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This briefing paper about the global crisis and its consequences is mainly intended for the 
use of non-government development organizations (NGDOs), especially those working in 
East Asia. The paper intends to help public policy reformers,  writers and researchers, 
educators and trainers, and grassroots cadres or activists have a better grasp of the nature 
of the crisis and its implications on their work.  The paper also hopes to facilitate public 
discussion and debate especially involving civil society organizations.

The paper is divided into three general sections, namely:  

1) A description and explanation of the financial crisis, its origin and nature.
2) A discussion of a) the initial responses to mitigate the crisis, b) the effects of the 

crisis and the consequences of the responses, and c) the scenarios at the global, 
regional, and national levels (including East Asia).

3) An exploration of key issues or challenges that non-governmental development 
organizations have to address.

The paper does not substitute for a comprehensive and deeper analysis of the issue. The 
analysis  we present is far from being definitive,  for the financial  and economic crisis 
remains an unfolding story with many twists and turns. The paper can nevertheless help 
NGDOs craft appropriate responses to the worst financial and economic crisis since the 
Great Depression of the 1930s.

I. Nature of the Crisis

The story of the worst financial crisis in the era of globalization had a happy beginning: 
the rise of the US housing mortgage at the turn of the millennium.2 No one then would 
have expected that the US housing mortgage, mainly the subprime loans, would shake the 
global financial system.

1 The author wishes to acknowledge the support from Oxfam Hong Kong (OHK) in the writing of this 
paper.  The author likewise thanks Lot Felizco of OHK for her editorial advice and inputs.  The paper 
reflects the views of the author and therefore should not be attributed to OHK.  All errors and omissions are 
the author’s responsibility. 
2 This crisis makes the much-maligned 1997 Asian crisis and other contemporary economic shocks look 
puny.
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Subprime loans are described as such because their rates are above the prime rate.3  These 
loans cover borrowers who are considered the least creditworthy or those individuals who 
have poor credit rating.4 The loans contain the higher risk of not being paid or having a 
higher possibility of default. Of course, the higher rate means that creditors and investors 
will likely earn higher profits, with the caveat that they are likewise taking higher risks.  

Unfortunately,  as we shall see later, the creditors, investors, and credit rating agencies 
underestimated, downplayed, or mismanaged the risks.

Subprime loans became an attractive business; the early 2000s saw their rapid build-up in 
light of the relaxed terms5 and the policy regime of low interest rates. The low interest 
rates that defined Alan Greenspan’s monetary policy and the environment of deregulation 
enabled the explosion of the mortgage-lending industry.  This emboldened brokers and 
bankers  to  adopt  aggressive  tactics  in  courting  homebuyers.  Households,  as  well  as 
investors and speculators, were readily persuaded.

The deregulation of the mortgage-lending industry also paved the way for the entry of 
non-banks that enticed prospective homeowners who were not served by the traditional 
lenders.  It turned out that the majority of the bad subprime loans came from the players 
that escaped regulation.

To gain popularity, politicians, regardless of party affiliation, encouraged the subprime 
lending to cover a bigger number of households.  They put pressure on government –
sponsored  enterprises,  namely  Fannie  Mae  and  Freddie  Mac,  to  be  aggressive  in 
facilitating loans to less creditworthy borrowers.6 

3 An interesting bit  of  trivia:   The meaning of  the word subprime,  as  a  noun and adjective,  radically 
changed  though  the  years.  Simon Winchester  in  an  op-ed  contribution  to  The  New York  Times titled 
Subprime, Pre-Slime (20 October 2008) said that until 1991, the Oxford English Dictionary’s definition of 
subprime was “something eminently desirable and worthy of aspiration” In 1976, subprime referred to ”a 
loan offered below the prime rate and typically was offered only to the most desirable borrowers.”  In 1993, 
the Oxford English dictionary gave a new definition: “Of or designating a loan, typically having relatively 
unfavorable  terms, made to a  borrower  who does not  qualify for  other loans because of a  poor credit 
history.”
4 Many countries, including developing ones, have their own version of subprime loans.  In Indonesia, the 
subprime loans are called “ninja loans.”  These are loans for the purchase of motorcycles by individuals 
with no income and no jobs (hence, the term “ninja.”).
5 We need to qualify the statement about the laxity of the loan terms.  While indeed the barrier was low for 
prospective homeowners to obtain the loans, the borrowers were trapped. Some were unaware of the fine 
print  that  contained  terms like  stiff  prepayment  penalties.   In  other  cases,  dishonest  mortgage  lenders 
misinformed the borrowers about the terms.
6 The US Congress chartered Fannie Mae (founded in 1930) and Freddie Mac (established in 1970) to give 
liquidity, affordability, and stability to the housing and mortgage markets. 
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Although they should have exercised prudential measures, Fannie Mae and Freddie Mac 
succumbed to the pressure of politicians and competition from the private sector and thus 
became aggressive but reckless in their lending operations.

Fannie  and  Freddie  gave  guarantees  to  the  high-risk  subprime  loans.   According  to 
Michael Barr and Gene Sperling (in an op-ed contribution to The New York Times, dated 
18 October 2008), Fannie Mae bought or guaranteed US$270 billion in loans to high-risk 
borrowers.  

Nevertheless, Fannie Mae and Freddie Mac were not the principal culprits.  As earlier 
said,  the  majority  of  bad  loans  originated  from  unregulated  investment  banks  and 
mortgage brokers.  Forced by the circumstances of competition and political pressure, the 
two government-sponsored enterprises  jumped into the bandwagon midway.  Barr and 
Sperling  from the  Center  for  American  Progress  wrote  in  The New York  Times that 
Fannie  and Freddie  “tried  to  play catch-up.  Their  shareholders  and managers  pushed 
them to recover the securitization market share they had lost to unregulated investment 
banks getting absurd AAA ratings for packaging subprime dross.” 

Fannie  Mae  and  Freddie  Mac  operate  in  the  secondary  mortgage  market.  Instead  of 
directly dealing with consumers regarding home loans, they work with mortgage bankers, 
brokers, and other primary mortgage agents to ensure that funds are available for lending 
to homebuyers at affordable rates. 

Fannie and Freddie fund their mortgage investments mainly by issuing debt securities in 
the US and global capital markets. Their close relationship with the US government gives 
them the advantage of being able to borrow money at  lower interest  rates than those 
available to the private financial institutions.

