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Foreword

When I received the manuscript of this book from Ms 
Sanchita Basu Das, Lead Researcher for Economic Affairs 
in the ASEAN Studies Centre at the Institute of Southeast 
Asian Studies, I was, for a brief moment, reminded of the 
thoughts that ran through my head when I first heard the 
news of the collapse of Lehman Brothers. I felt at that time 
that the world was witnessing the beginning of something 
that may be a lot worse than any of the crises we have 
been through in our working lives. But nothing prepared 
me for the quantum of loss that the world suffered, both 
in financial and human terms. 

There have been a lot of books written subsequently 
on what happened during those tumultuous days, and on 
the coordinated response of governments in the subsequent 
months. However, I was happy to see that this particular 
manuscript focuses on the actions taken specifically by 
Singapore policymakers to manage the effects of the crisis. 
Singapore has over the past few decades transformed itself 
into a major financial centre, a contemporary global city 
that attracts talents internationally. Yet, being a city that 
bridges the East and West, Singapore was one of the first 
in Asia to bear the brunt of the global crisis in 2008.

This book gives an insight into both the global crisis 
and the experience of Singapore. Aptly titled The Road to 
Recovery, it has indeed been a journey for the residents of 
this country, who endured pain and misery in the immediate 
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aftermath of the crisis, but then slowly marched towards a 
recovery, albeit a fragile one. The directions to this path 
were of course led by the Singapore Government, who 
enacted Singaporeʼs most radical budget ever in 2009. 
At the same time the Monetary Authority of Singapore 
kept a close watch on the currency to ensure it did not 
go through the same wild fluctuations that befell the 
G-10 currencies. As a result, when the global economy 
showed signs of turning around in the second quarter of 
2009, Singapore was one of the first countries to benefit. 
Indeed the spectacular quarter-on-quarter growth in Q3-
2009 was as much a testimony to the global recovery as 
to the immediate effects of the policy changes. 

Ms Basu Das, an alumnus of NUS Business School, 
has written an accessible and comprehensive study on the 
crisis. The book presents a balanced opinion and provides 
a clear economic perspective for the city state in the post-
crisis global economy. In addition, it gives a birdʼs eye 
view of the road map to the future for Singapore, which 
will hopefully make the country a lot more self sufficient 
than it has been in the past. The book will be suitable for 
academics as well as students of economics and policy 
studies. It will also be useful for those who are curious to 
know what happened behind the scenes during the crisis in 
the circle of policymakers. I hope you will enjoy reading 
and learning from the book!

Professor Bernard Yeung
Dean and Stephen Riady Distinguished Professor of 
Finance
NUS Business School
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1
Introduction

From 2004 to the middle of 2007, the world economy was 
growing strongly, world trade was burgeoning, inflation was 
low, liquidity in capital markets was abundant, the financial 
sector was providing remarkable returns, profitability was 
high, and asset prices were rising.

Yet, there were a few things that were disregarded by 
economists and financial experts. First, the real estate prices 
were rising astronomically, particularly in the United States, 
and a growing securitization business1 was facilitating a 
huge growth in credit. At the same time a major imbalance 
was surfacing. While one group of countries (Japan, China, 
and the oil-exporting countries) was saving too much, there 
were others like the United States, and Europe who were 
borrowing to finance consumption and investment. These 
developments were unsustainable and needed a very minor 
catalyst to cause havoc in the financial markets and the 
world economy. 

In the end, it was the booming U.S. housing market 
which proved to be the nemesis. Low interest rates and 
abundant liquidity in the system encouraged banks and 
financial institutions, particularly in the United States, to 
lend to sub-prime borrowers. When the interest rates started 
to rise, a large proportion of borrowers began to default 
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2 Road to Recovery

resulting in failure or huge losses by several large financial 
institutions. The U.S. crisis thereafter spread to other financial 
markets and spilled over to the real economy by end 2008, 
leading to recession in several economies across the globe. 

Governments around the world were forced to act swiftly 
to avert the failure of their financial systems and arrest  
the decline of economic growth. Unprecedented steps in 
conducting monetary and fiscal policy were taken to fix 
the financial dislocation and the weakness in the economic 
system. Initially, central banks focused their attention 
on easing liquidity to alleviate tensions in the financial 
markets. They loosened the terms and availability of 
existing central bank facilities. Policy interest rates were 
cut by almost all countries. In addition to monetary policy, 
nations also dug into their fiscal policy measures. Being 
the epicentre of the crisis, the U.S. Government took the 
lead by sanctioning US$700 billion under the Troubled 
Assets Relief Programme (TARP) to strengthen the U.S. 
financial market. For most of the developing economies, 
the fiscal stimulus packages ranged from 2.0 per cent of 
2008 gross domestic product (GDP) to a maximum of 
8.0 per cent of 2008 GDP. The crisis also pushed forward 
initiatives at the regional levels. ASEAN (Association of 
Southeast Asian Nations) Plus Three2 initiated the Chiang 
Mai Initiative Multilaterialization (CMIM) Agreement and 
created a useful US$120 billion currency swap and crisis 
management facility for regional economies. 

Thus, as the crisis turned out to be more global in 
nature, policy responses became more coordinated, but 
remained informal. Policymakers across the world did almost 
the same thing at the same time and for the same reason. 
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Introduction 3

All this set the stage for the global economy to expand 
again. The International Monetary Fund (IMF) has projected 
the global economy to grow by 3.9 per cent in 2010 and 
another 4.3 per cent in 2011. However, the pace of recovery 
across economies is expected to remain uneven and slow 
especially on concerns about willingness of governments to 
continue providing fiscal and monetary stimulus packages 
to their economies. Moreover, the key adjustments needed 
in the U.S. economy — Asia’s largest market — are not 
happening very quickly and convincingly. 

Many described the 2008 financial crisis as 
“unprecedented”. This was mainly on account of:

1. The speed at which the events happened: In a space of 
just eighteen months starting middle of 2007, multiple 
events resulted in one of the greatest assaults on global 
economic stability. It was not simply a crisis for the 
world’s largest private financial institutions, but a 
crisis for credit markets, property markets, and equity 
markets. By early 2009, global equity markets had 
lost approximately US$32 trillion in value since their 
peak, credit markets around the world had suffered 
acute squeeze, and housing prices plummeted in many 
countries.

2. The scale of the impact, which had become global: 
Though it started off as a financial crisis, it soon 
became a general economic crisis, which in turn 
led to an employment and social crisis. It was a 
crisis which was simultaneously individual, national, 
and global and affected both the developed and the 
developing countries in the world. According to 
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