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Preface

In 1997-98 an economic tsunarmi swept across Asia. The currencies of many East
Asian countries depreciated radically; previously sky-high growth rates plummeted;
corporations, banks, and other financial institutions shuttered their deors; govern-
ment budgets were upended; unemployment ievels shot up. Numerous political re-
percussions shook Asia in the wake of these radical economic developments. These
eften involved dramatic policy shifts or even complete changes in regimes. The eco-
nomic difficulties faced by Asia, meanwhile, precipitated upheavals in many other
parts of the world—from Russia to Brazil. The crisis led to wide-scale and often
competing academic and journalistic analyses of its causes. The editors and many of
the contributors to this volume were active in these early debates.

The waves that engulfed East Asia in crisis have long since receded. Mest of the
countries affected have returned to levels of productivity and growth higher than in
other developing regions, albeit lower than those they enjoyed in the decade before
the crisis. Nonetheless, East Asia a decade after the onset of the crisis is radically
different on many dimensions from the region shaken up in 1997-98. The differ-
ences, however, are hardly uniform. In some ways, today’s Asia shows sharp breaks

~from prier practices. But in others the shadows of continuity are far more striking

than any signs of breaks with the past. Moreover, although certain new tends seem

. - elatively uniform across the region, far more frequently the mixture of change and
“iontinuity has differed from one country to the next.

) _'I“his variance in experience across issucs and across countries suggested the need
for a project that would provide 2 systematic review of posterisis developments in
¢ region. Our preliminary discussions led us to conclude that a decade after the
Tsts provided enough chronological distance, while simultaneously setting up a
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convenient benchmark, to allow scholars to think systematically about the crisis and
its impacts. We sought to examine whart Jessons have been learned, how effective
the policy responses have been, what institutional changes have occurred, and how
well these various changes equip countries to cope with the challenges that they
face today and will face in the coming years. In framing our preject, we sought o
address a number of questions: What has changed due to the crisis? What did it fail
1o affect? How and why did different actors in various countries use the crisis as a
catalyst to promote change? Flow, cumulatively, is the Asian region different today
from what it had been before the crisis struck? To what extent were certain breaks
with the past spawning new regional interactions and a new regional identity?

To explore these issues, we held two conferences during 2006, The first took
place at the Crawford School of Economics and Government at Australian National
Umiversity onJuly 21-22, where we benetited from helpful comments from a num-
ber of outside discussants. The second conference was held at the Insttute of East
Asian Studies (IEAS), University of California, Berkeley, on November 3-4. Gen-
erous financial support was provided for the project by the East Asia Forum, the
East Asia Foundation, the Crawford Schogl, and [EAS. We thank Tachwan Kim
and Hyung Tack Hong for their guidance and help in sccuring support from the
East Asta Foundation, Maree Tait and her colleagues at the Crawford School for
magnaging the initial conference in Canberra, and Martin Backstrom and Kumi
Sawada Hadler for their support for the Berkeley conference. Dr. Miwa Hirono of
the Department of International Relations, Australian Natioral University, did an
outstanding job in assembling and preparing the manuscript to Cornell University
Press specifications. Mary-Lou Hickey, of the same department, similarly excelled
in coordinating responses from the contributors during the production process.

Roger Haydon of Cornell University Press provided considerable help in shap-
ing the project for eventual publication. Finally, we thank Peter J. Katzenstein and
an anonymous reader for exceptionally helpful comments on the individual papers
and on the project as a whole.

Andrew Maclntyre
T. J. Pempel
John Ravenhill

Abbreviations

Asia Bond Fund

Asian Bond Market Initiatives

Asian currency unit

Asian Development Bank

ASEAN Free Trade Agreement

Asian Monetary Fund

Asian monetary unit

Asia-Pacific Economic Cooperation
ASEAN+3

ASEAN Regional Forum

ASEAN currency swap arrangements
Association of Southeast Asian Nations

Asia Europe Meeting

Barisan Alternatif {Alternarive Fronr} [Malaysia]
Bank for Internationa! Settlements

Barisan Nasional {National Front) [Malaysia]
bilaterai swap arrangements

Comprehensive Agrarian Reform Program [Philippines]
capital adequacy ratio

confidence building measures

Consritutional Drafting Assembly {Thailand]
China Development Research Foundation
computable general equilibrium
Commitree on the Global Financial System
corporate governance quality
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CONCLUSION

