
When the financial crisis ex-

ploded in East and Southeast

Asia, most analysts and policy

makers--mainly the economists--de-

scribed it as a regional phenomenon; an

Asian financial crisis brought about by the weaknesses
and vulnerabilities of the national economies. Adopt-
ing the view that this was a regional crisis, many
policy-makers and opinion makers--especially those
outside the region--attributed the crisis to the “Asian
model” of growth and development, which was char-
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acterized by heavy government
intervention and regulation.

Many also thought that the crisis would soon
bottom out, arguing that IMF-guided reforms and
external assistance would nurture the economies of
Thailand, Korea, Indonesia, Malaysia, and the
Philippines. These economies, they would say, have
the capacity to weather the crisis and bounce back.
After all, these economies were characterized by low
inflation, high saving rates, and conservative fiscal
policies (having low budget deficits or even posting
budget surpluses). The formula for recovery was
anchored on adopting and implementing the IMF
reforms—essentially, the promotion of the free
market (liberalization, deregulation, and
privatization).

A year has passed, but the Asian crisis has not
shown any sign of tapering. In fact, the affected
national economies are arguably going through
the worst part of the crisis. Indonesia’s gross domes-
tic product (GDP), for example, would fall by a
whopping 15.1 percent this year. Before this crisis
struck, the worst recession in the region occurred in
the Philippines at the height of the political and
economic crisis that beset the Marcos dictatorship
in its twilight years (1984-86). But the fall in Phil-
ippine economic growth then—the worst not ex-
ceeding 7 percent--would definitely pale in com-
parison with what is now happening in Indonesia
and the other economies in the region. The Philip-
pines, likewise affected by the present crisis though
not as stark as what struck its neighbors, is also
going through recession though earlier, authorities
believed the economy could still register positive
growth despite the slowdown.

Further, the crisis has affected even the healthy
economies in the region. The economy of Hong
Kong, for example, has shrunk, registering its worst
growth performance since World War II. But more
than that, it is by now clear that the crisis can no
longer be called an Asian crisis. The crisis is now
threatening the global economy. Latin America is
no longer insulated from the crisis, exemplified by
the fall of markets in Brazil, which in turn sent
shock waves throughout the region. Even the big-
gest economies, namely the US and Europe, are
not spared from the jitters, as their financial and
equity markets have become volatile.

To quote Krugman (1998), “Never in the course
of economic events—not even in the early years of
the Depression—has so large a part of the world
economy experienced so devastating a fall from
grace.”

In this light, while it must be acknowledged that
the crisis was sparked by the collapse of economies
in East and Southeast Asia (arising from internal
weaknesses), still the crisis could not simply have
been a product of a specific Asian model or a spe-
cific set of Asian characteristics. It is valid to describe
the Asian crisis insofar as a number of economies in
the region have been hit by the crisis. But even
within the region, several economies have been
spared from the crisis, namely China, Taiwan, and
Singapore. The contagion has not seriously affected
the South Asia region, either.

Be that as it may, the so-called Asian crisis is not
simply a regional phenomenon. It is in fact a symp-
tom of a bigger crisis—the crisis of global capital.

The Internal Problems—Not Purely AsianThe Internal Problems—Not Purely AsianThe Internal Problems—Not Purely AsianThe Internal Problems—Not Purely AsianThe Internal Problems—Not Purely Asian
Much analysis has been done on the Asian crisis,

and this paper merely consolidates and summa-
rizes the basic points. The tendency, however, is to
blame the Asian crisis on the Asian model, on Asian
characteristics, and on Asian leadership. But aside
from having a racist overtone, this kind of conclu-
sion lacks objectivity and suffers from a distortion of
facts.

That said, it cannot be denied that internal prob-
lems and weaknesses caused the crisis. But these
weaknesses are not inherently Asian. In the words
of Krugman, “at least in part, the region’s downfall
was a punishment for its sins.” Note Krugman’s
formulation, “at least in part.”

A mortal sin was that the different regimes toler-
ated, if not encouraged, crony capitalism. In Indo-
nesia, Suharto and family controlled some of the
most profitable industries. Policies were shaped to
favor the Suharto family’s economic interests at the
same time that Suharto used public money to ac-
cumulate private wealth. In Malaysia, Mahathir re-
warded loyal friends and supporters with public
projects and liberal incentives. In Korea, officials
accepted monetary gifts from the mighty industrial
conglomerates maintained (the chaebols) and
maintained a cozy, personal relationship with the
captains of industry. In the Philippines, the govern-
ment officials may have avoided the blatant forms
of crony capitalism displayed during the Marcos
era, but they have remained captive to the vested
interests of the oligarchy.

Going hand in hand with crony capitalism is
graft and corruption. To be sure, Indonesia, Philip-
pines, Malaysia, Thailand, Korea, and even Japan
are afflicted with chronic graft and corruption. Cases
of bribery and financial irregularities have hounded
these countries since time immemorial. But that is
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precisely the point: graft and corruption has been a
fixture, so to speak, in these countries, even during
the long period in which these countries (with the
exception of the Philippines) posted rapid, high
growth. These economies became the toast of the
world, and they became known collectively as the
“East Asian miracle.” Despite graft and corruption,
despite crony capitalism, these economies were able
to sustain high growth, dramatically increase per
capita income, and substantially improve the well-
being (especially in health and education) of their
peoples. In short, crony capitalism and graft and
corruption, even as we denounce these practices,
could not have been the primary factors that ex-
plain the crisis.

Besides, crony capitalism and graft and corrup-
tion are not an endemic problem; they thrive not
only in Asia but also in the rest of the world. Even in
the most honest societies, “crony capitalism” like-
wise exists, albeit in a different subtler form. For
instance, generous subsidies to some economic sec-
tors and bailouts of failed corporations, even if they
may not benefit the friends or relatives of those in
power, still mean using (or wasting) taxpayers’
money to favor a few.

