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On e  o f  t h e  g r e a t  s u r p r i s es  o f
t h e  U.S.  ec o no m y  t h is  y ear  has
b een  i t s  c ap ac i t y  t o  w i t h s t and
t he  t r ad e  sho c k s r esu l t in g  f r o m
t h e  A s ian  f in an c ia l  c r is i s.

At  t he end of  1997, most  economist s were revising down t heir forecast s
of  U.S. out put  growt h by 0.5–1 .0 percentage point  t o adjust  for t he impact
of  t he crisis on bot h import s and export s. As t he Unit ed St at es sends about
one-t hird of  it s export s t o Asia and is t he major market  for t he export s of
Asian count ries whose currencies have collapsed, t he U.S. t rade def icit  had
been widely expect ed t o increase by about  $5 0–60 billion t his year.
Concern about  export  losses was especially great  on t he U.S. west  coast ,
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which depends far more heavily on Asian t rade
t han ot her regions. Worries about  t ourism also
f lourished. Las Vegas baccarat  t ables, for exam-
ple, suf fered a 25  percent  slump because of  t he
loss of  high rollers f rom the overseas Chinese
communit ies of  Sout heast  Asia.

During t he f irst  quart er of  t his year t he U.S.
t rade def icit  widened by some 2 percent  of  real
GDP. Export s t o Indonesia, Thailand, and Sout h
Korea slumped by 37  percent  during January and
February while export s t o Japan fell by 7.6  per-
cent . But  t he t rade det eriorat ion did not  dampen
t he U.S. economy’s overall growt h moment um
because t he growth rat e of  domest ic f inal sales
accelerated f rom 1.9  percent  t o 6.1  percent  dur-
ing t he fourt h quart er of  1997  and t hus boost ed
t he quart erly growth rate of  t ot al output  f rom
3.7 percent  t o 4.2 percent .

W HA T  IS DRIV ING U. S.  GROW T H?
Three fact ors explain why U.S. domest ic spending
has remained so robust  in t he face of  t rade
shocks result ing f rom t he Asia slump.

The f irst  fact or is t he reduced risk of  Federal
Reserve t ight ening. Wit h t he U.S. economy grow-
ing so robust ly last  year and unemployment  in
decline, t he Federal Reserve would likely have
raised int erest  rat es lat e last  year or early t his
year had it  not  been so concerned about  f inancial
st abilit y in East  Asia. The passivit y of  U.S. mone-
t ary policy helped produce large gains in residen-
t ial const ruct ion and commercial real est at e. New
home sales rose t o t he highest  level in several
years while t he Dun and Bradst reet  survey found
a sharp upt urn in business conf idence in t he con-
st ruct ion indust ry.

The second fact or is t he resilience of  t he U.S.
equit y market . It  rose t o new highs during t he
f irst  f ive months of  t his year because of  invest or
opt imism about  int erest  rat es and conf idence
t hat  t he Asian crisis had been contained. The
poor perf ormance of  Asia’s economies probably
also boost ed foreign demand for U.S. f inancial
asset s st ill f urt her af t er t wo years of  unprece-
dent ed growt h in foreign purchases of  U.S. bonds
and equit ies. During 19 97 , foreign invest ors
bought  $66 billion of  U.S. equit ies and $184 bil-
lion of  Treasury securit ies, as against  $12.5  bil-
lion of  equit y and $232  billion of  government
securit ies during 1996 . The buoyancy of  t he U.S.
equit y market  helped bolst er household wealt h
and sent  consumer spending rising at  a 5.7 per-
cent  annual rat e during t he f irst  quart er of  1998.

The st rong capit al posit ions and high prof it abil-

it y of  American banks has also helped. According
t o annual report  footnot es, America’s leading
money cent er banks have more t han $100 billion
of exposure t o Asia t hrough a mixt ure of  dollar
loans, local currency loans, and securit y invest -
ment s—nearly  as much aggregat e lending as
went  t o Lat in America during t he debt  crisis of
t he early 1980s. But  wit h t oday’s low interest
rat es and healt hy prof it abilit y , U.S. banks are
compet ing aggressively  t o  make new loans
despit e losses in Asia.