The Political Economy of Eqst Asta

Directions for the N, ext Decade

Andrew MacIntyre, T J. Pempel,
and John Ravenhil

Inthis concluding chapter, we present our effort tolook forward rather than bacl.
We reflect on whar We see as key forces for change across several dimensions of the
political economy of the Tegion, most of them unleashed by the crigis of 199798,
Although we draw on the themes and issues explored in the other chy
volume, we make ne attempt in this chapter 1o synthesize all that has come before.
We focus here on three key dimensions of the evolving political economy of Fasy
Asia: (1) the Eagr Asian model and the changing patterns of business-sovernment
relations, (2) trends in regional integration and cohesion, and {3} the extent of the
vulnerability of the region to future economie shocks.

pters of this

The Fast Asian Modet Today

The notion that 4 single Fast Asian model exists thar ig capabie of capturing the es-
sence of the political cconemy of all the high-growth economies of the region hag
always been more than a lirtle problematic, Beyond the simple tommonality of high
rates of economic growth, important differences have lopa been present among the

- Cases. This wag something the literarare on the region came increasingly to recog-

fize as the pace of economic growth in Southeast Asia accelerated in the lare 19805
(Mackie (1 988) provides an early cogent argument), Reflect
3SiC Contrasts between the first wave of capital-intengive economies—%_]apan, South
Korea, Taiwan, and Singapore—and the second wave o
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Perhaps the most fundamental changes bearing on the established conceptions
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However, in most cases—South Korea, Taiwan, Indonesia, Thailand (with a caveat
for the military hiatus) and even the Philippines (when compared to the Marcos
period)—changes have moved broadly in this direction. In the case of Japan, the
tast decade and a half has seen substantial refinement of democratic processes, with
the bureaucracy becoming more responsive to elected politicians and the possibili-
ties for @ turnover in parliamentary control becoming much more real.

Closely related to changes in the national political architecture of the region have
been shifts in legal institutions. Change on this front has been more gradual but
apparent nonetheless. Throughout most of East Asia, the law had long functioned
predominantly as a heavily subservient tool of exccutive governments. Today, this is
less the case. In some cases—South Korea, Taiwan, Thailand, the Philippines, and
Indonesia-~there has been a marked shift since the height of their respective peri-
ods of rapid growth. Japan has had an independent judiciary throughout the post-
war period, but it too has become more active. Interestingly, although the Chinese
political executive remains ail-powerful, we see the beginnings of judicial activity,
at least in some civil and commercial matters.

Contrary to many liberal assertions, there is no necessary connection between
independent and capable legal systems and levels of economic development, as the
case of Singapore clearly illustrates { Jayasuriva 2003). But the significance of these
changes for summary understandings of the political ecanomy of the region is that,
here again, we see [urther decentralization of power and greater contestation. More
specifically, the increasing significance of the judicial sector has rendered close re-

lationships between policymakers and large firms more susceptible to challenge.
Local or foreign firms, aggrieved by collusive or other prejudicial poficy condi-
tions secured by their competitors or perhaps upstream supplicrs, now have greater
scope for secking redress through the judicial system. Changes to judicial institu-
tions, together with the weakening of executive control and increased palitical turn-
aver, have made it much more difficult to sustain previous patterns of enduring and
close relationships between government and business that are so often associated

with the East Asian model.

Political Preferences

The second key dimension of change is the political complexion of governments
across the region. Broadly speaking, Fast Asian governments have become fess
uniformly conservative in their political orientation, In particufar, anticommunist
national security preaccupations have receded; there is less emphasis on intetnal
political controls and less common automatic presumption that large business il
terests are to be preferred over competing inzerests such as labor and the ¢
ronment. Although causality runs in both directions here, institutional changcs

{broadly speaking, the repercussions of dernocratization) have opened the dodfito;
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about policy. All these diminish prior patterns of centralized governments that
sought to, and were capable of, controtling and coordinating policy in partnership

with sections of the corporate sector.

