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ABSTRACT 
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ECONOMICS 

Doctor of Philosophy 

ECONOMIC POLICY AND DEVELOPMENT IN SOUTH-EAST ASIAN ECONOMIES 

by Pimpen Ladpli 

The importance of South-east Asian economies in the world economy became apparent through 
their rapid increasing shares in the world trade. The fast growing trade sector in these countries 
enabled a near double digit economic growth rate in the 1970s and 1980s. When a group of 
under-developed economies quickly turns themselves into emerging economies and gain a 
reputation as an 'Asian Miracle', this naturally attracts economists' attention into the field. The 
key driving force of the growth rate in these countries was seen to be exports and investment, 
this has been emphasized and accepted in a large number of papers. 

However, an equally interesting question concerns the relative growth rates of economies within 
the region, an issue which the first paper. Comparative Economic Development, of this thesis 
will investigate. Korea, Thailand and the Philippines were at a similar state of development with 
comparable level of GNP per capita in 1960, but had achieved very difkrent levels of economic 
success by 1990. Ironically, among the three countries in consideration, the Philippines was 
endowed with the most favourable human and capital resources but turned out to be the least 
successful economy 30 years afterward, and the opposite is true for Korea. Although regression 
results confirm that their growth rates have been influenced by common factors such as exports 
and investment, their relative success can partially be explained by differences in other factors 
captured in the model. To what extent do these other factors play a role in explaining their 
relative growth rate during 1960-1990? Were they country-specific factors - or can they be 
duplicated in other countries? The first paper attempts to provide insights to these questions and 
to identify the key ingredients of economic success. 

Regardless of relative economic success found within the region, these South-east Asian 
countries have recorded the highest average growth rates among developing countries. However, 
this reputation was shattered when the financial crisis broke out in one of the fast growing 
economies in the region, Thailand. This crisis was largely unanticipated in terms of its timing 
and severity and economists are still to agree on its root causes. The second paper tries to 
identify the cause of the crisis by examining what actually happened during the few years 
preceding the crisis in the original country where the crisis broke out. This paper first puts 
Thailand in the context of its neighbouring countries in order to illustrate (1) weak economic 
Amdamentals was not the cause of the crisis, althou^ this Sallowed as a result of the crisis after 
it unfolded and (2) although the accumulation of short-term capital inflows has been noticeable 
in the worsening of capital account, this was overlooked by foreign investors due to their 
perceptions of implicit government guarantees. More importantly, there is other underlying 
evidence to justify why the lack of central bank (of Thailand) independence can be drawn as a 
different rationale for the Asian Financial Crisis. Thus, this paper, The Asian Financial Crisis : 

/or Cewfra/ Am* also cites the successful case of 
establishing CBI in New Zealand and other proposals from existing literature which could be 
considered as options in enhancing the independence of the Bank of Thailand. Nevertheless, 
these approaches can, by no means, be adopted uncritically. 
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After having explored the actual causes of the breaking out of the crisis in Thailand, it is sensible 
to produce practical recommendations which is the most important part of the third and the last 
paper in this thesis, 
Despite the fact that the IMF's conditions have been heavily criticized by commentators, they 
may be seen as a crucial part of economic recovery. However, this paper argues that it was the 
timing and intensity of policy tightening(s) imposed by the IMF that were inappropriate which in 
turn caused an adverse effect on the recipient economy. Using the IMF's rescue package imposed 
on Thailand as a main frame in building up (alternative) policy recommendations, a survey has 
been conducted in order to pull together insiders'perspectives on the issues. 

Of over 200 experts' opinions from a diversiGed group of high ranking authorities, saiior 
bankers and well-experienced academics, the responses show a high level of agreement but do 
not necessary coincide with the outsider's perspective, the IMF. The survey responses also 
brought out other concerns which have not received much attention by international experts and 
the local authorities. Most importantly, the responses tell us that there are problems other than 
the collapse of financial markets which insiders perceived as urgent problems. Their views about 
desirable policy options were also included in the responses. Hence, this last paper offers crucial 
policy recommendations from a different perspective ~ that of the insiders who are people in the 
affected economy whose voices have not been widely heard. 

