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Abstract

Th e European and Asian fi nancial crises are the two most recent major regional crises. Th is paper compares their origins 
and evolution. Th e origins of the two sets of crises were diff erent in some respects, but broadly similar. Th e two sets 
of crises also shared similarities in their evolution, but here the diff erences were more signifi cant. Th e European crisis 
countries received more external fi nancial support, despite the fact that they involved more solvency issues while the 
Asian crises involved more liquidity issues. On balance, the reform programs in the European crises were less demanding 
and rigorous than in the Asian crises. Partly as a consequence, the negative impacts on the global economy have been 
larger. I draw three lessons from this analysis: First, history will repeat itself; there will be other external fi nancial crises. 
Second, other countries have a stake in appropriate crisis management. Th ird, the IMF and other countries were 
mistaken in treating the European crises as individual country crises rather than as a crisis for the euro area as a whole 
that demanded policy conditionality on all members of the euro area.
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Financial crises are a regrettable but persistent feature of today’s global economy and fi nancial system. Th ey 
have economic and fi nancial consequences not only for the countries immediately involved but also for 
others. As a consequence of such spillovers, crisis management and crisis prevention are an appropriate 
focus of international cooperation, in particular through the auspices of global institutions such as the 
International Monetary Fund (IMF). As perceived at the moment, in particular by national authorities, 
each crisis is diff erent, but all crises share many common characteristics. Th e objective of policymakers and 
their advisors and critics should be to learn from past crises and to establish frameworks and procedures. 
Th ey should not try to prevent future crises—a commonly articulated but inherently unrealistic goal—but 
should try to limit the virulence of crises and the extent of cross-border spillovers. To this end, this paper 
compares and contrasts the ongoing European fi nancial crises with the Asian fi nancial crises of the late 
1990s. Th ese are the two principal recent fi nancial crises that engulfed regions. 

I focus on countries in Asia and Europe that had crises that involved the substantial engagement 
of the IMF. Generally, this involvement entailed an IMF program in support of economic and fi nancial 
reforms by the country in crisis. 

I review the experience of fi ve Asian countries and 10 European countries. I focus on fi ve Asian 
countries: Indonesia, the Republic of Korea (hereafter Korea), Malaysia, the Philippines, and Th ailand. 
Each of these countries, with the exception of Malaysia, entered into reform programs supported by the 
IMF.1 Th e outbreak of the Asian fi nancial crises is conventionally dated from the fl otation of the Th ai baht 
on July 2, 1997 and spread to the Philippines, Malaysia, Indonesia, and Korea. 

With respect to Europe, I focus on 10 European countries: Cyprus, Greece, Hungary, Iceland, 
Ireland, Italy, Latvia, Portugal, Spain, and Romania. Th e chronology of the European fi nancial crises is 
more complicated, with two distinct phases. Th e fi rst phase coincided with the intensifi cation of the global 
fi nancial crisis in the fall of 2008 and the 2008–09 IMF programs with Iceland (which is not a member of 
the European Union) and Hungary, Latvia, and Romania (which are members of the European Union, but 
not in the euro area). Th e second, and still continuing, phase involves euro area countries, which are unique 
in that the euro area countries are bound together in a monetary union. Th e second phase was kicked off  
at the end of 2009 by the crisis in Greece, which resulted in an IMF-supported program in May 2010. 
Th e Greek program was followed by IMF programs with Ireland, Portugal, and most recently, Cyprus. In 

1. Th e Malaysian authorities, in the end, did not request IMF fi nancial support. However, they broadly embraced an IMF-
style program up to the point at which Prime Minister Mahathir, on September 1, 1998, repegged the ringgit to the US 
dollar and imposed controls on capital outfl ows. Th e Philippines was a central participant in the global debt crisis of the 
1980s, and had adopted economic and fi nancial reforms at that time which were intensifi ed in the 1990s. It was operating 
under an IMF Extended Fund Facility arrangement on July 2, 1997, when Th ailand fl oated the baht. Th e Philippine 
authorities promptly requested an extension of their program until December 31, 1997 with an augmentation of its size, 
and in March 1998 established a follow-on standby arrangement with the IMF. See Marcus Noland (2000b) for a detailed 
account of why the Philippines was less aff ected in the Asian fi nancial crisis. Its policies were better than those of its 
neighbors, and it was less exposed to contagion. Th e scope of the Asian fi nancial crises could have been expanded to include 
the Tequila crises of 1995, the Russian and Brazilian crises in 1998, and additional later country crises early in the 21st 
century, but this examination already covers a great deal of material. My choice of these fi ve Asian countries conforms to the 
choice made by Donghyun Park, Arief Ramayandi, and Kwanho Shin (2013).



3

addition, in 2011, Spain entered into a de facto program and in 2012 fi nally applied for and, subsequently, 
received support for its banking system from its euro area partners and the European Stability Mechanism 
(ESM). Th e IMF agreed to provide technical assistance in monitoring Spain’s progress in implementing 
the European fi nancial assistance and monitoring developments in the fi nancial sector as a whole.2 Italy 
also embarked on a de facto stabilization and reform program in the second half of 2011 that was to be 
monitored by the IMF as well, but the IMF role has been confi ned to its annual Article IV reviews. Th e 
Italian program is more closely monitored by the European Union.

My analysis of these 15 countries, and the two sets of fi nancial crises involving them, is divided into 
three sections: origins, evolution, and lasting lessons.3 

Were the origins of the two sets of crises similar or diff erent? Th ere were diff erences in the detail, but 
the broad similarities greatly outweigh those diff erences. 

Did the evolution of the Asian and European fi nancial crises follow similar patterns? Many aspects 
of the diagnoses of, and policy responses to, the two sets of crises were similar, but signifi cant diff erences 
stand out. In particular, the European crises countries received more fi nancial support, despite the fact that 
their crises involved solvency issues rather than just liquidity issues compared with the Asian crises. Th e 
programs adopted in the European crises generally have been less demanding and rigorous than those in 
the Asian crises. Partly as a consequence, the global impact of the European crises, in particular the euro 
area crises, has been larger.

Th e principal lessons of these two sets of crises are three: First, history will repeat itself; the only 
question is whether the extent of tragedy and farce can be limited. Second, the non-crisis countries in the 
rest of the world have a stake in crisis management, as well as crisis prevention and preparation. Th ird, the 
IMF and its members in the future need to focus their surveillance of monetary unions (such as the euro 
area) on the areas as a whole, both before and after the establishment of such arrangements, rather than on 
the individual countries.

CRISIS ORIGINS

Financial crises with signifi cant international ramifi cations are generally preceded by credit booms. Th e 
booms turn into busts with severe negative consequences for the real economy. During the boom period, 
irrational exuberance takes hold. Policymakers and domestic and foreign investors, as a group, inevitably 
believe that this time is diff erent. All countries are diff erent in their precise circumstances, but certain 
regularities are evident. Various indicators give warnings of crisis (as well as false positives), but when a 
crisis occurs, most policymakers and many market participants are surprised and unprepared. For policy-

2. Th e ESM loan is to Spain, which in turn has used it to support and resolve some of its banks. In the future, the ESM may 
be used directly to recapitalize banks, breaking the link between a sovereign and its banks, but this procedure is not yet in 
place, in part because the associated single supervisory mechanism (SSM) has not been established and, in part because the 
extent and rules governing such a use of the ESM have not yet been agreed; see Véron 2013.

3. In what follows, I employ the framework I have developed elsewhere (for example Truman 2011a) for analyzing economic 
policy coordination: problem identifi cation, diagnosis, policy prescription, policy adjustment, and consequences.
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makers, the surprise tends to manifest itself in denial that there is a crisis until the evidence is irrefutable. 
For market participants—domestic as well as foreign—the response is a rush to exit from investments and 
markets in the country and, often, exit from countries perceived to be in similar circumstances.

In this section I, fi rst review the relevance of various models or typologies of the origins of fi nancial 
crises to the Asian and European crises and fi nd them not very useful because both sets of crises fi t several 
models. Th e subsequent subsection looks at seven sources of crisis vulnerability, without focusing on 
univariate causes, most of which were present in Asia and Europe. Th e fi nal subsection examines some 
diff erences in the origins of the two sets of crises.

Application of Crisis Models to Asia and Europe

Since the late 1970s, academic economists have endeavored to model the origins of fi nancial crises.4 Th e 
classifi cation includes four types of crises: speculative exchange rate, or currency, crises; sudden stop (also 
known as capital account or balance sheet) crises; debt (external debt of the country or the public sector’s 
external or total debt) crises; and systemic banking crises. As a recent review by Claessens and Kose (2013) 
amply demonstrates, the diff erent types of crises are far from distinct; they often overlap with the causality 
running both ways from the respective nodes. Th at was true in Asia and in Europe.

In 1997, all fi ve Asian countries experienced currency crises: Th e sequence of abandonment of pegs, 
or the equivalent, was Th ailand, the Philippines, Malaysia, Indonesia, and Korea. Each of these countries 
had soft-peg exchange rate regimes, and the bulk of the eff ective depreciations were in the second half of 
the year, after the Th ai devaluation, and in many cases in the fi nal two or three months of the year. Th e 
decline in their real eff ective exchange rates (broad Bank for International Settlements (BIS) series) over the 
12 months ending in December, ranged from 18 percent for the Philippines to 40 percent for Indonesia. 
As the pegs gave way, currency and maturity mismatches emerged; see Morris Goldstein (1998). Th e 
foreign exchange depreciations, in turn, further fueled the panic, weakened balance sheets, exacerbated 
recessions, at least in the short run, and constrained policy choices.

All fi ve Asian countries also experienced sudden stops as they had become reliant on net foreign 
capital infl ows to fi nance their current account defi cits which had averaged 4.5 percent of GDP during the 
1994–96 period. See table 1. And 3.2 percent in the crisis year of 1997.

Th e external defi cits were largely associated with the large-scale foreign borrowing by the private 
sector, not the public sector, facilitated in part by easy global liquidity conditions; see Goldstein (1998). 
Each of the governments had small fi scal surpluses in 1996, measured by their general government net 
lending positions, but in 1997 Indonesia and Th ailand had small defi cits. In most cases, their general 
government gross debt positions were moderate to low, with the exception of the Philippines which had a 
ratio of 61 percent of GDP on average in 1994–96.5 See table 1.

4. Paul Krugman (1979) is an early example. Th e literature tends to focus on fi nancial crises in emerging market economies, 
but the advanced countries have had their share of crises.

5. Th ese data are from the IMF World Economic Outlook database; we lack consistent data for Indonesia.
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Finally, each of the Asian countries experienced banking crises. High levels of fi nancial leverage, 
excessive reliance on short-term debt, and weaknesses in supervisory and regulatory systems exacerbated the 
banking crises.6 

Turning to the European countries, Iceland experienced a classic currency crisis associated with a 36 
percent real eff ective depreciation and a modest 19 percent decline in its international reserves over the 
course of 2008. But the loss in international reserves was only blunted by its imposition of comprehensive 
controls on capital outfl ows, which no advanced country had done for decades. Th e use of capital controls 
was repeated by Cyprus in 2013. Latvia chose not to devalue the lats, but its international reserves declined 
by 40 percent from June 2008 to April 2009. Hungary’s international reserves also declined by 40 percent 
from June 2008 to April 2009, and its real eff ective exchange rate declined by more than 25 percent over 
the same period, but the exchange rate subsequently recovered. Romania’s experience was more subdued 
with a 16 percent decline in reserves from March 2008 to March 2009, and a peak depreciation of 12 
percent between August 2008 and February 2009. Th e private and public sectors in these countries 
had borrowed considerable amounts in foreign currencies, creating mismatches that may have induced 
policymakers, having learned some lessons from Asia, to limit exchange rate depreciation.7

Th e individual euro area countries, of course, could not have classic currency crises because their 
currencies were not their own. Th eir crises were manifested in a surge in interest rates for public and private 
borrowers as maturity mismatches became exposed. As in Iceland, Cyprus’s imposition of capital controls 
was broadly consistent with what one sees in currency crises. 

Almost all of the 10 European countries fi t the classic pattern of sudden stops of capital infl ows 
that had fi nanced oversized current account defi cits. In the pre-crisis period from 2004 to 2006, the 
average current account defi cit of the 10 countries was 8.5 percent of GDP (12.5 percent for the euro area 
countries and 5.8 percent for the others); see table 1. Before 2010, the question was whether a country 
in a monetary union, having a substantial portion of its cross-border fi nancial and real fl ows with partner 
countries denominated in the common currency, could experience a sudden stop in the fi nancing of its 
current account defi cit. Many observers, including the IMF staff  in their pre-crisis analyses, as detailed by 
Pisani-Ferry, Sapir, and Wolff  (2011), thought the answer was no, in part, because the euro area as a whole 
was in current account surplus and, in part, because the internal defi cits appeared to be smoothly fi nanced. 
We now know the answer is a resounding yes. After the crisis, cross-border private sector fl ows unwound, 
and they were replaced by the build-up of target 2 balances within the euro system of central banks, which 
cushioned the crisis, and eff ectively contained runs on banks in the crisis countries, but did not address the 
underlying imbalances. 

6. Atish Ghosh et al. (2002) report that in 1995–96 the ratio of total debt to the book value of equity of fi rms was 0.73 
in Indonesia, 1.95 in Korea, and 1.05 in Th ailand, but only 0.41 in the Philippines, compared with 0.52 for non-crisis 
OECD countries. Th e ratio of short-term to long-term debt for fi rms in Korea and Th ailand was 1.43 and 1.46 respectively, 
compared with the OECD average of 1.02. Arguably, as I note below, changes in debt stocks or ratios matter more than 
absolute levels.

7. Morris Goldstein and Daniel Xi (2009) found that in Asia currency mismatches were greatly reduced compared to a 
dozen years before.
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With respect to government debt and defi cits, the picture for the 10 European countries is somewhat 
mixed; see table 1. On balance, we can conclude that the 10 countries experienced debt crises of varying 
intensity.

Turning to banking crises as causes, in Latvia, Hungary, and Romania, banking crises manifested 
themselves in large part via pressures on foreign banks in those countries. In the remaining countries, the 
banking crises varied in intensity from very severe (Cyprus, Iceland, and Ireland) to less severe (Italy). In 
Greece, the sovereign debt crisis and the associated write-downs contributed to banking crises rather than 
the reverse. In all 10 European countries banking supervision and regulation was inadequate before the 
crisis.

In summary, the fi nancial crises in both Asia and Europe combined almost all of economists’ four 
types of crises. It is diffi  cult to argue that one type dominated.

Crisis Vulnerabilities in Asia and Europe

A more useful way of thinking about the crises in these 15 countries requires abandoning an eff ort to 
identify them uniquely with any of the economists’ four types. It is more instructive to focus on sources 
of vulnerability to crises. Nouriel Roubini and Brad Setser (2004) identifi ed seven elements contributing 
to crises in emerging market economies: large macroeconomic imbalances, risky fi nancing of budget and 
current account defi cits, doubts about policy credibility, fi xed and semi-fi xed exchange rates, microeco-
nomic distortions, political shocks, and external shocks.8 Th ese seven elements of vulnerability are equally 
applicable to the advanced-country crises in Europe. Roubini and Setser do not provide a ranking of their 
elements. Th e emphasis is on the confl uence of conditions. I use that framework to examine the origins of 
the Asian and European crises.

With respect to macroeconomic economic imbalances, the fi ve Asian-crisis countries did not manifest 
signifi cant pre-crisis fi scal imbalances, but they did have substantial current account defi cits.9 See table 
1. Many, but not all, of the 10 European-crisis countries had substantial pre-crisis fi scal imbalances, and 
all had current account defi cits—many of which were substantially larger than any of the Asian-crisis 
countries.10 Writing in the New York Times on April 17, 2013, leaders in fi ve European institutions (Jeroen 
Dijsselbloem, Olli Rehn, Joerg Asmussen, Klaus Regling, and Werner Hoyer) introduced their defense 
of the European response to its crises with the admission: “Th e current crisis has exposed both fi scal and 
macroeconomic imbalances caused by a lack of reforms in several euro zone countries as well as structural 
problems in the institutional set-up of Europe’s economic and monetary union.”

8. Th en-Treasury Secretary Lawrence Summers (2000), speaking in the wake of the Asian fi nancial crises, presented a similar 
list. Morris Goldstein (1998) writing while the Asian crises were still in full force cited similar factors; he also rejected the 
popular view that the Asian countries were innocent bystanders as a hypothesis that simply doesn’t wash.

9. Levels of general government gross debt were somewhat elevated for Malaysia and the Philippines.

10. Italy’s current account defi cit was less than 1.0 percent of GDP in 2006.
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Th e European leaders left out the characteristic common to each of the 15 countries in Asia and 
Europe: a credit boom.11 See table 2. 12 As a result, domestic credit as a share of GDP climbed from an 
average of 110 percent of GDP in 2003 to 153 percent in 2006.13 In Asia, the average growth of domestic 
credit in the three years before the crisis was 88 percent; the level of domestic credit relative to GDP rose 
from an average of 62 percent in 1993 to 86 percent in 1996. 14 

Th e pre-crisis credit booms in most of the 15 countries, and the expansionary fi scal postures in a 
number of the European countries, were associated, in almost all cases, with growth rates of real GDP 
that proved to be unsustainable.15 Average rates of growth of GDP in the three-year, pre-crisis period were 
higher than in the previous three-year period in each country; see table 3. Th e only exception is Th ailand.16 
Growth spurts in the euro area were more subdued.

Th e second element of vulnerability on the Roubini-Setser list is risky fi nancing of budget and/or 
current account defi cits. In the Asian cases, this vulnerability was largely manifested in excessive reliance 
on short-term funding, in particular in foreign currencies. In the European cases, risky fi nancing largely 
involved domestic and foreign banks funding oversized fi scal and current account defi cits. Th e combined 
reliance by banks and governments on short-term cross-border fi nancing contributed to the vicious circle 
of dependence between European governments and their banks when the fi nancing began to dry up—the 
well-known doom loop.

Th e third Roubini-Setser element of vulnerability is doubt in markets about the credibility of a 
government’s policies. Th is vulnerability is related to the interaction of fl ows and stocks in the country’s 
external accounts (bringing current account defi cits down and reducing the overhang of external debt) and 

11. Vitor Constâncio (2013), vice president of the ECB, recently challenged the “it’s mostly fi scal narrative” of the European 
crises, arguing that it was the debt boom associated in part with widening current account defi cits that was key. See Vitor 
Constâncio, “Th e European Crisis and the Role of the Financial System,” speech at the Bank of Greece conference on the 
crisis in the euro area, May 23, 2013. Available at www.ecb.europa.eu/press/key/date/2013/html/sp130523_1.en.html (ac-
cessed on July 1, 2013).