And as the highly performing economies contin-
ued to grow, business and government officials be-
came more overconfident and arrogant. Hubris led
to financial excesses. Malaysia went ahead with an
ambitious infrastructure project patterned after the
Silicon valley. It undertook the construction of the
Petronas towers, considered to be among the tallest
buildings in the world. In Thailand, financial capi-
tal poured but was mainly used to finance sky-
scrapers, shopping malls, golf courses and other
nontradeables. However, the real sector of the
economy fell behind. Dornbusch (1998) said it elo-
quently: The Asian economies “all helped them-
selves to build money temples, commodity busi-
nesses like chips and automobiles, or just enjoy
plain consumption from Gucci to BMW. Freneti-
cally, Asia’s skyline changed to reveal the great bank-
ing temples of Bangkok and Jakarta or any other
city. Asia was pigging out.”

But again, financial excesses are not peculiar to
Asia. And the financial excesses by themselves would
not have caused the collapse of the East and South-
east Asian economies.

Lack of TLack of TLack of TLack of TLack of Transparency and Informationransparency and Informationransparency and Informationransparency and Informationransparency and Information
To be sure, the lack of transparency and the in-

adequacy of information masked the weaknesses of
the economies in the region. In the same vein, crony
capitalism continued unabated because of the re-

strictions of rights and freedoms in several coun-
tries. In Indonesia and Malaysia, the free press was
muzzled, and internal security laws prevented the
people from exercising their full democratic rights.
In these countries, the economic crisis accelerated
the political unrest, leading to the downfall of
Suharto and the weakening of Mahathir’s grip.

However, the restrictive political system is not a
common feature of the different countries hit by the
crisis. Thailand, Korea, and the Philippines have
open democratic systems. On the other hand, po-
litically restrictive countries--Singapore and China-
-have so far been spared from the crisis.

But the problems relating to transparency and
information apply to both the open and closed po-
litical systems. It is worth quoting Stiglitz (1998):

Because information is the lifeblood of every
economy, traditional or modern, information fail-
ures can have profound effects. Consider, for ex-
ample, the economic crisis in East Asia. It high-
lights how vulnerable financial markets are to wrong
or defective information.

The scale and breadth of capital outflows in East
Asia reflected the pervasive lack of information that
could have helped investors gauge risk. The scar-
city of relevant information panicked lenders into
fleeing from all banks and all firms in the region,
thereby deepening the crisis. With greater transpar-
ency and better information, investors might have
been able to choose between high- and low-risk
investments, and might even have encouraged cor-
rective action before the crisis worsened.

To a significant extent, the lack of transparency
and information is linked to weak prudential regu-
lations. The weakness of bank monitoring and su-
pervision plus implicit guarantees given by the regu-
lators to the private banks created bigger moral
hazard problems. In light of the loose supervision
and the implicit guarantees, the commercial banks
did not mind taking bigger risks, including the use
of dollar-denominated instruments for aggressive
lending to many unhedged corporations.

Be that as it may, the weakness of banking moni-
toring and regulation in the East Asian model is
also understandable in a particular context. Note
that the NICs (in this case, Korea and Japan) al-
lowed--in fact, welcomed--critical state intervention
in different areas of the economy. State intervention
was also found in the banking sector, wherein the
state “fixed” interest rates and allocated credit. In
this institutional arrangement, finance capital served
the needs of the real economy.

In many other economies, finance capital has
been dominant over industrial capital. But in the
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Asian NICs, it was the other way around. Financial
capital was subordinate to industrial capital. The
implication is that strong prudential regulations
are not absolutely necessary in a situation where
the state intervenes heavily in the banking sector.
To paraphrase Dean Raul Fabella (University of
the Philippines School of Economics), the imma-
turity of prudential regulations in the NICs such as
Japan and Korea should be treated as an endog-
enous factor.

The Danger of Short-TThe Danger of Short-TThe Danger of Short-TThe Danger of Short-TThe Danger of Short-Term Capital Flowserm Capital Flowserm Capital Flowserm Capital Flowserm Capital Flows
Where then lies the principal problem?
Economic liberals have argued that liberaliza-

tion is the answer to the Asian crisis. They claim
that economic liberalization is the antidote to the
lack of transparency and information, the growth
of crony capitalism, and the heavy economic inter-
vention of the state.

This view, however, is deeply flawed. In the first
place, as already explained, the common reasons
cited for the collapse of some East and Southeast
Asian economies could not rigorously and fully ex-
plain the depth and intensity of the crisis. Moreover,
the problems relating to information, transparency,
and state intervention were manageable before the
onset of the liberalization of foreign capital. (Of
course, this is not to condone the weaknesses.) In
other words, if not for the opening up of the capital
account, the problems cited above would have been
less pronounced.

Let us take the case of Korea. Korea liberalized its
capital account in the 1990s. Before that, Korea
relied more on its current account (exports) to ob-
tain the foreign exchange necessary to sustain the
growth momentum. Korea however had a di-
lemma--it could have continued relying on exports
to finance growth, but that would have meant de-
valuing the won to gain competitiveness. By that
time, devaluation was tantamount to political sui-
cide, for it would have been opposed by a rapidly
expanding middle class (the middle class invari-
ably has a strong appetite for imports) and an in-
creasingly militant labor movement agitating for
higher wages. Hence, Korea opted to take the easy
path to get the much-needed foreign exchange--
the liberalization of the capital account. Lo and
behold, foreign investments invaded Korea.

Before the explosion of the Asian financial crisis,
foreign capital was seen as a necessary ingredient to
sustain the high growth rates of the East and South-
east Asian economies. The ongoing crisis, however,
has shown that foreign capital also has its ugly side.
In this light, the liberalization of the capital ac-

counts in the crisis-stricken countries has been put
into question. Neoclassical economists, including
those from the World Bank, concede that foreign
capital liberalization in the region was premature.
Without abandoning the strategy of liberalization,
they point out the need for pacing capital account
liberalization. In the sequencing of reforms, capital
account liberalization would have come only after
other structural reforms have been put in place.

Furthermore, there is a growing trend among
mainstream economists to advocate the regulation
of capital flows, especially the short-term investments.
Krugman, for example, has batted for temporary
capital controls, in aid of deeper reforms, to stem
the continuing slide of the economies in crisis.

