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Introduction

South East Asian Region due to its ethnic and political setup demanded the concept of 

“full bellies” as the most feasible alternative to the political problems. This concept has two features as it is said that due to ethnicity the political turmoil is inevitable so racist concern are there thus to deal with issue one need to have a totalitarian type of government. This Government usually takes an approach to build economy to counter demand of political right by the masses. These countries of South East Asia have tried to develop an open and liberal policy to get maximum benefit from the trend of FDI to the region. These countries with pro NAM policies have tried to save themselves from external aggression and also remain isolated with Cold war scenario. 

The economic development has raised the per capita income of the people of the region with high standard of living and helping the countries to enjoy the rhetoric titles of “Asian Tigers” and Newly Industrialized Economies (NIE) or Semi Periphery. The pace of rapid development was of the nature that it was presumed that with in two decades if they carried on with the same development level they will get themselves enrolled in the world of developed countries however this dream was ruptured by the Economic crisis of 1997/98. 
The main policies which were adopted and those ground realities which supported to achieve this economic development were following;

· They formulated the open policies and free markets for investor as they had relatively cheap labor than Europe and sound conditions as compare to Africa. On the other hand the Latin region was in economic recession and South Asian region was hit by Afghan invasion by Soviets.

· They have generally made control of their ethnic tensions up till decade of 80s so the situation as domestic tensions was relatively better than it was once right after independence.
· Country having NAM policy enjoys cordial relation with East and West thus can take dual benefits.
· The wave of Economic Liberalism in that decade paved the way for investor to explore new markets and South East Asian grounds were new grazing field for Multinationals Corporations.
· They adopted the policies of increasing rate of interests, low export duties and pulling off the trade barriers thus making fertile ground for Export maximization. This policy initially gave them economy boost up and this approach became hall mark of South East Asia.
· They pegged up their Local currencies with US dollar which enhanced the inflow of FDI to their countries.

· They focused on Electrical goods and industrial products which gives rapid rate of benefit/Profit than that of Agro-based financing.
· The Afghan invasion became the reason for American investor and company to invest in South East Asia.
This approach helped to take the economies of south East Asia to new heights thus it was flying with the winds of fortune and standard of livings of the people rose and the it is generally said just before the crisis the total flow of investment reached to its peak and 45% of the total capital investment of the world was made in the region. The stock exchange of these countries showed massive upsurge with many linked to the stock market became rich and speculations were in positive zone. This situation was explained with heroic titles of “Asian Miracles” by many Economists. Most of the South East Asian production level was doubled. The situation started to totter as the year 1997 appeared and ruined all the economic progress with in months resulting in one of the catastrophic blow to these flying economies. 
The down fall of south East Asian Economies started with down fall in Thailand and later on it seemed that whole region was tottering with Malaysia, Indonesia in South East Asia were badly affected and in Asia Pacific the economies of South Korea, Taiwan and Hong Kong shattered. The progress of South East Asian economies seemed like it was merely bubble which vanished all in a sudden, leaving behind deep trade deficit, lowering of currencies, unemployment, perishing stock exchange index, closed factories and capital outflow. The rate of production reduction was so much that it was worst than great depression of 1930s of Western Europe. The situation becomes pathetic as this situation resulted in people out burst and political turmoil in many regimes as this crisis played critical role in dooming Suharto’s fate in Indonesia and protests by masses in Thailand and Malaysia. 
The economic crisis of the South - East Asian (SEA) has had important repercussions on the world economy as well. According to the IMF (IMF 1998) global economic growth decelerated by one percentage point from the 4.1% of 1997 to 3.1 % in 1998 mainly due to the negative impact emanating from SEA where GDP shrunk by 2.7 %.

What Went Wrong?
The idea of development and its initial successes are when compared with crisis makes a situation which demands a probe to look in how Asian Miracle turned into myth? This question has been addressed by different economists with separate notions. The main reasons which played important role in economic down fall are given follow;
1. Fixed exchange rate system pegged to the USD so that enhanced FDI will be available to the country but when the Dollar rose, consequently the ASEAN currencies grew too, resulting in enhanced prices and lower exports.

2. Decline in Export competitiveness particularly in Electrical goods was blow to the industry which

    was raised in the Economic boom of the region..

3. The decrease in exports resulted in increased Trade and Current Account deficit. 
4. The Latin American region came out of economic slump thus appeared as an alternative region, 
    where investor saw a potential to get benefits.

5. USA was out of major crisis of Afghan invasion thus end of cold war also led to end of charm for   
    investing abroad

6. China was moving towards Economic boom thus it became challenger to the Southeast Asian 

     products.

7.  Natural catastrophes like drought in some countries and more than average rain resulted in blow 

     to Agro-based sectors of economy thus it further deteriorated the over all economy.

8.  Some Economist who represents the IMF and World Bank criticized on “Asian Values” which  
     lie in more governmental control of finances and general attitude of people as reasons playing 
     part in economic crisis.

9.  The inadequate development of certain sectors and neglecting other sector played key role in    

     economic crisis.

10. The export based policy become curtain to the deflationary reality and this negligence was also 

      reason of over confidence which led to loans by governments without anticipating the future

      trends. This was wave of economic boom which led leaders to underestimate the debts they are 

      taking. 

11. These above mentioned reason resulted in Capital out flow thus putting last needle in the 

      Economic coffin of South East Asia. 

Impact of the crisis:
The crisis led to weaker, unstable exchange rates and weakened Financial Institutions. To tackle this, the Government imposed higher domestic Interest rates, which led to a slowdown in manufacturing and industrial activity. This brought about huge unemployment and an undesirable social impact – on food, healthcare and education. To make matters worse, the financial crisis coincided with the worst drought conditions in the ASEAN region. Since ASEAN is the fourth largest trading block in the world, the spillover effect was on world trade (mainly ASEAN’s trading partners).