Mortgage-backed securities

To  reduce  risk,  Fannie  pooled  mortgages  to  create  mortgage-backed  securities 
(henceforth  called  MBS).  These securities  were sold to different  types  of investors—
pension funds, mutual funds, insurance companies, and the like. For Fannie and other 
corporations whose business was to provide home loans (the primary or original lenders), 
selling the MBS meant transferring the risk of the home mortgages to those buying the 
MBS. In addition, these primary lenders were able to obtain new funds to finance more 
home mortgages.  

The banks that bought the MBS from the original or primary lenders then sold them to 
their  customers.   These investors (groups or individuals),  who bought portions of the 
MBS, got periodic (e.g., monthly) earnings.  The payments to the investors were sourced 
from the regular amortization payments of the borrowers of home loans.  

MBS are thus financial instruments similar to bonds.  As in the case of bonds, the MBS 
are  debt  instruments  wherein  the  investors  become the  creditors  to  the  issuers.   The 
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issuers  promise  to  pay  until  maturity,  and  the  investors  earn  the  profits  by  way  of 
interests or capital gains or both. 

The banks (especially the investment banks) and insurance companies felt that having the 
MBS as part of their investment portfolio was attractive and protected. The MBS fetched 
higher  yields  than  the  return  on  other  financial  assets.   Recall  that  the  loans  were 
subprime, earning higher interest rates to cover the risk premium. On the other hand, 
other  non-stock  financial  assets  had  smaller  returns  because  the  Federal  Reserve 
maintained low interest rates. Furthermore, those who snapped up the MBS thought they 
were sound investments as credit-rating agencies gave these instruments a high rating 
(AAA), a point that we will discuss later.

At a time that the housing market was growing and interest rates were low, investing in 
MBS looked good.  So long as the homeowners who borrowed funds to finance their 
homes continued paying their loans, the holders of the MBS continued receiving streams 
of payment.  But disaster struck when interest rates started going up and the borrowers 
started defaulting on their home mortgages.

Derivatives

Ostensibly to manage risk, derivatives were brought in during the housing boom as an 
instrument to buy insurance against default by those who issued the securities. The value 
of derivative contracts is based on the underlying assets, in this case the home values. 
The derivatives transfer the risk of an unexpected change in the price of the underlying 
asset from one party to another.

To  reiterate,  the  contracts  for  derivatives  intended  to  cover  losses  on  the  mortgage 
securities in the event of default.  Those who bought derivatives—known as credit default 
swaps—did so for peace of mind.  They paid premiums in the same manner that ordinary 
people paid premiums for health insurance or accident insurance. But unlike insurance 
against sickness, fire or theft, the credit default swaps were not regulated.  

The credit default swaps were traded from one party to another without regulation.  No 
outside party or disinterested party oversaw the trade and transactions involving the credit 
default swaps.  Hence, no one could determine the availability of resources to cover the 
losses in the event of defaults. Harvey Miller, a key lawyer of Weil Gotshal, a renowned 
global law firm, said that a typical credit default swap can pass through 15 or even 20 
trades. “So when a default occurs, the so-called insured or hedged party doesn’t know 
who’s responsible for making up the default and if that end player has the resources to 
cure the default.” 7

But how come many financial  firms were willing to provide the insurance for credit 
default?  Because during good times, they thought that the possibility of credit default 

7 For an explanation of the derivatives known as credit default swaps, see Janet Morrissey, Credit Default 
Swaps, the Next Crisis? in Time, 17 March 2008.
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was almost nil.  Besides, the credit-rating agencies gave the mortgage securities a sound 
rating. 

Boom and bust

Investments in the credit default swaps promised much higher returns.  The rule of thumb 
was that the more complicated and riskier the bet, the bigger the profits (or the bigger the 
losses!).  But the optimism was overwhelming as the good times rolled.  In the middle of 
2007, the amount traded in the US market for credit default swaps was almost double the 
size of the amount traded in the US stock market.
Low interest rates amidst growth and prosperity and a deregulated financial sector meant 
that everyone, including the least creditworthy, had access to easy money. In the words of 
Martin  Wolf  of  Financial  Times:  “Cheap  money  encouraged  an  orgy  of  financial 
innovation, borrowing and spending.” 

Everyone from Main Street to Wall Street was happy. Millions of households became 
homeowners.  Investors  reaped  super  profits.  Bank  executives  got  annual  salaries 
amounting to tens of millions of dollars and enjoyed substantial perks, including golden 
parachutes.

The  value  of  houses  increased,  making  homeowners  feel  wealthier.  Their  feeling  of 
having  more  wealth  encouraged  homeowners  and  consumers  to  borrow  more  and 
consume  more.  The  rising  real  estate  prices  led  owners  to  use  their  home  assets  as 
collateral for more borrowing to finance consumption or to make portfolio investments.

As housing prices skyrocketed, so did the value of other investments, to the point that 
they became overvalued.   The game, especially the bet on derivatives, was no longer 
about  insurance.   It  was  about  speculation.  The  magnitude  of  the  derivatives,  or  the 
speculation, was big:  credit default swaps amounted to US$62 trillion.

Unfortunately, government regulators encouraged this high-yield but high-risk game. The 
game was hailed as a “financial innovation.”   The derivatives (the credit default swaps), 
in particular, were not subject to regulation.

But all things must pass. The price bubble had to burst; and it burst in 2006 when interest 
rates rose.  As interest rates went up, the demand for housing dropped.  Moreover, the 
home debtors suddenly realized they no longer had the capacity to pay,  resulting in a 
wave of defaults and foreclosures.  The burden that indebted homeowners faced was not 
simply confined to the rise in interest rates.  They also suffered from the soaring prices of 
oil and food. 

Caught by surprise by the change in prices, especially in the servicing of their debt and in 
the subsequent decline in the price of their home assets, homeowners became poorer and 
walked away from their loans.
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As the value of real estate went down, the values of loan collaterals likewise plunged. 
The  banks  thus  ended  up  holding  devalued  assets,  which  could  not  cover  mounting 
liabilities.  Many banks suffered from shrinking capital, leaving little for the provision of 
credit to keep businesses and the economy running.  Selling the downgraded assets to 
raise capital led to the further fall in asset prices, which meant a further decline in capital. 
The  problem was  not  just  liquidity.   Many banks  became insolvent.  One bank after 
another, including the biggest financial institutions, collapsed.

Those banks heavily exposed to the mortgage-backed securities and derivatives whose 
underlying assets virtually vanished became the biggest casualties.

