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It is a fact that the world is a smaller planet today than it was a decade ago.   The 

application of technology and the accelerated flow of trade and capital has enhanced 

global communications, created new manufacturing efficiencies and enabled all manner 

of services.  As a result, nations of the world have drawn closer in terms of their 

individual economies and their inter-relationships in the world market.  These new links 

have created added competitive pressures and, in many markets, opened up to new 

scrutiny decades-old business and financial management practices.  As the global 

economy becomes further entrenched, market capitalism will continue to provide the 

rules by which the world’s economic game is played.  Planned and highly managed 

economies will give way to more efficient market schemes and changes in fiscal 

management policies will be necessary for several nations.  This article examines two 

regions currently undergoing massive changes in economic structure that will impact 

their abilities to compete in the world market.  

 

Asia:  The Tigers Catch a Claw 

The roots of the current Asian economic collapse can be found in the investment-driven 

expansion of the region’s production capacities that began in the 1980s.  Driven 

predominantly by Japan, investment in Asian production capacity soared,  pushed along 

by favorable loan terms that were frequently secured with less than ideal asset backing 

and were paid out in U.S. dollars.   

 

As Japan took the lead in expanding its domestic production capabilities, the country also 

began to provide investment stimulus to other nations in the region.   Japan was joined by 

a variety of other foreign investors in helping to boost Asian production capacities to 

historic levels.  Soon China, the Southeast Asian countries, Indonesia, Malaysia, South 

Korea and others in the region were booming from the influx of investment capital.  

Eventually, the capability to produce goods in Asia far outstripped global demand for 

those goods and prices plummeted.  As prices dropped, profits fell precipitously and the 
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nations’ economies weakened.  New investment in the region dried up, while the Asian 

Tigers struggled to repay U.S. dollar-denominated loans with weakening local currency 

that had been “pegged” to the U.S. dollar.  As the U.S. dollar strengthened, the pegged 

currencies lost some of their competitive strength on the world export market.  As 

nations’ U.S. dollar reserves dwindled, they could no longer support the pegged rate and 

several countries removed their pegged exchanges and devalued their currencies.   While 

this has the effect of making goods more attractive for export, the region’s currencies 

have slipped into a steep dive, taking stock indexes and corporate profits with them.  

 

As a result, major banks in Japan and Asia, and banks and investors in the U.S. and 

Europe, are faced with a looming bad-debt burden.  This has already caused serious 

failures in the financial services sector of the Asian economy and the complete effect of 

the inability of the Asian nations to repay their loans may not have yet been felt 

domestically. 

 

As importantly, the current Asian economic collapse provides a real threat to the 

governmentally driven economic policies and programs that are common throughout the 

region.  As market forces have their way with the Asian economy, old methods of 

governmental influence and support of national economies will have to give way to more 

market-driven realities.   If a real recovery is to take place in the wake of a possible IMF 

bailout agreement currently being negotiated on an individual basis with the Asian 

nations, the old system of quasi-capitalist cronyism must be replaced and true reforms 

enacted to let markets and currencies genuinely respond to global economic forces. 
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Europe: Union, Round One 

Europe is scheduled to launch the European Monetary Union (EMU) on January 1, 1999.  

The EMU is driving towards a single currency (the Euro) that will be common to the 

member nations of the EMU.  In addition to a single currency, nations will also unify the 

interest rate (at between 3- and 4-percent) for all European economic activities.  The 

resulting European bloc economy will provide a stable currency on which to participate 

in the global economy, as well as a safe and stable Euro bond market that may prove to 

be as attractive to global investors as U.S. Treasury bonds.  Additionally, the 

harmonization of currency and debt issues across Europe will lubricate trading between 

the member nations and enhance the ease with which nations outside of the EU trade with 

member countries. 

 

When the EU member nations meet in Brussels on May 3 to announce the roster of 

nations that will comprise the first round of EMU countries, the expected line up will 

include Belgium, Denmark, Finland, France, Germany, Ireland, Italy, the Netherlands, 

Portugal, Spain and Sweden. To be included, these candidates must meet economic and 

fiscal policy guidelines set forth in the Maastrich Treaty ⎯ the document that provides 

the bedrock on which the single European market is built.  Among the most critical of 

these metrics is the ratio of government debt (or deficit) to gross domestic product, which 

has driven many governments to exert greater spending controls and run more fiscally 

conservative economies.  This development, coupled with the early application of new 

technologies to boost manufacturing quality and efficiency, has produced an optimistic 

outlook across Europe.  Though inflation is not guaranteed to be uniform across Europe, 

economic growth is expected to continue at a measured pace.  The potential impact of 

more efficient manufacturing methods on unemployment ⎯ and the potential political 

fallout from heightened unemployment in certain European countries ⎯ is a possible risk 

factor.   EMU watchers are uncertain of the impact of Asia’s economic troubles on the 

drive to EMU, outside of the potential exposure of European lenders to Asian bad debt.  

However, most observers feel that the January 1, 1999 transition will occur as scheduled, 

ushering in a new era of European economic might in the world’s markets. 
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The U.S.:  Meanwhile, Back at the Ranch  

The impact of these two deeply significant events in the global economy on the U.S. 

economy’s continued expansion is still being debated among economists, politicians and 

investment professionals.  Some see the Asian let down and an expected flood of cheap 

Asian goods on U.S. markets as an insurmountable pressure on U.S. corporate earnings 

and profits.  In this way, some analysts view the Asian debacle as an early condition for 

the eventual reversal of the U.S. economy’ climb.  Others take a more optimistic 

viewpoint, noting that lower prices across the board will keep demand healthy, maintain 

consumer confidence at high levels and serve to keep inflationary pressures at bay.  In 

this way, the Asian situation could cool the U.S. economy and, consequently, U.S. stock 

markets, yet preserve its long-term growth prospects, if at a more moderate pace.   

 

The impact of the European Monetary Union is more clear.  The EMU will represent an 

enormous economic bloc, bolstered by a stable, unified currency, that could pose a threat 

to the previously unchallenged U.S. Treasury bond and U.S. dollar as safe havens of 

choice among global investors.  At minimum, the success of the Euro currency will 

provide fresh competition on the world market’s, while easing trade between EU 

members and the rest of the world.  
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