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Abstract: This paper discusses the possible consequences of the recent devaluation of the Chinese Renminbi by the
People’s Bank of China (PBOC) with reference to the Asian Financial Crisis of 1997. The Chinese dragon has
emerged as the most powerful Communist Force in the Southeast Asian economy. Chinese economy has grown by
leaps and bounds since 1990. Since the devaluation, markets worldwide have lost confidence with the Shanghai
Stock Exchange in a frenzy downslide. With stock markets on the decline, the paper, in the wake of the Asian
Financial Crisis that started around 1997, tries to establish any possible similarity to the said crisis.
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1. INTRODUCTION

China devalued the Renminbi for the first time in a decade on 11th August, 2015. It was followed by a second devaluation
on the 12th. In two days, China's Yuan lost 3.5 percent to the U.S. dollar. Exporters like Caterpillar and General Electric
saw their prices falling in the market. On Wednesday, Vietnam devalued its currency, the Vietnamese Dong, to weaken.
The U.S. central bank is expected to raise the short-term interest rate it controls later in the year. Given that every crisis is
triggered by a series of events, it is crucial to realize that the fore sequence of events have the potential to take the world
economy on a landslide. Earlier studies of the Asian Financial Crisis of 1997 have shown that as the crisis spread, most of
Southeast Asia and Japan suffered from slumped currencies, devalued stock markets and a loss of demand throughout the
region. At present, the slowing down of Chinese economy, one of Asia's largest economies; with the U.S. Federal Reserve
about to kick off an interest rate tightening cycle in the same year and China devaluing its currency, the chain of events
back in 1997 recurring are high leading the world to another financial crisis. Thus, it is important to establish the
similarities as well as the differences between the situations then and now. To analyse the current situation, we will be
looking at the current account balances, growth rate and foreign exchange reserves of China and other large Asian
economies.

2. THE ASIAN CRISIS, 1997 - WILL HISTORY REPEAT

The Asian Crisis, also referred to as the "Asian Contagion”, was a series of currency devaluations and other economic
events that affected many Asian markets beginning in the summer of 1997. Thailand's Baht crashed first as the result of
Bangkok's decision to un-peg the Baht to the U.S. dollar. Currency declines spread like wildfire throughout South Asia
causing stock market declines and reduced import revenues. Financial intervention from the International Monetary Fund
(IMF) and the World Bank somewhat stemmed the crisis situation. Markets in the United States, Europe and Russia also
declined as the Asian economies slumped. In the current scenario, the slowing Chinese economy, the U.S. Fed's
inclination to increase interest rates accompanied by a Renminbi devaluation has raised fears whether this could end up as
another financial crisis and an eventual economic meltdown. To this end, we will be analysing the current account
deficits, growth rates and foreign reserves of certain Asian countries for which data from 1997 is available: South Korea,
Malaysia, Indonesia, Philippines, China, Thailand, Singapore, Hong Kong; and comparing the values to their present
counterparts.
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2.1 CURRENT ACCOUNT TO GDP:

Current account is the sum of the balance of trade (goods and services exports less imports), net income from abroad and
net current transfers. Current account is an important indicator about an economy's health. Current account to Gross
Domestic Product (GDP) is the ratio of the current account and the nation's GDP. A positive value indicates that the
nation is a net lender to the rest of the world, while a negative value indicates that it is a net borrower from the rest of the
world.

2.1.1 THAILAND:

Thailand consistently recorded a current account deficit during the 1990-1998 period. The deficit hit a record low during
the 1996-1997 period at 8.3%. Thailand has recorded a surplus since 2010 except during the 2013-2014 period. As of
2015 it is approaching a 5% surplus. The graph is as shown in Fig 1.

2.1.2 INDONESIA:

Indonesia recorded a current account deficit during the 1990-1998 period. The deficit hit a record low during the 1996-
1997 period at 6.8%. Indonesia recorded a surplus during the 2010-2012 period and has had a deficit ever since. As of
2015 it is approaching a 3% deficit. The graph is as shown in Fig 2.

2.1.3 MALAYSIA:

Malaysia recorded a current account deficit during the 1990-1998 period. The deficit hit a record low during the 1995-
1996 period at over 10%. Malaysia has recorded a surplus since 2010 and as of 2015 is approaching a 7% surplus. The
graph is as shown in Fig 3.

2.1.4 PHILIPPINES:

Philippines recorded a current account deficit during the 1990-1998 period. The deficit hit a record low during the 1994-
1995 period at 5.8% and approached this low during 1997-1998. Philippines has consistently recorded a surplus since
2005 and as of 2015 is just over 4%. The graph is as shown in Fig 4.