Bear Stearns, Merrill  Lynch, Lehman Brothers, and the American International Group 
(AIG)  were  among  the  investment  banks  that  heavily  bought  the  MBS.  Among  the 
commercial banks that had big exposure to the MBS were IndyMack Bank, Washington 
Mutual, and Wachovia.

Bear Stearns fell in March 2008 and was sold to JPMorgan Chase. Merrill Lynch fell in 
September 2008 and was sold to Bank of America. Lehman Brothers became bankrupt in 
September 2008 and was not bailed out by the US government. Its bankruptcy and the 
refusal  of  Treasury  to  bail  it  out  triggered  panic,  leading  to  a  steep  fall  of  financial 
markets worldwide.

Since the middle of 2007, the nine largest US banks (Citigroup, Merrill Lynch, Bank of 
America, Morgan Stanley, JPMorgan Chase, Goldman Sachs, Wells Fargo, Washington 
Mutual,  and  Wachovia)  have  written  down  the  value  of  toxic  assets  amounting  to 
US$323 billion, more than the amount of combined profits they reaped in a three-year 
period (2004-07). The bloodletting is not over, with failures and losses extending to many 
banks all over the world.

The basic problem regarding securitization and derivatives is that the investors do not 
have good information about the quality of the loans.   This is a typical  problem that 
hounds  banking  and  insurance,  especially  in  dealing  with  sophisticated,  complex 
instruments.  Economists call this information asymmetry;  one party does not possess 
enough information about the transaction.

But in this  case,  banks were not dealing with plain-vanilla  loans.   They were deeply 
involved in the complex and “exotic” business of derivatives. As the maverick investor 
George  Soros  said:  “We don’t  really  understand  how they  work.”   In  2003,  Warren 
Buffet  issued  a  stern  warning,  using  figurative  language  to  describe  derivatives  as 
“financial  weapons  of  mass  destruction,  carrying  dangers  that,  while  now latent,  are 
potentially lethal.”

However, former Fed chairman Alan Greenspan encouraged derivatives: “What we have 
found over the years in the marketplace is that derivatives have been an extraordinarily 
useful vehicle to transfer risk from those who shouldn’t be taking it to those who are 
willing to and are capable of doing so.”  Greenspan objected to the regulation of the 
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market for derivatives.8  Greenspan, too, was responsible for keeping interest rates low 
for a long time, despite the “irrational exuberance” during the period that he presided 
over the Fed.  Greenspan’s regime of low real interest rates (nominal rates were likewise 
low), coupled with deregulation, had the effect of fomenting exotic loans that ultimately 
became toxic.

The ideology of government deregulation meant that the banks were supposed to exercise 
self-regulation.  Left  to  their  own  devices,  the  banks  ignored  prudential  norms, 
undermined  transparency,  overlooked  better  risk  management,  and  failed  to  build  up 
adequate capital (the worst example being Lehman Brothers).

Perverse incentives

Confidence in the risky market for the mortgage securities got a boost from the triple-A 
endorsement of credit-rating agencies, namely Standard & Poor’s, Moody’s, and Fitch. 
The credit-rating agencies certified the MBS as safe investments for commercial banks, 
insurance firms, investment houses, mutual funds, and pension funds. 

But we should have known better. Credit-rating agencies have a bad record in assessing 
risks  (the  information  asymmetry  problem).   In  the  past,  they  were  off  the  mark  in 
weighing systemic risks.  For example,  all of them were caught flatfooted by the US 
equity meltdown in 1987 and the Asian financial crisis that turned global in 1997.

Compounding the information asymmetry problem is the perverse incentive for credit-
rating agencies.  They get their  fees, salaries,  and rewards from the private banks and 
other investment houses that pay for their services. Credit-rating agencies cannot bite the 
hand  that  feeds  them.  This  is  not  an  unfounded  assertion.  In  an  internal  document 
presented to the US House of Representatives, Raymond McDaniel, the chief executive 
of Moody’s said that they were “continually ‘pitched’ by bankers, issuers, investors…
whose views can color credit judgment.” 

In the same vein, bank executives had little incentive to adopt prudential practices and 
had huge incentives to pursue high-risk activities that would reap bigger profits.  The 
executives  were  rewarded  with  hefty  bonuses  based  on  profit  performance.  And  to 
magnify the reported profits, the toxic loans became off-balance-sheet items.9

8 However,  in the wake of the financial  bloodbath, Greenspan conceded that his belief in deregulating 
lending institutions was shaken and that the market for derivatives should have been restrained. “Yes, I 
found  a  flaw”  was  Greenspan’s  response  to  the  intensive  grilling  from  the  US  Congress’s  House 
Committee on Oversight and Government Reform. 

9 The banks can justify off-balance sheet accounts by saying they do not have direct claim to these assets 
and liabilities, for their role is limited to brokerage or asset management. They likewise use off-balance 
sheet accounts for new ventures that are outside their core area. The risk from the new, untested business is 
therefore not reflected in the company’s statement of profitability.   Off-balance sheet financing enables the 
banks to present lower debt-to-equity and leverage ratios. The question to regulators is why they tolerated 
the practice of categorizing toxic loans as off-balance sheet financing.
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At the same time, in bad times, the executives continued to receive mind-boggling annual 
salaries. On top of this, they were guaranteed golden parachutes upon the end of their 
terms. 

II. Consequences, Responses and Scenarios 

The combination of factors that we have narrated in the previous section—the low real 
rates of interest sparking an asset boom especially in housing, the explosion of subprime 
loans, the deregulation of the financial markets, the excessive leveraging motivated by 
the private sector’s appetite for riskier investments with high returns, the blinders that the 
credit-rating agencies wore, and the abuses in corporate governance—set in motion the 
crisis’s train.

To be sure, other factors contributed to the explosion of the crisis.  Some analysts, for 
example,  point  out  the  role  of  the  global  imbalance.  That  is,  the  deficit-ridden  US 
borrowed foreign exchange surplus from countries like China to finance its consumption. 
These foreign savings translated into low interest  rates that  fueled the housing boom. 
More than a trillion dollars from the current account surpluses of emerging economies 
were recycled to finance the subprime mortgage market.10

Yet, no consensus exists as to what constituted the principal factor(s). Using metaphors, 
Dani Rodrik wrote for Project Syndicate: “Perhaps it is futile to look for the single cause 
without which the financial system would not have blown up in our faces. A comforting 
thought — if you still want to believe in financial sanity—is that this was a case of a 
‘perfect storm,’ a rare failure that required a large number of stars to be in alignment 
simultaneously.”