The buoyancy of  t he st ock market  has become
so great  in relat ion t o prof it  growt h t hat  market
analyst s are beginning t o worry about  t he Unit ed
St at es creat ing a “ bubble economy.”  During
1991–97, equit y market  appreciat ion was driven
equally by prof it  growt h and appreciat ion of  share
price mult iples. During t he past  six mont hs, most
of  t he gain in equit y prices has come from mult i-
ple appreciat ion. Evidence is also increasing t hat
t he stock market  boom is spilling over int o real
est ate. House prices are rising sharply in several
cit ies, and commercial const ruct ion appears
poised for it s biggest  upt urn since t he lat e
1980s. The valuat ion paramet ers of  U.S. equit y
and propert y market s are st ill f ar more modest
t han t hey were in Japan during t he lat e 1980s,
but  public involvement  in t he U.S. equit y market
is unprecedent ed: about  4 5  per cent  o f  all
American households now own equit ies. The
mut ual fund indust ry has grown t o $5 t rillion and
is now larger t han t he U.S. banking syst em. The
Federal Reserve has been reluct ant  t o raise int er-
est  rates t o dampen t he equit y market , despit e
sharply declining unemployment , because of  t he
persist ence of  low inf lat ion and concern about
Asia. Just  as Japan creat ed it s bubble economy
during t he lat e 1980s in part  because of  mone-
t ary policy designed t o prot ect  t he U.S. dollar, so
could t he Unit ed St at es now experience a period
of  speculat ive excess in domest ic f inancial mar-
ket s because of  t he need t o help Asia.

The t hird factor helping t o buoy U.S. growth
t his year has been t he impact  of  t he Asian slump
on global commodit y  prices and U.S. import
prices. Both have fallen across t he board during
recent  mont hs and t hus helped boost  consumer
real income in t he Unit ed St at es by lowering inf la-
t ion. In fact , it  increasingly appears t hat  commod-
it y-producing count ries will bear t he brunt  of  t he
Asian shock. During t he past  year t he t rade
account s of  commodit y-producing count ries have
deteriorated much more sharply as a result  of  t he
Asia crisis t han t hose of  indust rial count ries. Oil-
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export ing count ries’ t rade balance has det eriorat -
ed by $61 .9 billion, as against  only $13 billion for
Nort h America. Lat in America’s t rade balance has
worsened by nearly $19 billion because t wo-t hirds
of  it s export s st ill come from commodit y-produc-
ing sect ors. If  OPEC reduces product ion,
t he price of  oil could rise lat er t his
year, but  ot her import  pr ices are
likely t o remain depressed because
of  capacit y  glut s in Asia. The
incom e gains in  t he Unit ed
St at es  r esu l t ing  f r om  t he
decline in nonoil import  prices
appear likely t o be about  0.75
percent  of  GDP t his year.

The resilience of  t he U.S.
economy so far t his year demon-
st rat es t he need t o analyze care-
f ully t he impact  of  an economic
shock on a count ry’s capit al account
and t erms of  t rade, not  just  it s merchan-
dise t rade account . In fact , t he whole hist ory
of  t he East  Asia crisis has been one of  economic
pundit s underest imat ing t he role of  t he capit al
account . During t he mid-1990s, t he IMF had crit i-
cized some Asian count ries, especially Thailand,
for running large current  account  def icit s and
encouraged t hem t o devalue. The count ries were
reluct ant  t o devalue because t heir privat e sect ors
had accumulat ed large dollar liabilit ies and t hus
were vulnerable t o an upsurge of  bankrupt cies if
t heir exchange rat es adjust ed dramat ically. The
failure of  t he IMF and t he credit  rat ing agencies t o
underst and t he role of  Asia’s capit al account  liber-
alizat ion in t he region’s corporat e development
process explains why t he Thai devaluat ion gener-
at ed so much f inancial contagion. Once corpora-
t ions in Sout heast  Asia saw Thailand violat e it s
long-standing promise of  exchange rat e st abilit y,
t hey all rushed t o hedge t heir dollar liabilit ies and
generat ed a wave of  selling t hat  became uncon-
t ro l lab le .  The exchange r at es o f  Thai land,
Indonesia, Malaysia, and ot her count ries fell far
more t han could be just if ied by inf lat ion rat es,
budget  def icit s, or even t rade account s.