Glabal Engagement
The fourth broad trend across the region that shows evidence of radical shifts from
past patterns is the increasingly glabal engagement of most East Asian £COnOMies.
Before the crisis, almost zll of the Last Asian economics were active participants
in globat trade. Their involvement has become even more pronounced, so that the
ratio of Fast Asian exports to the overall GDP of the region is now higher than
in any other region in the world, surpassing even Europe {World Bank 2009, 4).
Changes in investment have occurred more slowly, but foreign capital is increas-
ingly present in much of the region, most strikingly, in China but also in places such
as Korea and Japan, which for much of their developmental phases were effectively
closed to FDIL. Indeed, this is one area in which we see a measure of convergence
across the region; unlike the past, today all of East Asia is actively seeking FDI
Although inferring causality from increased global economic engagement has
its own problem:s, continued export access and continued capital flows necessi-
tate increased sensitivity to developments elsewhere; the combination brings with
it enhanced potential for internal change. Moreover, the encroachment of multi-
lateral regulatory regimes imposes new compliance obligations on Asian govern-
ments. There is increased evidence of substantial change in the area of corporate
governance, for example, with, not surprisingly, Japan and South Korea being the
M0ST conspicuous instances. Interestingly, however, as Edward Steinfeld shows
(chap. 9 in this volume), significant changes are evident in China as well, although
more in terms of corporate behavior than in the regulatory environment. Greater
global economic engagement brings new commercial players, greater contestability,
and greater constraints imposed on policymakers by events elsewhere. And these alf
represent significant changes from precrisis patterns.
To summarize, we see impertant change in these four areas. In some cases.
changes have gradually unfolded over several decades; i others, it has been 2 rapid

response to the upheavals of 1997-98. Qur concern here is to draw attention tosuch -
changes and to the fact that, cumulatively, they represent substantial departures -

from established conceptions of how East Asian political economies have fune
tioned. We emphasize our caution in making these summary judgments because
just as the conventional wisdom about East Asia was never more than a loose ic_iea
type, trying to capture the essence of the political economy of the region today :
fraught with scholarly danger. This said, we nevertheless make a strong claim aboul
the broad direction of change. )
East Asia today is marked by less-strong executive governments, greater polific
pluralism and contestation, more frequent political turnover, stronger Icgail_sj
tems, less-close and -stable relationships between business and government U
easier access to information, and greater engagement with the global econoi®
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Indonesia—opening the way for reform-minded governments. In Korea, the onset
of the crisis coincided with the presidential election of November 1997 and may
have contributed to the narrow victory of Kim Dae Jung over the ruling party can-
didate Lee Hoi Chang. Certainly, the severity of the crisis made it easier for Kim to
pursue an active reform agenda once in office.
Such a straightforward argument about the relationship between the depeh of the
crisis, change in regime, and subsequent policy change, however, Temoves agency
from the equation and denies the saliency of ideas. It discounts the capacity of
goveraments to learn, not least from the experience of other countries in the region
that may be suffering far deeper crises than the one affiicting their own economy.
Nowherc is this capacity for learning from the crisis elsewhere more evident than in
China. As Steinfeld (chap, 9 in this volume) shows, the Chinese leadership adopted
a radically different set of economic policies in direct response to its interpretation
of the causes of the crises elsewhere in the region.
Before the crisis, Beijing had looked 1o Koreaas 2 potential model for the mod-
ernization of the Chinese econorny and particularly to the Korean chaebol as a
potential prototype for reforming state-owned enterprises. This enthusiasm disap-
peared with the crisis. Indeed, the crisis effectively marked the death knell of the
developmental state approach across theregion. Inan increasingly integrated global
cconomy, in which participation in production networks is often the key to pen-
etrating foreign markets, the old-style developmental state approach that attempted
cign participation in domestic production processes has outlived its
we see greater uniformity in developraental mod-
els across the region in the posterisis period than at any time in the previous half

century; all states (with the esceptions of the parfah regimes of Myanmar and the
Democratic Republic of Korea) now are open 1o foreign investment and have shown
(FTAs) with their major extra-

themselves keen to enter into free trade agreements
regional trading partners. When these agreements involve industrialized countries
nts with the United

as trading partners {with many states keen to sign o t0 AgICEME
States and, more recently, with the European Ujnion, given its new willingness (¢
enter into preferential agreements with East Asian states), they will extend beyvond
the current World Trade Organization (W TO) provisions ¢
tual property and trade in services, and will inevitably b
discipline o domestic ecenomic policies.