That we cannot pin down the main determinant—“the single cause without which the 
financial system would not have blown up in our faces”—is vexing. It suggests that the 
response to the crisis and the measures to prevent future crises will, in Rodrik’s words, 
“remain blunt and of uncertain effectiveness.”

Bailout

Indeed,  the  initial  response  was  characterized  by  trial  and  error,  though  some  US 
authorities  were  guilty  of  making  ideology,  not  the  concrete  conditions,  the  basis  of 
decisions.

The US Treasury’s  original  plan was to buy the toxic securities.   Treasury Secretary 
Henry  Paulson  was  resistant  to  injecting  equity  into  failed  banks  because  this  went 
against the ideological grain that government should not be owners of corporations. This 
would likewise explain why Treasury did not bail out Lehman Brothers.

10 See, for example, Martin Wolf’s essay titled Asia’s Revenge in Financial Times, 8 October 2008.
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This was a mistake; it merely heightened the uncertainty and panic.  The problem was no 
longer  about  one  prominent  but  irresponsible  financial  institution.   The problem was 
already systemic, with several major banks failing and others about to follow. And so, 
even the US’s initial bailout package amounting to US$700 billion did not calm markets. 
The markets worldwide took a nosedive.

To paraphrase Joseph Stiglitz, the US exported the subprime mortgages to the rest of the 
world.  The crisis that originated in the US became a contagion.  Correspondingly, any 
US action had effects in other countries.

Europe took the initiative away from the US in leading the coordinated global action to 
alleviate the crisis. European governments committed US$2.3 trillion, triple the amount 
of  the  US  government  bailout  package,  to  give  European  banks  a  lifeline.  Support 
included  recapitalization  of  the  banks  as  government  bought  stakes  in  these  banks. 
European central  banks gave guarantees on private  bank debts and pledged unlimited 
short-term credits.

The problem associated with a bailout is the moral hazard that it creates.  This is to say 
that the bailout might reinforce irresponsible behavior and thus lead to the recurrence of 
the crisis.  For the ordinary men and women on the street, the bailout is seen as protecting 
the fat cats, instead of punishing them. 

Yet, the bailout cannot be avoided. When not only one bank but many banks are crashing, 
we face a systemic crisis.  The bailout is meant to transfuse new capital into the ailing 
banks and thus avert the collapse of the credit market and the entire financial system. A 
systemic failure of the financial system will have a severe impact on the real economy. 
Credit will tighten or dry up, resulting in a shortage of funds for productive investments. 
A fall in investments translates into a decline in production, jobs, and people’s incomes. 
This  triggers  a  vicious  cycle:   reduced  income in  times  of  uncertainty  and volatility 
means reduced consumption, leading to a further fall of investments and output, further 
job losses, and so on.

A timely and appropriate bailout was thus an absolutely necessary step to avert such a 
vicious cycle from occurring.  Confidence must be restored in the financial system by 
injecting adequate capital into the banks so that they can resume lending at reasonable 
rates and so that depositors won’t panic.

The injection of government capital in private banks results in partial nationalization or 
even in some cases full nationalization of banks. (In the United Kingdom and in Iceland, 
the governments have become the biggest bankers.)

Despite the necessity of the bailout, governments must address the moral hazard problem. 
To tackle moral hazard, the following measures are needed: making those who erred and 
committed abuses accountable; instituting strong but appropriate prudential regulations; 
promoting  government  and  corporate  transparency;  putting  in  place  the  incentive 
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mechanisms that will curb short-term profiteering and excessive risk-taking; and having 
checks on the compensation, perks and privileges of executives. 

Stiglitz criticized the US bailout scheme for being insufficient.   In the hearing of the 
House  Financial  Services  Committee,  he  said:  “Everybody  agrees  that  a  part  of  the 
problem today is a lack of confidence in our financial system. But how can there be a 
restoration of confidence when all we have done is to pour more money into the banks? 
We have simply given them more money to lend recklessly. We have changed neither the 
regulatory  structures,  the  incentive  systems,  nor  even  those  who  are  running  these 
institutions — and who have demonstrated their inability to manage risk.”

Even  as  the  collective  action  of  advanced  countries  has  momentarily  pulled  out  the 
financial system from the brink of total collapse, the future remains uncertain. As stated 
previously, there is no clear consensus as to what principally caused the crisis.  Many 
narratives and explanations have been given, and they are all credible. But that makes the 
problem solving more complicated. Using a spray gun will not work.

Response of global institutions

Leaders and economists are still searching for the most sensitive responses.   We are not 
even  sure  whether  the  present  initiatives  will  ultimately  work.  An  indication  is  that 
financial markets throughout the world have been going through wild swings.

The still-unfolding crisis that is threatening enough to result in a deep global recession 
requires  global  institutions  to  act  not  only  promptly  but  to  do  so  with  sensitivity  to 
varying conditions across the world.

The International Monetary Fund (IMF) has reaffirmed its role as the global lender of last 
resort.  The IMF has allocated US$250 billion for loans and possible bailouts to restore 
confidence  in  emerging  markets.   The  problem however,  is  that  the  IMF  eligibility 
criteria has yet to be specified.  What is clear though is that those countries with healthy 
economies can access the loan financing without the usual conditionalities. But countries 
that are seen as having unsound economic fundamentals will still be subject to scrutiny 
and conditionalities. 

This  approach  is  mistaken;  it  heightens  uncertainty  because  no  one  knows  which 
countries are ineligible  for funding.  Those countries with weak fiscal positions,  with 
high inflation,  or with problems associated with unsound economic fundamentals  will 
become more vulnerable. And as previous crises have demonstrated, a problem in one 
country can affect other countries.

In the meantime, the United Nations has declared “its full commitment to support the 
international  community  and  to  play  its  full  part  in  addressing  and  alleviating  the 
negative repercussions of this crisis worldwide.”  But the best it can do at present is to 
issue words of appeal and encouragement regarding the Millennium Development Goals, 
climate change, rights, development assistance, and renewed trade negotiations. What its 
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specific role will be in addressing the crisis has yet to be spelled out.  The stark fact is 
that  the UN and its  agencies,  including the United Nations Conference on Trade and 
Development,  lack  the  political  and  the  financial  clout  to  become a  major  player  in 
addressing the crisis.