Foreign capital is divided into foreign direct in-
vestments (FDIs) and portfolio investments. FDIs
are long-term in nature and are used to set up
plants or factories, expand capacity, and hence lead
to job creation. On the other hand, portfolio flows
are short-term, mainly invested in treasury bills and
in the equity markets. Unlike FDIs which cannot be
easily and immediately pulled out, portfolio flows
are fickle and volatile. The portfolio investments
can at an instance move out of the country. While
both FDIs and portfolio flows are driven by eco-
nomic fundamentals, portfolio flows are more sen-
sitive to short-term developments such as market
sentiments. Hence, when markets panic because of
negative news or developments, portfolio flows be-
have irrationally.

For Krugman (1998), “the unique aspect of Asia’s
comeuppance is not the awfulness of the crime but
the severity of the punishment.” The financial crisis
was worsened by the “self-reinforcing panic.” There
was a massive reversal of capital flows. Before the
onset of the crisis, capital flows into the region
amounted to US$100 billion yearly. By the second
semester of 1997, capital flew out at almost the same
rate.

The strategy of attracting heavy capital inflows
had a trade-off. It meant accepting the apprecia-
tion of domestic currencies vis-a-vis the US dollar,
resulting in an overvaluation of the currencies.  In
turn, this led to huge trade and current account
deficits, as the strong domestic currencies (read:
cheap exchange rates) led to an explosion in the
demand for imports. At the same time, exports, which
should have been the NIC’s main engine of growth,
were penalized. The appreciation of the domestic
currencies eroded the price competitiveness of ex-
ports. Exports with high domestic content suffered.
Export growth, on the whole, became sluggish. The
Southeast Asian economies were relying on import-
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dependent exports such as electronics, but even elec-
tronics exports tapered off in light of the global slow-
down that began in 1996.

Domestic manufacturing also slowed down as
the import-substituting goods were threatened by
the cheap imports. The overvaluation of domestic
currencies came at a time that the countries were
implementing tariff reduction as provided for by the
GATT-WTO (General Agreement on Trade and Tar-
iffs-World Trade Organization).

As tradeable goods--both exports and import sub-
stitutes--were being hurt by the overvalued currency,
investors shifted their resources from the real sector
to the nontradeables such as the real estate and
financial sectors.

The Asian economies, however, resisted aligning
their currencies to the real exchange rate. An align-
ment (that is having a devaluation) would have
contradicted the policy of attracting more capital
flows. At the same time, the authorities feared the
political repercussions of devaluation and the con-
comitant rise in prices. Hence, they anchored their
strategy on a stable exchange rate. This also meant
keeping domestic interest rates higher than the in-
terest rates in the rest of the world.

To be sure, the high interest rates attracted more
foreign funds. The higher domestic interest rates
also influenced the behavior of domestic corpora-
tions--many of them unhedged--to avail themselves
of foreign borrowing. At first glance, the choice to
borrow abroad was rational, for the high domestic
interest rates meant higher cost of doing business.
Short-term foreign borrowing was attractive because
of the lower interest rates abroad and because of the
assurances from monetary authorities that the ex-
change rate would remain stable.

But all this further strengthened the domestic
currencies and further widened the current account
deficits. At that point, the vicious cycle was difficult
to reverse.

The growth could no longer be sustained, unless
the huge current account deficits would be cor-
rected through devaluation. Without resorting to
drastic devaluation, the foreign exchange crisis could
be avoided as long as foreign investments, includ-
ing the portfolio flows, continue to pour in. Yet, the
surging current account deficits, the slowdown of
the real sector, and the increase in short-term for-
eign borrowing also indicated the vulnerability of
the economies. This vulnerability led many inves-
tors to move their liquid assets out of the region,
and the panic spread. Devaluation--a steep one at
that--became de facto. Failing to anticipate the fall
of the baht, won, rupiah, peso, and ringgit, many

highly leveraged corporations and the banks that
aggressively lent money were threatened with bank-
ruptcy. Not a few had to fold up.

In the end, it was the unregulated flow of capital,
resulting in overvalued currencies and worsening
current account deficits that brought about the col-
lapse of the Asian economies.

To quote Dornbusch (1998), vulnerability can
be avoided by good macroeconomic management
that, among other things, “avoids getting a maxi-
mum of foreign capital on absurdly short matu-
rity” and that “avoids drawing hard lines in the
sand regarding exchange rates.”

It is interesting to note that the economies that
have been unharmed by the regional crisis--viz,
China and Taiwan--have something in common.
They enjoy current account surpluses and a high
level of international reserves. Furthermore, they
have capital controls, which have been put in place
long before the Asian crisis erupted. (The Chinese
yuan, for example, is non-convertible)

The Role of the IMFThe Role of the IMFThe Role of the IMFThe Role of the IMFThe Role of the IMF
The IMF’s prescription of high interest rates and

tight fiscal policies has aggravated the crisis. The
objective of high interest rates was to stabilize the
domestic currencies. The IMF and the local coun-
terparts assumed that high domestic interest rates
would induce the people to hold on to local curren-
cies. But this did not happen. There was a grave
crisis of confidence on the local economies. So de-
spite the high domestic interest rates, the people still
preferred US dollar-denominated instruments to
local currencies.

The high interest rates strangled the domestic
economies. Investments fell and unemployment shot
up. The high interest rates pushed the economies
in crisis to a deep recession.

Critics pointed out that the main challenge was
to restore confidence in the economies by reviving
growth. Certainly, the approach towards immedi-
ate recovery is lowering interest rates. Hence, the
IMF has failed to contribute to confidence-building
measures; moreover, to quote Jeffrey Sachs, the IMF
measures “kill the economies and undermined con-
fidence.” The critics likewise pointed out that tight
fiscal and monetary policies were inappropriate
measures for Asia. For one thing, the governments
did not have serious budget deficits and exercised
fiscal prudence. Hence, the tightening of fiscal poli-
cies was off-key. For another thing, the private sec-
tor was the main casualty of the crisis.

The IMF thought that if the formula of high
interest rates succeeded in Mexico in 1995, then it
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could also work in Asia. Mexico indeed was able to
recover from the crisis. But it was a painful recov-
ery--its economy for instance contracted by 6.2 per-
cent in the first year of the crisis.

