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Abstract 

This paper comparatively examines diverse responses from three main actors in the global 
political economy (the state, civil society, international financial institutions) to the Asian 
financial crisis of 1998 and the current Euro-zone crisis. First, it analyses conditional lending 
policies of international financial institutions (IFIs) such as the International Monetary Fund 
(IMF) toward countries in fiscal needs. It then critically examines how the lending policies 
engendered social tensions and conflicts as austerity measures such as cuts to public sectors 
(education, old age pension, health care, etc.) hit hard on the populace. Similar to Indonesia in 
1998, public anger and people’s frustration with austerity measures since 2008 have not only 
been directed toward to IFIs and the state elite but also toward the most vulnerable section of 
civil society, i.e., the poor, ethnic minorities and migrants in Europe. Examining how the state 
and civil society in Asia reacted to and, as a result of contentious state-civil society 
interactions, altered the policies of IFIs, the paper discusses implications of the Asian 
financial crisis for the European Union. 

 

Introduction 

The Asian financial crisis of 1997 and the Euro-zone crisis since 2008 share structural and 
institutional elements conducive for a region-wide financial crisis. In both cases, a financial 
meltdown unfolded in the following manner:  
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Financial liberalizationExcessive credit circulation in countries with high growth 
ratesspeculative capital flight from countries with high current account deficitscontagion 
(more capital flight from countries with a high rate of external short term debt)external 
intervention contingent upon austerity measures political contention (mass protest and regime 
change)*outcomes* 

One of main arguments in this paper (marked with *) is that depending on how the state and civil 
society interact vis-à-vis external agencies such as the IMF and the European Central Bank 
(ECB), varied outcomes emerged with regard to economic recovery and political stability. To 
highlight the importance of this contentious state-civil society dynamics in producing differential 
outcomes from the crises, this paper pays a special attention to the anti-austerity movements in 
Asia and Europe.  

This paper is organized as follows. The first section discusses causative factors of the Asian 
Financial Crisis and the Euro-zone crisis since 2008. The second section examines the austerity 
policy of International Financial Institutions and its impact on society. The third section 
examines the role of the state and civil society in shaping the trajectory of policy reform. The 
final section argues that the Asian case provides valuable lessons for social movement actors and 
state policy makers in Europe. Drawing on the Asian experience, this paper ends with some 
suggestion for policy change in order to prevent a region-wide debt crisis in the future. 
 
Causes of the Asian Financial Crisis of 1997 and the Eurozone Crisis since 2008  

This section discusses common causative factors for a region-wide debt crisis in two sets of 
countries, the Asian Three (Thailand, Indonesia, South Korea) and the European Three (Greece, 
Spain, Portugal). 

* Financial Liberalization  

Financial liberalization sets the first stage for a debt crisis by allowing excessive foreign credit 
circulation. In the case of Thailand and Indonesia, IMF and the World Bank urged financial 
liberalization. In the case of South Korea, its OECD membership required the government to 
carry out financial liberalization. Financial liberalization in the European Three was carried out 
in the late 1990s against a backdrop of the creation of the European Monetary Union (EMU). 
Greece, Portugal, and Spain joined EMU in 1994 and the euro area in 1999 (2001 for Greece). 
(Jaumotte and Sodsriwiboon, 2010: p7) Accordingly, they liberalized their financial sectors in 
line with EU requirements. 

* Excessive Foreign Credits  
 
Both sets of countries faced sharp credit increase before their respective crises. This increase can 
be explained by respective countries’ sudden economic boom that attracted foreign capital flows. 



3 

 

While Asian countries experienced high GDP growth for many years before the crisis, Thailand 
in particular had a high growth rate, the highest in the world between 1985 and 1995 (Bullard et 
al, 1998). Greece experienced extraordinary growth, +4.8% GDP around the time of the 2004 
Olympic Games. Similarly, the percentage of private credit to GDP in Spain doubled between 
2003 and 2008 (Ramkishen et al, 2011). 
 
