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In addition, as foreign investors attempted to withdraw their money, the exchange market was flooded with the
currencies of the crisis countries, putting depreciative pressure on their exchange rates. This closeness
encouraged private firms to place less emphasis on the costs of projects and an assumption expansion plans
would be supported by the government Over-exuberance. This made the United States a more attractive
investment destination relative to Southeast Asia, which had been attracting hot money flows through high
short-term interest rates, and raised the value of the U. Solutions The Asian financial crisis was ultimately
solved by the International Monetary Fund IMF , which provided the loans necessary to stabilize the troubled
Asian economies. In contrast with neoliberal theorists who focused on technical questions, however, critics of
neoliberalism focused on political and power structures underlying the international political economy. This
caused the Federal Reserve to fear the possibility of a second Asian financial crisis. As a result of this maturity
transformation, some otherwise solvent financial institutions may indeed have been rendered insolvent
because they were unable to deal with the sudden interruption in the international flow of funds. Assistance
from the IMF all came with conditions aimed at eliminating the close government-business relationships that
had defined East Asian development and replacing Asian capitalism with what neoliberalists saw to be an
apolitical and thus more efficient neoliberal model of development. As is well known, even well-managed
banks or financial intermediaries are vulnerable to panics, because they traditionally engage in maturity
transformation. As pointed out by Radelet and Sachs , East Asian financial institutions had incurred a
significant amount of external liquid liabilities that were not entirely backed by liquid assets, making them
vulnerable to panics. This made currencies vulnerable to speculation. While the absence of hedging
significantly lowered the cost of funds in the short run for those firms with access to foreign credit, the
consequent mispricing of foreign credit contributed to excessive capital inflows and the vulnerability of
borrowers with heavy exposure to foreign currency loans. Singapore and Hong Kong are excluded from this
comparison because their role as offshore financial centers clouds interpretation of the data. While the markets
have since rebounded by 13 percent from February 11 to April 13, , the Fed is still concerned about continued
volatility throughout the rest of  As hot money flows into the East slowed down, Asian currencies started to
fall and governments struggled to keep exchange rates at their fixed level against the US Dollar. McKinnon,
Ronald, and Huw Pill. More and more was required as the size of the bubble grew. Chinese stores and houses
were burned to the ground and Chinese women brutally raped. If, however, weaknesses in the financial sector
were important contributors to the crisis, reforms are indeed essential. At the same time, Southeast Asia's
export growth slowed dramatically in the spring of , deteriorating their current account position. Proponents of
neoliberalism , who saw the crisis as homegrown, were quick to blame interventionist state practices, national
governance arrangements, and crony capitalism for the crisis. The â€”98 Asian financial crisis began in
Thailand and then quickly spread to neighbouring economies. Although the IMF had given Suharto time until
October to reduce these subsidies gradually, he decided to do it all at once, probably underestimating its
impact or overestimating his own position. The currency markets first failed in Thailand as the result of the
government's decision to no longer peg the local currency to the U. While this benefited the growing industries
of East Asia, it also involved some risks. It was signed in June and allowed the budget deficit to widen further
while new funds were pumped into the economy. That is, banks accept deposits with short maturities say,
three months to finance loans with longer maturities say, a year or longer. This often led to heavy buying of U.
All too often, these bubbles pop, catching investors off-guard. Even the Central Bank had no idea about the
flows of money and resulting huge short-term private debt which entered Indonesia and caused a 'bubble
economy'. Higher interest rates in the US made the East less attractive as a place to move hot money flows.
Since weaknesses in East Asian financial systems had existed for decades and were not unique to the region,
why did Asia not experience crises of this magnitude before? Very high interest rates, which can be extremely
damaging to a healthy economy, wreaked further havoc on economies in an already fragile state, while the
central banks were hemorrhaging foreign reserves, of which they had finite amounts. Fiscal austerity measures
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were criticized as especially inappropriate for the East Asian case and for prolonging and intensifying both
economic and political crises. The resulting depreciated value of those currencies meant that foreign
currency-denominated liabilities grew substantially in domestic currency terms, causing more bankruptcies
and further deepening the crisis.