Proposed Solutions: 
The crisis of South East Asia is not over yet there are some measures which are taken while other are proposal of different economist to deal with this crisis, these measure will not bring an immediate turn around to the issue but how ever they could be helpful in removing the destructive thrust of this crisis and can lead to the basis of relatively more efficient economic system which will be able to deal with multiple challenges in future, these recommendations are given follow; 
1. Stabilizing the Exchange Rate and Debt Management:
The idea here is to stabilize the exchange rate. The firms should not be allowed to take any further debt which would imply Debt Standstill. This would stop withdrawal of foreign lending in the long run. Loans should be rolled over and re-scheduled which will help in servicing loans through export earnings rather than fresh debts. Collective re-negotiation of debt should be encouraged and the Provision of Working Capital will keep the business activities going. Moreover, the bankruptcy laws need to be put in place and enforced properly.
2. Dealing with the Social impact:
To deal with the Social Impact the availability of food and healthcare at affordable prices has to be ensured to prevent the impact to prolong. Private organizations should play a more active role in preventing students from dropping out of school, which will prevent the negative social impact on human resources.
3. Strengthening the Financial sector:
The Assurance needs to come that foreign capital will not leave the country at the first signs of trouble. Financial Institutions need to be properly regulated with greater disclosure and better transparency Norms. Increase in domestic savings has to take place as it is crucial.
4. Adjustment of Industrial Structures:
The Govt. can help companies by increasing access to new technologies, reducing taxation levels and facilitating finance for investments. One needs to take advantages of the integrated ASEAN market for restructuring and look for opportunities within ASEAN.

5. International Financial markets:
Regulation and control of capital flow should be made to open economies. There should be a surveillance system to monitor flow of capital. Prevention of flight of foreign capital in key sectors, regulations governing disinvestments should be in place. There is a lot of need for specialized Training Institutes in Finance (in the ASEAN region). A Re-look at the policies of the IMF towards such economies is highly suggested.

6. Revitalizing the Financial Markets:
The ASEAN mutual monitoring mechanism established in Feb 1998 provides an opportunity for ASEAN Finance ministers to exchange views on status of financial and exchange markets in their countries. One must now use ASEAN currencies for trade among ASEAN countries. Moreover the proposed Asian Bond Market can effectively deal with flow of debt capital.

ASEAN: Steps to Handle the Crisis:
Association of South East Asian Nation is among those platforms from which steps can be taken to diffuse the situation created by this crisis. For this four areas where new developments are taking place that are relevant to long-term investment decisions.

I. The progressive openness of ASEAN economies

1) ASEAN economies are on the steady path of liberalization, privatization and deregulation. 

2) ASEAN is moving toward new forms of linkage with other countries and regions.

Examples are the recently initialed Singapore-New Zealand Agreement on a Closer Economic Partnership and the recently announced start of negotiations on a Singapore- Japan Economic Agreement for a New Age Partnership.

3) The process of expanding co-operation between ASEAN and China, Japan and the Republic of Korea - the process known as ASEAN+3 - is rapidly gaining momentum.

These include the joint monitoring of financial and economic movements in East Asia and in the world and a network of currency swap and repurchase agreements to make resources available to countries in balance-of-payments difficulties.

II Sound Financial measures

1) ASEAN plans to adopt sound financial practices and standards by end of 2003. Capital markets will be deepened, particularly the bond market, to provide a wide variety of instruments with longer maturity and ample liquidity.

2) Common currency is being given serious consideration

3) Capital account liberalization shall be properly sequenced to allow freer flow of capitals. At the same time, certain measures can be put in place to reduce the adverse impact of sudden shift in capital flows.

III The growing integration of the ASEAN economy

1) Under the ASEAN commitment to AFTA (ASEAN Free Trade Area) more than 85

per cent of tariff lines in the AFTA scheme already in the minimal-tariff zone and there is

a proposal to abolish all import duties on trade by 2010.

2) ASEAN countries are streamlining and harmonizing customs procedures. They are entering into mutual recognition arrangements.
3) ASEAN is working towards the development of the trans ASEAN highway system, open-skies regime, and ASEAN Power Grid, Trans-SEAN Gas Pipeline Network and Telecommunications interconnectivity.

IV The expansion and diversification of ASEAN

1) Expansion of ASEAN will give investors more choices in deciding where to locate their operations for the increasingly integrated ASEAN market or for production for export elsewhere in the world.

2) ASEAN is making a special effort to upgrade the skills of the people of the newer members and build their institutional capacity.

Some major initiatives taken

1. The Manila Framework

ASEAN has come up with new initiatives under the so-called Manila Framework that

Includes;
(i) ASEAN Surveillance Process: This has been set up to keep an eye on macroeconomic trends and short-term capital flows. It is something of an early warning system to signal possible trouble.

(ii) Peer Review in which the ASEAN countries exchange views with one another on economic developments and measures being undertaken to address the crises and to jointly formulate policy responses to pending problems.

2. The Chiang Mai Initiative

At the ASEAN Plus Three Finance Ministers Meeting in Chiang Mai in May 2000, one of the main topics of discussion was how to develop a regional financing arrangement that could be utilized to maintain financial stability in the East Asian region. At that time, the discussion on the expansion of the ASEAN swap arrangement (ASA) to include all ASEAN countries and increase its size to US$1 billion by the ASEAN central banks was near its final stage. The ASEAN Plus Three countries decided to combine the expanded ASA with a network of bilateral swap arrangements (BSAs) among the ASEAN Plus Three countries to establish the first regional financing arrangement called the "Chiang Mai Initiative”
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