This is not to suggest that East Asian cconomnies are necessarily

ing toward an Anglo-American variety of capitafism nor that governments hatt

abandoned a belief that state intervention can be beneficial in the acceleration {
linked companmes:ift
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across Asia 1o reassess their earlier norms and operating assumptions. The crisis by
no means determined their eventual choices, but it provoked fresh thinking and con-
sideration of many previously ignored alternatives in the collective effort to prevent
future disasters. One particufarly striking trend since the crisis has been the move
roward more governmenzally initiated efforts to create new regional institutions.
Following the crisis, Asian clites embraced a bevy of new institutions and pro-
cesses at the regional level. In effect, East Asians have since 1997-98 been creating
a new layer for political and economic activities between that of markets and multi-
latera institutions. Such new instirutions, it seemed clear, were essential, given that
neither the markets that had woven the webs of corporate interconnection nor the
limited political instisutions already in place had been effective in warding off the
crisis or in dealing with it once it had hit. At the same time, such new bodies were a
supplement to, rather than a replacement for, both market forces and global engage-
ments. East Asia continued to be responsive to global markert pressures as well as to
the classic workings of international politics. What was different was that the new
regional institutionalism afforded Asia the potential to engage global markets and
global power strugeles from a position of greater collective strength.

An important impetus for the new regional thinking came from Korean President
Kim Dae Jung, At the ASEAN+3 (APT) meeting in Hanoi in December 1998, Kim
proposed forming zn Fast Asia Vision Group {EAVG) to cxamine areas where the
region could profitably pursue regional approaches to collective problems. Three
vears later, the EAVG presented a sweeping set of proposals for greater regional co-
operation. its report clearly stated the underlying motivations and goals: “the Asian
financial crisis of the recent past provided a strong impetus to strengthen regional
cooperation. It spurred the recognition that Last Asia needs to institutionalize its

cooperation Lo pre-empt or solve similar problems that may arise” (East Asia Vision
Group [EAVG] 2001).

The goals of the EAVG were sweeping: to prevent condlict and promote peace;
to develop closer economic cooperation through trade, investment, finance, and de-
velopment; te increase human security through environmental improvements and

z00d governance; to enhance cooperation in education and human resource devel-
opment; and, most comprehensively, “fostering the identity of an East Asian Con-

munity” {EAVG 2001} The most tangible institutional outgrowth of the FAVG 7
report was the creation of the East Asia Summit (EAS), which met for the first time -

in Kuala Lumpur in December 2005, i
bier:

As Pempel (chap. 8 in this volume) notes, however, from its inception membier
ship in the EAS went beyend the EAVG reference of APT to include Austra_l'
India, and New Zealand. In many respects, the contest over membership izt
EAS was a concretization. of the growing struggles between China and Japan.
regional leadership. China has long preferred regional institutions in which:th
infinence of the United States is circumscribed, perceiving this as a means df £f

hancing its own role. Japan, in contrast, with its strong strategic tes to the Unted

Srates and & growing reluctance to see the regional influence of China bolstered
consistently sought to foster a much more inclusive, pan-Pacific region. e
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U.S. officials as having failed to secure adequate liberalization of markets in Asia.
Subsequently, it fost some of its focus as a result of U.S. efferts 1o use its meetings to
advance statements of political support for the so-cailed global war on terror. ARF, as
well, lost LS, support in the face of much greater skepricism about multilateral ap-
proaches to security than the prior administration had. Indeed, in 2005 and 2007
Secretary of State Condoleezza Rice did not even show up for the ARF mectings.

The prior U.S. combination: of economic plus security preeminence in Asia has
been eroded, starting with the crises and Asian reactions to perceived LS. high-
handedness. But the crosion has accelerated since 9/11. The former US. centrality
to the political economy and regional architecture of East Asia has been overshad-
owed by its obsessive attention to security generally and to the Middle East in par-
ticalar. U.S. neglect has freed up policy space for Asians to explore opportunitics
for cocperation—and contestation—without the defining centratity of the United
States. Many of the changes in the regional architecture revea) that shift.