12. In Europe, the average growth of domestic credit in the three years before the global fi nancial crisis was 93 percent (48 
percent in the euro area countries and 172 percent in the others); Ireland and Spain, with increases of 98 and 69 percent 
respectively, were relative outliers. Th ese data abstract from foreign sources of credit growth, and in four of the six euro area 
countries net savings from abroad averaged at least 6 percent a year from 2004 to 2006; see table 1.

13. Romania and possibly Hungary might be considered to be outliers in terms of the ratios in 2006.

14. Park, Ramayandi, and Shin (2013) fi nd in their empirical investigation that credit growth in the crisis countries of both 
Europe and Asia is the most signifi cant explanatory variable.

15. Real interest rates were historically low in a number of euro area countries as a consequence of the convergence of 
interest rates associated with their joining the euro. In addition, prior to the global fi nancial crisis, short-term real interest 
rates were also historically low. Th e real US dollar six-month LIBOR, adjusted by the rate of increase in the US consumer 
price index, averaged 0.3 percent from 2004 to 2006 after averaging 0.1 percent the previous three years. In contrast, the 
same real short-term interest rate averaged 2.7 percent from 1994 to 1996, up from 1.0 percent the previous three years.

16. Growth had already begun to slow in 1996, but the average growth rate in 1994–95 was 9.1 percent, about a full 
percentage point higher than the average for 1991–93. 
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governmental accounts (budget defi cits and debt). Flow problems alone can be addressed as liquidity issues; 
stock problems raise issues of underlying solvency. 

In the Asian crises, the governments of Indonesia and Korea faced credibility problems as they sought 
to contain runs on their banks and associated feedback eff ects on government balance sheets. In Indonesia, 
general government gross debt was recorded at 95 percent of GDP in 2000.17 In Korea, the principal issue 
was the interaction between the overleveraged chaebol and their banks, and the feedback implications for 
the government’s balance sheet.

In the European crises, these stock-fl ow vulnerabilities, and associated doubts of the credibility of 
government policy in addressing them, were even more prominent. External defi cits were larger, and for all 
except Iceland the capacity of countries to address those defi cits via exchange rate depreciation had been 
circumscribed by membership in the European Union and, in particular, for six crisis countries in the euro 
area, by their common currency. Meanwhile, the credibility of countries’ pegs to the euro or participation 
in the euro area came into question. 

Roubini and Setser point to fi xed or semi-fi xed exchange rates as a fourth element of vulnerability. 
For the Asian crisis countries, the private sector had built up substantial short-term external fi nancial 
obligations in foreign currencies on the implicit assumption that the exchange rate would remain pegged. 
In the crisis, each country’s exchange rate peg gave way either because the country exhausted (Th ailand and 
Korea), or substantially depleted, its foreign exchange reserves or because of the pressures coming from the 
depreciations in the currencies of its Asian neighbors.18 Outside the euro area, exchange rates were quite 
stable except for Iceland which had a fl oating rate. Th e common currency was seen as a source of strength 
for the euro area countries during the early phase of the global fi nancial crisis, but subsequently became a 
constraint. 

Th e fi fth element of vulnerability identifi ed by Roubini and Setser is microeconomic distortions. 
In the Asian crises such distortions took the form of implicit government guarantees of fi nancial 
institutions, poor corporate governance and cronyism, and a preference for debt over equity—short-term 
debt in particular. Th e role of cronyism in the Asian crises is a topic of continuing controversy and the 
phenomenon was not unique to these crisis countries.19 But the Roubini-Setser (2004, 41) conclusion 
is diffi  cult to refute: “Yet even if these structural weaknesses do not fully explain Asia’s crisis, they clearly 
sapped the resilience of Asian economies when the tide turned.”20

17. Consistent data are not available before that year.

18. Indonesia experienced a decline in international reserves of 22 percent from the end of the third quarter of 1997 to 
the end of the fi rst quarter of 1998. Malaysia had a somewhat larger decline of 26 percent starting at the end of the second 
quarter until the fi rst quarter of 1998. Th e decline of the Philippines’ reserves was 30 percent from the end of the fi rst 
quarter of 1997 to the end of the fourth quarter.

19. Noland (2000b) reminded readers that the term crony capitalism was coined to describe the banking system in the 
Philippines in the 1970s and 1980s. Shang-Jin Wei and Sara E. Sievers (2000) present a comprehensive picture of crony 
capitalism in Asia and its costs and contribution to the Asian crises.

20. Haggard (2000) provides a careful description of the political infl uence of private sector actors in the Asian crisis 
countries.
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It is beyond the scope of this paper to explore weaknesses in corporate governance and more virulent 
forms of corruption and cronyism in Europe, but a casual reading of the press over the past six years 
suggests that in many countries standards of transparency and accountability were either nonexistent or 
laxly applied. Perceptions of corruption have increased in most of the European countries, according to 
Transparency International, between 2008 and 2012. Even highly ranked Iceland and Ireland fell four and 
10 places respectively; Italy fell from 55th to 77th place and Greece from 57th to 94th. Greece now ranks 
below Korea, Malaysia, and Th ailand and close to the Philippines and Indonesia in the perceptions of 
corruption in the country.

In the European crises, many of the other microeconomic distortions were also present in the form 
of implicit government guarantees of fi nancial institutions that became explicit during the global fi nancial 
crisis and excessive reliance on fi nancing from banks that turned out to have weak balance sheets. Th e euro 
area fi nancial system also suff ered from the fragmentation of its legal structure, supervision and regulation, 
crisis management, and rescue and resolution mechanisms. 

Economic policies interact with politics in every country, and Roubini and Setser identify political 
shocks as well as associated political uncertainty as a sixth element of crisis vulnerability. In the Asian 
cases, Th ailand went through a series of diff erent governments in the early months of its crisis. Korea had a 
presidential election during the fi rst two months of its crisis that contributed to the diffi  culty of negotiating 
the initial program of IMF support and that program’s subsequent lack of credibility. Th e Suharto regime 
in Indonesia came under suspicion concerning its capacity to deliver sustained economic and fi nancial 
reform and, subsequently, collapsed. Th e one-party regime in Malaysia also came under pressure. Only in 
the Philippines did political change and uncertainty not intersect with the outbreak of crisis and interact 
with its subsequent management.21

Notwithstanding arguments by C. Fred Bergsten and Jacob Funk Kirkegaard that stress the political 
resilience of countries in the euro area and the sustainability of the European integration project (2012a 
and 2012b), political shocks and doubts about whether political leaders can agree and deliver on economic 
policy commitments have been a central feature of the European crises. Political shocks and uncertainties 
in Europe have been manifested at two levels: at the level of the European Union as it struggled to adapt 
ill-prepared institutions and establish new institutions, understandings, and procedures, and at the national 
level starting in Iceland, extending to Hungary and Romania, and centrally in each of the euro area crisis 
countries. 

For example, an Indonesian type of political meltdown may well be playing out in Italy, as the 
old political order is under great pressure, contributing to the potential for multiple equilibria. In both 
Indonesia and Italy, the ex ante economic and fi nancial problems at the start of the crisis periods were 
less acute than those of other countries in their regions. Indonesia had a smaller current account defi cit, 
less rigid exchange rate regime, and lower ratio of debt to domestic credit to GDP. In 2006, Italy had a 
relatively small current account defi cit of 1.5 percent of GDP, and its cyclically adjusted primary defi cit was 

21. See Stephan Haggard (2000) for a full exploration of the political economy of the Asian crises.
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near balance at 0.2 percent of GDP.22 As with Indonesia, Italy’s crisis may prove to be more political in its 
nature than economic and fi nancial though, of course, one set of weaknesses exacerbates the other, which is 
one reason why Roubini and Setser include this vulnerability on their list.

Th e seventh and fi nal element of vulnerability identifi ed by Roubini and Setser is external shocks. 
In the case of Asia, in addition to domestic political shocks, Roubini and Setser point to common shocks 
in the terms of trade, commodity prices, and interest rate shocks, and other forms of contagion (2004, 
43–44) arising from trade linkages and competitive devaluations, wake up calls about vulnerabilities (what 
Summers (2000) calls reputational externalities), common creditor links, the operation of risk management 
systems, uncertainty arising from the inability to price assets in a volatile environment, and secondary 
portfolio shifts aff ecting claims on similarly placed emerging market economies or emerging market 
economies in general.23 

In the case of Europe, the principal source of external shock was the global fi nancial crisis. In the 
conventional view, the epicenter of the global fi nancial crisis was the United States. Notwithstanding the 
convincing contrary view found in James Barth, Gerard Caprio, and Ross Levine (2012, chapter 5) that 
much of the fi nancial excess in Europe was home grown, the outbreak of the global fi nancial crisis was an 
external shock for the European crisis countries. However, in countries such as Iceland, Latvia, and Greece, 
crises may have been accidents waiting to happen, and the global fi nancial crisis was merely the spark that 
lit the bonfi re. Subsequently, as in Asia, the forces of contagion were unleashed.

Th is discussion of crisis typologies and broader sources of vulnerabilities has demonstrated that the 
fi nancial crises in Asia and Europe and across those regions were substantially similar in terms of the initial 
conditions and origins of the crises. It was diffi  cult to identify any unique circumstances or surprises as 
each of the crises unfolded. Th e economists’ four types of crises are not much help because most crises are a 
blend of at least two, if not all four, types. Th e vulnerabilities framework of Roubini and Setser is somewhat 
more satisfying because it is appealing to think that crises hit countries that are most vulnerable or have the 
largest number or severity of vulnerabilities. Th at framework begs the question of the spark that set off  the 
crisis other than external or political shocks, but given the tinder, the spark hardly matters. 

Diff erences in Origins of the Asian and European Crises

Th e view that the crises of the individual countries in Asia and Europe were similar in their origins can 
be carried too far. History was not precisely replicated in all 15 countries. I now turn to the principal dif-
ferences in the origins of the crises in the two regions. Five diff erences stand out: exchange rate regimes, 
breadth of crises, persistence of crises, role of the private and public sectors, and preparedness.

Th e fi rst central diff erence between the two groups of countries was the nature of their exchange-rate 
arrangements. Th e Asian countries had fi xed or semi-fi xed exchange rates, which was a source of problems 
ex ante because the exchange rate regimes encouraged currency mismatches and the buildup of excessive 

22. Th e source for the cyclically adjusted primary defi cit is the IMF Fiscal Monitor of April 2013(IMF 2013a).

23. Summers (2000) includes the element of investor irrationality or herd mentality, also known as rational panic (Stephen 
Radelet and Jeff rey Sachs 1998).



11

foreign debts by the private sector, including fi nancial institutions. Exchange-rate regimes became an 
additional source of problems when the pegs broke or were broken, and the sequential collapse of pegs 
contributed to contagion in the region. Th e collapse of the pegs magnifi ed recessions in the short run, 
via balance sheet eff ects. However, exchange rate fl exibility became a source of strength, in the medium 
term, and fueled the recovery of economic activity—the necessary narrowing of current account defi cits in 
particular, because the initial real eff ective exchange rate depreciations were largely sustained. 

In contrast, the European crisis countries—with the exception of Iceland—and in principle Latvia, 
Hungary, and Romania, were locked together in an irrevocable monetary union. Latvia chose to behave 
as if it had no choice. Th at choice may well have been the best course for Latvia, but that choice had no 
signifi cant implications for other countries in the European Union. Hungary and Romania chose not 
to exploit substantially their potential exchange rate fl exibility. Th e leaders of the euro area countries 
concluded that they had no choice but to stick with the euro. As the global fi nancial crisis unfolded starting 
in 2007, the authorities in and observers of the euro area countries saw their membership in the euro area 
as a source of strength and resilience. Th e members of the euro area were protected from the potentially 
wide gyrations in intra-area cross rates as happened in the 1992–93 crises in the exchange rate mechanism 
of the European monetary system and from the turmoil in bond and equity markets with which the 
exchange rate volatility likely would have been associated.

Th e downside was that after 2009, markets were no longer convinced that participation in the 
euro was permanent. Th e European Monetary Union had become dysfunctional. Th e euro itself faced 
an existential threat, and that threat was not universally acknowledged by European leaders. It was 
understandable that pundits and outside experts debated the merits of an exit by one or more euro area 
countries, and that fi nance ministries and central banks prepared background papers that explored the 
consequences of the unthinkable. It was something else for the press in early May 2011 to get wind of a 
meeting to discuss the matter. It was not until European Central Bank (ECB) president Mario Draghi 
declared, in July of 2012, that membership in the euro is irreversible—and added the pledge that the ECB 
would do whatever it takes, acting within its mandate, to preserve the euro—that the possibility of euro 
disintegration was largely put to rest. 

But tremendous damage to the European integration project had already been done before July 2012; 
the monetary union itself was under extreme stress. Th e consequence was the disappearance of many of 
the benefi ts that were derived from a common monetary policy and a monetary area in which borrowers 
and lenders ignored the implications of cross-border transactions; de facto monetary and fi nancial 
fragmentation reemerged.24 At the same time, members of the monetary union were deprived of use of 
the exchange rate policy to correct their sizeable external imbalances and to stimulate economic growth in 
order to help bring down oversized government debt ratios.

24. Th e Financial Times on June 11, 2013 (“Eurozone Banks Retreat Behind National Borders”) reported euro area banks’ 
cross-border holdings of government and corporate debt, which surged after the introduction of the euro from about 20 
percent of total portfolios to more than 40 percent in the process, fueling the global credit booms across the euro area, had 
returned to about their 1999 share by the early of 2012.
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Of course, bygones are bygones, and no exchange rate regime is optimal for all countries in all 
circumstances. In retrospect, the euro was demonstrably suboptimal for some of its members. But once 
they had joined the monetary union, the economic and fi nancial costs of withdrawal were judged to be 
prohibitive. Moreover, these monetary arrangements might not have extracted so high a price on many of 
the participants if there had been adequate supporting institutions. But there were no institutions other 
than the ECB and loose mechanisms for policy discussions within the European Union and the Eurogroup. 
Mechanisms for fi nancial rescues had to be constructed from scratch in the midst of the crisis in parallel 
with institutional arrangements to limit the potential for future crises. Th e result has been a messy business 
fi lled with political controversy and policy uncertainty. Th is weakness has prevented the Europeans from 
addressing the challenges of the crisis with overwhelming fi nancial and policy force as was required if the 
crisis was to be promptly tamed and contained.

Second, the European crises were broader, aff ecting, by the criteria applied in this paper, 10 countries 
(and several more had the potential to be aff ected). In contrast, only fi ve countries were caught up in the 
Asian crises. Other economies in the Asian region were aff ected, but not to a level requiring international 
rescues; they included Hong Kong, China; Taipei, China; and Singapore, as well as the People’s Republic of 
China (PRC). 

Interestingly, the Asian crisis can be said to have had a larger global footprint. As shown in table 4, 
on a purchasing power parity (PPP) basis, the fi ve Asian crisis countries had a 5.0 percent share of global 
GDP in 1996; excluding Italy and Spain, the European crisis countries had a share of only 1.9 percent 
of GDP in 2006 though the fi gure rises to 6.8 percent with Italy and Spain included. At current prices 
and exchange rates, the gap is smaller: 3.8 percent for the fi ve Asian countries, 2.0 percent for the eight 
European countries, and 8.3 percent for the 10 European countries. Of course, the European crises aff ected 
other European countries, and in 2006 the collective share of global GDP of the euro area (PPP basis) was 
16.2 percent; the share of global GDP of the European Union was 22.6 percent. In 1996 the collective 
share of the economies in developing Asia was only 14.1 percent. Moreover, the European countries are 
more economically and fi nancially integrated with each other and with the global economy and fi nancial 
system, with a commensurately greater potential to infl ict damage on their immediate partner countries 
and, consequently, on the world as a whole.25

It is often argued that a principal diff erence between the Asian and the European fi nancial crises 
is that the former involved emerging market and developing countries, and the latter involved advanced 
countries. Th e implication of this argument is that advanced countries could not or should not have crises 
that require international rescues. Indeed, Neil Irwin (2013, 98) reports that the fi fth and fi nal ingredient 
of the pre-crisis Jackson Hole 2005 consensus was that fi nancial crises for advanced countries are history 
because an advanced country “with skilled central bankers and modern fi nancial markets, could never 

25. Pisani-Ferry, Sapir, and Wolff  (2013) note that the euro area’s cross-border assets and liabilities in 2006 were in excess of 
500 percent of GDP compared with only slightly more than 200 percent of GDP for the United States.
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have the kind of catastrophic fi nancial crisis that drags down an entire economy for a generation.” Central 
bankers just “know too much about how to prevent it.” 

Th is belief was somewhere between hubris and hyperbole if, in fact, it was widespread. However, it 
follows from this view that IMF fi nancing is, or should be, available primarily to developing countries, 
rarely to emerging market countries, and never to advanced countries. Aside from the fact that this view is 
contrary to the demonstrated history of the IMF, during which many advanced countries received fi nancial 
support from that institution, it is also contrary to the fundamental construction of the IMF. Th e Fund is, 
among other features, designed to be a collective support institution acting in the common interest to assist 
members that may be strong and resilient at some points and weak and vulnerable at others. 

Moreover, the data presented in the last column of table 4 also call into question any simple 
dichotomy between the Asian and European crisis countries. Th e table shows the GDP (PPP-basis) per 
capita of the 15 countries as of 2006, before the outbreak of the global fi nancial crisis. We note that Korea is 
ranked number seven with a GDP per capita close to that of Cyprus and Greece, and ahead of Portugal, as 
well as ahead of Hungary, Latvia, and Romania. Malaysia’s GDP per capita is larger than Romania’s as well.

Th e third diff erence in the origins of the Asian and the European crises is that the former were 
rather transitory events measured by the number of years that passed before real GDP regained its pre-
crisis level. In Asia, the gap was just two years for Korea and the Philippines, three years for Malaysia, four 
years for Th ailand, and fi ve years for Indonesia. In the European crisis countries, where the declines in real 
GDP started in 2008 or 2009 in connection with the global fi nancial crisis, only one country’s real GDP 
(Iceland) is projected to have reached its previous level by 2013—fi ve years later. Th e IMF (2013g) projects 
that three other countries (Ireland, Romania, and Latvia) will reach that point in 2015, after seven or eight 
years, and that Hungary will reach it in 2017, after nine years. Th e remaining countries, all in the euro 
area, do not make it until after 2018, 10 or 11 years after growth turned negative. 

