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The crisis countries of 1997 are growing more slowly, investing less and running surpluses, writes Stephen 
Grenville. 
 
On the 10-year anniversary of the Asian crisis, the International Monetary Fund is vigorously upbeat: "A decade 
later, Asia shines in the global economic landscape, and its vitality stands out as a remarkable achievement." The 
crisis was a "temporary setback" and the countries have now "turned crisis into opportunity". 
 
The crisis countries of South-East Asia may see it differently. These were not the "V-shaped" recessions we are 
familiar with in mature economies. If we compare current levels of gross domestic product with a simple 
extrapolation of the trend line of growth achieved in the two decades before the crisis, Indonesia is about one-third 
lower and Thailand about one-quarter. Not only is the level disappointing, but the pace of growth is significantly 
slower than before 1997. Excluding Singapore's excellent performance, the ASEAN countries are growing at little 
more than 5 per cent, half China's pace. 
 
The lesson they have taken since the crisis is to grow more slowly, invest less, run current account surpluses, 
borrow less, keep exchange rates very competitive and build up foreign exchange reserves.  This protects them 
from a repeat of the crisis, but is it good policy? These countries, especially Indonesia, still have many poor 
people, and before the crisis strong growth was seen as the key to solving this problem over time. There should be 
more investment, more government expenditure to put in place the infrastructure needed for development, strong 
foreign capital inflow (and the current account deficits that transfer the real resources) and faster growth. 
 
What has the IMF been able to do to steer these countries in the right direction? The crisis countries still retain a 
formally correct relationship with the IMF, but there is a widely held view that the fund failed them during the crisis. 
The advice since then - on issues such as free-floating exchange rates - has been noted politely but not 
implemented. The issues were difficult, and the countries themselves made serious errors, but whatever the rights 
and wrongs of this, these countries were glad to get their emergency IMF loans repaid and put an end to their 
mendicant status.  
 
The IMF now finds itself largely sidelined. These countries' own foreign exchange reserves are bigger than their 
short-term overseas debt, and the Chiang Mai initiative commits $80 billion of their reserves in bilateral swap, 
which could be used for mutual support. The IMF has been largely bypassed in this initiative, having been so 
negative about the Asian Monetary Fund regional arrangement, proposed by Japan during the crisis.  
 
Suppose Asia moves to the more sustainable and sensible world where capital is once again "flowing downhill" 
from the mature countries to these countries with their high-return investment opportunities.  This would be a better 
conjuncture, and one which opens up the opportunity for a significant increase in growth, with other benefits such 
as tackling climate change and other pressing environmental issues. 
 
Faster growth and current account deficits would, however, once again raise the issues that were at the heart of 
the crisis - volatile foreign capital flows interacting with fragile financial sectors. While these countries have lifted 
their reserves, they would still be inadequate to handle serious regional contagion. In any case it is inefficient for 
each country to self-insure like this, or even to rely solely on regional arrangements which might be defeated by 
region-wide problems.  
 
So there is potentially a role for the IMF, but the fund is ill-equipped to help. If there is a "next time", it is likely to 
require much larger funds than were available in 1997, and these turned out to be inadequate and hamstrung by 
rules requiring tranched disbursement. Capital reversal crises of this nature are analogous to bank runs, which 
require bold decisions and quick action to disburse support funds.  
 
In the immediate aftermath of the crisis, a purposeful effort was put into restructuring the "international 
architecture". Looking back, not much has come of this. The problems are dormant, the urgency has gone and the 
momentum for reform has dissipated. 
 
But globalisation has not slowed, international financial markets have become more integrated and the need for 
crisis management rules remains. 
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