All the same, many governments in Asia, particularly many of the ASEAN countries
and Japan, remain concerned about the decline in U.S. attention to the regios, dread-
ing the prospect that a not-always-benevolent China may fill any consequent power
vacuum. As 2 consequence, these governments have worked actively to retain US. in-
terest and involvement in the region. Heavy ASEAN lobbying, for exampie, resulted
in Secretary Rice’s appearance at the ARF meetings in 2006 after she had skipped the
2005 meeting (although she was absent again in 2007). And the United States, along
with a number of Eurepean and Australasian countrics, has been a regudar participant
in the 1ISS Shangri-la Dizlogue on security since its inanguration in 2002,

Thus, since the crisis, the governments of East Asia have shown an increased
predisposition to come together in response to perceived threats from increased
globalization o7, at least, as a way to enhance Asian collective bargaining power
within giobal institutions. The result has been an increasing array of regional insti-
tutions, most of them with exclusively Asian memberships. It is also clear that mar-
kets within Asia have become increasingly interwoven and complex, with China,

rather than the United States (or Japan), sitting at the vortex of many of the new

developments, Moreover, as Asians have looked for ways to deal more effectively
with future crises, they have sought to take advantage of their coilective resources-
and to build up regional strengths rather than relying so heavily (as in the past) oa -
purely global institutions, these having increasingly been seen as unresponsive o

specific Asian needs. This intra-Asian focus has been bolstered by a declining €

nomic centrality for U.S. markets and actions by a U.S. administration that has ._bcen_ b2
far less predisposed to bind itself through the multilateralism and Asian—Pacxﬁ_C :

regionalism that it previously accepted. Yer Asian cooperation in many matters
the purse has not been matched by similar cooperation in security. There the
picture is far fess cohesive and exclusively Asian. The United States contifiucs:
play a large part in Asian security matters, in many cases at the welcome behest 61
Asian governments.

East Asian regionalism is currently characterized by organizat
overlapping and contested memberships and functions. Which institutiondl
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with strong preferences that will mobilize in support of one type of regime rather
than another. Yet, as Benjamin Cohen (chap. 2 in this volume) shows, substantial
continuity has occurred in exchange rate regimes in East Asia in the decade since
the crisis. Not only have most governments retained a soft peg, rendering their
currencies vulnerable to speculative attack, but the US. doliar is still the dominant
referent even when governments have chosen a basket of currencies against which
o peg. And a determination to maintain exchange rate stability has imposed other
cests through, for instance, impeding attempts to develop derivatives markets.

As Cohen argues persuasively, for governments preoceupied with maintaining
export-led growth (and when the United States remains an extremely important
final destination for the exports of many countries), there is method in this mad-
ness. And some learning has occurred in the policies of the East Asian governmenrs
on exchange rate regimes in response to the disasters of 1997, Some governments—
most notsbly Indonesia, Korea, and Thailand—have aliowed their currencies to
fluctuate substantially more than in the precrisis years {an average monthly change
over the years 2000-6 of close to 3 percent for Indonesia, 1.5 percent for Korea,
and 1.25 percent for Thailand; not radicaily different from the monthiy average of
2 percent for freely fivating Japan) (World Bank 2006, 9, exhibit 7). The won ap-
preciated by more than 33 percent against the dollar between 2001 and early 2007;
the Thai baht appreciated by more than 20 percent in cighteen months starting in
the middle of 2005.

The key question is whether such additional Gexibilitics will render currencies
less vulnerable to speculative artack. Here, another factor enters the equation—the
huge increase in Fast Asian government holdings of foreign exchange reserves since
the crisis {figure C.1). This accumulation, buiit up by the increased trade surpluses
{an estimated $362 billion in 2006; Werld Bank 2007, 3), is perhaps the single most
dramatic change in the financial realm over the last ten vears. By the end of 2006,
both China and Japan kad close to 31 triflion in rescrves, accounting for around
40 percent of the world total foreign reserves. The Korean holdings, in excess of
$220 billion, were more than ten times those at the onset of the crises. Increases in
other countries have been less spectacular, but most have doubled their foreign ex-
change holdings in the vears since the crisis, in the Thiwanese case from an already
substantial base. The volume of foreign reserves under national control continues to