Th e fourth diff erence in the origins of the Asian and European crises is in the relative roles of the 
private and public sectors. Th e Asian crises generally involved excesses and imbalances associated with the 
private sector: current account defi cits, external debts, over-reliance on fi nancing via debt versus equity, 
and weak fi nancial systems threatened by credit booms. Moreover, the Asian governments, in general, were 
in a position to absorb the private sector deleveraging, in particular by banks, on their balance sheets. Th e 
resolution of a substantial portion of the resulting international debt problems largely involved private-
sector-to-private-sector negotiations without signifi cant government intermediation. Th e origins of the 
European crises were also largely, but not exclusively, in the private sector in connection with credit booms. 
Th eir resolution, however, quickly involved the public sector. Moreover, in many but not all the European 
cases, governments were not positioned easily to absorb the debts of the private sector—again, those of 
banks—on their balance sheets. In Europe, private sector debt problems more virulently metastasized into 
public sector debt problems.

Th e fi nal diff erence in the origins of the crises in Asia and Europe is that the Europeans were 
unprepared to deal with their crises, in particular, in the face of their substantially higher degree of 
economic and fi nancial integration. Th e lack of European preparedness included an absence of institutions 
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experienced at managing crises for a group of countries bound together in a monetary union. Th is 
institutional weakness, which was not relevant in Asia, where countries were on their own, came on top 
of the fact that a substantial number of the European countries had stock and/or fl ow fi scal problems that 
meant that they were substantially less well positioned to deal with their own problems even if they could 
have ignored spillover and contagion eff ects, which they could not. Although the individual Asian countries 
were the source and recipients of substantial contagion from their neighbors, they were not closely locked 
together economically and fi nancially, the Philippines in particular, and subsequently benefi ted from the 
fact that they did not need to coordinate closely their respective crisis responses.

EVOLUTION OF THE CRISES IN ASIA AND EUROPE

Serious fi nancial crises go through seven distinct phases.26 First is the pre-crisis phase. Th e crisis may be 
brewing, but the authorities are either ignorant or in denial. Second is the outbreak of the crisis, which in 
retrospect is linked to a particular event. Th e event itself is irrelevant, except for its use in dating the start 
of the crisis. Th ird is the crisis management phase, in which authorities and institutions grapple with a 
cascade of events with little time to chart their next move or to ponder the implications of their previous 
moves. Th e fourth phase is crisis containment.27 Th is is a phase in the most serious crises; the rulebook is 
thrown away and the overriding objective is to stop the bleeding. Ultimately, the bleeding does stop and 
the fi fth, (mopping-up) phase begins. In the sixth phase of a crisis, lessons are, or are not, learned. Seventh 
and fi nally, preparations are made to prevent or minimize the virulence of the next crisis. Generally, lessons 
are only partially learned and incompletely applied. Th e evolution of the crises in Asia and Europe followed 
this pattern. 

Th e four similarities in crises evolution identifi ed below, are outnumbered by the 11 diff erences, but 
the similarities are more consequential to understanding the evolution of the crises in the two regions. 
Th e diff erences relate primarily to how responses were tailored, or not, to the circumstances of the two 
groups of countries. Th e one important exception to this generalization is that Europe muff ed the crisis 
containment phase. It did not address its crises with overwhelming policy force as result of a combination 
of inadequate preparation, excessive caution, and inappropriate international forbearance.

Similarities in the Evolution of the Asian and European Crises

I identify four similarities in the evolution of the fi nancial crises in Asia and in Europe. Four phrases sum-
marize the similarities: surprise, denial, and delay; diff ering diagnoses; nominally comprehensive programs; 
and frequent restarts and recalibrations.

26. See Truman (2009) on this sequence in the evolution of crises.

27. I owe this phrase to Anna Gelpern (2009).
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All crises involve surprise, denial, and delay essentially by defi nition.28 If markets and outside 
authorities were not surprised, they would have sounded an alarm and, one would hope, the country’s 
policymakers would have taken some preventative action. Of course, some voices can always be identifi ed 
ex post that issue warnings of crises, but in general they are soft voices and, again by defi nition, are largely 
ignored. 

In the case of the Asian fi nancial crisis, the potential problems in Th ailand were well-documented. Its 
crisis was less of a surprise to some than normally is the case. IMF managing director Michel Camdessus 
and others at the IMF, starting in 1996, endeavored to convince the Th ai authorities to act to adjust the 
exchange rate for the baht, to reduce the current account defi cit, and to reign in the fi nancial sector. Paul 
Blustein (2003, 63) reports that Camdessus sent a letter to the Th ai authorities on January 31, 1997 again 
warning of an impending crisis and urging them to loosen the baht’s peg. Th ose warnings were ignored.29 
As far as one can tell, the Th ai authorities were surprised. However, few anticipated that a crisis in 
Th ailand would be as severe as it proved to be or the extent to which other countries in Asia had their own 
vulnerabilities and were susceptible to a change in investor appetites.30 

Similarly, as has been amply documented by the Independent Evaluation Offi  ce of the IMF 
(IEO-IMF 2011), warnings about the impending global fi nancial crisis were sparse. Th ere were exceptions, 
of course, most prominently by Claudio Borio and Philip Lowe (2002) and Claudio Borio and William 
White (2003), and in the pronouncements by Nouriel Roubini. 

On the other hand, Frederic Mishkin and Truggvi Th or Herbertsson (2006) wrote two years before 
the crisis broke in Iceland that none of the three traditional routes to fi nancial crises had been manifested 
there: fi nancial liberalization with weak prudential regulation and supervision, severe fi scal imbalances, and 
imprudent monetary policy. Th ey were surely wrong about the fi rst and third factors. Prudential regulation 
and supervision was demonstrably inadequate. Th e authors did note that housing prices were excluded 

28. Summers (2000) describes policymakers of countries in crises going through the fi ve stages of crisis grief: denial of the 
crisis; blame (often of outsiders); bargaining and a search for magic-bullet solutions; despair when the IMF is fi nally called 
in; and acceptance and agreement on a plan to address the crisis.

29. Th ese warnings were well-known to me as an offi  cial at the Board of Governors of the Federal Reserve System. During 
a trip to Asia with Governor Larry Meyer and Tom Connors in the spring of 1997, we endeavored, fi rst, at a meeting in 
Tokyo to promote a dialogue among Th ailand’s Asian partners about the unsustainable Th ai external situation, but the 
country’s partners would not discuss the topic because there were no Th ai offi  cials present. Later, when Th ai offi  cials were 
present at an Asia-Pacifi c Economic Cooperation (APEC) meeting of fi nance ministry and central bank deputies, the Th ai 
offi  cials declared that their country’s situation was not something they were willing to discuss. 

30. In early October 1997, the US Treasury asked the IMF staff  for its reading on the probability that the Asian fi nancial 
crisis would spread to Korea. Th e response, which then-Assistant Secretary Timothy Geithner shared with me, did not 
identify any red lights, or amber lights. (Blustein (2003, 118) describes a document prepared in connection with the Korean 
Article IV review, dated October 15, 1997, which probably was subsequent to the reading the US Treasury received.) I 
expressed skepticism because I knew that the Federal Reserve staff  was concerned. We, too, were not always on top of 
potential crises, but we had noticed in late 1996 and early 1997 that Korean chaebol had begun to fail and knew that Korean 
banks, which had a large presence in the United States, lent heavily to the chaebol. We did not know there would be a 
crisis, but we were worried and were closely monitoring the condition of US offi  ces of Korean banks. Also, before the crisis, 
Marcus Noland (1996) wrote wisely about problems in the Korean fi nancial system and the need for structural reforms.
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from the infl ation measure used in Iceland. But the Icelandic economy was in an unsustainable boom. 
Infl ation at 6.7 percent in 2006 and 5.1 percent in 2007 was above the central bank’s target of 2.5 percent 
plus or minus 1.5 percent. Th e average growth rate in 2004-06 was 4.4 percentage points above the average 
in the previous three years. See table 3. Iceland’s economy was experiencing an unsustainable boom and its 
monetary policy was inappropriate to the country’s economic and fi nancial conditions. Although Iceland 
was in fi scal surplus and had a low government debt (see table 1), the IMF staff  in its 2006 and 2007 
Article IV reviews of the Icelandic economy had raised concerns about the trajectory of fi scal policy.

Mishkin and Herbertsson were not alone, as Pisani-Ferry, Sapir, and Wolff  concluded for the euro 
area (2011, 1–2): “the IMF issued a number of strong and relevant policy recommendations, whose 
follow-up was unfortunately not always ensured.” But overall, “the IMF fell victim to a ‘Europe is diff erent’ 
mindset and failed to address issues such as divergence of unit labor costs, capital fl ows and the resulting 
large imbalances in country-level current-account. . . . IMF surveillance failed to take fully into account 
the implications of being in a currency union both for national policies and for the governance of the 
euro area, whose weaknesses were not fundamentally criticized. However, the Fund correctly identifi ed 
some weaknesses of the European integration process, most notably of the EU fi nancial supervision and 
regulation framework.”

Type I and type II errors occur in identifying emerging fi nancial crises. Th at is the challenge early 
warning systems face, and why they can only be relied upon to indicate a “zone of vulnerability”—in the 
terminology of Goldstein, Kaminsky, and Reinhart (2000)—where the probability of a crisis is high but 
a crisis is not a certainty. 31 On the other hand, even when a crisis is not a complete surprise, the crisis is 
generally much more severe when it occurs than anyone anticipated.

Th e severity of actual crises is a characteristic of crisis syndromes. Even after the crisis breaks, the 
authorities are in denial and paralyzed from acting decisively; in particular, they delay calling for external 
support such as from the IMF. 

After the baht was fi nally detached from its peg on July 2, 1997, the Th ai authorities did nothing to 
address the seriousness of the situation via complementary policy actions. Th ey were too much in denial, 
or too proud, to call on the IMF for further help and advice. Blustein (2003, 51) reports that in frustration 
three weeks later, Stanley Fischer ordered IMF staff  to fl y to Bangkok and assured them that by the time 
they arrived they would be received, if reluctantly. 

Similarly, as the Korean crisis was unfolding in mid-November 1997, the Korean won repeatedly 
declined by its daily limit even after than limit was relaxed. Th e fi nance minister recommended to outgoing 
Korean president Kim Young Sam that Korea should approach the IMF for fi nancial support. He was 
promptly fi red. Th e next day, after a meeting in Manila, Timothy Geithner and I arrived in Seoul to check 
out the situation. We met with Lee Kyung Shik, the governor of the Bank of Korea. He explained to us 
that most of Korea’s announced reserves of more than $20 billion were in illiquid deposits at Korean banks 

31. By way of illustration, Park et al. (2013) report maximum pseudo r-squares of 0.20 on empirical predictions of the 
global fi nancial crisis and maximum adjusted r-squares of 0.50 on the depth of crisis in terms of lost GDP.
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that over the previous six months had lost their access to international interbank liquidity.32 We asked why 
the newly designated fi nance minister had accepted the job. Governor Lee’s response was that he had not 
yet seen the books. Two days later, on November 22, President Kim announced that Korea would seek IMF 
support for a reform program.

Th e Philippines is an exception to this general pattern; soon after the Th ai crisis broke, the authorities 
asked the IMF to extend their existing program and later sought a successor program. Indonesia was 
another type of exception. Its exchange rate came under pressure, and its peg was eased in August. In early 
October 1997, Indonesian authorities sought a precautionary program from the IMF, which they did not 
intend to draw upon. Th e impetus for the program came in large part from elements of the Indonesian 
bureaucracy, which were identifi ed with economic and fi nancial reform in Indonesia. Th ey felt their 
eff orts had become stymied. Th ey thought they could use an IMF program to restart the reform process 
if the program received a strong commitment from President Suharto. By the time the letter of intent was 
signed on October 31, and the IMF executive board approved the program on November 5, Indonesia 
was deep into crisis, and the government could not meet its policy commitments. Th e Malaysian case was 
a combination of the Philippine and original Indonesian patterns. Th e government of President Mahathir 
knew it had to change policies; the authorities gave up its currency peg in July; they consulted with the 
IMF about the content of a reform program, which subsequently Malaysia largely adopted, but without the 
need for IMF fi nancial support.

Th e pattern of surprise, denial, and delay was similar to the European crisis. Iceland denied that 
it faced a crisis until the crisis was fully upon the country. Next the authorities sought fi nancial support 
from Russia and Scandinavian countries, wanting to avoid the need for an IMF program. Indeed, the 
IMF executive board completed an Article IV review of Iceland’s economy on September 10, 2008. Th e 
Article IV report (IMF 2008) included a review of the sustainability of Iceland’s external debt, which had 
risen from 140 percent of GDP at the end of 2003 to 558 percent at the end of 2007, while the country’s 
international investment position declined from −63 percent of GDP to −124 percent. But the report itself 
did not express strong concerns except to note a very high vulnerability to depreciation of the currency. 
Th e executive board praised the steps the government had already taken to stanch Iceland’s deteriorating 
situation, which they largely attributed to turmoil associated with the global fi nancial crisis.33 However, 
Iceland was highly vulnerable, as we have seen. By October 24, Iceland had reached agreement with the 
IMF staff  on a program. Th e program, approved on November 19, included a nearly unprecedented 
blessing of comprehensive controls on capital outfl ows and limited exchange restrictions that required an 
explicit waiver in Iceland’s IMF program. Five years later, the controls have not been entirely lifted, which 

32. Th is was precisely what we at the Federal Reserve were concerned about from the start of 1997.

33. See “IMF Executive Board Concludes 2008 Article IV Consultation with Iceland,” Public Information Notice (PIN) 
08/120 , September 19, 2008. Available at http://www.imf.org/external/np/sec/pn/2008/pn08120.htm (accessed July 15, 
2013). Th e executive board was not entirely mistaken. Fannie Mae and Freddie Mac were put into US government conser-
vatorship on September 7, and the Lehman Brothers fi led for bankruptcy on September 15.
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the IMF staff  (2013e) sees as weighing on confi dence and investment, and hence inhibits full recovery in 
Iceland.

In Latvia, Hungary, and Romania, denial and delay occurred in adopting reform programs and in 
asking for support from outside of the European Union. Th e authorities in these countries as well as in 
Brussels had to be convinced of the need for non-EU assistance. Part of the problem was that until the fall 
of 2008, Europeans tended to think of the global fi nancial crisis as a US crisis, with only ripple eff ects on 
other developed and emerging market and developing countries. 34 In fact, the European countries had 
their homegrown crises that almost certainly would have erupted eventually unless forceful action had been 
taken to head them off . 

Another part of the problem of quickly coming to grips with the emerging crises in Europe was the 
lack of ex ante clarity as to whether the European Union would cooperate, much less defer, to the IMF in 
handling the crises. Th is uncertainty, no doubt, deepened the crises.

Th ere was a history behind this reluctance. Dating back to the late 1970s, no member of the 
European Union had required IMF fi nancial assistance because the European Union had its own 
mechanisms, in particular the EU Balance of Payments Facility, earlier the medium-term fi nancial 
assistance mechanism created in 1988, and various ad hoc arrangements before that date. As a procedural 
matter, under the regulations establishing the medium-term fi nancial assistance mechanism a member was 
obligated to consult with the European Commission and other member states through the Economic and 
Financial Committee before seeking assistance from any outside source; see C. Randall Henning (2011). 
Before 2008, if one asked European offi  cials whether a member of the European Union in crisis would be 
“taken care of” by Brussels or the IMF would have a role, one got answers ranging from “we will take care 
of our own” to “we are open to an IMF role.”35 It was quite obvious to observers why over the previous 
three decades EU countries had turned to Brussels rather than to the IMF: European fi nancing was more 
abundant and the European policy conditionality was more relaxed than the norm in IMF programs. IMF 
stigma is not a phenomenon confi ned to Asia.36 

In the case of the East European EU members, however, European and EU offi  cials quite rapidly 
came to the conclusion that a role for the IMF was warranted. Given the size of the IMF programs for 
these countries, and the fact that in two of the three programs more than half of the external fi nancing of 
the programs was by the IMF, and the total fi nancial support was on a nearly unprecedented scale (see table 
5B), one is justifi ed in reaching the conclusion that the Europeans were motivated by the limited size of 
their own resources as well as by the recognition that the IMF’s involvement would bring credibility to the 
countries’ reform eff orts. Åslund (2010, 7) concludes “Th e cooperation between the IMF and the European 

34. Åslund (2010, 26) notes that IMF managing director Dominique Strauss-Kahn spoke to this eff ect in Ukraine in July 
2008.

35. I raised this issue in Edwin M. Truman (2005).

36. Arguably, the East European crises were similar to the Asian crisis, and the IMF could have taken the lead, if the 
Europeans had allowed that. Shinji Takagi (2010) argues that the involvement of the European Union helped to 
produce more fl exible programs for these countries.



19

Commission has worked surprisingly well.”37 He also observes that Poland was granted a fl exible credit line 
by the IMF, as a precautionary move “since the ECB was not ready to off er Poland a swap credit.” 

By the end of 2009, the European debt crisis engulfed the euro area itself, starting with Greece. 
Denial and delay, again, were the dominant characteristics of the process.38 First, Greece and its euro 
area partners were in denial that Greece was in crisis. Th at denial was aided by “errors” in the country’s 
fi scal accounts. Th e new government in Greece took some time to understand the depth of its fi scal 
hole. Second, Greece’s euro area partners had no fi nancial or decision-making mechanisms to address its 
problems. Consequently, the December 2009 Greek program involved fi scal adjustment with no external 
fi nancing. Indeed, as a euro area country, Greece was not eligible for the EU Balance of Payments Facility. 
Led initially by the ECB, the Europeans also resisted allowing Greece to go to the IMF. Th at was the 
conclusion of euro area authorities including the ECB in January 2010.39 Greece at least needed the de 
facto approval of its euro area partners formally to approach the IMF for assistance.40 What was Greece to 
do? 

Aided by European dithering, the Greek authorities lost two months before Europe’s leaders in 
February agreed to help fi nancially. It was another two months to April when they agreed that the IMF 
should be involved, and the troika involving the European Commission, the ECB, and the IMF was 
established. Th e IMF executive board approved Greece’s fi rst program on May 9, 2010 six months after the 
start of the Greek crisis. Compare the six weeks between the devaluation of the baht on July 2, 1997 and 
Th ailand’s fi rst letter of intent on August 14, which was followed by IMF executive board approval of the 
program on August 20. 

Part of the delay in the Greek case was that the Europeans had to cobble together a Greek Loan 
Facility mechanism to provide their more-than-two-thirds share of the fi rst Greek program. Th e European 
Financial Stability Facility (EFSF) was devised subsequently as a temporary mechanism to provide a 
fi nancial fi rewall against the spread of the Greek crisis to other countries. It was employed in Irish, 
Portuguese, and second Greek programs along with the ad hoc European Financial Stability Mechanism 

37. Changyong Rhee, Lea Sumulong, and Shahin Vallée (2013) reach a somewhat more negative conclusion.

38. Pisani-Ferry, Sapir, and Wolff  (2013, 81) note the diff erence in philosophy and style with respect to Europe and the 
IMF: “the ESM, like its predecessor the EFSF, can only grant fi nancial assistance as ultima ratio, i.e., as a last resort. By 
contrast, the IMF tends to favor early intervention. It is fair to say that in all three euro area programme countries, Greece, 
Ireland, and Portugal, the late EU-IMF intervention was caused by the EU, while the IMF sought early intervention in 
every instance. However, it would be unfair to view the EU institutions as solely responsible for delayed intervention. Th e 
authorities in the crisis countries also bear an important responsibility as they were not keen to request early assistance for 
fear of the stigma linked to receiving IMF assistance.”