* Short term, Private Sector Debt 
 
The two sets of countries had a high rate of short-term private sector debt. In contrast to a 
common misconception that a country’s debt is caused by government public spending, debts in 
both cases incurred by the private sector, mainly between commercial and investment banks and 
non-bank businesses. 
 
In general, Asian countries had substantial budget surpluses and maintained a high degree of 
fiscal discipline with a low rate of public debt. Thailand’s public debt was only 6% of GDP 
(Siamwalla 2011). In contrast to low public debt, short-term (less than 1 year maturity) private 
debt from foreign banks was high in the Asian Three. By the end of 1996, Thailand’s total 
external debt stood at US$109 billion, of which $92 billion was owed by the private sector and 
also of which $38 billion was short-term (Siamwalla 2011). For Indonesia, at the end of 1997, its 
foreign debt stood at $140 billion, of which $20 billion was short term, and $65 billion owed by 
private borrowers. (Bullard et al, 1998) When the crisis hit in 1997, the foreign debt of South 
Korea was USD$154.4 billion, of which $68.4 billion was short term (Aggarwal, 1998). 
 
Likewise, the European Three had excessive borrowings by their private sectors (Ramkishen et 
al, 2011). The majority of Greek debt held by the French banks (USD 56.7 billion) is owed by 
the private sector (USD 41.7 billion) (Moller, 2011). Like with the Asian case, profligate 
government spending was not the main cause of the debt crisis in Spain and Portugal2. The two 
countries did not run large scale budget deficits before 2008.  
 
* Precipitating Factor--Current Account deficits 

Speculative capital flight is seen when countries face sudden account deficit against a backdrop 
of slow-down in the regional economy. The export growth rate in Thailand was around 18.8% 
between 1991 and 1995 but its export suffered in 1996, recording a rate of -0.4% (Siamwalla 
                                                
2 Between 2005 and 2007, Spain had government surpluses, increased from 11.5 Billion EUR in 2005 to 20 Billion 
in 2007. As for government debt as percent of GDP, Spain had between 36% -59% (very low by the European 
standard) between 2000 and 2007. Then, it jumped to 69% in 2011. Portugal had a moderate level of government 
debt, 50% -71% of GDP between 2000 and 2008 until it reached a record high 108% in 2011. Greece is a different 
case. As for Greece, government debt level has been consistently high in the past, between 97%-112% between 
1995 and 2008. It reached 170% in 2011. (Eurostat, Jan 26, 2013) 
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2011). As a result, Thailand reached a current account deficit of 8 per cent of GDP in 1996, 
while other Asian countries had on average 5 per cent. 

In the case of the Euro-zone crisis, the global financial crisis which originated from the USA in 
2007 had a negative impact on current account imbalances in Southern European countries. With 
the global economy sliding into a recession, Greece’s two largest industries, shipping and 
tourism, did not fare well and its current account deficit climbed up to 14 percent of GDP in 
2008 (Pelagidis, 2010). Also, the current account deficit of Spain and Portugal increased to 8.4% 
and 9.8% respectively in 2008 (Jaumotte and Sodsriwiboon, 2010: p7). 

* Panic and contagion 

In both cases, the contagion of fear proved to be critical. Worried about financial losses in Thai 
stocks and loans, foreign banks began to pull out money starting in November 1996. With its 
emptied foreign reserves resulting from capital flight, the Bank of Thailand abandoned the fixed 
exchange system by floating the baht 1997, and thereby set the stage for the Asian financial 
meltdown. Now, nervous about the safety of their investment in other Asian countries, foreign 
investors began selling off stocks, refusing to roll over existing debts, thus triggering the 
'contagion' effect which negatively affected neighboring economies in the region.  