dwarf the limjted amount of finance currently available under the regional bilateral

swap arrangements of the CMI (see Amyx, chap. 6 in this volume}. For most coun-

tries, the current value of foreign exchange holdings is substantially in excess oftma"l: e
debt, let alane short-term debt, so nonrenewal of short-term lending would not-

have the catastrophic effect it had in 1997 {Griffith-Jones and Gottschatk 2006, 21
Many commentators now suggest thar East Asian economies may be holding
cessive levels of reserves and, by continuing to absorb large inflows of capif'?-_‘_!'
running balance of payments surpluses, may be generating problems for dom :
€CON0MIc management.
The increased flexibility in some exchange rates coupled with the enhanced;

pacity for intervention in foreign exchange markees that these increased __fO:I'C!:,-
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{BIS) calculates what it terms a foreign-currency mismatch ratio, the foreign cur-
rency share of total debt divided by the ratio of exports to GDP This ratio has
fallen substantially since the crisis, ia part because of the increased denomination of
international bank lending in local currencies (Bank for International Settlements
[BIS] 2006, 44-43). Aggregate international bank lending to East Asian countries
has declined since the financial crisis, down from $691 billion in 1993 to 8477 bil-
lion in 2004, although bank lending to China and to three of the crisis economies—
Malaysia, the Philippines, and Korea—has increased {although only marginally in
the case of Korea) (Ghosh 2006, 30). Another positive sign in terms of reducing
dependence on volatile international lending is the decline since the crisis years of
the share of short-term debt in overall debt (table C.1).

In the vears since the crisis, Asian governments have actively promoted the de-
velopment of bond markets 10 provide an alternative to bank-based financing for
corporations. A vibrant bond market would alse help fund the massive infrastruc-
ture investments that East Asia will require in the coming decades. Moreover, some
believe that an efficient local bond market will also help overcome the costs of the
current global system of capital flows, whereby Asian current account surpluses
are invested in low-yiclding asscts offshore (typically in U.S. Treasury bills) and
some of the money then re-lent to the region by foreigners (often banks and hedge
funds) at substantially higher rates of interest.

Various factors historically have impeded the development of bond markets in
East Asia. Araong the most important are the relatively small size of many of the
economies, the absence of public-sector funding needs {because most governments
have historically not run significant budget deficits), relatively high and variable
interest rates, a history of capital controls, and a poor regulatory environment
(Eichengreen and Luengnaruemitchai 2046). Combined, these produced a context
that made it visky for investors, especially foreigners, to make the long-term com-
mitment to fized-interest securities.

Following the financia! crisis, many East Asian governments encouraged the de-
velopment of domestic bond markets. In addition, as Amyx and Pempel (chaps. 6

and § in this volume) detail, the regional grouping of central banks, Executives’.

Meeting of East Asia-Pacific Central Banks, promoted the development of a ré-

{totaling only $3 billion} pales in corparison with developments at the nationa
level—the importance of the regional initiatives lying not in the volume of funds’

Table C.1 Share of short-term debt in toral debr (%)

1995 1996 1997 1998 1999 2000 2001 2002 2003 . ;

24 13 13 16 16 17 17

Indonesia 21 25

Malaysia 21 28 32 20 14 H 15 17 18
Philippines 13 18 23 11 8 9 i0 9 10
Thailand 44 42 ¥ 2w 2% 19 0w

Source: World Bank (n.d.).
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produced thin markets, thereby constraining the available range of financial instru-
ments, particularly derivatives (Hehensee and Eee 2006).

In most countries, the exceptions being Hong Kong and Singapore, regufation
and prudential supervision of bond markets remain far from international best
practice. As Eschweiler (2006) notes, the problem often is less one of inappropri-
ate principles than fack of effective enforcement. Among the issues here are the
lack of independence of supervisory/regulatory authorities from the government,
the absence of sufficient qualified and experienced staff within these agencics, and
a generzl absence of the technical capacity to monitor markets so as to identify
manipulation and systemic risk.