39. An alternate interpretation of Jean-Claude Trichet’s position on behalf of the ECB, as reported by Neil Irwin (2013, 
206), is that he felt that European governments should shoulder responsibility both for their own actions and for the actions 
of their partners.

40. Th e presumption that EU members would need permission from their partners to go to the IMF has been slightly 
adjusted under the terms of the ESM. Th e country is encouraged but not required to seek the active participation of the 
IMF, but the unwritten text provides that countries fi rst seek permission from their euro area partners.
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(EFSM).41 In October 2010, an agreement was reached on the permanent European Stability Mechanism 
(ESM), but it did not enter into force for two years, until October 8, 2012. Th e ESM is being used in 
Spain and Cyprus. 

By any objective standard, the ESFS/EFSM/ESM failed to prevent the spread of the European debt 
crisis to other euro area countries, which should be the objective of a fi rewall. Available fi nancing was too 
small and too uncertain to be convincing to markets. Ireland, Portugal, Italy, Spain, and Cyprus were too 
deep into their own unfolding crises to take the necessary actions to stave off  the economic and fi nancial 
contagion that swept Europe. Each of these countries, of course, off ers its own object lessons in denial and 
delay.

Turning to diagnosis: Notwithstanding, or perhaps because of, the fact that fi nancial crises arise from 
multiple vulnerabilities, diagnosing particular crises, or even determining sources of risk, is contentious. 
Diagnoses often are not widely shared by the authorities of the country, the international organizations 
called upon to assist, and the other actors (governments, central banks, critics, markets).42

In Asia, it was agreed that Th ailand had exhausted its reserves, had an oversized current account, and 
a fi nancial system under stress. But there was limited agreement on the priority attached to each of these 
three elements or on the importance of other issues such as the appropriate exchange rate regime, the role 
of monetary and fi scal policy, the extent of the government’s guarantee to fi nancial institutions, and the 
appropriate size of any international rescue package.43 

Crises that spread across regions tend to be path dependent in terms of their diagnoses, subsequent 
disagreements, and revised diagnoses. But there are some constants. In Asia, disagreements about the 
appropriate stance of fi scal and, in particular, monetary policy were a constant—see below.

Indonesia’s circumstances were broadly similar to Th ailand’s but with an overlay of suspicion about 
crony capitalism and the condition of its banking system. Under pressure from European governments, the 
IMF required Indonesia to limit the size of its government guarantee of deposits in banks and to close a 
number of banks. Without suffi  cient clarity about strategy for the banking system as a whole, this decision 
triggered runs on many Indonesian banks and massive defaults on foreign and domestic credits. 

At the same time, some in the offi  cial sector, led by the Japanese authorities, argued that it was 
essential to stabilize the rupiah. A small stabilization eff ort was attempted at the start of the Indonesian 
program with the IMF, but it failed. Partly as a consequence of the continuing depreciation of the 

41. Th e EFSF, established by the euro area countries, was initially authorized to borrow €440 billion. Th e EFSM, involving 
all EU members, was authorized to raise an additional €60 billion, and the initial announcement of these decisions in May 
2010 included the presumption that IMF cofi nancing would be one-third of all euro area programs supported by these 
mechanisms or by an additional €250 billion. However, the latter fi gure never received formal endorsement from the IMF 
executive board.

42. Neil Irwin (2013, 59 and 123) implicitly draws a parallel between the lack of common understanding of the Great 
Depression and the lack of agreement among central bankers at the start of the global fi nancial crisis.

43. Th ose disagreements continue, despite the fact that the IMF staff  concluded at the time that the Th ai program was more 
than adequately fi nanced. Th e Th ai authorities disagreed and Takagi (2010) repeats the argument that the program was 
underfi nanced.
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rupiah, private sector debt repayment problems multiplied in the form of more unilateral domestic 
and international defaults. Meanwhile, some argued that the answer in Indonesia was a currency board 
arrangement while others worried that an excessively loose monetary policy and rigid exchange rate policy 
were facilitating capital fl ight by Suharto cronies and wealthy ethnic minorities. 

In Indonesia, in partial response to European criticism of the size of the Th ai program, the 
composition but not the size of the package of support was altered. In contrast with the parallel bilateral 
lending that augmented the IMF fi nancing for Th ailand, a large portion consisted of a second-line-of-
defense that was agreed in the wake of the Th ai crisis. Th e second line of defense could only be drawn upon 
once the initial fi nancing was largely exhausted and, therefore, it was less credible in establishing confi dence 
in the overall reform and fi nancing package. Both are included in the bilateral commitments listed in table 
5a.44

Th e Korean case raised a number of contentious issues. Because of Korea’s status as a member of the 
Organization for Economic Cooperation and Development (OECD), which classifi ed it as an advanced 
country, this meant for some that Korea should be ineligible for IMF fi nancial assistance. Th is question 
was resolved in favor of assisting Korea, but the surrounding political considerations contributed to the 
inclusion in the Korean program of a number of policy conditions favored by other countries of a quid-
pro-quo type, unrelated, in the view of many, to resolving the crisis itself. We have not seen this in the 
European crises. 

Th e solution chosen for Korean banks was a mixture of rescues and resolutions, this time on an 
institution-by-institution basis. But the government made explicit its guarantee of the foreign borrowings 
of Korean banks. Th is action did not stem the exit, in part, because it was not regarded as fi scally credible; 
many foreign banks continued not to renew their credit lines to Korean banks, including Japanese banks 
that were already reeling from domestic banking problems and now faced a third round of losses on claims 
in Asia. In November, the option of a standstill and renegotiation of such claims was rejected by the IMF 
and US authorities, but that approach was embraced a month later as part of a renegotiation and fi nancial 
reprogramming of the Korean program.

A similar pattern of disagreement about diagnoses has played out in Europe. Setting aside the 
non-euro area crises, where there was plenty of disagreement on diagnosis and cure—for example, with 
respect to Latvia’s exchange rate policy—Greece was seen as a classic macroeconomic crisis in its fi scal and 
external accounts combined with banking system issues, cronyism, and a lack of competitiveness. Th e 
overwhelming focus of the fi rst Greek IMF program was on the quick reversal of Greece’s fi scal position 
by 10 percent of GDP over three years, a target that Greece has met (IMF 2013c). Th e fi nancial system 
developed problems later, but the program sought only to stabilize it. Structural problems were rampant, 
but principal attention was given to those associated with the country’s fi scal position.

Ireland and Portugal’s problems were diagnosed as similar to those of Greece with an emphasis on 
their fi scal positions and buildup of government debt. To many informed observers, this was a misplaced 

44. Table 5a does not include bilateral assistance from Japan under the New Miyazawa Initiative. For example, Malaysia 
received $2 billion under this initiative; see Fumitaka Furuoka, May Chiun Lo, and Iwao Kato (2007).
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emphasis.45 Ireland’s crisis was more closely associated with a housing and credit boom (as in Spain). By the 
time the crisis hit, Ireland largely had made its choices about how to deal with its bloated banking system: 
protect all the creditors at great expense to the taxpayers, in the name of fi nancial stability. Ireland did 
not put in place a “new” program for its banks in 2010, when it was forced to embrace an IMF program; 
in retrospect, maybe it should have done so. On the other hand, ownership of the program by the Irish 
government is regarded as high. 

Portugal’s crisis is more closely associated with low growth in the pre-crisis period (as is Italy’s) rather 
than an unsustainable boom associated with a dramatic acceleration in credit growth. In all cases, a major 
element of diagnosis was a lack of external competitiveness, but with the exception of Portugal, where its 
program involved an eff ort at internal devaluation using tax and compensation policies, and Greece where 
reductions in minimum wages were imposed, the euro area rescue programs generally did not contain 
prominent elements designed to address issues of competitiveness. 

One consequence of multiple competing diagnoses of crises is that comprehensive programs are 
designed in response to the crises. Th ey contain many features in order to address the multiple perceived 
elements of vulnerability and the programs are uneven in their attempts to prioritize. Some of the program 
features qualify as necessary elements for the successful management of the immediate crisis, but others fall 
in the category of the prevention of future crises or are motivated by other, sometimes political, concerns. 
In the process, some elements can exacerbate the ongoing crisis, in part, by weakening ownership by the 
government and the general public or by undermining market confi dence. For example, in August 1997, 
the press release (IMF 1997) announcing executive board approval of the Th ai program states: “Fiscal 
policy is key to the credibility of the overall program.” Th is was later proven to be mistaken, but it was 
consistent with the correct view that the Th ai economy had overheated. On the political front, the French-
German Deauville agreement in October 2010, advocating prior private sector involvement (write-downs) 
before intra-European post-crisis rescue funds currently under development could be deployed. Even 
though the agreement applied to the future, the immediate eff ect was to drive government bond spreads 
relative to German rates higher across much of the euro area, for Greece, Ireland, and Portugal in particular. 

With respect to crisis management, narrowly defi ned, comprehensive programs are necessary to 
include something to address every plausible diagnosis, in particular, diagnoses of infl uential skeptics in 
markets and governments around the world. In the words of Summers (2000, 11): “Providing confi dence 
to markets and investors that a credible path out of the crisis exists and will be followed is essential.” It is 
necessary to follow the Zedillo dictum: when markets overreact, policy needs to overact as well.46

45. See Vitor Constâncio, “Th e European Crisis and the Role of the Financial System,” speech at the Bank of Greece 
conference on the crisis in the euro area, May 23, 2013. Available at www.ecb.europa.eu/press/key/date/2013/html/
sp130523_1.en.html (accessed on July 1, 2013).

46. In addition to transparency with respect to a “consistent and credible commitment to a coherent policy-adjustment 
package,” Summers listed as additional important lessons from fi nancial crises: “If lax fi scal policy is a contributor to the 
crisis, then tightening will be a key part of restoring confi dence; . . . the right monetary policy to restore confi dence; . . . 
prompt action . . . to maintain fi nancial stability; . . . [and] strong and eff ective social safeguards.” 

www.ecb.europa.eu/press/key/date/2013/html/sp130523_1.en.html
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Th us, programs include many elements. In the process, observers at the time, and in particular 
ex post, complain about program overreach. In the case of Korea, Takagi (2010) singles out trade 
liberalization, capital account liberalization to allow foreign ownership of Korean banks, corporate 
governance reforms, and labor market reforms. Noland (2000b) agrees, but in Noland (1996) he advocated 
allowing foreign banks into Korea to strengthen its banking system. Noland (2000b) also argues that 
central bank independence with a price stability mandate, as required in the second Korean program, also 
had nothing to do with addressing the Korean crisis and setting the country on a course toward limiting 
future crises. Diagnoses and interpretations diff er. I profoundly disagree. A substantial degree of central 
bank independence or at least insulation from political forces is essential to break de facto patterns of 
directed lending and associated credit booms, which was one of the core issues in Korea. 

Ten years later, when the European crises began to unfold, IMF procedures had changed somewhat. 
Th e emphasis was on program ownership and narrower, less intrusive conditionality, rather than on 
many detailed policy commitments that might have to be updated every quarter. Th e IMF’s policies on 
structural conditionality have changed since the Asian fi nancial crises largely because of dissatisfaction with 
its intrusive, incoherent, and disruptive nature.47 As agreed at the 2000 IMF annual meeting in Prague, 
the IMF subsequently adopted an approach that emphasized parsimonious conditionality. Th at approach 
was further relaxed and codifi ed during the global fi nancial crisis with the adoption of fl exible credit lines, 
expanded access limits, and dropping structural performance criteria (IMF 2009a and 2009b).48 

A fi nal crisis similarity is that restarts and recalibrations are frequent, in particular because of the 
limited agreement on the diagnoses of a crisis and what will work best to limit its depth and spread. When 
programs are renegotiated because they fail to turn the tide in the crisis, the number of requirements 
increases. Programs have to include something new for everyone who criticized the failure of the previous 
program. One proxy indicator of this common feature of many crises is the number of letters of intent 
describing the proposed policies and objectives that the authorities of the countries submit to the IMF in 
connection with approval of continued disbursements under programs, in particular during the fi rst year.

For Th ailand, the total number of letters of intent was eight, but there were four in the fi rst year 
of the program and three within the fi rst six months. For Indonesia, there were 24 letters of intent, a 
whopping seven in the fi rst year, and three in the fi rst six months. In Korea, there were nine letters of intent 

47. Morris Goldstein (2003, 430) with his characteristic directness concluded his paper on IMF structural programs, “my 
reading of the record is that on structural policies the Fund has bitten off  more—in both scope and detail—than either it 
or its member countries can chew.” On the other hand, Goldstein (1998) defended the IMF against being too intrusive in 
Asia “by making detailed recommendations about fi nancial sector reform and corporate governance . . . wholesale reform 
of banks, fi nance companies, conglomerates, and government monopolies is absolutely crucial if the crisis countries are to 
regain confi dence and market access to private fi nancing. After all, the crisis occurred in good measure because these needed 
reforms had been too long delayed.”

48. Th e structural performance criteria were replaced by a review-based approach of monitoring progress that is intended to 
promote ownership and limit performance criteria to measures that can be quantifi ed. See Takagi (2010) for an account of 
this gradual transition.
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in total, with six in the fi rst year, but two in the fi rst month (December) in part because the presidential 
election had occurred; and there were three in the fi rst three months.49

Th e Asian and European crises are not fully comparable because of changes in IMF policies and 
procedures in the meantime. It is noteworthy, however, that Iceland had a total of seven letters of intent, 
but only one during the fi rst year.50 Th ere were three in the second year, and another three in the third year. 
Hungary, whose program has been off  and on, has had four letters of intent, with two in the fi rst year and 
another two in the fi rst six months of the second year. Romania has had 13 letters of intent to date: three in 
the fi rst year, four in the second and third years, and two in the fourth year.

In contrast, Greece fi ts the Asian pattern more closely, with eight letters through December 2012, 
with four in the fi rst year. Delays in reaching agreement on new letters of intent have been common 
throughout as the troika of the European Commission, ECB, and IMF along with the Greek authorities 
wrestled with how best to address the Greek tragedy and two elections also intervened. Ireland also has had 
seven letters of intent in a short period; two were in the fi rst year. Portugal also had seven letters of intent in 
an even shorter period, with four in the fi rst year.

Diff erences in the Evolution of the Asian and European Crises

Th e evidence advanced so far in this section illustrates that the evolutions of fi nancial crises in Asia and 
Europe have much in common with each other and, in my experience, with most other major fi nancial 
crises over the past four decades. However, fi nancial crises are not identical in every respect. Among other 
respects are diff erent circumstances of the aff ected countries and diff erent economic, fi nancial, and policy 
environments. In what follows I trace out 11 dimensions in which the evolution of the two sets of crises 
diff ered. My focus in this subsection is less on the individual countries than on the broad sweep of the 
crises in the two regions. 

Th e fi rst pair of dimensions concerns the overview of the crises: the broad characterization of the 
two sets of crises and the response of the offi  cial community to them. In retrospect, the Asian crises were 
more about liquidity and the European crises were more about solvency. Nevertheless, the scale of external 
fi nancial support in the European crises dwarfed that in the Asian crises.

Th e next six dimensions look at the policy prescriptions or conditionality with respect to fi scal policy, 
monetary policy, fi nancial sector restructuring, other structural reforms, private sector involvement, and 
foreign exchange policy. Fiscal policy prescriptions in the Asia crises remain controversial, but on the whole 
have been more draconian than in the European crises, with good reason. Monetary policy prescriptions 
also remain controversial in the Asian crises because of the initial sharp increases in interest rates. Th at 
pattern was generally repeated in the non-euro area cases, and monetary policy was treated as not relevant 
in the euro area cases, but it should have been. Financial sector restructuring generally has been less 

49. As noted, the Philippine program was an extension of previous programs, and it was associated with only two new letters 
of intent.

50. One reason there was only one Icelandic letter of intent in the fi rst year was that the review of Iceland’s program was 
held up by the United Kingdom and Netherlands in a dispute over the government of Iceland’s responsibility for deposits in 
foreign branches of the failed Landsbanki.
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extensive in Europe than it was in Asia. Other structural reforms have been less pervasive or emphasized 
in the European cases. And private sector involvement has been limited but, more extensive than in Asia. 
Foreign exchange policy was not in play in the euro area during the crisis. 

Th e last three dimensions concern the institutional and economic environment. Th ere was no 
institutional context at the time of the Asian crises, and there was a decidedly defi cient but highly 
constraining institutional environment in Europe, in particular in the European Union. Th e global and 
regional economic environment was more conducive to recovery for Asia than for Europe. But the negative 
impacts of the European crises on the global economy have been substantially larger than those of the Asian 
crises even though the global economic footprint of the core group of European crisis countries, excluding 
Italy and Spain, is smaller than the footprint of the immediately aff ected countries in Asia.

CRISIS OVERVIEW

Th e distinction between liquidity and solvency crises is diffi  cult to establish and not particularly opera-
tional in the case of countries and their governments, in particular, taking into account the fact that in-
solvent banks often have the implicit or explicit guaranty of their governments, which can lead to liquidity 
problems for governments that may turn into solvency problems. Th e challenge is that it is diffi  cult to 
make this judgment ex ante or in the smog of crisis. In addition, a liquidity crisis, if mishandled, can 
become a solvency crisis, which is the central message of the literature on multiple equilibria.51 

Absent suffi  cient temporary liquidity support, the risk is that when a country struggles through 
raising taxes, cutting spending, and raising interest rates to meet its immediate external and fi scal 
commitments, it will weaken the growth rate of its economy and the denominator of its sovereign debt 
ratio. Nevertheless, for governments, the issue is primarily one of a political willingness to pay, not an 
ability to pay. But the willingness of the body politic to support policies to continue to pay its debts and 
the government’s debts evaporates. Th e deteriorating domestic support has adverse consequences not only 
for the country and its citizens, but also for its neighbors and the global economy. Striking this diffi  cult 
balance is one of the rationales for low-cost external fi nancial support from institutions such as the IMF. 
Th e IMF provides a blend of fi nancing and adjustment. Th e former meets short-term liquidity needs and 
helps to stave off  insolvency, or more precisely, default, in return for changes in policies that increase the 
capacity of the country to repay not only the IMF and other sources of fi nancial support but also other 
creditors. In other words, conditionality is essential, but all whip and little wampum invites failure.