The Mexican crisis in 1995, however, was some-
what different. The US virtually bailed out Mexico,
for a prolonged Mexican crisis would have deep
repercussions on the US economy. And that makes
a whale of a difference. In the case of Asia, Japan--
which ideally could have taken the lead in rescuing
and rehabilitating the battered economies--is like-
wise beset by a recession. Japan cannot be part of
the solution because it is part of the problem.

A relevant thought-provoking statement comes
from Juergen Stark, then Germany’s State Secretary
for Finance with regard to the IMF’s role in the
Mexican bailout (cited in Asiaweek, 17 July 1998):
“The IMF [by bailing out Mexico in 1995] contrib-
uted to some extent to causing the next crisis.”

It is clear by now that the IMF rescue operation
only worsened the crisis. Sharp budget cuts and
high interest rates are a surefire formula to prolong
and deepen the recession. Related to this, the IMF
has shown insensitivity to social demands. The IMF
has failed to grasp that it is not only a financial
crisis gripping Asia but a social crisis as well.

Furthermore, there was much public opposition
to the conditions of the IMF. It did not help any that
the IMF also pressed for controversial free-market
reforms. In Korea, the crisis is called the “IMF cri-
sis.”

Revisiting the East Asian ModelRevisiting the East Asian ModelRevisiting the East Asian ModelRevisiting the East Asian ModelRevisiting the East Asian Model
It might be imprecise to assert that the Asian newly

industrializing countries (NICs) have one model of
development--the so-called East Asian model. After
all, the different NICs achieved successes under dif-
ferent historical, political and economic circum-
stances. Yet, it cannot be denied that the Asian NICs
went through similar conditions, and that general
lessons, both positive and negative, can be drawn
from their experiences.

The collapse of economies in East Asia and South-
east Asia has prompted many policy makers and
scholars to reassess the East Asian miracle. Some
even go to the extent of saying “I told you so”--that
the East Asian model has proven to be a failure.

Yet, we just cannot throw out of the window the
positive lessons drawn from the Asian miracle. A
spectacular achievement is that the East Asian
economies were able to bring about modernization
and industrialization through rapid growth in a
span of a few decades.

Further, such growth was accompanied by eq-

uity goals. In the early years of embarking on the
industrialization strategy, the East Asian economies
gave high priority to asset redistribution and to a
conscious policy of sharing the gains of growth
with the poor and discriminated classes. Japan,
China, Korea, and Taiwan instituted radical, com-
prehensive land reform programs. Indonesia fixed
prices of fertilizer and rice towards increasing the
incomes of the rural poor. Malaysia introduced af-
firmative action to improve the status of the poorer
Malays. Hongkong, and Singapore embarked on
public housing programs that mainly benefited the
workers and low-income earners.

In addition, these economies invested massively
in human capital. They gave priority to basic edu-
cation, ensuring universal primary education and
providing easy access to secondary education. Col-
lege education was a privilege, but because of the
strong foundation at the basic level and the love for
knowledge cultivated in the primary years, a sig-
nificant number of youth pursued tertiary and post-
graduate studies.

A basic prerequisite of industrialization is an
emphasis given to research and development and
science and technology. Such emphasis is reflected
in the generous public and private spending for
research and development and science and tech-
nology.

Certainly, direct investments from Japan not only
built industries but also promoted technological
innovation. In the process, their industries went up
the technology ladder. There, however, was a trade-
off.  As articulated by Bello in Dragons in Distress-
-the Asian NICs became dependent on Japanese
technology.

Going up the technology ladder nevertheless cre-
ated the conditions for having skilled labor and
developing human capital formation. This likewise
resulted in the dramatic increases in labor produc-
tivity and real wages.

A defining feature of the NICs is its outward ori-
entation--that of aggressively promoting exports. At
first, the enterprises engaged in exports were labor
intensive and small- and medium-scale. This was
compatible in harmonizing growth and equity ob-
jectives, for exports created jobs. The export strategy
entailed critical state intervention through credit
subsidies, engineered depreciation of the currency,
and obtaining foreign technology. Bello defines this
as a strategic trade policy, which includes picking
export winners and using other industrial-target-
ing policies

Until the crisis erupted in 1997, the export strat-
egy sustained a virtuous cycle--export-led growth
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translated into higher savings and investment rates,
in turn allowing higher capital formation leading
to higher growth, and so on.

Despite the significant interventions of the state
in the economy, the Asian NICs adopted what the
World Bank calls the “market-friendly” framework.
World Bank critics, however, would describe the
Asian NICs as “state-assisted capitalism.” Be that as
it may, everyone agrees that the NICs operated un-
der a market economy, in which the state played a
decisive role.

The Asian NICs nevertheless have their own short-
comings and weaknesses. And some of these weak-
nesses have been validated by the present crisis.

The NICs were fixated with rapid growth. To reit-
erate, the implication of this was their resort to port-
folio flows and short-term foreign borrowing to sus-
tain the growth momentum. To attract the foreign
funds, their economies liberalized their capital ac-
counts, which however brought about a new set of
complicated problems such as high interest rates,
currency overvaluation, widening trade gaps, de-
cline of tradeable and the rise of nontradables, and
surge of short-term foreign borrowing. The liberal-
ization of the capital account also exposed the weak
regulation and supervision in the financial sector.

In addition, rapid growth had tremendous envi-
ronmental costs. The main cities in East and South-
east Asia are now heavily polluted, and natural re-
sources in several countries (Indonesia, Thailand,
and the Philippines) have been depleted at a very
alarming rate.

Furthermore, the initial equity gains of the NICs
are being negated. In the Philippines, Thailand
and even in socialist China, the periods of prosper-
ity are characterized by a widening of the income
distribution gap.

On top of all this, the political systems in most of
these countries are restrictive. At first, authoritarian,
nondemocratic methods may have worked in in-
stilling discipline and a common agenda. In the
long run, however, dictatorial and nondemocratic
rule--manifested in the lack of transparency and
accountability, covered up the many sins of com-
mission and omission that contributed to the inten-
sification of the crisis.