2.1.5 SOUTH KOREA:

South Korea recorded a current account deficit during the 1990-1998 period except during 1992-1993 when it was almost
negligible. The deficit hit a record low during the 1996-1997 period when it came close to 5%. South Korea has
consistently recorded a surplus since 2000 and as of 2015 is about 6%. The graph is as shown in Fig 5.

2.1.6 HONG KONG:

Hong Kong recorded a current account surplus during the 1990-1995 period after which it plummeted to about a 6%
deficit up till the end of 1998 after which it started recording a surplus. Hong Kong consistently recorded a surplus since
2000 and as of 2015 is about 2%. The graph is as shown in Fig 6.

2.1.7 SINGAPORE:

Singapore recorded a current account surplus during the entire 1990s. The lowest surplus was recorded during the 1993-
1994 period at about 7%. Singapore consistently recorded a surplus since the 1990s and as of 2015 is about 19%. The
graph is as shown in Fig 7.

2.1.8 CHINA:

China recorded current account surplus during the 1990s except during the 1993-1994 period when it recorded a deficit
low of about 2%. China has consistently recorded a surplus since 1995 and as of 2015 is about 2%. The graph is as shown
in Fig 8.

From the data recorded, the countries that came under fire in 1997 seem to have been those with large current account
deficits throughout the 1990s. Countries with small deficits or actual surpluses did not suffer comparable depreciations.
While Thailand, Malaysia, Philippines, South Korea and Indonesia suffered, countries like China, Hong Kong, Singapore

held their own. In summary, current account deficits may not be the sole cause for a crisis but may have played a role in
the dynamics in the Asian meltdown.
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2.2 REAL ECONOMIC GROWTH RATE:

The GDP growth rate is the rate of change of the nation's GDP from one year to another. The real economic growth is
calculated by taking into account the effect of inflation on the economy and is expressed as a percentage. The rate of
economic growth indicator is not as reliable because it may be distorted by effects of extreme inflation or deflation. GDP
growth rate is one of the factors used to determine whether an economy is in a recession or not.

2.2.1 THAILAND:

Thailand maintained an average growth rate of over 9% in the first half of the 1990s. Growth fell in 1996 and continued to
fall well into the negative and recovered over two years later. The growth rate crossed negative 10% at the lowest in 1998.
Thailand has been growing at a moderate rate over the past 10 years. Statistics are as shown in Table 1 and Table 2

2.2.2 INDONESIA:

Indonesia maintained an average growth rate of over 7% in the first half of the 1990s. Growth fell in 1996 and continued
to fall well into the negative and recovered in 1999. The growth rate crossed negative 13% at the lowest in 1998.
Indonesia has been growing steadily over the past 10 years with an average growth rate of over 5%. Statistics are as
shown in Table 1 and Table 2.

2.2.3 MALAYSIA:

Malaysia maintained an average growth rate of over 9% in the first half of the 1990s. Growth fell at the end of 1996 and
continued to fall into the negative and recovered in 1999. The growth rate crossed negative 7% at the lowest during 1998.
Malaysia has been growing at a moderate rate over the past 10 years. Statistics are as shown in Table 1 and Table 2.

2.2.4 PHILIPPINES:

Philippines maintained an average growth rate of over 2% in the first half of the 1990s. Growth showed slight volatility
during the 1990s. Philippines has been growing at a positive rate over the past 10 years with an average rate of over 5%.
Statistics are as shown in Table 1 and Table 2.

2.2.5 SOUTH KOREA:

South Korea maintained an average growth rate of over 8% in the first half of the 1990s. Growth fell in 1996 and
continued to fall to over negative 5% in 1998. South Korea has been growing at a slow rate over the past 10 years with an
average growth rate of over 3.5%. Statistics are as shown in Table 1 and Table 2.

2.2.6 HONG KONG:

Hong Kong showed an average growth rate of about 5% in the first half of the 1990s. Volatility increased during the
1997-1999 period with growth hitting almost negative 6% in 1998. Hong Kong has maintained an average growth rate of
about 4% over the past 10 years. Statistics are as shown in Table 1 and Table 2.

2.2.7 SINGAPORE:

Singapore showed a high average growth rate of almost 9% in the first half of the 1990s. Growth turned negative only in
1998 which otherwise remained above 5%. Singapore has maintained an average growth rate of close to 6% over the past
10 years. Statistics are as shown in Table 1 and Table 2.

2.2.8 CHINA:

China maintained a high growth rate throughout the 1990s with an average growth rate of over 10% in the first half of the
1990s. China's economy has slowed down in recent years with an average growth rate of about 10.5% from 2005-2012.
Reliable data of the GDP growth post 2012 is not available. Statistics are as shown in Table 1 and Table 2.