Viewed through this lens, the Asian fi nancial crises were primarily liquidity crises and the European 
fi nancial crises involve solvency to a greater degree.52 It was not entirely clear in 1997, but in retrospect, 
two aspects of the Asian countries’ crises support this judgment. 

First, the stock and fl ow fi scal positions of the governments were suffi  ciently strong that they could 
absorb the fi scal eff ects of recession. Th e governments could take onto their balance sheets some of the 

51. See the application of this analysis to the European crises by Paul De Grauwe and Yuemei Ji (2012).

52. I am indebted to Jeff rey Shafer for a conversation in which he shared this perspective.
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losses of fi nancial and, indirectly at least, nonfi nancial institutions without calling into question the 
governments’ willingness to repay the resulting increase in debt as a percent of GDP. 

Second, these countries were growing rapidly before the crises and were likely to be able to resume 
healthy rates of growth after the crises, which would assist in reducing debt burdens, scaled by GDP, after 
the crises had passed. To illustrate, for the fi ve Asian crisis countries, the average growth rate of real GDP 
in the three years before their crises in 1997–98 was 7.8 percent. In the six years from 2000 to 2005, their 
growth rate averaged 5.0 percent, which was signifi cantly slower than during the pre-crisis boom years but 
still enough to support a trend toward lower debt stocks as a share of GDP. Consequently the average ratio 
of their gross government debt to GDP went from 69 percent in 1999 to 45 percent in 2005.53 

Contrast the situation in Europe. Th e average growth rate for the crisis countries was a not-too-
shabby 4.8 percent before the crisis—7.8 percent in the East European countries and 3.3 percent in the 
euro area countries.54 Th e projected average growth rate for 2013 to 2018 is only 1.5 percent—2.7 percent 
for the East European countries and 0.9 percent for the euro area countries.55 Th e projected post-crisis 
European growth rates, on average, fall short of their pre-crisis growth rates by about the same amounts 
in percentage points as in the Asian cases but by much larger amounts as a percent of the pre-crisis rates. 
Moreover, these meager growth rates will not contribute much to boosting the denominators of debt ratios 
going forward. Consequently, the IMF staff  in its April 2013 Fiscal Monitor (IMF 2013a) projects that the 
average general government gross debt of the European countries as a percent of GDP will decline from 96 
percent of GDP in 2012 only to 90 percent of GDP in 2018; the projected declines are from 51 percent 
to 48 percent in the three East European countries and 118 to 112 percent for the euro area countries and 
Iceland.56 

Th e inclusion of Iceland with the euro area countries improves the euro area fi gures because its debt 
ratio is projected to decline by 27 percentage points of GDP from 99 percent to 72 percent. However, 
Iceland’s crisis reinforces the basic point that the European crises are more like solvency crises, requiring 
debt write-downs. Iceland chose to force its banks to default on their external debts and thereby avoided 
taking those debts onto the government’s balance sheet. Cyprus is doing the same, and fi ve write-downs of 
Greek debt have already been arranged so far.57 More write-downs and stretch-outs that objectively reduce 

53. I use the IMF (2013g) WEO data in these calculations and use data for 2000 for Indonesia.

54. In these calculations, I omit Cyprus and include Iceland with the euro area countries.

55. One might argue that these projected growth rates by the IMF staff  in the April 2013 World Economic Outlook (IMF 
2013g) are excessively pessimistic in order to correct perceptions of past mistakes, but over the past three years the IMF staff  
appears to have been too optimistic, which is the natural bias with respect to countries in crisis.

56. See footnote 54.

57. Th e IMF staff  rejected the fi rst private sector involvement (write-down) for Greece because it provided insuffi  cient debt 
reduction with the result that the entire operation took more than eight months, while the Greek program was on hold, and 
was only completed in February 2012. By the end of that year, another partial write-down was required in the form of a 
debt buyback as part of a further revision in the Greek program. Meanwhile, there have been three instances of offi  cial sector 
involvement in Greece, reducing interest rates, stretching out maturities, and as a result reducing the net present value of 
Greek debt. See IMF (2013f).
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the net present value of debt claims are likely before the European crises are over. Aside from the standstill 
and refi nancing of the debts of Korean banks to foreign banks, a loose pledge of bank support in Th ailand, 
and the private sector workouts in Indonesia, there was nothing comparable in the Asian fi nancial crises.

On the other hand, a much larger amount of external fi nancing has been provided to help overcome 
the European crises than was provided for the Asian crises; see tables 5a and 5b. Total commitments to 
the four Asian countries, excluding Malaysia for these calculations, averaged 9 percent of GDP in the pre-
crisis year, 4 percent of GDP came from the IMF, or 810 percent of their quotas on average. In contrast, to 
date and counting, total commitments to the nine European countries, excluding Italy, have averaged 37 
percent of GDP, 11 percent of GDP from the IMF, or 1680 percent of their quotas on average, excluding 
both Italy and Spain.58 Th e generally wealthier euro area countries, in most cases, have already received 
more external fi nancial support than the Asian countries, but the associated fi rewalls have been insuffi  cient 
to stem the spread of the euro area crises.59 

Th e IMF did not provide a substantially larger share of total commitments of fi nancial support in 
Asia than in Europe.60 Excluding Spain, where there has been no IMF fi nancing to date, the IMF share in 
Europe has been 28 percent, compared with 35 percent in Asia. Even if Spain is included, the IMF share 
falls only to 24 percent.61 (See tables 5a and 5b.) Th e IMF supplied more than half the external fi nancing 
commitments for Hungary and Romania, and aside from the Philippines, it supplied in Asia the maximum 
amount of 35 percent in Korea.62 

From this perspective, concerns about the IMF’s minor role in Europe and loss of leverage as a major 
player (see Goldstein 2011) may already have been overtaken by prior events. However, during the Asian 
crises, the IMF was short of fi nancial resources, and that has been less true in the European context.63 

58. Table 5b excludes the short-term bilateral fi nancing provided to European central banks during the European crises 
by the Federal Reserve, which was unlimited with respect to the ECB. Th at support for European central banks peaked at 
$413.9 billion at the end of 2008; of those funds $306.2 billion went to the ECB. In the second phase, Federal Reserve 
support for the ECB peaked at $89.3 billion in February 2012.

59. Korea’s support from the IMF, as a percent of its quota at the time, was commensurate with some of the European 
programs, but not as a percent of its GDP. Indonesia’s support from the IMF was commensurate with support to date to 
Cyprus on both measures, and the total commitments to Indonesia were commensurate to those to Hungary and Romania 
as a percent of GDP.

60. See Rhee, Sumulong, and Vallée (2013) in this volume.

61. For the euro area the respective shares, with and without Spain, are 20 and 25 percent. Th e IEO report comparing the 
IMF’s role in Indonesia, Korea, and Brazil includes slightly diff erent fi gures for IMF and non-IMF support for Indonesia 
and Korea (IEO-IMF 2003b, table 6), but they do not alter the basic comparison. Th e IEO report also questions the 
availability of the second-line-of-defense support for those countries, but a commitment was made even if the authorities 
chose not to pursue its availability.

62. Th e remainder of the fi nancing in Korea came from the World Bank, the Asian Development Bank, and the second line 
of defense, which was not implemented by Korea.

63. Pisani-Ferry, Sapir, and Wolff  (2013, 78 and 86) report that some observers believe that it was fundamentally 
inappropriate for the IMF to be involved in the euro area at all and recommend that in the future the IMF’s fi nancial role 
be merely token or catalytic along the lines of its 10 percent share in Cyprus. In contrast, Takaji (2010) argues that at least 
in the fi rst phase of the European crises, the fact that the IMF was less dominant and was required to cooperate with other 
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Moreover, in Asia the IMF was more dominant than it has been in Europe because in Asia much of the 
non-IMF fi nancing was hardwired to IMF programs.

In particular in light of European complaints about overly generous external fi nancial support for the 
Asian countries in crisis, this pattern looks like the application of a double standard. Moreover, providing 
more fi nancing to Europe is inconsistent with the view that in Asia the crises were tilted toward liquidity 
interpretations, justifying more generous fi nancing, and in Europe they have been tilted toward solvency 
interpretations, justifying more bail-in and less bailout. 

On the other hand, it can be argued with some merit that circumstances are diff erent in the European 
crises. Takagi (2010) argues that the IMF and its backers learned the lesson from the Asian crisis that 
more fi nancing is better. Bergljot Barkbu, Barry Eichengreen, and Ashoka Mody (2011) also note the 
trend toward larger bailouts and away from bail-ins as a pattern extending from the 1980s debt crises, 
to the Tequila crises, the Asian crises (and their aftermath in Russia, Turkey and Argentina), and now 
the European crises. Even as they decry this trend from the standpoint of effi  ciency and fairness, these 
authors note that this trend refl ects at least in part the increasing integration of the world economy and in 
particular the globalization of capital fl ows. From this perspective, Europe qualifi es on both economic and 
fi nancial grounds. 

It should also be noted that, notwithstanding the scale of fi nancial support in the European crises, 
eff orts by the European authorities and the rest of the international community decisively to turn the tide 
have so far failed; Europe is in recession. Crisis management in Europe has failed to end the crises quickly. 
In the Asian crises, on average the countries required two and a half years to restore economic activity to 
the pre-crisis level. In Europe, the average for the non-euro area countries is projected to be seven years; 
and the time period will be more than 10 years for most of the euro area countries.64 

POLICY PRESCRIPTIONS

In this subsection, I compare and contrast policy prescriptions for the Asian and European crisis programs 
with respect to fi scal policies, monetary policies, fi nancial sector restructuring, other structural reforms, 
private sector involvement, and foreign exchange policies. Th e objective is to reach a judgment about 
whether the adjustment programs have been tougher or easier in Europe than in Asia.

Fiscal Policies

One of the enduring myths is that the IMF, with the support of the advanced countries, imposes on coun-
tries in crisis a one-size-fi ts-all approach to fi scal policy in program countries and that the IMF policy ap-
proach in the Asian crises is exhibit A. Th e Independent Evaluation Offi  ce of the IMF (IEO-IMF 2003a) 

stakeholders was a positive development. A related issue has been the use of IMF fi nancing for fi scal support, in domestic 
currency, and to recapitalize banks, rather than exclusively for balance of payments fi nancing. However, this expanded use of 
IMF fi nancing has been an element in programs dating back at least to the Mexican crisis in 1995, only the scale of lending 
for these other purposes has been larger in the European crises.

64. Ireland is projected to reach that point in 2015 after six years.
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conducted an exhaustive analysis of fi scal policy prescriptions in a broad cross-section of country cases, 
including the four Asian crisis countries, from 1993–2001 and found essentially no support for the fi scal 
myth: Fiscal targets are not set on the basis of one size fi tting all and they are revised in a fl exible manner. 
On the other hand, programs often failed to achieve their targets because they were based on overoptimistic 
growth projections.

Based on World Economic Outlook (WEO) data for general government net lending or borrowing 
in the fi ve Asian countries, fi scal policy was less restrained (larger defi cits or smaller surpluses) in 1998 
than 1997. Th e same was true in 1999, except in Indonesia, where fi scal policy tightened in 1999, but 
the trend toward relaxation resumed in 2000 and 2001. Unfortunately, we do not have consistent data on 
structural defi cits for the Asian countries. For Korea and Th ailand, where we do have data from the WEO 
(IMF 2013g), there was a small fi scal tightening of 0.4 percent of potential GDP in 1998 in Korea, but 
in Th ailand there was a loosening by 2 percentage points. Moreover, government expenditures rose as a 
percent of actual GPD in all the Asian countries in 1998, with the exception of Indonesia where they fell 
by 0.2 percent; the enlarged Indonesian fi scal defi cit was due to a decline in revenues.

Th e initial program in Th ailand, which is often cited as the poster child for the IMF’s austerity bias in 
Asia, envisaged a slight fi scal tightening to compensate in part for the costs of government rescues of large 
parts of the Th ai fi nancial system.65 However, this critique fails to take into account the fact that programs 
and letters of intent are negotiated documents and are published. Fiscal policy is based on projections 
for the economy. In the Th ai case, the authorities refused to accept publicly a projection of an economic 
contraction for 1998 in either of their fi rst two letters of intent, in August and November 1997, fearing 
the impact on confi dence.66 It is diffi  cult to advocate fi scal expansion for an economy when it is in crisis 
but not in recession. It later emerged that the Th ai economy was already contracting in 1997, on a year-
over-year basis, and declined by an additional 10 percent in 1998.67

In Korea, the story is roughly the same. In its fi rst and second IMF programs both in December 
1997, GDP growth was projected at 3 percent in 1998. By February, with a weaker outlook, the program 
was revised to permit automatic stabilizers to work. By May 1998 growth had been lowered to −1 to −2 
percent and fi scal policy, rather than anticipating budget balance, was revised to a defi cit of 1.7 percent of 

65. General government gross debt rose by 15 percentage points of GDP between 1997 and 1999.

66. In the August program, 1997 growth was estimated at 2.5 percent and projected to be 3.5 percent in 1998. Th e public 
sector balance was projected to be a defi cit of 1.6 percent of GDP in 1997 after a surplus of 2.2 percent in 1996 and then 
tighten to surplus 1 percent in 1998 (IMF 1997).

67. To his credit, then-Treasury Secretary Lawrence Summers expressed strong skepticism about the initial projection of 
positive growth in Th ailand and the tightening of fi scal policy in the program. Two years later, he and others had recognized, 
or remembered, that devaluations can be defl ationary through expenditure reduction in the short run, weakening the case 
for promoting domestic expenditure reduction via fi scal restraint to facilitate expenditure switching to external demand 
(Summers 2000). Th e earlier myopia was not confi ned to the IMF at the time. At the Federal Reserve (1997) in November 
1997, average growth in developing economies in 1998 was marked down by only 1.5 percentage points below estimated 
growth in 1997, and growth was projected to more than recover in 1999. As far as one can discern from the public record, 
outright recession was not anticipated in any of the Asian crisis countries. A big boost to Asian growth was expected from 
their real deprecations and consequent improved current account positions. 
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GDP. In the event, real GDP contracted by 5.7 percent. Th us, the fi scal restraint in Asia was suboptimal in 
retrospect, but very short-lived, and it is an open question of the extent to which fi nancial institutions and 
domestic bond markets at the time could have absorbed large increases in government debt. Nevertheless, 
the myth of deep fi scal contractions in the Asian crisis countries persists to this day.68

Comparisons with the European crises are diffi  cult because the ex ante fi scal circumstances were 
diff erent in part, but only in part, because the European crises occurred in the aftermath of the global 
fi nancial crisis and recession. On the same basis as used in the discussion of the Asian cases (general 
government net lending or borrowing), defi cits were larger in six of the nine countries (excluding Cyprus) 
in the fi rst program year than in the year before, but only in two countries in the second program year.69 

For the European countries we have a consistent series of general government structural defi cits for 
each country, and on this basis only one country had a larger defi cit in the fi rst (and second) year of its 
program: Iceland. On an objective standard of the risk from dangerously high levels of debt, even without 
accepting the hypothesis of a tipping point at some level, but relying on interest rates on government debt 
as an indicator, many of the European crisis countries had no choice but to tighten their fi scal policies. It 
is also true that, by the late spring of 2010, the international policy mood had shifted to a focus on exiting 
from the extraordinary stimulus measures adopted in 2008 and 2009 as the global economy appeared to be 
bouncing back. At the G-20 Summit in Toronto on June 27, 2010, the leaders declared: 

To sustain recovery, we need to follow through on delivering existing stimulus plans, while working 
to create the conditions for robust private demand. At the same time, recent events highlight the 
importance of sustainable public fi nances and the need for our countries to put in place credible, 
properly phased and growth-friendly plans to deliver fi scal sustainability, diff erentiated for and tai-
lored to national circumstances. Th ose countries with serious fi scal challenges need to accelerate the 
pace of consolidation.

As part of their framework for strong, sustainable, and balanced growth, they also agreed:

Sound fi scal fi nances are essential to sustain recovery, provide fl exibility to respond to new shocks, 
ensure the capacity to meet the challenges of aging populations, and avoid leaving future generations 
with a legacy of defi cits and debt. Th e path of adjustment must be carefully calibrated to sustain the 
recovery in private demand. Th ere is a risk that synchronized fi scal adjustment across several major 
economies could adversely impact the recovery. Th ere is also a risk that the failure to implement 
consolidation where necessary would undermine confi dence and hamper growth. Refl ecting this 
balance, advanced economies have committed to fi scal plans that will at least halve defi cits by 2013 
and stabilize or reduce government debt-to-GDP ratios by 2016.

68. See Park, Ramayandi, and Shin (2013), Rhee, Sumulong, and Vallée (2013), and Takagi (2010).

69. For Italy and Spain, the de facto fi rst program year is 2012. Italy’s defi cit narrowed that year, Spain’s widened.
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Th is mood contributed to the new UK government’s decision to address that country’s fi scal defi cit 
aggressively. It is somewhat ironic that in current projections (IMF 2013a), the only two advanced 
countries that will fail to fulfi ll their defi cit commitments are Canada, which had a defi cit of only 5.2 
percent of GDP at its peak in 2010, and the United Kingdom.70

Th us, I conclude that the fi scal policy requirements of adjustment programs in Europe were harsher 
than those in Asia, but with generally good reason. Th e fi scal situations of most of the European crisis 
countries were more precarious. Moreover, in Europe, countries faced dual fi scal conditionality from the 
IMF and from the European Union’s “excessive defi cit procedure.” Th e latter could be relaxed and has been 
in some cases, but the longer-term targets remained intact. 

Monetary Policies

Th e monetary policies that the Asian crisis countries were required to adopt also continue to be contro-
versial but less so. All countries initially sharply increased their interest rates to help stabilize their econ-
omies and arrest the free fall of their currencies.71 Although many agree with the analysis of Jason Furman 
and Joseph Stiglitz (1998) that the increases in interest rates further weakened banks and the real economy, 
the truth is that large parts of the fi nancial systems in these economies were already insolvent by the time 
that interest rates rose and not positioned to support the resumption of growth. Moreover, the peaks in 
interest rates were in either the fi rst or second quarter of 1998, and rates began to decline once conditions 
stabilized somewhat.72 Th e more frequent assessment of this period is that increases in interest rates were 
associated with some collateral damage to fi nancial institutions and economies, but the alternative of easier 
policy and continued currency declines would have had worse eff ects; see Noland (2000a) and Takagi 
(2010). 