Reference to these weaknesses returns us to issues directly relevant to the broader
health of the East Asian financial systems. On one dimension, the ratio of NPLs,
banking systems have returned to at least the position that they were in before the
onset of the crisis. As table C.3 documents, government efforts to relieve banks of
their NPLs, often at significant expense to the public coffers, had been largely suc-
cessful by 2003,

As Natasha Hamilon-Hart {chap. 2 in this volume) documents, the role of the
state in East Asian financial systems today is not necessarily smaller than in the pre-
crisis period. The collapse of financial systems during the crises necessitated that the
states took over bankrupt institutions. Some of these institutions have subsequently
been reprivatized, in particular those in Indonesia, Korea, and Thailand, often lead-
ing to a substantial increase in forcign ownership compared with the precrisis period.
Orhers remain in state hands. The trends toward privatization and internationaliza-
tion may be expected to continue as markets improve, although, as Hamilton-Hart
indicates is the case in Indonesia, there is no inevitability that governments will move

to completely relinquish their ownership or control over the banking systems.

Greater foreign participation in East Asian financial systems can be expected,
other things being equal, to increase competition and to bring these systems closer
to international best practices. Ultimately, however, much will depend on the quai-
ity of the regimes of supervision and prudential regulation. Although most coun-

tries have made substantial progress in both areas, the lack of skilled personnel with
the requisite experience in a particularly complex field fimits the cffectiveness of

ongeing efforts at financial system reform.

Table C.3 Nonperforming ioans in the commercial banking system of the erisis-affected countrics
December 1997-2006 (% of total loans)

002 2005 2004 2005 3

1997 1998 1999 2000 2001
Indenesia 7.2 43.6 329 18.8 12.1 7.3 6.8 4.5
Karea 64 73 13.6 8.8 3.3 2.4 22 20
Malaysia na 10.6 11.0 7 115 102 9.0 75
Philippines 4.7 10.4 12.3 151 17.3 15.0 14.1 12.7
Thailand na 43.0 399 19.5 113 18.1 13.9 11.6

Source: Data from World Bank (2007, appendix table 9}
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with the response of the international community o the catastrophe that enveloped
much of the region in 1997-98. The region has moved from a situation in which
it was often characterized as underinstitutionalized to one in which it has become
the most active global site for the negotiation of agreements on trade and financial
cooperation. It may be premature to speak of an East Asian identity being institu-
tionalized. Nonetheless, the years since the crisis have seen new Fast Asian regional
institutions come into being despite the initial stifl-birth of the Asian Monetary
Fund {which would have led countries in a different direction). In some official
circles, a significant emotive attachment to East Asia has developed.

Concurrently, however, ongoing tensions among the major states of the region
are leading some governments to hedge their bets by reinforcing their extra-regional
linkages. These moves embrace security, diplomatic and economic linkages, includ-
ing the reinforcement of alliance relations with the United States, the inclusion
of non-Fast Asian actors such as Indiz in regional institutions, the new Chinese—
Russian-central Asian linkages under the Shanghai Cooperation Organization, and
the negotiation of preferential trade agreements with the Unired Staztes, the Eurc-
pean Union, and countries in South America. Although the rapid economic growth
of China has led o a major reoricntation of production networks across East Asia
and has been the major factor driving the increasing share of Fast Asian EXpOrts
that are consumed within the region, nowhere currently is there any sentiment for
constructing a closed region. The region is not turning inward on itself but, in-
stead, the deepening of intraregional ties is part of a wider pattern of deepening
global economic engagement. The porosity of the Fast Asiar: region that Katzen-
stein (2003) notes has been unchallenged by developments sinee the crisis.

The final theme we highlight is the progress made toward reducing the vulner
ability of the East Asian countries, both individually and collectively. Although the
possibility of 2 future financial crisis has certainly not been eliminated in East Asia
(any more than cisewhere in the global econamy), significant steps have been taken
t0 reduce the risk of a reoccurrence of a erisis similar to that of 1997-98. National
reserves of foreign exchange are now much more substantial, there is somewhat

greater flexibility in the foreign exchange regimes of a number of countries, and -
progress has been made in serengrhening banking-sector governance and corporate

governance more broadly. :

The financial crisis that shook East Asia in 1997-98 has proved to be a marked

disiunction on several dimensions of the domestic political economies and infer
national relations of the countries. Peering into the future is always a hazardous
business, but our expectation is that the three trends identified here will be signi
cant elements in what les ahead.
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