Countries with short-term external debt were most vulnerable to speculative capital attack. In 
South Korea, starting with a downgrading of Korea’s credit rating, a sudden massive withdrawal 
of foreign capital from Korean stock and currency markets followed. Foreign investors stopped 
rolling over loans to the country’s private sector, and the Korean Won lost more than 60 percent 
of its value in three months. With the depleted foreign reserves, the Bank of Korea was unable to 
aid the domestic banking sector to pay its foreign loans.  Eventually, the government turned to 
the International Monetary Fund for emergency loans of USS57 billion (Ranald, 1999). 
 
In the case of the Eurozone crisis, the initial panic and the ensuing capital flight took place in the 
periphery of the EU. Against a backdrop of the troubled global economy, international creditors 
doubted the Greek commitment to serve its debt and accordingly Greek credit rating was further 
downgraded. From this on, the contagion effect spread to Spain and Portugal. With financial 
losses from the devalued Greek bonds, European creditors (the French and German private 
banks) feared further losses in other countries. Like self-fulfilling prophecy, investors’ fear 
further undermined credit ratings, interest rates on loans, and the value of bond markets in other 
countries. As a result, governments in the affected countries were forced to borrow more to fund 
its existing debt. 
 
* Socializing Debt and Austerity Prescriptions from IFIs 
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In the two cases, private debt became public one as the government takes the responsibility to 
pay international creditors. Countries with credit crunch turn to international financial 
institutions such as IMF for help. In both cases, IFIs insisted on public spending austerity 
measures as a pre-condition for fiscal help. With austerity measures, the private debt is further 
socialized and dumped on the public, as austerity forces the government’s public spending cuts 
to make extra cash available to fulfill its debt serving commitment. 

Austerity Policy of International Financial Institutions (IFIs) 3  
 

What is common though, when imposing public austerity measures, it is argued that the crisis 
was due to government profligacy, tax evasion, and people’s overconsumption, lax work ethics, 
and the pervasive sense of entitlement. As discussed above, the causes of the two crises are both 
structural (a country’s place in the global market) and institutional (banking regulations). 
Without addressing the root cause of the crises, IFIs prescribe same old austerity measures. IFIs 
insisted on the structural adjustment programs (SAPs) as a condition for loans. IMF’s SAPs 
require borrowing countries: 1) to implement public austerity measures (cuts to public subsidies 
for health, education, agriculture, industry; and tax hikes)4 and; 2) to carry out further neo-liberal 
liberalization of trade and investment, labour market deregulation, and privatisation (Ranald, 
1999). Dealing with debt serving, IFIs view that public services should be reduced to the bare 
bone so that bigger chunk of government budget can be dedicated to debt servicing. This is a 
very dangerous idea that was tried in Asia but utterly failed.  

Critiques of IFIs argue that in both cases, IFIs and governments of debt-ridden countries 
encourage the climate of “moral hazard” (Bullard et al, 1998; Kim and Byeon, 2001) whereby 
irresponsible lending (excessive capital flow) and irresponsible investment behaviour 
(speculative capital flights) are not punished. International creditors were rescued from 
substantial losses that they have created at the first place by instigating capital flights (contagion 
effects) across borders. Bail-out money is not a charity although it is seen as such in the sense 
that some tax payers of rich creditor countries pay for excessive consumption and irresponsible 
investments of debtor countries. The bail-out money is for international creditors. The loans are 
designated for paying private banks (US and Japanese banks in the case of Asia, and the French 
and German banks in the case of the Euro crisis). Critiques also argue that bank bailouts 

                                                
3 The main IFIs refer to the IMF and the World Bank in the case of the Asian currency crisis and for the Euro area, 
they refer to the Troika--the IMF, the EU, and the European Central Bank (ECB). 