In all countries, GDP Growth rates were pretty high in the 1990s. Traditionally, a huge current account deficit is more
likely to be sustained when growth is high; Asian countries did not appear to have a sustainability problem. But the
question is the extent to which output growth in Asia was due to the total factor productivity growth, as opposed to
growth in the availability of inputs, reflecting increasing rate of investments and labour participation in the region.
Although this interpretation cannot explain the sudden crash of Asian economies, it does point out that high growth rates
of the 1990s extrapolated into the future was not necessarily warranted by fundamentals.
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2.3 FOREIGN RESERVES:

Foreign currency reserves are crucial to a nation's economic well-being. An economy can come to a stand-still without
adequate reserves. Reserves are necessary to pay for imports like crude oil or service external debts or influence their
domestic exchange rate. Holding currency reserves minimizes exchange rate risks as the purchasing nation need not use
their own currency in order to make the purchase.

2.3.1 THAILAND:

Thailand's reserves increased throughout the 1990s except during 1996-1997 when it dropped close to 6 billion worth of
SDRs. At present, Thailand maintains more than 100 billion worth of SDRs in its reserves. Statistics are as shown in
Table 3 and Table 4.

2.3.2 INDONESIA:

Indonesia's reserves increased steadily through the 1990s except a slight dip in 1996-1997. Indonesia’s reserves post 2005
have remained under 100 billion mark. Statistics are as shown in Table 3 and Table 4.

2.3.3 MALAYSIA:

Malaysia's reserves grew unevenly throughout the 1990s. At present, Malaysia maintains over 50 billion worth of SDRs.
Statistics are as shown in Table 3 and Table 4.

2.3.4 PHILIPPINES:

Philippines' reserves grew unevenly throughout the 1990s but remained at low levels. At present, Philippines maintains
close to 50 billion worth of SDRs but is relatively low compared to other Asian countries. Statistics are as shown in Table
3 and Table 4.

2.3.5 SOUTH KOREA:

South Korea's reserves grew throughout the 1990s except a drop of 9 billion worth of SDRs during 1996-1997. At
present, South Korea maintains over 200 billion worth of SDRs and is one of the Asian countries with largest foreign
reserves. Statistics are as shown in Table 3 and Table 4.

2.3.6 HONG KONG:

Hong Kong's reserves grew rapidly throughout the 1990s. At present, Hong Kong maintains over 200 billion worth of
SDRs and is one of the Asian countries with largest foreign reserves. Statistics are as shown in Table 3 and Table 4.

2.3.7 SINGAPORE:

Singapore's reserves grew at a steady pace throughout the 1990s. At present, Singapore maintains Close to 200 billion
worth of SDRs. Statistics are as shown in Table 3 and Table 4.

2.3.8 CHINA:

China's reserves grew rapidly throughout the 1990s. China maintains over 1000 billion worth of SDRs and is Asia's
largest foreign reserve. Statistics are as shown in Table 3 and Table 4.

A big war chest of foreign currency reserves is handy during a currency crisis like the "Asian Contagion" of 1997. From
the available data, it can be seen that Asian countries, at present, maintain large foreign reserves and are better equipped
to handle another crisis. Countries like China, Singapore and Hong Kong maintained relatively large reserves even in the
1990s and thus handled the 1997 crisis better than other countries like Philippines, Thailand, South Korea and Indonesia.
While having large foreign reserves certainly helps in better tackling a crisis situation, it forms only one of the
downplaying factors from a large pool of other contributing factors.

3. CONCLUSION

Comparing the current economic status in Asia and the time during the Asian crisis of 1997, we find little similarity.
Current account deficit, the yearly growth rate and foreign reserves form a crucial part of an economy and thus, | have
used these factors for a very short comparison. At the time of the 1997 crisis, Asian countries with the exception of
Singapore and China recorded a current account deficit in excess of 5%. GDP growth rate of all countries were
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remarkably high. A high current account deficit can be supported by a high GDP but the Asian countries did not seem to
have a sustainability problem. Regardless, the source of the high GDP may have been due to an increase in inputs and not
factor productivity growth. A high foreign reserve ensures that a country can effectively tackle a currency crisis and
compared to the current status most Asian countries had a low reserve which could have been one of the reasons for their
situation. At present, all Asian countries with the exception of Indonesia have a current account surplus, all countries
except Thailand, Hong Kong, South Korea and Singapore have a GDP growth rate of more than 5% and foreign reserves
of all Asian countries are remarkably high with China in the lead. A GDP growth of around 2-3% of some Asian countries
hints at a slowdown but having a current account surplus and high foreign reserve keeps them on the safe side. In
conclusion, it is too early to predict what the future holds for the world economy. The devaluation does not hold as much
a threat that is speculated but if the current situation is exacerbated, for example due to FIl outflows from major Asian
economies, then it may lead to a crisis not too different from the Asian Financial Crisis of 1997 in Asia accompanied by a
world economic meltdown.
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TABLE 1: REAL ECONOMIC GROWTH RATE 1990-1999 (IN %)