In the European crises, interest rates were increased in each of the non-euro area countries. In the 
context of the global fi nancial crisis and its aftermath, the ECB lowered interest rates, but arguably not 
enough, and the interest rate increases in 2011 were a mistake. In addition, it has been argued that the 
ECB could have, and should have, controlled increases in interest rates on government debt with its open 
market operations. It tried with its Securities Market Program (SMP) in 2010, but backed off  because 
of intense internal criticism and criticism within the euro area. I accept the criticism that European 
institutions and political economy were not conducive to the ECB playing this role. It did not have a 
unifi ed governmental partner. But even the ECB, the one strong, established euro area institution, was not 
up to the task before it.

70. Japan was given a pass at the time.

71. Park et al. note that in each of the Asian crisis countries, except the Philippines, there was a negative foreign exchange 
premium, suggesting that, in part, the interest rate increases were catching up with the market.

72. Even in Malaysia without an IMF program interest rates rose 250 to 300 basis points before declining, and in the 
Philippines with its milder crisis, by 300 to 400 basis points. Th ese data are from the IMF (2001).
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On balance, monetary policy prescriptions were not that diff erent in Europe than they were in Asia, 
but a case can be made that the IMF was softer on Europe in not insisting that the ECB run an easier 
policy.

Financial Sector Restructuring

Turning to fi nancial sector restructuring, in the Asian fi nancial crises, countries chose or were required to 
undergo a substantial restructuring of their fi nancial systems and promote domestic equity and debt mar-
kets.73 Financial institutions were closed, including more than 25 private banks in Indonesia and more than 
50 fi nance houses in Th ailand. Others had their operations suspended or merged, including 21 of 30 mer-
chant banks in Korea. Some fi nancial institutions were taken over by governments, including two major 
banks in Korea, which the IMF wanted to be closed, and six commercial banks and fi ve fi nance companies 
in Th ailand. Capital standards were raised. Asset management companies were established in most coun-
tries including Malaysia, which also employed a vehicle under the central bank to recapitalize viable banks 
and consolidate the banking system. Th e Basel Core Principles of Eff ective Banking Supervision were em-
braced as part of eff orts to beef up supervision and regulation.74 Th ese issues were of central concern at the 
time, including with respect to Japan, which was wrestling with its own banking sector issues. 

I dwelt almost exclusively with fi nancial system reform and sequencing in remarks at a conference 
at the Federal Reserve Bank of Chicago (Truman 1999) on lessons from the crisis. Th en-Secretary of the 
Treasury Summers (2000, 12 and 13) reviewed the lessons of the Asian crisis from a broader perspective 
a few months later. In his address, he advocated prompt action “to maintain fi nancial stability, by moving 
quickly to support healthy institutions and by intervening in unhealthy institutions. Th e loss of confi dence 
in the fi nancial system and episodes of bank panics [in Asia] were not caused by necessary interventions in 
insolvent institutions.” Th ey were caused by delays in addressing nonperforming loans, by implicit bailout 
guarantees and associated gambles for redemption, by deposit guarantees that were not fi scally credible, 
and by political distortions. He recognized, but expressed a certain degree of skepticism about, moral 
hazard concerns with respect to bank bailouts, noting those concerns can be exacerbated by incentive-
incompatible policies and schemes before he concluded “Th us, it is certain that a healthy fi nancial system 
cannot be built on the expectation of bailouts.”

In contrast, although banking sector stabilization has been prominent in some European crisis 
programs, in particular those for Iceland, Ireland, Spain, and Cyprus, comprehensive fi nancial sector 
restructuring has not fi gured prominently beyond unavoidable stabilization and rescue operations. In the 
Irish case, the cleanup started in 2008 with the outbreak of the global fi nancial crisis, but Ireland’s IMF 
and euro area programs, for example, have not settled the issue of unsecured, unguaranteed creditors. 

73. See Simon Johnson (2013) for more details on policy advice and actions with respect to fi nancial sectors during the 
Asian fi nancial crises. Marcus Noland (2000a, 222–226) summarizes Korean actions.

74. Th e Basel Committee on Banking Supervision and Regulation promulgated the Core Principles for all countries, but 
in particular for those were that were not members of the Basel Committee in September 1997. Th ey were developed as a 
response to problems revealed by the Tequila crisis in 1994–95.
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(See Pisani-Ferry, Sapir, and Wolff  (2013, 57) and Alan Ahearne (2012).) European central bankers and 
regulators also have participated in the eff orts centered at the BIS and the Financial Stability Board to 
reform the global fi nancial system. Th ey instituted EU-wide institutional changes along lines advocated by 
the group that Jacques de Larosière et al. (2009) chaired on supervisory reforms in the European Union. 
But until 2012, fi ve years after the outbreak of the global fi nancial crises, with failures in fi nancial systems 
and in supervision and regulation at its core, the Europeans had not directly confronted issues of banking 
system supervision and regulation, as they are now doing under the rubric of creating a European banking 
union. However, even those belated eff orts have been focused on the prevention and management of future 
crises rather than on cleaning up after the current crisis. In the fall of 2011, the IMF sounded the alarm 
about euro area wide weaknesses of banking systems to the consternation of the European authorities. 
In 2013, in its Global Financial Stability Report (IMF 2013b), the IMF staff  raised concerns about the 
overhang of corporate debt in the euro area and the implications for fi nancial stability.

It is understandable that, at the start of the global fi nancial crisis, the focus of European authorities 
was on the stabilization of the banking system, initially to prevent a Lehman-style event in Europe, and 
European governments were moved to rescue many banks often with substantial consequences for their 
fi scal positions. Subsequently, because of the central role of banks in fi nancial intermediation in Europe, 
the focus has been on facilitating the resumption of growth and limiting immediate fi scal costs of fi nancial 
rescues rather than on reform or the transformation of the fi nancial system. Compared with the Asian 
crises, European actions in this dimension have been part of some IMF programs, but not aggressively 
pursued as advised and analyzed by outside observers such as Goldstein and Véron (2011), Posen and 
Véron (2009), Véron (2007), and Véron and Wolff  (2013).75

On balance, although there are some exceptions, I conclude that fi nancial sector reform has been less 
rigorous and comprehensive in Europe than it was in Asia, even though in Asia it was far from complete.

Other Structural Reforms

With respect to the promotion of structural reform, other than in the fi nancial system, programs in the 
European crisis countries appear to have been less rigorous than in Asia, where structural conditions were 
rampant. Th is type of comparison is diffi  cult to make, however. First, one is comparing feta cheese in 
Greece with cloves in Indonesia. Second, as noted in Barkbu, Eichengreen, and Mody (2011, 19–21), 
counting the number of structural conditions is a crude indicator, at best loosely correlated with completed 
reform, even before trying to weigh their importance. On the other hand, the euro area crisis countries 
were subject to a second letter of intent and memorandum of understanding (MoU) with the European 
Commission. According to Pisani-Ferry, Sapir, and Wolff  (2013, 16), “Th e European MoU is signifi cantly 
more detailed and includes conditions, for example of a structural character, that are not part of the [IMF] 

75. Véron (2013) is somewhat more optimistic about prospects for taking the fi rst steps toward establishing a European 
banking union and breaking the doom loop between banks and the sovereign governments that implicitly or explicitly stand 
behind them, but it is late in the game.
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MEFP [memorandum of economic and fi nancial policies]. IMF conditionality therefore covers a narrower 
scope than European conditionality.”

Th e most prominent structural reforms in the programs associated with the European crises have 
been linked to reform of fi scal systems and reduction of gross government debt via privatization. Th e 
apparent overall lack of attention to non-fi scal structural reforms is surprising because one of the principal, 
putative causes of the European crises was the deteriorating relative competitiveness of the aff ected 
economies. One might have thought that IMF-supported and EU structural reform programs would 
have addressed some of these issues, but aside from a few references to labor market reforms, and cuts in 
minimum wages in Greece and Portugal, the emphasis has been on pension and other reforms that have 
fi scal implications. Most summaries of the programs of the European crisis countries do not highlight 
reforms that are intended to improve relative competitiveness.76

According to the IMF (2013c) ex post assessment on the fi rst Greek program, the successive letters 
of intent contained 21 prior actions and structural benchmarks relating to the fi scal sector, nine relating 
to competitiveness, and nine relating to the fi nancial sector. Curiously, the ex post evaluation is critical of 
the lack of parsimony with respect to such benchmarks while at the same time criticizing the lack of results 
other than in meeting the overall fi scal target.

With respect to competitiveness, in the wake of the crises, many critics have argued that there was a 
dramatic loss in competitiveness in all the euro area crisis countries. Germany experienced a real eff ective 
depreciation of 5 percent from the end of 1998 to 2006 using the broad BIS CPI-adjusted series. In 
contrast, the euro area crisis countries had real eff ective appreciations that ranged from 7 percent in Italy 
and 10 percent in Cyprus and Greece, to 17 percent in Spain and 24 percent in Ireland.77 Only the last 
two countries experienced a serious decline in global competitiveness. Relative to Germany, which is the 
relevant comparator with respect to correcting internal imbalances, the real depreciation ranged from 13 
percent for Italy to 30 percent for Ireland. Over the next six years, the euro area’s current account position 
and economic recovery were boosted by real eff ective depreciations almost across the board, from marginal 
depreciations in Greece to 8.5 percent in Germany and 9.5 percent in Ireland. Except for Ireland, all 
countries lost further ground relative to Germany, but the losses were small.

76. See the website of European Commission, Economic and Financial Aff airs (http://ec.europa.eu/economy_fi nance/assis-
tance_eu_ms/index_en.htm), and Henning (2011).

77. In Europe, this debate is normally conducted in terms of exchange rates adjusted by relative unit labor costs (ULC). 
I prefer measures based on consumer price indexes (CPI) because they are more transparent and straightforward and, 
ultimately aside from the eff ects of value added taxes, it is the latter comparison that aff ects trade fl ows. Consistent 
measurement of unit labor costs involves a large number of intervening steps. Generally, the two approaches yield broadly 
the same results. However, for the euro area crisis countries from the end of 1998 to the end of 2006, the ECB’s CPI-based 
indexes show less or the same real appreciation as its ULC-based indexes, and less real depreciation for Germany. From 
the end of 2008 to 2012, the improvement in competitiveness is the same or larger on the ULC-based indexes, except 
for Germany which again goes the other way. Th e IMF (2013c) ex post evaluation of the fi rst Greek program also notes a 
divergence between the 9 percent decline in Greece’s ULC-based real eff ective exchange rate through March 2012 and the 3 
percent decline based on CPI.

http://ec.europa.eu/economy_finance/assistance_eu_ms/index_en.htm
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A reasonable conclusion is not just to point to serious competitiveness issues within the euro area, 
but also to ask whether the German surplus contributes to global imbalances. Post-unifi cation, Germany 
was very successful in strengthening its price competitiveness. But, in addition, Germany’s membership in 
the euro area has benefi tted Germany immensely by boosting its international competitiveness relative to 
pre-euro arrangements. Many of its euro area partners have paid a high price ex post for their memberships.

Private Sector Involvement

As already discussed above, in the context of the liquidity-solvency dimension of these crises, private sector 
involvement (PSI)—seeking or imposing fi nancial contributions from private sector investors to help fi -
nance or reduce the present or future fi nancial requirements of governments of crisis countries, including 
with respect to their banks—was limited in the Asian fi nancial crises and already has been more prominent 
in Europe, though not universal in all cases, with a good chance of more to come. 

In Asia, the offi  cial sector encouraged foreign banks to maintain their exposures in Th ailand, without 
much success. Th e offi  cial sector also encouraged the settlement of foreign bank claims on Indonesian 
banks and corporations, but as Roubini and Setser (2004, 153) observe, the eff ort with the banks “was 
less about avoiding a bad outcome and more about cleaning up the fi nancial mess that results when an 
economy and a fi nancial system implode.” Th e one signifi cant element of private sector involvement in 
Asia was the decision to seek a foreign bank standstill on claims on Korean banks, and the foreign banks’ 
subsequent funding of those claims into longer-term instruments. Th e offi  cial sector made the banks’ 
agreement to this approach a condition of increasing the pace of offi  cial sector disbursements in the second 
Korean program. At the time, a few days before Christmas 1997 when the offi  cial sector decided to try this 
“hail Mary” rather than to give up and watch a further implosion of the Korean economy and fi nancial 
system, this new strategy was regarded as highly problematic. By dint of hard work and considerable 
coaxing and cajoling before and after the New Year, it looked like a piece of cake and many observers 
felt, and still feel (Simon Johnson 2013), that the foreign banks made out like bandits because the fi nal 
agreement involved a step-up in interest rates along with a commitment to longer maturities.

In Europe, the question has not been whether, but when and how, to impose losses on private sector 
creditors, via informal understandings, formal negotiations, or unilateral government action. Iceland chose 
the third route: capital controls and de facto repudiation of the foreign debts of its major banks as those 
failed institutions were resolved. Th e IMF press release on November 19, 2008 on the IMF executive 
board’s approval of Iceland’s program states that the program would include such controls as part of the 
comprehensive and collaborative strategy for restructuring the banking system, which was already well 
underway, “ensuring the fair and equitable treatment of depositors and creditors of the intervened banks.” 
Domestic creditors took their losses, and foreign creditors with merit, but with little result, claim that they 
did not receive fair and equitable treatment. In the fall of 2008, the issue in the rest of Europe, of course, 
was preventing a run on the banks that were major holders of sovereign debt. As in Korea in November 
1997, forcing standstills or stretchouts on banks as creditors was regarded as a sure way to encourage such a 
run. 
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Next were the East European crises, in which the informal understandings under the Vienna 
Initiative aimed at recapitalizing the East European banking systems and maintaining the investments 
and exposures of West European banks. Th e benefi ciaries were not just the countries with IMF programs. 
Åslund (2010) gives the initiative high marks, but he also notes many unresolved problems remain in terms 
of restructuring the banks and banking systems. In other words, losses may remain to be taken by the 
private sector rather than socialized on the balance sheet of the public sector.

Th e ECB was the principal proponent of caution with respect to aggressive private sector involvement 
either via negotiation or unilateral government action. Neil Irwin (2013, 290) reports that Jean-Claude 
Trichet lobbied long and hard against bailing in government or bank creditors, and that no one was angrier 
than he at the French-German agreement at Deauville in October 2010, which, as far as markets were 
concerned, opened the door to this possibility sooner rather than later. One can suspect that the ECB 
position also was motivated by a desire to protect its own balance sheet. Th e result has been little in the 
way of systematic private sector involvement in bank resolution and larger burdens placed on government 
balance sheets. On the other hand, public anger at bailing out governments and banks runs high, which 
was one of the motivations behind the ill-timed Deauville agreement.

Greece had been regarded as special, regardless of whether it or the rest of Europe deserved that 
treatment or not. Th e debate over the treatment of its debts still rages; see Pisani-Ferry, Sapir, and Wolff  
(2013) for a recent argument that the offi  cial sector should have entertained debt reduction during the fi rst 
fi ve months of 2010. See also the IMF (2013c) ex post evaluation of exceptional access under the 2010 
standby arrangement, on the one hand, and Barry Eichengreen (2013)—a long-time advocate of debt 
reduction—on the other. 

On May 20, 2010, I addressed this issue in congressional testimony (Truman 2010b):

Some observers advocate an immediate adoption of an alternative approach that would involve a 
restructuring in which the stock of Greek government debt would be written down. A restructuring 
may ultimately be necessary, but it is not a cheap or easy way out. Th e broader negative ramifi ca-
tions for the world economy and fi nancial system could be severe right now while the recovery is still 
fragile. Moreover, if there is to be a restructuring of Greek debt, it should be a one-time event, and 
its appropriate dimensions are obscure right now.

Of course, opinions can diff er—these are not easy issues—but I am disinclined to revise the 
judgment I had at that time.78 Th e contagion argument is the most compelling. If the IMF or non-
Europeans had insisted on a deep reduction in the face value of Greece’s debt in May 2010, it would have 
exacerbated the already rampant spread of the euro debt crises under conditions where the Europeans had 
not yet established even the fl imsiest of fi rewalls. In addition, there is the fact that one could not know 
in May 2010 how much debt reduction was required to put Greece back on the road to economic and 
fi nancial recovery. Th ere have already been fi ve such exercises, involving private and offi  cial creditors, and 
many observers think that there are more to come. We still do not know how much debt reduction it will 

78. I was comforted at the time that Michael Mussa (2010) and I agreed.
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take. Moreover, offi  cial creditors were generally reluctant to dial back the heat on the Greek authorities to 
follow through on their needed reforms. It was not a pretty picture. 

Weaker arguments favoring debt reduction for Greece in May 2010 are: (1) Greece’s debt was a 
burden holding back recovery of the Greek economy; the added uncertainty was small. (2) Th e IMF was 
forced to take on a large part of the total exposure to Greece; that is its job. (3) Th e Europeans would not 
have agreed; if it was the right thing to do, the other members of the IMF should have insisted upon doing 
it. (4) Generally, as argued in IMF (2013f), debt reduction is too little and too late; without a dramatic 
change in approach to PSI issues, early debt reductions will almost always be too small and need to be 
repeated. Without defaulting, Greece in 2010 could not have achieved the two-thirds reduction in the face 
value of its debt that Eichengreen argues was appropriate. 

On the other hand, after earlier amending its debt sustainability policies to introduce a systemic 
exception in the Greek case, the IMF has been proactive in forcing this issue.79 Th e IMF (2013c) ex post 
review is less than crystal clear on this important issue, but my reading is that, fi rst, it was right not to have 
debt reduction as part of the May 2010 Greek program, but it was a mistake to wait until March 2012 to 
implement debt reduction. 

Finally, in Europe, we have had the mismanaged PSI in the restructuring of Cypriot banks. True, the 
solution on its surface is structured to be private-sector-to-private-sector, but no one is fooled, in particular 
because one of the banks is already in government hands and another one or more banks, as of this writing, 
may soon follow.

No one is satisfi ed with where things are now on the PSI issue. Inter alia, private sector involvement 
in the European cases appears to have been dictated by a desire to limit the amount of offi  cial fi nancing 
rather than by the economic and fi nancial needs of the country or the desire to limit the fi nancial and 
monetary fragmentation of the euro area.

Th us, we have already observed more extensive private sector involvement (OSI) in the European 
crises than was the case in Asia where OSI was limited to a Paris Club agreement to reschedule Indonesia’s 
government debt to offi  cial creditors that did not involve a large amount and was not implemented until 
late 1998 well after the start of the crisis. More OSI is likely to come, and it may happen sooner rather than 
later. Some interpret the ECB’s potential use of its outright monetary transactions instrument (and the fact 
that it will give up its seniority if it does so) as a signal that there will be no more bailing in of euro area 
sovereign debt holders in the near future. Likewise, on June 10, an unnamed German offi  cial reportedly 
denied that there is a prospect of any further offi  cial sector involvement (net present value reduction 
through one means or another) in Greece; beware of offi  cial denials, particularly in an election year.