4 Public austerity measures target mainly government expenditures concerning social welfare programmes. They 
exclude military spending.  For instance, when it was suggested that the Korean government might cut the defence 
budget to meet IMF targets, Washington (worried about its lucrative weapon sale contracts), pressured Seoul not to 
reduce its military budget. (Bullard et al, 1998) 
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socialize private debts while leaving the government and the taxpaying public, to bear the burden 
of the private sector's failure. (Bullard et al, 1998)  
 
Divided Civil Society: Anti-austerity movements and the Politics of Scapegoating 

Due to IMF’s insistence on austerity measures, the Asian Three saw its citizens suffer 
tremendously. Millions of people were thrown out of work and faced abject poverty. The 
situation developed into full blown social crises, resulting in major political upheavals in the 
Asian Three.  

In Thailand, due to widespread opposition to the IMF austerity prescription, the Chavalit 
government stepped down. Tapping into the anti-IMF populist nationalism that swept the 
country after the Asian financial crisis, Thaksin’s Thai Rak Thai (Thais Love Thais) Party came 
into power with a strong support from the broad populace. Thaksin criticized IMF as “colonizing 
force” and promised extensive social welfare programs and increased public subsidies for the 
poor (Greenfield 2005). Although neoliberal restructuring continued under his administration, 
Thaksin government did extend social welfare measures. 

In Indonesia, with the rapidly contracting economy (minus 13% in 1998) (Hill and Shiraishi 
2007), the number of unemployed swelled. The total number of unemployed by the end of 1997 
was estimated to be between 2.5 million to 6.6 million (Bullard et al, 1998). Initially, disagreeing 
with the IMF, the Suharto government refused to follow the IMF policy, and instead promised 
increase in government spending and stimulus package. However, due to extreme pressure from 
IMF and its major creditor countries, the Suharto government was forced to implement austerity 
measures including cuts to state subsidies for fuel and electricity, staples such as beans, sugar 
and flour. The results were catastrophic. As the soaring food and fuel price hit the poor hardest, 
19 million Indonesians fell into poverty (Utting et al 2012). 

Against this backdrop, the Suharto regime was forced to step down. As anti-austerity protests, 
first organized by university students, later joined by the general populace, spread nationwide 
and turned violent in 1998, people’s anger was not only directed against the IMF but also the 
corrupt Suharto regime. Despite anti-Chinese scapegoating5 by the Indonesian military (Bullard 
et al, 1998), the corrupt regime could no longer stay in power. With the first free parliamentary 
election in 1999, the main opposition party led by Megawati Sukarnoputri (the Indonesian 
Democratic Party-Struggle (PDI-P)) was voted into power. The new government, now more 
responsive to popular demands, stopped implementing austerity measures. It did not eliminate 
subsidies for rice and fuel and instead increased social expenditure (Florida Times, Feb 25, 1999) 
Workers’ severance pay as well as minimum wages rose by over 90% between 1999 and 2002 
                                                
5 During the food riots in 1998, many Chinese-Indonesians were killed by food rioters and were rooted. It is reported 
that a large number of Chinese fled the country during and after the riots. 
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(Hill and Shiraishi 2007). It should also noted that after the fall of Suharto regime, Indonesian 
civil society became politically more assertive, demanding democratization in all aspects6.  

In South Korea, the rate of unemployment increased from about 3% in 1997 to 7% in 1998 
(Bullard et al, 1998). IMF demanded that South Korea carry out 'labour market reform' to make 
labour force more flexible (i.e., enabling companies to lay off workers). Korean workers, under 
the Korean Confederation of Trade Union (KCTU), responded with general strikes against the 
changes in labor laws. Anti-IMF sentiments in South Korea also contributed to the electoral 
victory of the opposition party leader, Kim Dae Jung who was most critical of the International 
Monetary Fund program (Ranald, 1999). Criticizing the previous government for “surrendering 
economic sovereignty” to IMF, Kim Dae Jung vowed to renegotiate the terms of the IMF deal 
(Bullard et al, 1998). 

Europe 

In Greece, now one in four Greeks is jobless while about 8.5 percent of Greeks live in abject 
poverty (Bloomberg, Dec 5, 2012) In Spain, unemployment reached 22% nationwide (47% for youth 
unemployment) in 2011 (Bryne 2011). By the beginning of 2012, the national unemployment rate in 
Portugal reached 14% (35.4% for youth unemployment) (Mortágua, 2012). 