How can the Thai economy be brought back on to track? This dissertation uncovers some of Ae 
key issues. Paper I identified the key driving forces of economic growth, and Paper II and III 
have shown the need for restructuring of financial markets and for developments in both the real 
sector and the social sphere. 
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INTRODUCTION TO THE THESIS 

This thesis comprises of three papers that focus around issues in developing economies and 

East-Asian economies in particular. Together with a literature review paper^ Paper I is on 

Comparative Economic Development which examines the determinants of growth rates 

among developing countries in general. This Paper sets the background to the thesis and 

leads to the next paper on The Asian Financial Crisis : A Different Rationale for Central 

Bank Independence which examines the causes and solutions for the crisis, focusing 

especially on Thailand, the economy in which the crisis first appeared. Lastly, Paper III, 

How Could the IMF's Package Have Been Tailored Differently? An Observation From the 

Insiders' Perspective : Thailand, reports on a survey of alternative policies to that of the 

IMF's by gathering insiders' perspective on the issues. 

Also, this introductory section discusses the focus, the main findings, and contributions of 

each paper to the existing literature. Paper I sets the background of the thesis by examining 

determinants of economic growth among developing countries in general and relative 

growth rates among economies within the region during 1960-1990. It argues that although 

determinant factors drawn from the existing literature could explain growth rates among 

developing countries in general well, they are not able to capture the relative growth rates 

of developing countries within the region. This paper first examined growth rates across 

countries using cross sectional data and found that exports and investment make important 

contributions to their growth rates from the beginning of the development period. However, 

other factors such as initial conditions, the role of government, human capital and political 

instability are important only during particular periods, not the whole period of 1960-1990. 

These findings, however, are commonly found in a large number of papers. 

' Literature Review is called Paper 0. The paper reviews literature relevant to the thesis, and provides the 
background to the next three papers. In this Paper 0, determinants of growth among developing countries are 
first discussed followed by theories of central bank independence and financial crisis. 



iVtore iin}X)rbintiy, this {xyper irrvest^gates iiidiier issuKx; on ineLadiw: gpRywrOi rates Euitonj? 

countries in the region, an area to which not much attention has been paid. The three 

countries under consideration are Korea, Thailand and the Philippines, who started off their 

development in 1960 with similar conditions and adopted similar policies but had reached 

different state of success by 1990. As the cross sectional studies adopted in this paper were 

not able to capture the relative growth rates among these countries, the second part of the 

paper examined their relative economic success using time series data. The main Gndings in 

this second half of the first paper are that while these countries are known to have used 

extensive policy tools such as monetary policies and intense government intervention at the 

firm level in directing their economies, these factors do not have a direct impact on growth 

but operate indirectly via exports and investment. The results show that proxies for these 

interventions, monetary policies and industrialization policies are important determinants of 

export and investment in the most successful economy, Korea, while their impacts are not 

as apparent in the case of Thailand and the Philippines. These findings confirm the channel 

of growth in the Korean economy that has largely been discussed but not fully captured in a 

regression model. 

Hence, two conclusions can be drawn from the first paper. First, cross sectional study has 

confirmed the important determinant factors of economic growth among developing 

countries as exports and investment, however, they are not able to capture relative 

economic growth among countries within the region. Thus, the issue is examined by time 

series analysis using variables drawn from the cross sectional studies together with 

monetary policies and industrialization policies as factors to discriminate relative growth 

rates in Korea, Thailand and the Philippines. Second, using the time series data in 

analysising their relative growth, investment and exports are found to be important factors 

but the policy variables do not have impact on their (relative) growth rate. Knowing that 

policy variables were used to direct their economies, these variables are examined against 

exports and investment. As a result, these policies are found to have large influence on 

exports and investment growth of the Korean economy while this evidence is not apparent 

in the case of Thailand and the Philippines. These findings can, therefore, explain relative 

growth rates among the economies within the region, which satisfies the objective of the 

first paper. 