79. Pisani-Ferry, Sapir, and Wolff  (2013) highlight this modifi cation. In my view, as a procedural matter, the IMF debt 
sustainability “rules” were designed as, and should be viewed as, guidelines subject to adjustment as long as the adjustment 
is transparent and the IMF executive board can be held accountable for any exceptions and adjustments, which it was in the 
Greek case; witness the IMF’s release of its ex post assessment and the associated brouhaha. 
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Exchange Rate Policies

Th e fi nal dimension of diff erence between policy prescriptions in the Asian and European crises concerns 
exchange rate policies. First, it should be acknowledged that these policies, for better or worse, are the jeal-
ously guarded prerogative of governments—even of countries in crisis—notwithstanding the fact that the 
same governments have IMF obligations with respect to their exchange rate policies. Second, of course, 
markets do force events, at least with respect to devaluations. Th e IMF has some capacity to do so as well, 
once a country has taken the decision to turn to the IMF for assistance, which often happens after a de-
cisive change in exchange rate policies has already occurred—not before.

Th us, in Asia, Th ailand, Malaysia, the Philippines, Indonesia, and Korea had already abandoned 
their pegs before turning to the IMF for advice, fi nancial assistance, or renewed assistance in the case of 
the Philippines. Malaysia did not consult with the IMF when it loosened its peg in 1997 or in September 
1998, when it repegged and slapped controls on capital outfl ows. Once a country has a program with 
the IMF, the institution can encourage or discourage a particular policy approach. Th e normal IMF bias 
is in the direction encouraging exchange rate fl exibility, in particular downward so as not to dissipate 
international reserves. Th e facts are that real eff ective exchange rates (broad BIS measure) for four of the 
fi ve Asian countries did not experience much appreciation in the 1994 to 1996 period, with the exception 
of the Philippine peso, which appreciated 15 percent. Over the course of 1997, the average real eff ective 
depreciation was 27 percent, and to the credit of the authorities, by the end of 2000, the average real 
eff ective depreciation was sustained at a remarkable 23 percent. Normally substantial nominal depreciations 
get eaten up by acceleration in infl ation, but infl ation was generally under good control in these 
countries except for Indonesia, where authorities permitted further nominal depreciation of the rupiah to 
compensate for higher infl ation. 

In the policy community at the time there were extensive debates about exchange rate regimes. 
Th e debate featured a number of people who advocated corner solutions, sometimes with no preference 
between one and the other: an absolutely fi xed exchange rate, such as with a currency board, or a regime of 
an essentially freely fl oating rate.80 However, the Asian economies, except for Malaysia, which reverted to a 
fi xed rate in September 1998, chose ad hoc regimes of managed fl oating, but with less heavy management 
than before their crises. Th at management has permitted somewhat greater exchange rate fl exibility, but 
it also has been directed at sustaining competitive (some would say hypercompetitive) exchange rates to 
support current account surpluses and the substantial accumulation of international reserves as insurance 
against future crises.

80. John Williamson (2000) wrote a persuasive counterattack stressing the advantages of an intermediate option of exchange 
rates bands, baskets, and crawls. Summers is sometimes associated with favoring corner solutions at that time, but in 
Summers (2000) he only advocated moving away from “the middle ground of pegged but adjustable fi xed rates,” which was 
consistent with the Williamson view.
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In Europe, the principal shortfall on exchange rate policies was before the crises. Th e IMF and 
outside countries did not engage on the issue of euro membership and surveillance of the euro area was 
essentially nonexistent until 2008. 

Again with the exception of Iceland among the crisis countries, many countries were rushing toward 
the hard-peg corner. Th e hard peg was not the universal favorite, the United Kingdom and Sweden, in 
particular, continued to favor the opposite corner.

Once the European crisis hit, most currencies did not budge in real eff ective terms. Iceland’s krona 
had appreciated 10 percent from the end of 1998 to the end of 2006 (the BIS broad real measure). Th e 
krona then depreciated by 36 percent in 2008, and the net depreciation from the end of 2006 to the end of 
2012 was 38 percent. But Iceland was an exception. Hungary and Romania experienced real appreciations 
of their currencies of more than 40 percent from the end of 1998 to the end of 2006, but their currencies 
adjusted only marginally over the next six years. Th e Latvian lats had appreciated only 2 percent from 1998 
to 2006. After Latvia entered its crisis in 2008, many—including staff  within the IMF—argued that the 
lats should depreciate. Th e authorities stuck with the peg to the euro even though subsequent infl ation 
associated with tax increases meant that the lats appreciated by 18 percent in real eff ective terms by the end 
of 2012. 

Th e remaining European crisis countries were locked together in the euro area. Th e question is 
whether the IMF and non-European countries should have forced exchange-rate adjustments within the 
euro area; in other words, should they have advocated the departure from the euro of one or more euro 
area countries in crisis? Th is is not an easy question to answer. For better or worse, though documentary 
evidence is not available, I fi nd it diffi  cult to imagine that the management of the IMF or US offi  cials, 
as proxies for other countries, would have seriously advocated such a course of action. Th ey should have 
discussed it, and probably did, but the history of Article IV of the IMF Articles of Agreement and IMF 
practice over the past four decades has militated in favor of leaving these choices to the countries in 
question except in extreme cases, such as Th ailand in 1996–97. I doubt that either the IMF or its principal 
non-European shareholders seriously considered advising exit from the euro for any of the crisis countries. 
One piece of evidence is that the topic of possible exit is not discussed in the ex post review of the Greek 
program (IMF 2013c). Th e IMF staff  (IMF 2013d, 46), in its review of the second Greek program in 
March 2012, analyzed this issue and concluded it would have severe consequences both for Greece and 
European Monetary Union.

It is clear that several of the countries that joined the euro were not fully prepared for the 
consequences of giving up their monetary and exchange rate independence even though both were already 
were highly constrained at the time; see Hungary and Romania during their crises. However, Mulligans 
are not available to policymakers. Th e choice of leaving the euro would have been consequential for these 
economies. We do not yet have all the evidence that would be necessary for a robust counterfactual. My 
current judgment is that the costs of exit for these countries far exceeded the benefi ts. From the standpoint 
of the euro area itself and the non-crisis countries, the answer is much clearer. Th ey had a strong interest 
in maintaining the status quo for reasons eloquently argued by Anders Åslund (2012) reviewing exits 
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and subsequent disintegration of other monetary unions. Once one country exits or is forced to exit, the 
pressures and contagion are likely to be overwhelming on the remaining candidates to leave. Th e arguments 
that there could be an amicable disengagement or temporary exit are naïve; markets and/or domestic 
politics will force an exit, and neither governments nor the market will have the leisure for any negotiation 
that lasts longer than a weekend. 

In summary, the programs adopted in the European crises generally have been less demanding and 
rigorous than those in the Asian crises. In addition to the fact that Europe has received more fi nancing, 
which may be a program improvement, and to the fact that fi scal policies have been more stringent 
in Europe, which may be a mistake, the euro crisis programs have fallen short relative to the Asian 
standard. Th e ECB could have been required to have been easier on monetary policy. On fi nancial sector 
restructuring, despite some program content, the core issues have not been fully addressed—in particular 
on a euro-wide basis—to the extent that they were in Asia. On other structural policies, although 
again there are exceptions, the content has been less than in Asia, which operationally was a diff erent 
environment with respect to these policies. PSI has been more prominent in Europe than it was in Asia, 
but it probably should have been. On exchange rate policies, the failures in Europe were before the euro 
was introduced and in surveillance of the euro area after the introduction of the common currency.

Th us, my judgment is that policy prescriptions generally have been weaker and less demanding in the 
European crises than they were in the Asian crises. For some observers, the fact that programs in Europe 
have received more fi nancial support and have been less rigorous and more fl exible is good (Takagi 2010). 
In this view, the IMF has learned the lessons of Asia and has developed a better understanding of capital 
account crises and the potential balance-sheet amplifi cation of the real eff ects of those crises. But the debate 
is far from over.

Institutional and Economic Environment

Institutions and the general economic and fi nancial environment are consequential to successful man-
agement of fi nancial crises. In this regard, the crises in Asia and Europe diff ered in several respects.

With respect to institutions, the Asian crisis countries had only loose consultative associations, for 
example, in the form of the Association of Southeast Asian Nations (ASEAN) group, APEC, and the 
Executives’ Meeting of East Asia Pacifi c (EMEAP) central banks. During the crisis, the Japanese authorities 
proposed the creation of an Asian Monetary Fund (AMF), which was rejected on policy grounds because 
it would have created a large freestanding source of external fi nancing unconnected to the IMF and 
global policy standards, and on practical grounds because it would have been of no use in the provision of 
fi nancing in the immediate crisis.81 During the crisis, the Manila Framework Group was established for 

81. Rhee, Sumulong, and Vallée (2013) point also to concerns that the AMF would enhance the role of the yen. I do not 
recall such concerns, but there was no doubt that the AMF proposal was designed to project Japanese infl uence in the 
region. When it failed to gain traction, it was replaced by the New Miyazawa Initiative through which Japan provided 
additional bilateral development assistance to countries in the region in the aftermath of the fi nancial crisis.
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consultations on policies and on the use of second lines of defense as were agreed for Indonesia and Korea, 
but unfortunately the Manila Framework Group was discontinued during the Bush administration. 

After the Asian crises had largely passed, the Chiang Mai Initiative (CMI) was established in 2000. 
Th e CMI has since evolved into the Chiang Mai Initiative Multilateralized (CMIM) but it has never 
been tested in a crisis; Korea, for example, chose to turn to the Federal Reserve rather than the CMI 
during the global fi nancial crisis.82 Th us, although the Asian countries were linked in crisis, frequently 
consulted together, and their crises were treated sequentially (learning by doing), their responses were 
not coordinated. In some respects, the individual economies were not bound to follow one formula even 
though external supporters tended to treat their cases that way. Th e world was able to respond forcefully to 
the Asian crises with substantial fi nancial support even as the countries themselves, after a few false starts, 
responded promptly with policy reforms, despite the view of some of their leaders that the international 
fi nancial support was inadequate and the IMF was heavy-handed.

In Europe, with the exception of Iceland, the preferred approach was lock-step cooperation but with 
a separate negotiation before taking each step and with little in the way of robust supporting institutions. 
Th e EU Balance of Payments Facility was not suffi  cient to handle the crises in Hungary, Latvia, and 
Romania, though it played a major role along with the IMF. Th e euro area had no structures, aside from 
the ECB and the Eurogroup of fi nance ministers, to address the euro area crises. Th e ECB lacked an 
executive branch or government counterpart, and the Eurogroup was only a partial substitute. As many 
warned before 1999 when the ECB began its operations and the euro was fi rst introduced, the institutional 
architecture of European Monetary Union (EMU) was incomplete. 

Starting in 2007, but with increasing virulence as of late 2009, the need for coordination and 
for eff ective euro area institutions became painfully apparent. Th e magic of the euro was not all-
encompassing—all gain all the time for all countries with no losses. Th e euro itself was not suffi  cient to 
protect countries as each plunged into crisis or to protect their partners from being pulled down as well. As 
a result, the Europeans have been playing catch-up, working on the prevention (properly the limitation) 
of future crises while being challenged to manage the current crises. Moreover, one activity has tended to 
get in the way of the other. Most serious, the lack of institutions and procedures for crisis management 
prevented the Europeans from following the Powell Doctrine through the application of overwhelming 
fi nancial support and policy action. Th e fi nancing scraped together in the fl imsy EFSF, the mechanism 
employed before the ESM was in place, was insuffi  cient to provide the promised fi rewall between Greece 
and other euro area countries. Several countries quickly succumbed to their own crises. Policy actions 
were tentative and less than comprehensive. Much was accomplished in a short period of time, but it was 
insuffi  cient. Th e analogy to the Asian fi nancial crises would have been if Th ailand, Indonesia, Malaysia, and 
Korea were so tightly linked that they had been required to wait for the establishment of the AMF before 
addressing their crises.

82. Th is experience sparked an ongoing international discussion of proposals for global fi nancial safety nets; see Rhee, 
Sumulong, and Vallée (2013) and Truman (2010a and 2011b).
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Th e good news was that the euro area countries fi nally agreed, more or less, on one objective: keeping 
the euro together. Th e bad news was that the mechanisms that were created and their operation have 
pushed members of the euro area further apart economically, fi nancially, and politically. A comprehensive 
euro area crisis management strategy was never formulated and adopted. I blame the management and staff  
of the IMF, the euro area countries, and other major countries for this failing. 

Th e members of the euro area wanted to preserve the euro, but they were not prepared to accept 
conditionality applied to the euro area as a single entity. Th e rest of the world, to its regret, allowed 
the Europeans to have it both ways—to save the euro but by imposing all the policy conditions on the 
countries in crisis—another example of a European double standard. 

Th e IMF should have insisted, as part of the fi rst program for Greece, that the other members of the 
euro area adopt a complementary strategy as a condition for its approval of the Greek program. 

Th e IMF (2013c) ex post evaluation of the fi rst Greek program notes the lack of IMF experience in 
operations with individual countries that are members of monetary unions. Th e initial focus, as criticized 
in Pisani-Ferry, Sapir, and Wolff  2011, was on Greece alone rather than on the monetary union itself—on 
preserving the euro. Only relatively late did the IMF start to push for European banking union. Curiously, 
the IMF ex post evaluation does not directly address this central question: Other than with respect to 
fi nancing assurances, why was no conditionality placed on other members of the euro area? Th e report 
implicitly absolves the ECB by praising its liquidity provision programs and the SMP, but does not 
mention conventional ECB monetary policy.

At the outset of the Greek crisis the IMF should have required the ECB immediately to cut its 
policy interest rate close to zero. Th e ECB also should have agreed, as an exceptional measure, to exclude 
the contribution to euro area infl ation of value added tax rate increases by countries in crisis. Doing so 
might have convinced the Bank not to raise its refi nancing rate by 50 basis points in two steps in April 
and July 2011 only to have those rate increases quickly reversed and more as the euro area slipped deeper 
into recession.83 It was also a mistake not to require the ECB to absorb losses on its holdings of Greek debt 
when it was restructured in early 2012.

With respect to fi scal policy, given the level of its sovereign debts, Greece had little choice but to 
tighten its fi scal belts, though with more fi nancing the timetable could, and should, have been stretched 
out.84 Th e scope for gradual adjustment was more defensible in other euro area crisis countries. In any case, 
the better-placed countries in the euro area should have compensated for the eff ects of fi scal restraint in 
the crisis countries on the area as a whole. Th e cyclically adjusted general government primary defi cit of 
the euro area did not have to move by 3.8 percentage points of GDP into surplus in just three years from 
2010 to 2013, as the euro area moved into recession; the cyclically adjusted total balance and not-cyclically 

83. For a sharp critique of current ECB policy in an environment with the potential for what he calls “downward price 
instability,” see Angel Ubide (2013).

84. However, as noted by the IMF (2013c), in the Greek case a more gradual adjustment would have required either more 
fi nancing on much easier terms or ultimately greater and earlier debt reduction.
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adjusted primary and total balances remain in defi cit, but the swings are commensurate.85 A timetable 
should have been set, in the form of policy conditions, for the comprehensive euro-area-wide restructuring 
of fi nancial institutions. Similarly, establishment of a European banking union—which is now, three years 
later, being discussed in preparation for the next crises—should have been a condition. Th e banking union 
should have been developed as an immediate crisis-management tool with all three crucial elements quickly 
put in place: supervision, resolution, and deposit protection at least covering systemically important 
institutions. 

Finally, IMF support should have been conditional on the creation of a structure of area-wide 
fi nancial assistance in which fi scal commitments from governments provided the equity backstop for the 
ECB to leverage into overwhelming liquidity support. In other words, what was needed, but was not to be, 
was an instant ad hoc fi scal union with at least de facto eurobonds.

Th e European authorities lacked the leadership and cohesion to act decisively once they had rejected 
a pure euro area rescue and a pure IMF rescue of crisis countries without European involvement. Th e IMF 
was too timid, paralyzed, or confl icted to require such steps as a condition for its participation in the Greek 
or subsequent programs. Th e United States and other non-euro area countries were sympathetic to the 
concept of applying IMF policy conditionality to the euro area as a whole, but they did not get very far. 
Such a framework would have been diffi  cult to negotiate, but there are precedents in the form of non-crisis 
countries providing fi nancial and other types of support for neighboring countries in crisis.86 Of course, 
the leaders of the euro area might have balked and gone their own way, with even more adverse global 
economic and fi nancial consequences, but that is a risk that may well have been worth taking.

Th e Europeans did face at least one environmental factor that was largely not of their own making. 
Th eir crises were a component part, or an extension, of the global fi nancial crisis and recession, the worst 
global downturn since the Great Depression. Th e global economy was not performing in a manner to 
help pull them out of recession, in contrast with the global environment during and immediately after 
the Asian fi nancial crises. Th e recovery was likely to be tepid because of the combination of recession with 
banking crises in most countries, as we know from Stijn Claessens, M. Ayhan Kose, and Marco Terrones 
(2011), and other analyses, is the norm for the interaction of business and fi nancial cycles. However, that 
interaction was present in Asia as well.

Economic growth slowed in developing Asia from an average rate of 8.9 percent in 1994–96 to 5.0 
percent in 1997–98 with a pickup only to 6.9 percent in 1999–2003.87 However, average growth in all 
emerging market and developing countries increased from 4.2 percent in 1994–96 to 4.8 percent in 1999–
2003. Growth in the advanced countries slowed from 3.1 percent on average in 1994–96 (and the same as 

85. Th ese data and projections are from the April 2013 Fiscal Monitor (IMF 2013a).

86. PRC was encouraged not to devalue its currency when it was under pressure to do so during the Asian crises. Th e 
Japanese authorities ultimately instructed their banks to stop pulling lines from Korean banks. In the Greek case, the IMF 
sought and received fi nancial assurances from its euro area partners, including recognition of the seniority of IMF claims on 
Greece (IMF 2013f, 35), but stopped at that point.

87. Th e data and forecasts in this and the following paragraph come from the IMF’s World Economic Outlook database of 
April 2013.
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in 1997–98 on average) to 2.6 percent for 1999–2003. Consequently, for the world as a whole, growth was 
3.5 percent in both the pre-crisis and post-crisis periods and, in fact, rose to 3.8 percent in the crisis years 
of 1997–98.