Collective  action  at  the regional  level  is  likewise relevant.   In  this  regard,  East  Asia 
awaits  new initiatives  from China,  Japan,  South Korea,  and ASEAN (Association  of 
Southeast Asian Nations) on how to tackle the global crisis.  The most important meeting 
so far  in  which  general  statements  of  cooperation  were made  was  the  October  2008 
Conference of ASEAN-China Ministers Responsible for Information in Nanning.  This 
hardly constitutes a high-level meeting that will bind leaders in East Asia to undertake 
concerted action.

The real sector

Government  intervention  in  the  economy’s  real  sector  is  as  important  as  the  steps 
undertaken  to  calm  the  financial  markets.   What  is  needed,  to  cite  Stiglitz,  is  a 
comprehensive  recovery  program  that  includes  spending  for  low-income  people  and 
long-term investments in education, technology, and infrastructure. 

The financial crisis has spilled over to the real sector.  The global economic slowdown 
has begun. In fact, the developed countries are now in recession. We cannot rule out a 
long recession in the US, either. Paul Krugman’s description of the economy is gripping: 
“All signs point to an economic slump that will be nasty, brutish—and long.”

Even high-growth emerging economies led by China are not spared from the ill effects of 
the global crisis.   It  was mainly China’s surplus capital  and exports  that  allowed US 
borrowing and consumption to boom.  But now the US boom is over; and the savings glut 
from countries such as China and Russia has to find new sources of investments. 

Aggravating  China’s  woes  is  the  erosion  of  consumer  confidence  in  Chinese  goods. 
Reinforcing the perception that many Chinese goods are substandard is the unearthing of 
tainted dairy products from China, which some officials tried to cover up.

The  developing  countries  that  have  increasingly  been  integrated  into  globalization, 
particularly  the  emerging  markets,  are  more  vulnerable  to  the  global  economic 
slowdown. But the impact on the poorest countries, despite having the weakest links to 
globalization, will also be severe. 

For developing countries, the effects of the financial crash on the real sector are more 
worrisome than the finance meltdown itself. To explain, let us use the Mekong region 
countries as example. Their financial systems have weak links with the financial sector of 
the  most  advanced  countries.   Obviously  the  bank  failures  in  the  US  won’t  have 
cascading  effects  in  Cambodia,  Lao  People’s  Democratic  Republic  (PDR),  or  even 
Vietnam. In fact, high-growth Vietnam, which has received sizeable investments from the 
US, does not have a relationship with the US banks that failed.  And so, the Vietnam 
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News  Agency  reported  a  statement  of  the  Governor  of  the  State  Bank  of  Vietnam, 
Nguyen Van Giau, that Vietnamese banks will not be affected by the US financial crisis.

But the countries in the Mekong region will nonetheless be hurt by the global slowdown 
as the effects  of the financial  crisis are transmitted to the real  economy.   Workers in 
export firms (e.g., in the textile and garments industry) will be laid off as exports to the 
US contract.  Garments are among the top exports of countries in the Mekong region to 
the US. Also affected are the people in these countries whose jobs and incomes depend 
on the growing tourism industry.  The list gets longer as we count the other channels that 
link the financial turmoil with the real sector.
Transmission channels

Let us then look at the channels of transmission — private finance, investments, ODA, 
trade, and migrant labor and remittances. 

The  finance  sector  is  obviously  the  weakest  link,  especially  the  banks,  insurance 
corporations and investment firms that are highly leveraged and that have portfolios in 
the  US and other  hard  hit  advanced  economies.  The  contagion,  too,  has  made  those 
holding stocks or those whose savings are placed in mutual  funds and pension funds 
poorer.  Unfortunately, those worse off include retired people, the elderly, and working 
middle-class savers.

Private lending to developing countries will decline.  In spite of the bailing out of many 
multinational banks, which means the availability of credit, the banks will become extra 
careful in lending to developing countries especially, which are associated with having 
higher risks. 

Furthermore,  the  recapitalization  of  the  banks  through  government  funds  may  not 
immediately lead to a renewal of normal lending.  The behavior of the banks, a rational 
one, is to use the government funds for consolidation like buying rival banks.   The side 
effect  of  the  government  guarantees  is  that  they  have  made  traditional  asset-backed 
lending more expensive.  This runs counter to the main objective of the bailout and the 
guarantees — to provide the liquidity so banks can resume lending operations.

The flow of investments from rich to poor countries will weaken, and repatriation of 
capital from developing countries to the mature economies will occur.  Risk aversion and 
portfolio realignment will be the main concern of investors.  Not only will developing 
countries receive less capital inflow, they will likewise be penalized through higher risk 
premia.

The  Institute  of  International  Finance  (IIF)  says  that  net  private  flows  to  emerging 
economies will fall from an extraordinary record volume of almost US$900 billion in 
2007 to about US$560 billion in 2009.11

11 The IIF study included the following Asian emerging economies: China, India, Indonesia, Malaysia, 
Philippines, South Korea, and Thailand.
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Even poor  countries  that  are  not  classified  as  emerging  markets  will  suffer  from the 
investment  crunch.   Take  the  case of  Lao PDR, which relies  on foreign  investments 
especially from ASEAN countries.  Five energy projects, mainly hydropower, have been 
suspended because the foreign investors decided to pull out, citing increased costs and the 
refusal of Thailand to purchase the power at a higher price.  In times of prosperity, both 
the investors and their intended consumers could have absorbed the price increases, thus 
making the higher costs a non-binding constraint.

The poor countries cannot rely either on official development assistance (ODA).  Even if 
they  were  willing,  the  OECD  (Organization  for  Economic  Cooperation  and 
Development)  countries  face hard budget  constraints.   They themselves  are  incurring 
huge fiscal deficits to finance the bailout of their banks and to stimulate the real sector of 
their economies. 

The  historical  record  supports  the  assertion  above.   In  an  article  for  a  blog  on 
development  issues,  David  Roodman  observed  that  after  being  struck  by  a  financial 
crisis, a donor country’s aid to developing countries tumbled. He named four instances, 
namely Japan after the bursting of the real estate and stock bubble in 1990; and Finland, 
Norway, and Sweden after the Nordic crisis in 1991. The aid of Norway, Sweden, and 
Finland fell by 10 percent, 17 percent, and 62 percent, respectively.  What was surprising 
and disturbing was the fact  that  the countries  involved are among the most  generous 
providers of ODA.