The Role of ADBThe Role of ADBThe Role of ADBThe Role of ADBThe Role of ADB
To be sure, the Asian Development Bank (ADB)

has no direct role in the collapse of the economies
in the region. Yet, it may be culpable to some extent
for the crisis.

For one thing, being the premier multilateral
financing institution in Asia, it should have been

able to monitor the trends and problems in the
region and hence anticipate the problems that are
bound to explode. Of course, no one predicted with
accuracy the breadth and depth of the crisis. But a
number of critical scholars (for example, Krugman,
Bello, and NGOs and academics working at the
national level) had expressed their fears of a prob-
able decline of the economies in the region way
before the crisis exploded in 1997. The ADB, at the
very least, could have arrived at the same conclu-
sion, if only it had been more self-critical.

Part of the culpability lies in the ADB’s reluctance
to criticize the wrong ways of some member coun-
tries. More to the point, it lies in ADB’s firm belief
that its development model and strategies are sound
and devoid of serious flaws.

The regional crisis should humble the ADB. The
crisis presents an opportunity for the ADB to thor-
oughly reexamine its vision, goals, and strategies.
This is not to say that the ADB’s strategies and ap-
proaches have failed. But lessons can be learned,
and they can only be absorbed if the institution is
self-critical and open to comments and criticisms
from outside.

In relation to intervening in the crisis, the ADB
must not hesitate to criticize other multilateral and
bilateral institutions, especially the IMF, for giving
unsound advice and imposing restrictive conditions
to the crisis-ridden economies. The ADB must like-
wise see to it that their intervention and assistance
will be directed at stimulating the economic recov-
ery at the soonest possible time and providing social
safety nets for the most vulnerable sectors. In the
same vein, the ADB must concentrate its resources
on human development (basic health and educa-
tion) and social infrastructure.

Further, the ADB should welcome the Japanese
proposal to set aside US$30 billion in emergency
loans. The ADB should contribute to the fund and
even push for a bigger amount. A bigger fund com-
ing from Japan and the rest of Asia can neutralize
the aggressiveness of the IMF, which has lorded it
over the different Asian economies.

In the area of policy, the ADB must support the
calls for better regional exchange-rate coordina-
tion and for a region-wide regulation of short-term
capital. A tax on short-term portfolio flows has be-
come all the more relevant, and this can be effec-
tively done at the regional level, to prevent specific
countries from resorting to beggar-thy-neighbor
practices.

The ADB must likewise take the lead in exploring
other innovative options to restore confidence in
the regional economies and stem the speculative
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attacks. The ADB should consider as part of the
menu of options the use of currency controls. This
is not a dreadful option. Even Krugman (1998)
has batted for temporary exchange controls to re-
vive the Asian economies--what he calls “Plan B.”
(“Extreme situations demand extreme measures;
it’s time to talk about Plan B.”)

The regional crisis requires regional solutions.
The ADB, as a way of making up for previous short-
comings, should not renege on the role of provid-
ing dynamic leadership to the region.
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Government and NGO relations
Uneasy at best

What follows are excerpts from reports from the
Nine-Country Study of Asian Developing Mem-
ber Countries conducted by the International
Development Support Services (IDSS) in the first
quarter of 1997 under a Regional Technical Assis-
tance Project of the Asian Development Bank.

Although the Study was commissioned to inform
future Bank strategy in dealing with NGOs,
BANKWATCH focused on items that are of interest
to NGOs, e.g. a survey of the NGO community in
each of the nine countries; government policy
towards NGOs and government-NGO relations.
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28 April 1998
Geneva, Switzerland
ADB 31st Board of Governors’ Annual Meeting

Dear President Sato,

We would like to thank you for granting us an
audience at the ADB’s 31st Annual Board of
Governors’ Meeting.  However, you will notice
that there are only a few of us from the Asian
NGO Working Group on the ADB  meeting you
this year. This is due in part to the location of
this year’s AGM and also to the cost involved in
travel expenses.

We as NGOs felt that rather than using our
scarce financial resources to travel and attend
an AGM in a distant, cold and expensive
country, we would rather involve ourselves in
different forms of dialogue with the ADB. There
is an acknowledged consensus among the
Asian NGO Working Group on the ADB to
pursue the NGO recommendations presented
last year during the NGO Seminar held at the
ADB Headquarters. The particular recommen-
dation that we would like to follow-up is the
point on the Bank developing mechanisms that
would facilitate Bank Staff, including Executive
Directors to initiate consultation and dialogues
with NGOs not only during the annual
meetings. We are open to propose suggestions
for specific mechanisms to improve participa-
tory processes in a separate dialogue with you.

However, those of us who are here are very keen
to know whether the Bank has formulated any
policy to address the Asian crisis.

The ADB has contributed to the Asian crisis
particularly because of the development model
it has been promoting. NGOs have been
questioning this type of development model,
which does not target the importance of small-
scale people-centered projects. The Bank has
promoted programs that pursue the involve-

ment of the private sector and other big
businesses without integrating the concerns of
the affected communities. The response of the
ADB on the Asian crisis seems to be just a part
of the bail-out schemes of other international
financial institutions. The role the ADB has
played in contributing to the bail-out of Asian
economies in the last year does not respond the
issues of poverty but rather reflect the needs of
the donor country investors. The bail-out
programs serve to maintain the status quo of
financial elite and instill investor confidence. As
a direct consequence, poverty has been
exacerbated due to the bail-out conditions.

The ADB should not suggest that it is part of the
solution, in as far as the international financial
system is at stake, particularly with the Bank
borrowing heavily on the foreign international
financial markets, when it is part of the
problem as well.

We recommend that the ADB must critically re-
examine the growth and development model of
East Asia’s newly industrializing economies.
The current crisis has exposed the fundamental
flaws of the model including: 1) the lack of
transparency and accountability, 2) the
weakness of prudential regulation and
financial supervision, 3) the encouragement of
economic favoritism and crony capitalism, 4)
the sway of authoritarianism and the suppres-
sion of human rights, and 5) the erosion of
people’s confidence in governance.