The Unit ed St at es was far bet t er poised t o ben-
ef it  f rom t he Asia crisis t han ot her count ries
because of  t he openness of  it s capit al account  and
asset  market s. Wit h few barriers t o foreign invest -
ment  and bot h t he largest  and most  liquid f inancial
asset  market s in t he world, t he Unit ed St at es is a
nat ural recept acle for t he world’s surplus liquidit y.
In t he 1980s t he liquidit y came f rom Japan. Today
it  is coming f rom pract ically everywhere because
Nort h America is t he only region of  t he world wit h

a large current  account  def icit . Japan and Europe
have been running large surpluses for several
years. The East  Asian f inancial crisis is now forcing
t hat  region t o move int o surplus while t he current

account  def icit s of  Lat in America are far smaller
t oday t han t hey were during t he early

1990s.
In t he 1980s t he Unit ed St at es

ran a large current  account  def icit
in part  because of  large federal
budget  def icit s. Washingt on will
soon be report ing a budget
surplus close t o $100  billion.
Th e r eem er ge nce  o f  t he
Unit ed St at es as a large-scale
capit al import er has result ed

p ur e ly  f r om  p r iv at e- sec t o r
f inanc ial  development s.  The

Unit ed St at es now enjoys far bet -
t er invest ment  opport unit ies t han

do ot her count ries and t hus can import
capit al on a large scale. As wit h East  Asia,

t his t rend could go t oo far and encourage specula-
t ive excesses in U.S. asset  market s, but  in 1998
t he Unit ed St ates is st ill able t o play t he benign
role of  global spender of  last  resort .

A MERICA ’ S L EA DERSHIP ROL E
The Asian cr isis has reest ablished America as
t he economic superpower in t he region. The
Unit ed St at es has been dominant  in def in ing
t he response of  t he int ernat ional com munit y
t o t he cr isis. Though congressional rest r ict ions
made it  unable t o cont r ibut e direct ly  t o t he
Thailand IMF program in July  1 9 9 7 , t he Unit ed
St at es consult ed ext ensively on t he Thai sit ua-
t ion t hrough t he IMF. When t he congressional
r e s t r i c t i o n s  e x p i r e d  la s t  Se p t e m b e r ,
Washingt on cont r ibut ed d irect ly  t o  t he IMF
programs f or Indonesia and Korea.

As a result  of  U.S. inf luence, t he IMF has
focused far more on microeconomic reform and
t rade liberalizat ion in Asia t han it  did in Lat in
America during t he 19 80s. The Asian programs
are modeled more af t er t he IMF experience in
East ern Europe t han t he programs t hat  preceded
t he end of  t he Cold War . Deput y  Treasury
Secret ary  Lawrence Summers summarized mat -
t ers at  a recent  conference of  t he Bret t on Woods
Commit t ee by saying publicly, “ The IMF has done
more t o promot e America’s t rade and invest ment
agenda in East  Asia t han 30  years of  bilat eral
t rade negot iat ions.”

America’s decision t o use t he IMF t o promot e
microeconomic reform could backf ire by arousing



2 5 T H E  B R O O K I N G S  R E V I E W

nat ionalist  sent iment  against  t he IMF and t he
West  in general. But  so far t he policy has worked.
The Asian count ries have responded t o t he crisis
by furt her f inancial liberalizat ion and by disman-
t ling barriers t o invest ment . There has been no
ret reat  int o a siege economy.

If  t he microeconomic liberalizat ion policies can
be sust ained, t he current  crisis could act ually
accelerat e East  Asia’s t ransit ion bot h t o t ruly
open market s and t o t he Anglo-Saxon form of
capit alism. In Korea, for example, f oreign t rade
could expand bot h because of  reduced barriers
t o import s and because of  increased foreign
direct  invest ment . Like Japan, Korea has long
rest r ict ed foreign invest ment  and now has only
about  $1 2 .5 billion—as against  $6 7  billion in
Singapore, $42  billion in Malaysia, $7 2  billion in
Mexico, and $20  billion in Thailand. Because
mult inat ional corporat ions are so import ant  in
generat ing bot h export s and import s, low for-
eign invest ment  in Korea and Japan has long
been v iewed as a de f act o t rade barrier. IMF pro-
grams t hat  enhance foreign access t o Korean
asset  market s should t heref ore boost  t rade as
well.

Wh e n  t h e  A s i a  c r i s i s  b e g an ,
Washingt on probably  did not  f ore-
see how  c r ucial  i t s ow n r o le
w ould become. Most  pund it s
e x p e c t e d  Ja p an ,  a  l a r g e
invest or and bank lender in
Eas t  A s i a  o v e r  t h e  p as t
decade, t o emerge as a key
r eg ional  leader .  Japan d id
cont r ibut e more f inancially  t o
t he IMF programs t han any
ot her count ry  ( $1 8 .5  bill ion,
as against  $ 8  bill ion f or  t he
Unit ed St at es) , and it  did pro-
pose est ablishing a regional mone-
t a r y  f u n d  t o  c o m p l e m e n t  t h e
resources of  t he IMF. But  Japan’s credib il-
it y  was great ly  undermined by it s own econom-
ic st agnat ion and banking cr isis. As t he crisis
unf o lded, Asian count r ies t urned increasingly
t o t he Unit ed St at es f or help while t he U.S.
Treasury  it self  reject ed Japan’s proposals f or a
regional monet ary  f und.