This is, of course, bad news for countries in Southeast Asia that are heavily reliant on 
ODA, namely Cambodia, Lao PDR, and Timor Leste.

Another source of foreign exchange for developing countries is the remittance of foreign 
currency earnings by migrant workers, with women comprising a significant number. But 
jobs will be cut in the service sectors like construction and homecare that employ a big 
number of migrant workers from developing countries. 

The  health  of  the  construction  industry  is  correlated  with  economic  growth.   When 
growth declines,  the  construction  of  houses,  commercial  and industrial  buildings  and 
other infrastructure projects also slows down. First to be retrenched when construction 
tapers off are the contractual workers from overseas.

The  jobs  of  scores  of  thousands  of  migrant  domestic  helpers  from  the  Philippines, 
Indonesia,  and  South  Asia  who  work  in  prosperous  places  are  threatened.  Their 
employers, affected by the crisis in various ways (diminished value of stocks and other 
assets,  retrenchment,  salary  freeze),  will  cut  back  on  non-essential  spending.  Also 
jeopardized is employment in other areas of the service sector with a concentration of 
overseas workers (e.g., travel and entertainment).

And since we have mentioned the travel industry, we can point out that inbound tourism 
in different Asian countries is expected to fall. That will mean not only job losses in the 
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tourism sector but also a substantial  reduction of foreign exchange earnings for some 
Asian countries, including the poor ones like Cambodia (famous for the Angkor Wat).

A critical channel in which the financial crisis affects the real sector is trade.  The flow of 
trade will slow down.  With consumer confidence in the US at an all-time low coupled 
with a steep increase in job losses - a situation replicated in other advanced economies, 
the demand for goods and services from the developing countries will be dampened.  It 
has been observed that a slump in consumer demand in the US results in a fall in imports 
that is twice bigger than the fall in consumer spending.

We also take note of the strong links between exports from Asia on the one hand and the 
imports of the US, European Union (EU) and Japan on the other hand.12  In other words, 
the slowdown of the economies in the US, EU, and Japan will hurt Asian exports.  

An export  sector hit hard by weak consumer demand in the US and elsewhere is the 
garment industry.  Apart from China, Asian countries that are big exporters of garments 
include Cambodia and Lao PDR in Southeast Asia and Bangladesh, Nepal, Pakistan and 
Sri Lanka in South Asia.  The majority of workers in the garment industry are women.

Other export products that have been bruised by plunging consumer demand in the US 
and other mature economies are footwear, toys, games, sports equipment, computers, and 
computer parts.  These are among the main exports of Asian countries (e.g., Indonesian 
footwear and Philippine electronics).   To give an example of how big the damage is, 
Bloomberg news (7 November 2008) reported that half of China’s toy exporters have 
shut down in 2008.

Further  hurting  the  poor  countries,  particularly  those  in  Africa,  is  the  decline  of 
commodity prices. Prices of commodities fall as the demand for such commodities in the 
embattled rich countries tumble.

The poorest countries actually face a triple whammy: a) a decline in trade, b) the flight of 
capital together with an interruption of capital inflows, and c) a fall in ODA.

In Southeast  Asia,  the majority of countries have the US as a major partner for their 
exports.   And even if  some of  these  countries  have become less  dependent  on trade 
relations  with  the  US,  they  will  still  feel  the  adverse  impact  of  the  slowdown  in 
international trade.  This arises from the close interconnection of trade among countries. 

To illustrate, trade relations between ASEAN members and China have rapidly grown in 
recent years.  Some have argued naively that the diminished exports to the US market 
will be offset by enhancing trade with China.  After all, ASEAN enjoyed a trade surplus 
with China for many years.    

But here’s the rub.  China’s growth will also slow down.  A driver of China’s growth has 
been the huge earnings from exports to the US and other mature economies.  A recession 

12 See the Asian Development Bank’s Asian Development Outlook 2008.
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in the US and a growth slowdown in Europe will thus have adverse consequences on 
China’s exports and gross output.  This will also mean a downturn in China’s purchase of 
goods from ASEAN because a substantial share of China’s imports from Southeast Asian 
countries are actually inputs to Chinese exports to North America, Japan, and Europe. 

China’s downturn

China’s vulnerability is not limited to the effects of a decline in trade with the US.  Prime 
Minister Wen Jiabao in an interview with Newsweek (6 October 2008) said, “US finance 
is closely connected with Chinese finance. If anything goes wrong in the US financial 
sector, we would be anxious about the security of Chinese capital.”  

China  is  expected  to  register  a  growth  rate  that  will  remain  significantly  higher,  in 
comparison to the rest of the world. After all, China’s growth rate has averaged at nearly 
10 percent for a fairly long period.  And so, a slowdown of the growth rate to, say, less 
than 8 percent will still look impressive, when many developing countries cannot even 
attain that level.  But for China, such kind of slowdown will be difficult to bear, given the 
pressure to produce jobs for a very big population with an increasing labor force.

Amidst the global economic slowdown, China cannot depend on exports to safeguard its 
growth.   Pragmatism will  lead  China  to  shift  its  strategy from promoting  exports  to 
stimulating the internal economy. 

Surely,  China’s domestic economy offers huge potential,  but the gains from a shift in 
economic strategy will not materialize immediately. In the Newsweek interview, China’s 
Prime Minister  Wen said,  “We have seen a decline in external  demand,  and China’s 
domestic demand cannot be significantly increased in a short period of time. [So] we do 
risk a slowdown.” The adjustment period will thus mean absorbing some pain.

To be sure, China’s downturn has spillovers in the region. Take the case of Hong Kong. 
Hong  Kong’s  growth  and  fortunes  are  significantly  tied  to  international  finance  and 
developments in China.  So Hong Kong faces an immediate threat.  The first to get hit 
were  Hong Kong’s  financial  and  securities  markets.  The  collapse  of  global  financial 
markets did not spare Hong Kong.  More than 25 percent of the value of Hong stocks 
vanished in a three-week period from September to October 2008, despite government’s 
intervention of cutting interest rates.

An indicator of an ongoing slowdown was the decline in the volume of air traffic at the 
Hong Kong international airport.  In September 2008, the number of passengers and tons 
of cargo dropped by 4.7 percent and 7.5 percent, respectively, from the level for the same 
period in 2007.