1990 [ 1991 [1992 [199 [ 1994 [1995 [1996 [1997 [1998 | 1999
THAILAND 1117 [ 856 | 808 [825 [899 [9.24 |59 137 | -1051 | 4.45
INDONESIA 724 695 [646 |650 |754 [822 [782 |47 1313 [ 0.79
MALAYSIA 9.01 [955 [889 [989 [921 [983 [1000 [732 [-736 |6.14
PHILIPPINES  [3.04 |-058 034 |212 |439 |468 [58 [519 |-058 |3.08
SOUTHKOREA |9.81 [10.35[6.18 [625 [921 [957 [759 [592 |-547 |[11.31
HONGKONG 383 |570 [623 [620 |6.04 [237 [426 |510 |58 |251
SINGAPORE 1003 [ 669 [7.09 [1154 [1093 [703 [753 [829 [-223 |6.10
CHINA 384 918 [1424 |13.96 |13.08 |10.92 [ 1001 |93 7.83 7.62

TABLE 2: REAL ECONOMIC GROWTH RATE 2005-2014 (IN %0)

2005 [ 2006 [ 2007 [2008 [2009 [2010 |2011 [2012 [2013 | 2014
THAILAND 446 | 557 [493 |246 | -225 |781 [005 |652 |287 0.73
INDONESIA 569 [550 [635 |60l |463 [622 |617 [603 |558 5.02
MALAYSIA 533 [558 |63 483 [-151 [742 |529 [547 [471 5.99
PHILIPPINES [ 478 [524 [662 |415 |115 [763 |366 |6.68 |7.06 6.13
SOUTHKOREA [392 [518 [546 283 [07L [650 [368 |[229 [2.90 3.31
HONGKONG | 739 [7.03 [646 |213 |-246 [677 [481 [170 [3.07 2.50
SINGAPORE 749 886 [941 |179 |-060 |1524 [6.21 341 | 444 2.92
CHINA 1131 [1268]1416 |9.63 |922 [1033 [935 [779 [NR NR

NR =NOT RELIABLE

TABLE 3: FOREIGN RESERVES 1990-1999 (IN BILLIONS OF IMF’S SPECIAL DRAWING RIGHTS)

1990 | 1991 | 1992 1993 1994 | 1995 | 1996 1997 1998 1999
THAILAND 9.31 12.08 | 14.55 17.52 19.78 | 23.85 | 25.86 19.04 | 20.19 24.62
INDONESIA 5.16 6.39 | 7.40 7.99 8.09 8.95 12.39 11.92 15.90 19.12
MALAYSIA 6.55 7.28 |12.20 19.52 17.04 | 1543 | 18.18 14.83 17.56 21.61
PHILIPPINES 0.61 222 311 3.30 4.03 4.21 6.90 5.32 6.49 9.57
SOUTH KOREA | 10.16 | 9.30 | 12.10 14.34 | 17.14 | 21.47 | 23.11 14.60 | 36.90 53.69
HONG KONG 17.26 | 20.13 | 25.58 | 31.29 |33.73 | 37.26 | 4437 |68.78 | 63.63 70.11
SINGAPORE 19.38 | 23.75 | 28.88 | 35.03 | 39.73 | 46.06 |53.27 |52.61 |52.95 55.74
CHINA 20.09 | 29.82 | 14.14 1543 | 3535 | 49.49 | 73.04 103.67 | 102.95 | 112.69

TABLE 4: FOREIGN RESERVES 2005-2014 (IN BILLIONS OF IMF’S SPECIAL DRAWING RIGHTS)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
THAILAND 35.33 43.30 53.85 70.32 85.22 107.56 107.60 111.33 103.26 102.88
INDONESIA 23.03 27.16 34.63 32.03 38.63 58.42 67.48 68.90 60.66 73.21
MALAYSIA 48.54 54.32 63.68 58.82 59.23 66.44 84.00 87.79 84.73 77.14
PHILIPPINES 11.05 13.22 19.02 21.45 23.92 35.05 42.79 46.62 47.91 48.49
SOUTH KOREA | 146.90 | 158.46 | 165.65 | 130.15 169.16 186.31 194.25 206.19 217.95 244.06
HONG KONG 86.92 88.51 96.59 118.46 163.14 174.44 185.80 206.37 201.98 226.65
SINGAPORE 80.81 90.13 102.70 | 112.60 118.51 145.24 153.30 167.11 175.63 175.70
CHINA 572.93 | 708.81 | 967.09 | 1263.43 | 1530.37 | 1848.88 | 2072.04 | 2154.69 | 2481.37 | 2652.53

DATA SOURCE: IMF DATA
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