Additionally, the ADB must treat the collapse of
economies in the region not only as an
economic crises but as a political and social
crisis as well. Hence, economic reforms can
become fully effective only if political and social
reforms take root. Democratic governance,
people’s participation in policy-making,
transparency and accountability, and social
programs that protect the poor and the
unemployed must be on top of the reform
agenda. The ADB’s financial assistance should
not be wasted in bailing out the imprudent
bankers and businessmen but should be
targeted to restore macroeconomic fundamen-
tals, stimulate employment and productivity,
and uplift the living standards of the poor.

Finally, the ADB must lead by example.  It must
undertake serious soul-searching and be open

NGO Letter to
PRESIDENT SATO

to substantive changes in the formulation and
implementation of its goals, programs, policies,
and projects.  We once again call on the ADB to
test the policy recommendations put forward by
the NGOs and POs engaged in the advocacy for
thoroughgoing reforms in the ADB. These
policy proposals cover a wide range of issues:
financing and assistance, sustainable growth,
information and public participation, inspec-
tion function, involuntary resettlement, energy,
population, women in development, indig-
enous peoples, forestry, agriculture, fisheries,
private sector strategy, and project quality
assessments. The proposals of the NGOs and
POs, which have been consolidated and
submitted to the ADB presidency in the past
annual meetings, remain unfulfilled.

We look forward to hearing more positive
reports from you during our next dialogue on
our above proposals.

In behalf of the Asian NGO Working Group on
the ADB,

ASTER SOONG (sgd)
Sahabat Alam Malaysia/FoE-Malaysia

PHILIP GAIN (sgd)
Society for the Environment and Human
Development
SEHD - Bangladesh

MELINDA MAE OCAMPO (sgd)
NORLY GRACE MERCADO (sgd)
Legal Rights and Natural Resources Center,
Inc.-
Kasama sa Kalikasan/Friends of the Earth-
Philippines
(LRC-KsK/FoE-Phils.)

TAKAHIRO NANRI (sgd)
Japan Tropical Forest Action Network/
Japan NGO Working Group on the ADB

ROBERTA COWAN (sgd)
Friends of the Earth - International
The Netherlands



@,� � �������	


The beginning: MDBs were created byThe beginning: MDBs were created byThe beginning: MDBs were created byThe beginning: MDBs were created byThe beginning: MDBs were created by
governmentsgovernmentsgovernmentsgovernmentsgovernments
� UN-ECAFE (ESCAP) created the ADB.
� ADB Charter made it separate from the

United Nations (UN) system.
� Public funds provided initial capitaliza-

tion.
� ADB was meant initially to fund

agriculture and rural development, not
industry or financial markets.

Legal status of MDBsLegal status of MDBsLegal status of MDBsLegal status of MDBsLegal status of MDBs
� ADB Charter ratified by governments
� Immune from suits and damages
� Exempted from taxes and customs duties
� Hold the status of “international public

servants” and hence enjoy diplomatic
privileges.

Capital structureCapital structureCapital structureCapital structureCapital structure
Where do ADB funds come from?

� Ordinary capital resources (OCR): $54.2
billion
�Paid-in capital: $3.3 billion (10%)
�Callable capital: $35.2 billion (90%)

� Special funds
�Asian Development Fund (ADF)
�Technical Assistance Fund (TAF)
�Japan Special Fund (JSF)

��������������������������

� Co-financing, using private sector and
government funds
�Ratio: 1:1.5

Governance and voting structureGovernance and voting structureGovernance and voting structureGovernance and voting structureGovernance and voting structure
Who’s the real boss?
� ADB is a bank run like a Corporation

� Board of Directors
�President is usually a banker
�90% of staff are economists and
engineers
�88% of professional staff are men.

� Voting rights are based on subscribed
capital shares, not on “one-nation, one-
vote”.
�Japan: 22%, US: 11%
�18 developed countries: 59.1%

� How the 15-member Board of Directors is
elected:
�According to voting shares
�With automatic seats conferred to:
Japan, Australia, India, China, Europe
(2).
�Influenced by geo-politics.

Annual Board of Governors MeetingsAnnual Board of Governors MeetingsAnnual Board of Governors MeetingsAnnual Board of Governors MeetingsAnnual Board of Governors Meetings: a
meeting of stockholders, attended by finance
ministers

Rise of environment concerns
1980s: Pollution issues, destruction of
rainforests, wildlife conservation, urban
decay, nuclear power plants
1990s: Biodiversity conservation, ozone layer
depletion

Development work of middle-classDevelopment work of middle-classDevelopment work of middle-classDevelopment work of middle-classDevelopment work of middle-class
NGOsNGOsNGOsNGOsNGOs
1970s: Effects of the “Green Revolution” on
farmers, MDB funding for repressive govern-
ments, rising foreign debt
1980s: Social impacts, cultural rights, gender
issues, structural adjustment programs
1990s: Economic impact, market and trade
liberalization, development paradigm issues

People’People’People’People’People’s struggles against displace-s struggles against displace-s struggles against displace-s struggles against displace-s struggles against displace-
mentmentmentmentment
1970s: Polonoestre Project, Brazil; Chico
River Basin Project
1980s: Transmigration Project, Java; Bakun
Dam, Malaysia
1990s: Narmada Dam, India; Arun Dam,
Nepal; Mekong River Development Project
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�They are Public Institutions.
�They are a global financial
power.
�They are instruments of the
North.
�They impact on poor communi-
ties.
�They increase the long-term
debt of poor countries.

