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around the world found themselves perilously close to failing as well. Ulti-
mately, a number of governments spent considerable sums of money to bail out 
the banks, thereby adding to their sovereign debt.37

While there was much debate over the advisability of these rescues, they did 
contribute to the survival of the world’s financial system—albeit in a more frag-
ile state. The lack of credit and the weakened financial conditions of banks and 
governments resulted in a significant contraction of economic activity world-
wide. As the global economy struggled to recover, important issues remained 
unresolved as to how governments might best proceed to restore the confidence 
of prospective investors while avoiding excessive government spending and 
deficits that would undermine the sustainability of the process.38

Nobel laureate economist Paul Krugman noted that these developments bore 
striking similarity to the Asian financial crisis of the late 1990s. The 1997 collapse 
of Thailand’s currency (the baht) set in motion a chain of events that threatened 
the economic security of numerous countries in the region and well beyond. Up 
to that point, Thailand had been a magnet for investment with its relatively 
secure and expanding economy. Problems began with the withdrawal of some  
$9 billion of foreign funds in 1997 after a series of bad loans by local banks  
and excessive government spending resulted in the use of $33 billion of the coun-
try’s reserve assets. As a result, the baht lost approximately half its value, and 
many Thai citizens found their dreams of wealth turn literally overnight into the 
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Source: Institute of International Finance, “Capital Flows to Emerging Market Economies,” May 29, 2014, http://www.iif.com/emr/capflows201405.php.

*Projected

sovereign debt
a government’s outstanding 
financial liabilities and 
obligations


