 88.8 170.6 217.3 267.8
6.1 137.9 44.4 62.2 147.2 198.2
19.5 a4.1 8.0 18.2 23.6 10.0
92.1 349.1 322.6 678.2 470.7 512.5
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10
1990 1991 1992 1993 1994 1995 1996

A919 A57 A 564 A 908 A1,335 A1,291 A 1,482

1,410 1,096 1,688 2,797 2,973 4,512 5,476

339 174 405 718 404 1,107 1,224

1,071 923 1,283 2,079 2,560 3,105 4,252

479 220 179 490 457 675 770

A9 530 672 1,045 912 1,959 2,894

451 A3l 136 105 ATT 346 318

A38 40 162 251 1,043 302 98

A 740 A579 A 688 A 1,945 A 1,605 A3,072 A 3,524

1 87 22 Al7 50 A 103 60

AT742 A 666 A710 A 1,928 A 1,655 A 2,969 A 3,584

A 300 A 314 A 426 ATT9 A 693 A 867 A 878

A 288 A 457 A 492 A 1,463 A 603 A 1,001 A 1,082

A278 111 A4 8 A317 A 350 A 642

124 AG 212 306 A42 A 751 A 982

IMF, World Economic Outlook, Survey of Current Business
96 1,482
5,476
BIS
3,524
96 2,000
96 68.4
100

1993 58,980 30,572 89,552
1994 100,481 37,992 138,473
1995 162,844 57,853 220,697
1996 293,685 77,978 371,663
137,148 56,194 193,342
19,297 3,514 22,811
76,323 43,702 120,025
18,421 462 18,883
112,597 9,806 122,403
48,985 6,099 55,084
17,509 257 17,466
15,281 1,737 17,018
1997-Q1 77,084 20,826 97,874

U.S . Treasury Bulletin
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