#�$� ���� %�� ��������&� %��
����'

The five areas of the campaignThe five areas of the campaignThe five areas of the campaignThe five areas of the campaignThe five areas of the campaign
�NGO participation in ADB Annual Meetings: bringing stakeholders to confront stock-

holders
�Ongoing dialogue with ADB officials: intervening in ADB policy
�Regular information: building public awareness
�Networking: building a public constituency
	Policy research and case studies: sharpening the debate
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�Continued on next page
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1989 1990 to 1991 1992 1993 1994 1995

MACRO ISSUES Debt reduction
through
debt-to-nature
swaps

- Structural
transformation rather
than adjustment
- Change economic
growth framework

- Equity rather than
growth
- Gap between ADB
rhetoric and practice

Flawed ADB
development model

- Destructive impact
of  ADB policies,
programs & projects
- Equity &
sustainability
- Privatization
- Critical position on
GCI IV
- Write off debts
through spring
cleaning

- ADB reforms
- Impact of
market-oriented
economic growth
- Asian Development
Fund
- Delinking from
SAPs
- Debt relief & spring
cleaning

PARTICIPATION/
TRANSPARENCY/
ACCOUNTABILITY

- Public participation
- Access to ADB
documents
- Independent
monitoring &
evaluation process

- Timely access to
information
- Adequate
consultation
- Accountability of
aid funds

- Engage
stakeholders in
dialogue
- Independent review
of "bad" ADB
projects

- Public
accountability
- Automatic access
to information
- Consultations with
potentially affected
peoples/inspection/
appeals mechanism

- Inspection function/
Confidentiality &
disclosure of
information/ People's
participation

SECTORAL ISSUES - Energy loans for
end use efficiency
- Forestry issues/
Indigenous Peoples
- Sustainable
agriculture

- Forest issues/
sustainable
livelihoods

- Respect IP,
customary and
traditional rights
- Forest issues

- Community
oriented energy
generation
- Commercialization
of forest resources
- Chemical free
agriculture

- Energy lending
towards rural
electrification,
demand side
management, and
renewable energy
- Incorporate
agrarian/aquatic
reform program and
community based
natural resource
management/forest
issues

SOCIAL/
ENVIRONMENTAL
DIMENSIONS

Improved project
monitoring

- Integrate social/
environmental
factors
- Implementation of
environmental
policies
- GEF-like window in
ADB
- Impact on women
and children

- Improved
monitoring of
projects
- Develop Bank
strategy in crucial
global environmental
issues

- Implementation of
social/environmental
guidelines
- Indemnification of
affected
communities and
damaged
ecosystems
- Meet global
imperatives on
environment

- Meeting regional/
global imperatives
- Failed resettlement
cases/IP rights
- Population policy
- WID goals
- Climate change,
biodiversity, ozone
depletion

- Unacceptable IP
draft policy
- Bank focus on
mitigation measures
rather than option for
non-resettlement
- Support for women
and development

BANK/NGO
RELATIONS

Cooperation with
NGOs

- Create ADB-NGO
focal point
- NGO
room/amenities
during ADB Annual
Meeting

- More effective
ADB-NGO liaison
- Discriminatory
accreditation of
NGOs to Annual
Meetings

NGO accreditation
to Annual Meeting

Civil society fund for
capacity building

#��� ���� ���� ����'
#�� &� ���!� ���(�
� ���� )*"�� *�����+

� Shifts in Bank-wide lending priorities: “the
50-50 project mix”

� Stronger social and environmental impact
assessments, but still weak social assessments
framework

� Policy on access to information, but
application is weak.

� Policy on participation, but little experience
within ADB.

� Creation of an Inspection Panel to investi-
gate Bank projects.

� Bank initiative in “Improving Project
Quality”

� Conditionalities attached to the General
Capital Increase, 1994 : Seven sectoral
policies on women-in-development, energy,
agriculture, forestry, involuntary resettle-
ment, indigenous peoples, and population

� Bank-NGO relations

������� ��� ���� �������
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Note: Corporate cultures are a world apart
from NGOs. And Bank negotiations usu-
ally center not only on “ideas” but also on
underlying issues of “power” relations. Here
are some practical tips which I’ve found
useful, based on personal experience. The
intention here is not to teach “one-
upmanship”, but to help NGOs put their
message across, and to get their desired re-
sponses in meeting.

������ ,�-

It is part of corporate culture. Dressing up will
help you avoid unnecessary hassles like being
stopped by security personnel or being denied ap-
pointments by over-protective bank staff. Unless
this is precisely the point you’d like to raise, access
to officials should the least of your worries.

.���(�� �����������-

Be kind to secretaries. They also serve as
gatekeepers and confidants. Leave them your
calling card or contact address and phone. The
boss will likely forget; but secretaries won’t.

In any case, always be ready for “walk-in”
meetings or “corridor-lobbying”. Give room for
spontaneity. Small informal meetings over lunch
or coffee breaks are best, because you will have
the officials undivided attention.

����� ��� $� ���� �����������-

It makes the strongest first impression. While wait-
ing review your notes. Keep busy.

�� !� ���(�� ���� ����� ��(�� ��

���� ����� ������-

Know who in the Bank is in charge of what,
whom you should talk to. No use wasting each
other’s time. If the Bank official just sends his
junior representative, or if you find out that you
are talking to the wrong person, just state your
message, cut your meeting short, and then leave.

��� � ���� ���(�� $�(�� ������� �(��
����/� ��&� � ��� $�(�� �������

%�  -

Are you: searching for information? Protesting a
Bank project? Proposing an action plan?

Know how much meeting time you have in
advance, and the official you are speaking to. If
you are in a group, role-play who will speak first,
and act-out what each one will say. Better still
prepare a page-written summary of your mes-
sage, which you can leave behind after the meet-
ing.

��$� ��� ������0�� 1(��� ���� ����

��� � �������-

Busy bank officials are likely to forget all the de-
tails. Introduce yourself and what/whom you rep-
resent. Clearly state your purpose, what your is-
sues are, and what you would like the Bank to
do.

2��%� $�(�� �����-

Bank officials are likely to jump on the smallest
wrong detail or statistic you give, and to wrestle
you to the ground on this. If you make a mistake,
quickly get back to your main message.

If you wish to present a set of documents, in-
clude a one-paged summary up-front. Try using
colored/tinted paper. With so much paper lying
around, busy officials have very short attention
spans.

��$� ��� ������ �$� ��$��� ��������
����� ���� ���!� %�( &�  !�� ��� ����/

����(��� ����� ��������-

Then proceed to state your issues.
For instance: you may start by acknowledging

the Bank’s effort towards reforms. After that, state
your issues, and what you expect the Bank to do.
Remember that there is always some initial hesi-
tance on the part of the Bank officials to meet
with NGOs.

