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Asian experience can bring clarity to the waters of the Aegean: Part 2
Paul Gambles, Managing Director
In Part 1, I compared Greece’s current predicament with the Asian Financial Crisis of 1997. In the second part
of the article, I look at how the IMF helped Asia out of crisis, what lessons it learned and whether these are or
could be applied to Greece.
Solutions for Asia…

With the export figures in mind, and the fact that nothing can be done on a local level to counter the issue, it is
worth noting that there is nothing to prevent Greece from pulling out of the Euro. Neither the founding EU

Treaties nor the latest (Lisbon) Treaty make any provision for withdrawal from European monetary union. 1 Even

the people at the ECB cannot find a legal obstacle. 2 Of course, while this may make some economic sense, it will
eventually come down to political will – as did joining the Euro in the first place. 3

In its 2000 report on the Asian Crisis,4 the IMF took a critical look at the effectiveness of its programmes to the

countries affected. It categorised its assistance into four main parts:
•
•
•
•

Tight monetary policies
Fiscal objectives

Structural reforms
Clear government guarantees of bank deposits.

The IMF report concluded that, when firmly applied, tight monetary policies reversed pressures on the exchange
rate and prevented inflationary spirals. In Korea and Thailand, the result was negative real interest rates; however
it also resulted in currency depreciation and rising inflation. So much so that, after a brief period, interest rates
were raised to high levels bringing about stable markets and currency levels.5
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The IMF now believe that the programme’s initial

fiscal objectives were too tight: the affected
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this, and recognizing that Thailand, Indonesia and

Korea all had strong fiscal positions and low public debt before the crisis, the IMF eased its fiscal requirements to
prop up demand. 8 In Thailand’s case, this certainly seems to have worked.

The IMF’s demands for financial sector reform varied according to the country. However there were three
common threads across Thailand, Indonesia and Korea: closing insolvent financial institutions; recapitalization
of potentially viable ones; close supervision of weak financial institutions by the central bank; and a strengthening
financial supervision and regulation up to international standards.

Although these measures were implemented, the IMF’s report suggests that the organization’s initial requirements
didn’t focus sharply enough on the financial sector and corporate issues; and that pace and sequencing would need

to be perfected in future cases. 9 Especially, cynics might argue, if those future cases occur in developed economies
whose citizens may be less willing to suffer the economic hardship inflicted on the citizens of South East Asia.

In reforming the financial sector, it became evident to the IMF that governments must give clear guarantees of

bank deposits. During the 1997 Asian financial crisis, 16 Indonesian banks were closed down to prevent
haemorrhaging of public money to support them. However, no guarantee of bank liabilities was announced until
January 1998, creating public anxiety. 10
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… why not remedies for Greece?

GDP per Capita in Purchasing Power Standards

If the IMF recognized that tight monetary

policies were seen to be adversely affecting
demand in Asian economies, why on earth is

Greece being put through austerity measures

now? It is clear that these measures have not
helped the Greek economy emerge from its
post-crisis troubles. In fact by 2013, Greeks
were almost 20% poorer than the average EU

citizen than back when the Euro began in
2002. 11
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Similarly, a bank run was narrowly averted in Greece in February 2015: the Greek government was locked in talks

with the IMF and other creditors and the lack of progress made bank depositors nervous. During negotiations,
Greek companies and households removed EUR 7.6 bn from their bank accounts, reducing Greek bank deposits

to their lowest levels in 10 years. 12 The risk is apparent again: although Greek finance minister Yanis Varoufakis

is hopeful a deal will be reached by 5th June – the next repayment deadline – he has admitted that Greece does not
have the funds to make the payment. 13

Yanis, along with some of the other leading characters in this latest Greek drama, is well-known to and highly
regarded by the IDEA Economics team. However some of us, or at least I certainly do, disagree with his deep

and undoubtedly sincere commitment to keeping Greece in the Euro. Yanis would be very unlikely to initiate a
unilateral exit from the single currency; however, it may not be his choice to make for much longer.

On 1st April of this year, the Greek government submitted a 26-page proposal 14 to its lenders (the Brussels Group

– IMF, European Commission and ECB), which included structural reforms to the financial services sector.
These proposals included outlining a strategy to ensure stability of the Greek banking system; giving the Bank of

Greece more power in consumer protection; and tackling the non-performing loans problem. However this
document was rejected by the two organizations because it “lacked detail and substance”, according to one EU
official.15 On reading the document, I have to conclude the Brussels Group was right in this instance.
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That said, surely this is an opportunity for the IMF to take the lead, as it did in Asia, and set out structural reforms

which it saw work in 1997. Thailand is now ranked a creditable 27th globally in the Regulation of Securities

Exchanges and a decent 37th in Soundness of Banks

according to the World Economic Forum’s 20142015 Global Competitiveness Report. 16

Instead of working with Greece to tackle its issues,
it seems from the outside that the IMF is at the
table – along with its Brussels Group colleagues –
merely waiting to reject another new proposal

from Greece17 and demand full payment whatever

the consequences. Meanwhile normal people in
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Greece suffer (e.g. unemployment levels).

When it comes to historical analogies, perhaps it is more useful to look not to 1940 but to 1919, when in the Paris

Peace Talks an entire nation was stripped of what liquid wealth it had and was demanded to make “impossible
payments for the future.” 18 That nation, by the way, was Germany.

I cannot leave this subject as though its just treatment wholly depended either on our own pledges or economic facts. The policy of
reducing Germany to servitude for a generation, of degrading the lives of millions of human beings, and of depriving a whole
nation of happiness should be abhorrent and detestable, - abhorrent and detestable, even if it were possible, even if it enriched
ourselves, even if it did not sow the decay of the whole civilized life of Europe. Some preach it in the name of Justice. In the great
events of man's history, in the unwinding of the complex fates of nations Justice is not so simple. And if it were, nations are not
authorized, by religion or by natural morals, to visit on the children of their enemies the misdoings of parents of rulers.”

― John Maynard Keynes, the Economic Consequences of the Peace, 1920

For further information contact us by e-mail on info@mbmg-investment.com or call +66 2 665 2536.
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