The problems of Hong Kong’s financial sectors have affected the real sector.  A number 
of  Hong Kong-listed companies,  from manufacturers  of  home appliances  and toys  to 
retail, have gone bankrupt.
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Nevertheless, Hong Kong has the capacity to weather the crisis, as it did in the 1997 
Asian crisis.  Hong Kong’s economic fundamentals are sound, and its fiscal position is in 
the pink of health.  It can even allocate a sizeable amount, a budget of HK$1.2 million, to 
what is called a “financial crisis emotional support” program. 

Hong Kong is confident that it can surmount the global turmoil.  Domestic demand is 
expected to compensate for the weakening of exports amid a global economic slowdown. 

The Hong Kong press reported that Hong Kong’s Donald Tsang believes that Hong Kong 
“may even grow as a result of the financial tsunami,” for he sees the collapse of financial 
markets with hubs in New York and London as an opportunity to become the leading 
financial center.

The  good  news,  if  it’s  any  consolation,  is  that  China  and  a  few  other  East  Asian 
economies have the ammunition,  so to speak, to fight the severe effects of the global 
crisis.  They do have the advantage of having current account surpluses, huge foreign 
reserves, and healthy fiscal positions.  Therefore, the negative impact of the crisis in these 
countries can be muted.  In this sense, they are also in a position to contribute to the 
global  collective  action  towards  taming  the  crisis  and  enabling  the  conditions  for  a 
quicker recovery.

But in a different context, the global slowdown makes the navigation more complex for 
an  overheating  economy  like  Vietnam.  Even  before  the  onset  of  the  global  crisis, 
Vietnam has been grappling with serious economic challenges, by-products of sustained 
high growth, including:  1) how to tame galloping inflation and 2) how to manage the 
strong flow of foreign investments.   The deceleration  of global  growth will  stem the 
further rise of aggregate demand and the flow of hot money and thus help check inflation. 
But the current global environment is forcing Vietnam to make a hard choice, involving a 
tradeoff.  The challenge now for Vietnam is how to address the competing objectives of 
stabilizing the economy on the one hand and stimulating growth on the other hand. 

East Asia in general

Overall, economists from private think-tank groups and from multilateral institutions do 
not think Asian economies will suffer catastrophic shocks, similar to the 1997 financial 
crisis.  At a time that the global economic slowdown was already rearing its ugly head in 
the first half of 2008, the World Bank (WB) and the Asian Development Bank (ADB), 
for example,  were providing cautiously optimistic  assessments  on the performance of 
East Asian economies.  

The WB’s East Asia and Pacific Update (April 2008) said:  “Although East Asia will 
undoubtedly be affected, it is reasonably well positioned to navigate the crisis without 
incurring significant damages to its prospects.”  Similarly,  the ADB said in its  Asian 
Development Outlook 2008 that economic growth projection for developing Asia in 2008 
and 2009 “would constitute a solid performance in an unsteady global economy.”
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But one lesson that we can pick up from the current crisis is that forecasting becomes 
almost impossible, in light of the rapid and surprising change of conditions, thus making 
current assumptions obsolete. We cannot even be sure of what will happen in a few days. 
Everyday brings  new shocks.  Witness  the  daily  gyration  of  the  stock markets  or  the 
eruption of crises in diverse places—from Iceland to Eastern Europe, to Pakistan. 

In Asia, the growth estimates for countries in the region are being revised downward.  To 
illustrate, Taiwan and Japan are already in recession, something not foreseen in the early 
part of 2008.

The situation can turn for the worse. In fact, a new type of crisis is unfolding—a currency 
crisis, which grew from the bigger banking and finance crisis.  Sharp devaluations are 
striking  developing  countries  across  the  world,  arising  from the  disruption  of  capital 
inflows, capital flight, repayment of short-term debts that could not be rolled over, and 
the slowdown in export earnings.

What  Krugman  calls  “the  mother  of  all  currency  crises”  (The  New  York  Times,  26 
October 2008) has barely reared its ugly head.  We have to brace for the worst of times.

III. Key Issues 

In the previous section, we showed the lines of transmission upon which the financial 
crisis affects the real sector of the economy in developing countries.  The considerable 
reduction of capital flows including flight and restricted access to credit, the slowdown of 
trade and the decline of commodity prices, the contraction of ODA, and the contraction 
of  overseas  remittances  are  channels  that  will  destroy  jobs  and  livelihoods,  reduce 
incomes and wages, restrict the public sector’s capacity to provide public goods, and thus 
heighten poverty.

It is thus imperative for NGDOs, as an expression of their commitment to work with 
people  against  poverty,  to  energetically  address  the  crisis,  notwithstanding  their 
constraints.

We sketch below the key issues and main challenges together with premises to provide 
guidance for NGDOs as they design their response or intervention.

Global advocacy

First, the global crisis requires global collective action.  A “country first” frame13 will 
only aggravate the crisis and make all countries, rich and poor, worse off.  We have seen, 
for example,  how the initial  interventions  in  the US, without coordination  with other 
OECD countries, had the unintended effect of heightening anxieties and accelerating the 
contagion.  Or how uniform deposit guarantees are necessary to avoid the capital flight 
from one country to another.

13 “Country first” is the current slogan of the US Republican Party
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Global  action  will  likewise benefit  the developing countries.   Their  efforts  to protect 
national economies will be insufficient, given that the main problem is not within their 
control, and that their fiscal positions and their relatively weaker institutions are major 
constraints.

And we cannot just leave this responsibility of sustaining global action to governments 
alone.  The implication then is for NGDOs to be able to work at a global level.14 The 
main elements of the global advocacy will include:

a. Pressure the OECD countries  and the International  Monetary Fund to  provide 
credit  and  liquidity  to  all  developing  countries,  without  discrimination,  and 
without imposing stiff and unrealistic conditionalities.

b. Appeal to the major players, especially in the US and Europe, to give as much 
emphasis to protecting the real economy and the affected workers and averting a 
social  crisis,  instead  of  just  being  fixated  with  rescuing  the  financial  sector. 
Drawing up a program for the real sector should include measures that look after 
human development.

c. Demand  from  OECD  the  fulfillment  of  member  countries’  commitment  to 
allocate 0.7 percent of GDP to development assistance.  The crisis is no excuse to 
renege on the commitment.  After all, the ODA is proportional to GDP, regardless 
of the GDP’s growth or decline.

d. Reinvigorate the program on capital flows, including the formulation of proposals 
on regulation (transparency and accountability, conflicts of interest, speed bumps, 
restrictions on exotic financial products).15 In the past, NGDOs, including some 
international organizations such as OHK, were active in the campaign to regulate 
capital  (e.g.,  the  Tobin  Tax  campaign).   It  makes  sense  for  these  groups  to 
resurrect  a  similar  program.   Further,  the  international  advocacy  should  give 
special attention to combating vested interests and reactionary ideological dogma, 
which will attempt to dominate the debate on regulatory reforms.

e. Take the crisis as an opportunity to review and reform the Bretton Woods system. 
It has become undeniably clear that global institutions have not kept up with the 
rapid pace of economic globalization.  Strong, credible and fair global rules are 
necessary to reduce the tensions arising from the competing demands of global 
economic integration, national sovereignty, and people’s democratic demands.