.���!� �(��  �(&� ��&� � ���-

Never mind if your English is bad. It is the confi-

dence that counts. Sound convinced and con-
vincing. Do not be intimidated.

�������� ��������� &����&�/� ���� 1(��

���� ����-

Always pin down your demands to specific fol-
low-up actions, i.e. funding questions, target dates
and deadlines, and measures of compliance.
Explain how it is in the “best interest” of the
Bank to act on the issues. If you can translate
your issues into monetary terms, then you are
likely to be more convincing. Money is the lan-
guage that the bank understands. You can point
out , for instance, how the Bank could have
avoided the costs of a failed project if the Bank
had only consulted with the affected local com-
munity, in the first place. Or else you could men-
tion how a thoroughly-done EIA could save en-
vironmental costs and damage in the longer-run.

2��%� %����� ��� ��-

The physical lay-out in a meeting suggests un-
derlying power relations. A desk for instance, is a
symbol of power; and so is an official surrounded
by his assistants. Try to avoid sitting opposite an
official who is positioned behind his desk. If there
are options, choose to sit around a neutral table,
or place chairs around in a circle.

��"��� ��!�� )��+� ���� ��� ���%��-

Often, Bank officials will put the blame on gov-
ernments, and say that it is governments, not the
Bank  which decides on projects. Or else, they will
say that they will “do their best”. Don’t take these
answers at face-value. Always be ready to propose
concrete workable solutions. Try not to leave a
meeting without a clear next step.

������� ������������������ � �� �����

��� ��� ��  ���(��� ��� �(������-

Try to keep the broader view that Bank officials
who are willing to meet with NGOs are also likely
to be the more open ones. Other officials may not
want to meet with NGOs at all.
���3�� ������� ������0��� ������
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��(������ �++A� � @@

������ ����� ���!� ����� �-

Statements that suggests pity for NGOs and lo-
cally affected communities have no place in ne-
gotiations. You are seeking justice not sympathy.

�(�� ������ &�%�� �� %����-

Take notes of your meeting. Bureaucracies value
paperwork.  Bank officials invariably respond only
to written arrangements, and to ignore verbal

agreements. To them, what is not written does
not exist at all. if the commitments are made
through meetings or phone calls, take time to
write this down, and send back to the official
concerned, as proof of reminder that a commit-
ment has been made. If a commitment is deemed
very important, furnish a copy to his colleague or
superior.

��%��&� ���� ��&� ��� ���� ������/
���� $� �(����0�� $�(�� ������ 
�������/� ����!� ���� ����� 4�5� ��&

���!�� ���&�-

This will leave a lasting impression that an agree-
ment has been reached.
* Use of the male pronoun here for Bank offi-
cials is deliberate. Most Bank officials are men.
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In-Depth: NGOs in Asia
Ctd. from page 24
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ANGOC is secretariat...
Ctd. from page 36
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One of the recommendations of
the World Food Summit (WFS)
held in  Rome two years ago was

to establish mechanisms to monitor and
determine the extent to which commit-
ments made during the Summit (See
commitment #7) have been achieved by
governments and international organiza-
tions.

The Asian NGO Coalition (ANGOC) has
this year undertaken an initiative to assess
what effect such compliance has had at
the community level. ANGOC proposes to
do this by conducting household food se-
curity surveys in 200 Asian villages. Par-
ticipatory Research Approaches will be
used to formulate measurable indicators
of a community’s food security situation.
The findings of the survey will be the basis
for community-level planning and action
and for policy advocacy at
the national and regional
levels.

Far from being simply a
survey, however, this
Project aims ultimately to
promote and help achieve
food security in the selected
villages.

At least twenty villages
will be selected from 10
Asian countries, preferably
where ANGOC members
operate: i.e. South Asia
(Bangladesh, India, Nepal,
Pakistan and Sri Lanka); Southeast Asia

(Indonesia, Malaysia, Philippines and
Thailand); East Asia (Japan). Three coun-
tries in Indochina (Cambodia, Laos, Viet-
nam) will also be covered.

The villages themselves will be chosen
according to a set of criteria. The area
must:
� have ongoing initiatives in food secu-

rity;
� be relatively small (i.e. composed of 200

to 500 households), homogenous and
accessible;

� have the capacity to generate demon-
strative/multiplier effect;

� (preferably) have been included in the
Asian Development Forum series and
the ANGOC 1983 Village Survey;

� (preferably) have good rapport and
linkages with other non-government or-
ganizations (NGOs), agencies and com-
munities.

�,,� 2���� ��"!��� G����#��
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A “Country Focal Point” (CFP), in this
case, an NGO, will take the lead in project
implementation at the national level. The
CFPs will in turn select local NGO part-
ners (ANGOC member or not) to help
them carry out the project at the commu-
nity level.

A Project Advisory Committee (PAC) and
Technical Working Group (TWG) have
been formed to help ANGOC in project
implementation. The PAC will oversee na-
tional- and regional-level implementation
while the TWG will work on the details of
operationalizing the project, for instance,
research design, methodology, instru-
ments, and other technical assistance that
may be required.

The PAC is initially composed of A.Z.M.
Obaidullah Khan (former assistant direc-
tor of the Asia-Pacific regional office of the

Food Agriculture Organization), former
ANGOC chairperson Bishop Antonio J.
Ledesma, S.J. (now Bishop President,
Prelature of Ipil, Zamboanga del Sur, Phil-
ippines), and Percy E. Sajise (SEAMEO Re-
gional Center for Graduate Study and Re-
search in Agriculture [SEARCA], Los
Banos, Laguna, Philippines). The TWG,
on the other hand, is composed of repre-
sentatives from the Food and Agriculture
Organization (FAO), SEARCA, the Insti-
tute of Agrarian Reform and Urban De-
velopment Studies, College of Public Af-
fairs, University of the Philippines at Los
Banos, the Southeast Asia Rural Social
Leadership Institute (SEARSOLIN); and
ANGOC.

For inquiries, contact: LYN L. GALANG,
Project officer, 200-Village Project
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