Social unrest in response to austerity measures is seen throughout the European Three. Anti-
austerity protests have been occurring daily across Europe, especially the most hard hit countries 
like Spain, Portugal, Greece, and Italy. The indignados movement (the ‘15-M’ movement) 
mobilized 40,000 protestors in Madrid and 80,000 in Barcelona in May 2011 (Charnock et al 
2011). In Portugal, 300,000 young people took to the streets to protest against austerity measures in March 
2011 while Portugal's main trade union federations (the CGTP and UGT) waged general strikes. 
In November 2012, millions took part in Europe wide strikes against austerity (Bryne 2011). 

The austerity measures exacerbate social tensions by pitting the citizens against each other. Like 
with the case of Indonesia, scapegoating targets ethnic minorities and immigrants in Europe. 
With the narrative of populist racism stressing the ‘threat from immigration’, the far Right fringe 
parties gain increasing support from the disgruntled populace who now resent the sharing of 
reduced public services and benefits with immigrants. 
 
While the far-right forces gain support, the opposite is the case with the centre-right and leftist 
forces that would give more attention to social welfare programs. The main reason is that the 
                                                
6 The long suppressed democratic realms opened up in the aftermath of the crisis and the fall of Suharto. Ethnic and 
separatist protests clashed violently with the Indonesian military in East Timor, Aceh, Kalimantan, Sulawesi and 
Maluku. (The Economist, Feb 7th 2011.)  
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anti-austerity movement in Europe, unlike the case of the Asian Three, lacks clear political 
demands and more importantly a large segment of the anti-austerity movement eschews an 
electoral politics altogether. The Indignados (‘the Outraged’), also known as the 15 M movement 
in Spain or the anti-austerity movement of Greece is a case in point.  
 
Many young indignados protesters of the 15 M protest movement did not participated in 
elections. If they did, they did so by spoiling the ballots to protest against the established political 
parties (Bryne 2011). Their refusal to engage in electoral politics resulted in the electoral victory 
of the conservative Popular Party. With the Spanish right returned to power, the attack on social 
welfare and immigrant communities (more than 10 percent of Spain’s population) continues 
(Charnock et al 2011). In this context, characterising the 15M as “an explosion of anti-political 
populism ” (Bryne 2011), some criticise “the 15M movement as insincere, a Trojan horse, or even 
dangerous, since it helped displace the social democrats bringing the conservatives into power.” 
(Castañeda 2012) As Charnock put it, “The danger would be for the indignados movement to 
ignore questions of political economy and Spain’s place within the world market and to instead 
focus upon abstract and purely political notions of ‘real democracy’, celebrating the momentary 
explosion of protest in and for itself, and demanding the immediate goals of punishing the 
corruption, self-interest, and general moral bankruptcy on the part of the Spanish political class 
and banking sector” (Charnock et al 2011) 
 
Likewise, in Greece, people are discontent with the two-party system (the centre-left pasok and 
centre-right New Democracy) that is more or less committed to the austerity measures of the 
Troika (EU- ECB-IMF). Therefore, it is not surprising to find that many anti-austerity protesters 
in Greece, disenchanted with electoral politics, refuse to be ‘political’ in the conventional sense 
of engaging the state and utilizing electoral venues. Their withdrawal from electoral politics 
ironically benefits the far-right forces the most. The elections of 2012 resulted in a fragmented 
political landscape where no party was in a position to wield enough power decisively to shape 
the government policy orientation. In the absence of alternative political opposition party to 
challenge, the far-right political forces (e.g., the Golden Dawn Party) fill the political vacuum 
with anti-Troika, right-wing nationalist propaganda scapegoating poor immigrants. Like the 
other two European countries, Portugal also saw an electoral victory of right-wing parties in 
2011.  