Europe was not so fortunate. Global growth slowed from 4.9 percent on average in 2004–06 (5.1 
percent in 2004–07). Of course, during 2008 and 2009, global growth averaged an anemic 1.1 percent, 
growth in the emerging market and developing countries averaged 4.4 percent, and the advanced-country 
and European-country groups were in recession. Global growth recovered to average only 3.9 percent 
in 2010–14.88 Th e collapse of growth in Europe was associated with a shortfall of domestic demand, in 
particular investment; this was the same pattern as in Asia, but the Asian decline did not last as long. From 
2010 to 2014, average growth in the emerging market and developing countries is projected to have slowed 
to 6.0 percent from 7.8 percent, while growth in the advanced countries as a group is projected to have 
slowed to 1.9 percent from 2.9 percent. Th e slowdowns in the euro area and the larger European Union are 
to 0.7 percent from 2.4 percent and to 0.9 percent from 2.8 percent, respectively. 

Th e euro area has failed to implement a growth agenda; see Zsolt Darvas, Jean Pisani-Ferry, and 
Guntram Wolff  (2013). Growth agendas are slow acting, but fi ve years is plenty of time if the programs 
had been well-designed and designed with attention to the needs of supporting the European Monetary 
Union. 

With respect to current account positions, which are aff ected by foreign-exchange rate and other 
competitiveness changes as well as by growth, the Asian adjustment was immense. Asian crisis countries 
moved from an average defi cit of 4.5 percent of GDP in 1994–96 to an average surplus of 8.8 percent of 
GDP in 1998, a swing of 13.3 percent in just two years. For Europe, the average defi cit in 2004–06 was 
8.5 percent of GDP (12.5 percent on average in the non-euro area countries and 5.8 percent in the euro 
area) and the adjustment by 2012 (six years later) was only 7.0 percent of GDP on average (10.0 percent in 
the non-euro area and 4.8 percent in the euro area), half the size of the Asian swing.

Th e question is which way does the growth causality run, from the rest of the world to Asia and 
Europe or vice versa, and was the nature of the causality the same in both periods? Table 6 provides 
estimates of the impacts, or correlations if one prefers, of the management of the two crises and 
contemporaneous global growth. Th e comparison is complicated by the fact, as already noted, that 
the crises in the euro area occurred in the aftermath of the global fi nancial crisis. But the collective 
management of the global fi nancial crisis, with its epicenter in the United States, was on the whole quite 
successful; for example, global growth in 2010, the fi rst full post-recession year, was better than the IMF 
expected. 

In table 6, the focus of the impact of the European crises is on cumulative projected and estimated 
growth from a 2010 base to 2013, after the fi rst 2007–09 phase of the crisis was over. I compare the April 

88. Th e higher global growth in the second crisis period is due to the higher contemporaneous weight on faster-growing 
emerging market and developing countries.
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2011 and April 2013 World Economic Outlook projections.89 Th e focus of the impact of the Asian crises 
is on cumulative and estimated growth from a 1997 base to 2000, including the crisis year of 1998, but 
using as a starting point IMF estimates from May 1997 before the crises broke out. However, in retrieving 
the projections for the Asian crises, I was forced to use successive IMF World Economic Outlooks because 
the WEO database, with its longer projections, was not operative in those years. Th is biases the estimated 
impacts of the Asian crisis toward zero. 

With those qualifi cations, the data presented in table 6 indicate a relatively small link between the 
Asian crises and contemporaneous global growth. Cumulative growth of real GDP from 1997 to 2001 
produced a level of global GDP in 2001 that was only 0.6 percent less than originally projected; real 
GDP was 2.7 percent higher for the advanced countries as a group. It was lower not only for developing 
countries in Asia but also for the larger group of emerging market and developing countries. Th ey were 
aff ected, of course, by the Russian, Brazilian, Turkish, and Argentine crises of 1998–2000, which are often 
treated as extensions of the Asian crises.

In contrast, the negative link between the European crises and global growth appears to have been 
larger and more widespread. Cumulative global growth of real GDP from 2010 to 2013 is now estimated 
to produce a level of global GDP in 2013 that is 3.3 percent lower and the shortfall is spread rather 
evenly in terms of the absolute diff erences for advanced, emerging market and developing, euro area, 
and European Union countries.90 Th e 3.3 percent shortfall in the level of economic activity for the world 
translates into a loss of $2.9 trillion of global GDP (on a PPP basis) or about $400 for each of the 7 billion 
residents of the world today.91 Even at half this size these eff ects are consequential. 

Some may argue that other factors have been involved, which is true, but they are both negative and 
positive. I am inclined to credit the mishandling of the European crises with most of the global loss. US 
growth has been lower than was expected in April 2011, largely refl ecting the recognition in the middle of 
2011 that the US recession was deeper in the United States and the recovery to that point weaker than had 
been previously understood. US economic policy could have provided more stimulus in compensation for 
the shortfall. In fact the cumulative US fi scal restraint from 2010 to 2013 is now projected (IMF 2013a) 
to be somewhat less, at 3.7 percentage points of potential GDP for the cyclically adjusted structural defi cit, 
than the 5.6 percentage points projected in April 2011.92 Moreover, the Federal Reserve responded to the 
protracted weak US recovery in ways that the ECB did not. Although our current understanding of the 

89. Use of the WEO forecasts in October 2009 or October 2010 would produce diff erent results, but the reason is that the 
forecasts for 2010 were too low, and in fact those results were already largely achieved if not recognized at the time of the 
forecasts.

90. Using the April 2010 WEO projections, but abstracting from the fact that year-over-year growth in 2010 turned out to 
be higher than projected, but was largely determined by that date, produces similar results: a cumulative shortfall in global 
GDP of 3.1 percent, 2.9 percent for the advanced countries, and 3.3 percent for the emerging market and developing 
countries.

91. Th e loss for the euro area is $550 billion and $780 billion for the European Union, implying a loss of $2.1 trillion 
outside the European Union.

92. Methodological and data changes in the intervening three years may undermine the usefulness of such comparisons.
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size of fi scal and trade multipliers in economies with low interest rates and considerable slack suggests that 
the real direct and indirect eff ects of the European economic weakness were magnifi ed, the European crises 
have aff ected the rest of the world through fi nancial and commodity price channels as well as through trade 
channels. Th e analysis in the 2012 spillover report prepared by the IMF (2012) is not comparable in terms 
of how the counterfactual is constructed and is much more sophisticated than the back-of-the-envelope 
approach in table 6. However, the IMF broadly supports the conclusion of substantial spillovers from the 
European crises deepening to the rest of the world. 

How should one assess blame for this estimated damage? Should we blame the Europeans or their 
partners in the rest of the world? My answer is both. Th e rest of the world exercised forbearance on the 
Europeans by providing more fi nancing than in earlier crises (though not enough to ring-fence other euro 
area countries) and, more importantly, by not requiring more forceful policy actions. At the same time, 
the Europeans proved institutionally unprepared and insuffi  ciently imaginative to supply the fi nancial and 
policy actions on the needed scale.

LASTING LESSONS?

Th is review of the Asian crises in comparison with the ongoing European crises has argued that the two 
sets of crises are more similar than diff erent. Th e crises diff er somewhat in how they evolved, but the dif-
ferences are more a function of institutions (the incomplete European Monetary Union for example) than 
of the broad contours of the crises. It follows that there will be more crises. Th e principal lesson from this 
review is that policies should emphasize not only crisis prevention, but also crisis preparation and crisis 
management. Even advocates of fundamentally and radically rethinking fi nancial and macroeconomic 
policies, such as Claudio Borio (2012a), do not argue that doing so will prevent crises, only that the natural 
procyclicality of economic and fi nancial systems and their interactions will be reduced and, therefore the 
virulence of crises will also be reduced.

As the world becomes more integrated economically and fi nancially, crises are becoming more 
frequent and have broader eff ects. Th e epicenter of the 2008 global fi nancial crisis was not the emerging 
market and developing countries, but they were aff ected. Th ey also have been aff ected by the European 
crises even if the causality does not all run one way. Th e global economy and fi nancial system are parts of a 
general equilibrium system with many moving parts in terms of institutions and public and private actors. 
We can limit the virulence of future crises by learning some of the lessons of crisis preparedness as well as 
crisis prevention to facilitate better crisis management.

Th e global fi nancial crisis was not fundamentally diff erent from other crises in my experience over 
the past 40 years. Any student of crises would conclude that there were no real surprises, just amplifi ed 
variations on the basic theme of excesses that get out of hand, investors who think they can pull out before 
the crash but end up being victims of the crash, and policymakers in denial. Policymakers consequently 
delay taking corrective actions, disagree on diagnoses and, therefore, on short-term and longer-term policy 
prescriptions with respect to crisis management, crisis prevention, and crisis preparation.

Th e fact that crises are inevitable does not mean that countries cannot be better prepared and should 
not be concerned about their vulnerabilities. Christine Lagarde (2013) was right in April 2013 to warn that 
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corporations in emerging market and developing countries may be relying excessively on foreign currency 
borrowing thinking it is cheap and can easily be repaid. Vigilance and reform will be rewarded even if this 
is not the source of the next crisis; see also Borio (2012b) for a broader warning. One reason why Asia was 
less adversely aff ected by the global fi nancial crisis is that countries in that region had learned some lessons 
and, consequently, were less vulnerable, i.e., less ill-prepared; see Park, Ramayandi, and Shin (2013). Th e 
same holds for Latin America. Policies are important, growth models matter, and adequate amounts of 
external fi nancial assistance on appropriate terms are crucial. 

Countries can make the wrong choices for themselves and for the system. In hindsight, some 
countries in the euro area should not have joined the euro; many countries inside and outside of the 
euro area have paid for the hubris of European leaders and their decision to launch the euro with a broad 
membership. Th e jury is still out as to whether, and in what economic and fi nancial shape, EMU will 
survive. My judgment is that the European integration project and the euro will survive. But the Europeans 
will pay a high price in terms of economic stagnation for many years to come, and the rest of the world 
already has paid a high price in terms of lost growth. Th us, I conclude that the European crises are more 
severe than were the Asian crises. It follows that outsiders should care more about what groups of countries 
do. Leaders and institutions outside of Europe did not care enough about what was going on in Europe 
before the outbreak of the crisis or during the global fi nancial crisis. In the future, IMF surveillance 
and programs must focus primarily on the euro area as a whole and only tangentially on its individual 
members. Th e IMF should let the euro area institutions focus on the individual countries.
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Table 1     Pre-crisis macroeconomic indicators in Asia and  

 Europe (percent of GDP)

Country

Current 

account

General government

Gross debt

Net lending (+) /

borrowing (–)

Indonesia –2.8 n.a. 0.6

Korea –2.1 10 2.5a

Malaysia –7.2 42 1.7

Philippines –3.5 61 0.0

Thailand –7.1 15b 2.9c

Asia average –4.5 32 1.6

Hungary –7.8 62 –7.9

Iceland –17.2 30 3.7

Latvia –16.0 12

Romania –9.1 17 –1.8

Non-euro area average –12.5 30 –1.7

Cyprus –6.0 69 –2.6

Greece –8.3 103 –6.4

Ireland –2.5 27 2.0

Italy –0.9 105 –3.8

Portugal –9.8 61 –4.8

Spain –7.2 43 1.1

Euro area average –5.8 68 –2.4

Europe average –8.5 53 –2.2

n.a. = not available

a. Data are only available for 1995 and 1996.
b. Data are only available for 1996.
c. Data are only available for 1995 and 1996.

Note: The averages shown are from 1994–96 for Asian countries and from 2004–06 for 
European countries. 

Source: IMF World Economic Outlook Database, April 2013.
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Table 2     Pre-crisis credit booms in Asia and Europe

Country

Increase in 

domestic credit 

(percent)a

Domestic credit as a 

percent of GDP

1993/2003 1996/2006

Indonesia 83 48 54

Korea 61 54 57

Malaysia 95 81 108

Philippines 119 45 67

Thailand 81 81 146

Asia average 88 62 86

Hungary 50 57 68

Iceland 225 130 305

Latvia 249 45 90

Romania 165 16 24

Non-euro area average 172 62 122

Cyprus 31 191 204

Greece 42 94 106

Ireland 98 116 180

Italy 22 103 113

Portugal 26 143 161

Spain 69 132 177

Euro area average 48 130 157

Europe average 93 110 153

a. 1993 to 1996 for Asian countries and 2003 to 2006 for European countries.

Source: IMF International Financial Statistics Database, March 2013.
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Table 3     Real GDP growth in Asia and  

 Europe (percent)

Country Pre-crisisa

Change 

from 

previous 

three years

Indonesia 7.9 0.7

Korea 8.3 1.0

Malaysia 9.7 0.2

Philippines 5.0 4.3

Thailand 8.0 –0.1

Asia average 7.8 1.2

Hungary 4.2 0.2

Iceland 6.6 4.4

Latvia 10.0 2.7

Romania 6.8 1.5

Non-euro area average 6.9 2.2

Cyprus 4.1 1.4

Greece 4.1 –0.5

Ireland 5.2 0.3

Italy 1.6 0.9

Portugal 1.3 0.7

Spain 3.6 0.5

Euro area average 3.3 0.5

Europe average 4.8 1.2

a. Average 1994 to 1996 for Asian countries and 2004 to 
2006 for European countries.

Source: IMF World Economic Outlook Database, April 2013.
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Table 4     Comparison of Asian and European crisis countries

Pre-crisis share of world GDPa

Country

Current 

international 

dollars (PPP) US dollars

GDP per 

capita 2006, 

current 

international 

dollars (PPP)

Indonesia 1.40 0.70 3,400

Korea 1.80 1.90 24,600

Malaysia 0.50 0.30 12,700

Philippines 0.50 0.30 3,300

Thailand 0.90 0.60 7,700

Asia total/averageb 5.00 3.80 10,300

Hungary 0.30 0.20 18,000

Iceland 0.02 0.03 37,100

Latvia 0.06 0.04 15,600

Romania 0.40 0.20 10,500

Non-euro area total/averageb 0.70 0.60 20,400

Cyprus 0.03 0.04 26,300

Greece 0.50 0.50 27,000

Ireland 0.30 0.40 41,000

Italy 2.80 3.80 29,500

Portugal 0.40 0.40 21,600

Spain 2.10 2.50 28,900

Euro area total/averageb 6.00 7.70 29,000

  excluding Italy and Spain 1.10 1.40 29,000

Europe total/averageb 6.80 8.30 25,600

  excluding Italy and Spain 1.90 2.00 24,700

a. 1996 for Asian countries and 2006 for European countries.
b. Total for columns 2 and 3 and average for column 4.

Source: IMF World Economic Outlook Database, April 2013.
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Table 5a     Summary of official financial commitments in the Asian financial crises

Country

International Monetary Fund

Other commitments

Total commitments

Multilateral

development

banks Bilateral

US dollars, 

billions

Percent of

quota

Percent of

GDPa

US dollars, 

billions

US dollars, 

billions

US dollars, 

billions

Percent of 

GDPa 

Indonesia 11.3 557 5.0 8.0 15 34.3 15.1

Korea 21.0 1,938 3.7 14.0 20 55.0 9.6

Malaysia 0.0 n.a. n.a. 0.0 0 0.0 n.a.

Philippines 2.0 240 2.2 n.a. n.a. 2.0 2.2

Thailand 3.9 505 2.1 2.7 10 16.6 9.1

Total/averageb 38.2 810 4.0 24.7 45 107.9 9.0

n.a. = not applicable.

a. GDP in1996 US dollars at current prices and exchange rates.
b. Total for dollar figures and average, excluding Malaysia, for percentages.

Sources: IMF website (www.imf.org), Henning (2011), and Roubini and Setser (2004).

Table 5b     Summary of official financial commitments in the European financial crises

Country

International Monetary Fund

Other commitments

Total commitments

European 

institutionsa Otherb

US dollars, 

billions

Percent of

quotac

Percent of

GDPd

US dollars, 

billions

US dollars, 

billions

US dollars, 

billions

Percent of 

GDPd

Iceland 2.1 1,190 10.3 0.0 2.7 4.8 23.5

Hungary 15.6 1,015 10.1 8.5 1.3 25.4 16.5

Latvia 2.3 1,200 7.0 4.3 3.8 10.4 31.1

Romania 17.3 1,111 8.4 6.7 2.7 26.7 13.1

Subtotal/averagee 37.3 1,129 9.0 19.5 10.5 67.3 21.0

Cyprus 1.3 545 5.9 11.7 0.0 13.0 59.0

Greece 63.1 3,750 19.6 255.4 0.0 318.5 98.7

Irelandf 30.1 2,322 13.4 53.6 6.4 90.1 40.1

Italy 0.0 n.a. n.a. 0.0 0.0 0.0 n.a.

Portugal 37.6 2,306 15.8 73.3 0.0 110.9 46.6

Spain 0.0 n.a. n.a. 121.8 0.0 121.8 8.2

Subtotal/averagee 132.1 2,231 13.7 515.8 6.4 654.3 50.5

Grand total/averagee 169.4 1,680 11.3 535.3 16.9 721.6 37.4

n.a. = not applicable.

a. European Financial Stability Facility, European Financial Stabilization Mechanism, European Stabilization Mechanism, European Investment Bank, 
and European Balance-of-Payments Assistance Facility.
b. Bilateral loans and the European Bank for Reconstruction and Development.
c. IMF quota at the time the program was approved, except from Greece in which case its larger program at the time of its second program is used.
d. GDP in US dollars at market prices and exchange rates for the pre-program year in the cases of Iceland (2007), Greece (2009), Ireland (2009), and 
Spain (2011).
e. Total for dollar figures and average, excluding Italy and Spain, for percentages, except for total commitments where Spain is included.
f. The tabulation does not include the €17.5 billion in support included in the Irish program to support Irish banks that was drawn from Ireland’s own 
resources including its sovereign wealth fund.

Sources: IMF website (www.imf.org), website of European Commission, Economic and Financial Affairs (http://ec.europa.eu/economy_finance/assis-
tance_eu_ms/index_en.htm), and Henning (2011).

http://ec.europa.eu/economy_finance/assistance_eu_ms/index_en.htm
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Table 6     Estimated impacts of Asian and European crises on global  

 growth (percent)
Cumulative 

growth,

pre-crises 

estimates 

Cumulative 

growth,

post-crisis 

estimates 

Difference:

post minus pre

Asian crisis

Country group:

World 11.9 11.3 –0.6

Advanced 7.9 10.6 2.7

Emerging market and  developing 17.5 12.5 –5

Developing Asia 20.6 17.0 –3.6

European crisis

Country group:

World 14.1 10.8 –3.3

Advanced 7.6 4.2 –3.5

Emerging market and developing 20.9 17.7 –3.2

Euro area 5.3 0.5 –4.8

European Union 6.1 1.4 –4.8

Note: The timeframe for Asia is 1997 to 2000. The timeframe for Europe is 2010 to 2013.

Sources: Pre-crisis Asia: IMF World Economic Outlook, May 1997, May 1998, and May 1999. Pre-crisis Europe: 
IMF World Economic Outlook, April 2011. Post crisis: IMF World Economic Outlook, April 2013.