Engaging China

14  Quite a number of civil society organizations in Asia operating at both the global and national levels do 
policy studies or advocacy on the issues relating to the global  crisis.   Among these organizations are 
International Development Economics Associates (India), Third World Network (Malaysia), Focus on the 
Global  South  (Thailand),  Action  for  Economic  Reforms  (Philippines),  Freedom  from  Debt  Coalition 
(Philippines),  Jubilee  South  (Philippines),  International  NGO  Forum  for  Indonesian  Development 
(Indonesia), and Prakarsa (Indonesia).
15 See Stiglitz (2008).
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Second, the role of China in alleviating the crisis is critical.  Countries like China, Russia 
and the Arab Gulf States that enjoy surpluses can act as stabilizers by stimulating internal 
demand, which will help the global economy.  China has responded positively, serving 
both self-interest and global interest, as indicated by the recent reduction of key interest 
rates.

China will likewise play a leading role in helping stabilize the economies in the East 
Asian region.  China can rise up to the challenge by opening credit lines and continuing, 
if not increasing, the level of development assistance it gives to developing countries. 
But this will require civil society monitoring towards improving China’s practices and 
curbing corruption at the recipients’ end.

Thus,  engagement  with  China,  employing  both  state-to-state  and  people-to-people 
relations, all the more becomes relevant.  

Intervention at the national level

Third,  the effects  of the crisis  on developing countries  will  vary.   In Southeast  Asia, 
countries like Indonesia and the Philippines, which are more integrated into economic 
globalization, are more vulnerable to the direct impact of the global crisis on the financial 
and equities markets.  A poor country with weak links to globalization, say, Timor Leste 
or Cambodia, may escape the cascading effects of the failure of the world’s biggest banks 
for  the  simple  reason  that  it  does  not  have  any  relationship  with  such  banks.  Such 
difference insofar as the financial sector is concerned implies that emerging markets with 
stronger links to globalization have to take additional measures to protect their banking 
system. 

However,  this  is  not  to  say that  the economies  of poor countries  with weak links  to 
globalization are less affected.  The effects of the financial crisis on their real economy 
will likewise be severe.  Take note, again, of how the financial crash is transmitted to the 
real  economy,  in  terms  of  a  decline  of  investments,  trade,  ODA,  remittances  from 
overseas workers, and the like.

In the main,  developing countries  will  be compelled  to  pursue stimulus  policies.  For 
some countries in Asia, stimuli through fiscal policy are not that easy to implement in 
light of their fragile fiscal positions. Yet, leaders cannot stay away from expansionary 
policies to stave off recession.  The balancing act is how to implement short-term public 
spending that will stimulate the economy but at the same time demonstrate resolve in 
committing the country to fiscal prudence for the long-term. 

We  need  to  stress  that  the  stimulus  package  is  not  simply  about 
expansionary  policies  in  general,  but  that  such  policies  should  be 
designed in a way that will  benefit the poor (e.g., activities that will 
create  employment  so  the  poor  can  have  money  to  spend  for 
consumption,  thus  triggering  a  cycle  that  will  boost  aggregate 
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demand).   The appropriate public spending is one that will create jobs and incomes 
not only temporarily but also for the long haul.  

Infrastructure  projects  that  are  labor-intensive  serve  this  double  purpose of  providing 
short-term stimulus,  including  job creation,  and creating  the conditions  for  long-term 
growth.  Investments in health and education also have long-term dividends.  The fact 
that  countries  in  the region will  now have to  rely  more  on domestic  demand to  fuel 
growth (from Lao PDR to Taiwan) underscores how critical public investments are to 
create domestic markets. 

The implication for NGDOs is that their programs have to effectively operate at different 
levels.  They should sustain programs that deliver essential services and create livelihood 
at the grassroots, especially given the failure in some countries to deliver the basic public 
goods.  At the same time, NGDOs must pay greater attention to advocacy at the national 
level  to  ensure  that  macro  policies  are  responsive  to  job  creation  and  sensitive  to 
protecting the poor.  For better intervention, it will be worthwhile to investigate for each 
country the distributional impacts of the economic shock (of course including impacts on 
women).   The  distributional  impact  is  all  the  more  complex,  given  the  different 
transmissions.   The poor people are already subjected to different shocks—the financial 
crisis, the high prices of oil (which fortunately have somewhat decreased), and the high 
food prices.

To be sure,  the resource constraint  is  the toughest  problem the NGDOs face as they 
attempt to effectively respond to the crisis and implement bigger tasks.  The shrinking of 
available resources is a real danger, given the financial difficulties of donors from both 
the public and private sectors.  How the NGDOs will manage their priorities in light of 
the critical resource constraint is indeed a formidable challenge.

The immediate future looks gloomy. We need to have confidence that the global leaders 
are capable of preventing a similar crisis from happening again. Financial  crises have 
become common occurrences, erupting at least every 10 years or less. But the present 
crisis makes previous contemporary crises (e.g., the Asian financial crisis) look tame.

Nevertheless, opportunities emerge in times of crises. The 2008 global financial crash is 
arguably the last nail in the neo-liberal coffin. The demise of neo-liberalism (absolute 
faith in deregulation and liberalization) paves the way for the resurrection of the critical 
role of states, institutions and regulation.

Are we undergoing what Joseph Schumpeter called “the gale [but this one is a storm] of 
creative destruction”?  That capitalism is transforming itself for the better?

We do hope a new model will emerge:  One that is empathic about the role of good 
institutions that serve the global good. One that will make finance capital serve the real 
economy, including the poor’s uplift.  One that will value the role of domestic markets, 
especially when the environment for export orientation is hostile. One that will recognize 
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the healthy role of regulation not only of financial markets but of other markets that have 
strong externalities such as labor, health, and environment.

Let us seize this opportunity to reform and change the world!
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