Government Responses and Varied Outcomes 

As a result of contentious state-civil society dynamics in the two sets of countries, different 
policy outcomes can be observed. 

Asia 
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The trajectory of policy reform in the case of the Asian Three is remarkably similar. Three trends 
were commonly found in the Asian Three in the aftermath of the Asian Crisis. They are: 1) 
Reversal of IMF policy; 2) Democratization and Expanded Social Welfare; 3) Deepening 
Regional Economic Integration and Cooperation  

* Reversal of IMF policy 

Due to widespread opposition together with democratically elected populist governments in the 
Asian Three, many IMF demands were later dropped and only partially implemented.  

* Democratization and Expanded Social Welfare  

The Asian Three, before the crisis, did not have an extensive social security system (Utting et al 
2012) but this situation changed despite IMF insistence on public austerity. With anti-austerity 
governments in power, social welfare provisions in the Asian Three further expanded. This 
occurred simultaneously with a neoliberal restructuring of the labour market which undermined 
the power of trade unions.   

* Deepening Regional Economic Integration and Cooperation 

In the aftermath of the Asian crisis, regional states came together to implement mechanisms to 
avoid a similar financial crisis in the future. One of the mechanisms is the Chiang Mai Initiative 
(CMI) that uses the region's foreign-exchange reserves to enable multilateral currency-swap 
deals among 13 Asian countries in time of financial distress. (Masaki 2007) In addition, Asian 
nations began to diversify sources of FDI and export markets by focusing more on inter-regional 
trade and investment.  

As a result of the common trajectory of policy reform in the Asian Three, they were able to spur 
economic growth while deepening democratization of society with inclusive social programmes, 
rather than exclusionary ethno politics. As a result, they significantly reduced their external debt 
within a relatively short period. 

Europe 

In a sharp contrast, the current austerity policy in Europe is likely to prolong recession and the 
ensuing human suffering. The electoral victory of conservative parties in the European Three 
means that unlike with the Asian Three, austerity measures would continue hammering on the 
populace. More alarmingly, the rise of ethno-exclusionary political parties in Europe will further 
divide civil society as sections of the populace turn against the most marginalized and powerless 
in society.  
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Lessons from the Asian Crisis: Policy Suggestions 

The above comparative analysis of the two debt crises provides some useful insights into future 
policy options to prevent a similar regional debt crisis.  

* Capital Control 

In both debt crises, the contagion effect has proven catastrophic by turning one isolated incident 
into a regional crisis. In order to prevent a financial crisis stemming from speculative capital 
movement, there should be appropriate capital control measures at both national and regional 
levels. 

* Roll over! 

In times of current account deficits due to external market downturns, IFIs should encourage 
international creditors to roll over short-term debts without additional interest hike. 

* Economic sovereignty! 

IFIs should not demand a structural adjustment policy (trade, finance, and investment 
liberalization) that interferes with how nations design their own path of economic development.  

* No Austerity! 

The public should not be asked to pay for a debt crisis caused by the private sector. Do not bail 
out private banks. There should be a system in place to deal with private sector debt crises. With 
clear rules governing international debtor-creditor relations, the state should not be asked to 
assume a full responsibility for private sector debts.  

* Political Change 

Do not abandon the state as a site for social change. As shown in the Spanish Indignados, the 
refusal of electoral politics will only prolong austerity driven social conflicts and the politics of 
scapegoating.  

Conclusion 

This paper comparatively examined the Asian financial crisis of 1998 and the current Euro-
zone crisis. Comparing how the state and civil society in Asia and Europe reacted to and, as a 
result of contentious state-civil society interactions, have altered/reinforced the policies of 
IFIs, the paper argues that policy makers should learn lessons from the Asian experience that 
inclusive democratic politics and extensive social programs are better alternatives since 
austerity measures prolong economic downturn and polarize civil society further. Ultimately, 
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austerity is a self-defeating policy because social conflicts will create unfavourable 
investment environments for economic growth. 
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