The v ac uum  c r eat ed  by  Japan ’ s p r ob lem s
incr eased  A m er ican  in f luence  d r am at icall y
ev en t h ough t he U.S.  Tr easur y  was unable
t o  par t ic ipat e d ir ec t ly  in  t he Thai r esc ue
p r og r am  o f  Ju ly  1 9 9 7  and  d id  no t  o f f er
Ko r ea b i lat e r al  f inanc ia l  ass ist anc e un t i l
K o r e a  e d g e d  t o w a r d  d e f a u l t  i n  l a t e

Decem b er .  Unl ike t he 1 9 9 5  Mex ican r es-
cue,  in  East  A sia t he Unit ed  St at es w as a
r e l u c t a n t  s u p e r p o w e r — t h o u g h  a s  t h e
scope o f  t he c r is is bec am e appar en t ,  t he
Unit ed  St at es d id  no t  hesi t at e t o  t ake on
it s r o le.

W I L L  CON GRES S FU N D  T H E I M F ?
Ironically, t he major t hreat  t o America’s leadership
in East  Asia is t he U.S. Congress. The House of
Represent at ives has refused t o support  t he Clint on
administ rat ion’s request  for $18 billion of new fund-
ing for t he IMF. As t he Unit ed Stat es has an 18 per-
cent  shareholding in t he IMF’s capit al and is t he only
count ry wit h unilat eral veto power over it s deci-
sions, t he IMF will be unable t o expand it s capit al
wit hout  congressional cooperat ion.

Some lef t -wing House Democrat s view t he IMF as
a bank rescue agency t hat  does not  help ordinary
people. Some conservat ive Republicans believe it
encourages bankers t o lend t o borrowers of  dubious
credit  qualit y. The IMF is also a vict im of  “ globapho-
bia.”  Wit h t he Cold War over, many members of
Congress believe t hat  t he Unit ed States should
wit hdraw from it s t radit ional int ernat ional responsi-

bilit ies and focus on domest ic concerns. Some
new Republican members of  Congress

report edly do not  even have passport s
for int ernat ional t ravel.

The administ rat ion st ill hopes
that  corporat e lobbying will per-
suade Congress t o support  IMF
funding for t he same reason
t hat  it  accept ed GATT and
NAFTA: t he Unit ed St at es can
win bot h economic and polit ical
advant ages t hough int ernat ional

leader ship .  But  lef t -w ing
Dem ocr at s and  r igh t -w ing

Republicans have joined in opposi-
t ion t o t he IMF, suggest ing t hat  fund-

ing is st ill very much at  risk. The booming
U.S. economy has probably also eased con-

cerns among marginal members of Congress about
t he impact  of  Asia and foreign t rade on t he econo-
my. If  t he economy had falt ered early t his year, t he
administ rat ion would have been well armed wit h
argument s against  opponents of  IMF funding. But
wit h t he economy booming, isolat ionist s can down-
play warnings f rom the expert s about  global fac-
t ors.

What  remains t o be seen is how other count ries
will respond t o a U.S. failure t o provide new IMF
funding. Will t hey propose allowing t he IMF t o bor-
row? Will t hey propose changing member st at es’
capit al rat ios so t hat  ot her count ries can con-



t ribute while t he U.S. capit al remains st at ic? Will
Japan and ot her Asian count ries revive t he idea of
regional monetary funds? None of  t hese possibili-
t ies is by any means cert ain. There is a real risk
t hat  t he issue of  IMF funding will remain unre-
solved unt il anot her int ernat ional f inancial crisis
forces some act ion on t he member st at es.

At  t his point  only one t hing is cert ain. The
dynamism of  America’s economy has reent hroned
t he Unit ed St at es as t he dominant  player in t he
int ernat ional f inancial system—while also encour-
aging a remarkable complacency, if  not  populism,
in Congress about  t he need t o develop inst it ut ions
for t he post –Cold War global economic order. The
quest ion now looming over bot h America and t he
world is whet her Washingt on will be able t o
address t he polit ical dimensions of  t he globaliza-
t ion challenge before anot her great  f inancial acci-
dent  int rudes on U.S. prosperit y. ■
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