Paper n examines the Asian financial crisis in 1997 and focuses on a narrower group of 

countries than the first paper. The countries in consideration in this paper are those in East 

Asian countries who have been affected by the crisis, Indonesia, Korea, Malaysia, the 

Philippines, Singapore and Thailand. The main argument in this paper is that the existing 

literature (Krugman, 1979 and Obstfeld, 1986) of currency crises could neither detect nor 

explain what happened in Asia, since the core of the problem lies in the moral hazard of 

over-investment allowed by poor supervision and under-regulated financial markets in the 

country where the crisis broke out, Thailand. Indeed, the poor supervision and under-

regulated financial market are caused by incompetence^ of the authority in charge of the 

monetary policy, the central bank. Thus, in order to correct these problems, it is suggested 

that the central bank be granted independence so the central bank governor could make 

monetary policy without interference A-om politicians and private bankers. In fact, after the 

crisis itself, economists have identified that the crisis was (at least partly) caused by moral 

hazard - the expectation of government bailout and implicit government guarantees 

explained why a financial crisis could occur in the absence of weak macroeconomic 

fundamentals. 

Although moral hazard induced from the under-regulated financial markets is not 

necessarily unrelated to the poor supervision of the authority in charge of monetary policy, 

Paper II discussed, provided evidence, and put the incident of the financial crisis in the 

context of a different rationale for Central Bank Independence (CBI). Furthermore, the 

Paper suggests that granting the central bank independence would be essential in 

discouraging interference from politicians and private bankers. Existing theories suggested 

that an assigned numerical target for monetary policy which is tied to the central bank 

governor chair, central bank legal reform, and a separate entity to regulating the financial 

market could be a route to achieving the CBI. Also, a recent issue of the World Bank 

Research Observer (February, 1998) gathered a selection of papers on public sector reform 

which argue that restructuring the legal framework in developing countries many help to 

enhance economic development. Using New Zealand as a case study, these authors argued 

that it maybe premature for developing countries to adopt New Zealand reforms because 

they need to undertake other basic reforms first before the CBI can be effectively achieved, 

and there is no short cut in taking public reform. (Schick, Bale and Dale, 1998). A 

^There is evidence to support the view that the Bank of Thailand was 'incompetent'. It first opened up a capital account 
alongside fixed exchange rate and misused the international reserves to rescue a small commercial bank. 
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configuration of these policies, if pursued effectively, could help regain the foreign 

investors' confidence and speed up the financial market restructuring. 

Hence, the main contribution of the Paper II is, first, providing evidence to support why a 

dependent central bank can and has largely contributed to the Asian financial crisis. The 

line of argument in this paper begins by analysing the chronology of the plunge in 

illustrating the fundamental cause of the crisis in the country where the crisis broke out. 

Sacorwi, arui rnons LaipKwrbwitly, it jgatbusrs seiferal reKxomirwaidkidkms iri jgraidii%g the (cerKkzd 

bank independence, an independence which can enhance the role of monetary policy-

makers as Gnancial madcet regulators not as price controllers. Lastly, the Paper points out 

the gap in the existing literature on central bank independence that focuses only on the 

bank's duty as price controller, which is not necessarily the only task required by the 

central banks in developing countries. And this was why the recommendations in granting 

the Bank of Thailand independence as financial market regulator may not be found to be 

clearly supported by the theories and to some extent inconclusive. Nevertheless, this leads 

to Paper III which gathers the cure for the Asian financial crisis from a different perspective 

that is found to be more interesting and practical in assuring the smoother path of financial 

market restructuring and economic recovery in Thailand. 

The important point which has been made in the previous section is that the Asian financial 

crisis was the first of its kind such that the IMF experienced numerous problems 

luipHXBceclentewi diunwig its existeiice. cyveraJl, icaiiTAns say lliat iQie lA/QF wsu&TWTnonjS 

in its handling of the crisis? The IMF has been criticized when it could not contain the 

spread of the crisis and it has been alleged that its initial policy recommendations have 

actually worsened the economic situation. Thus, Paper III examines the rationale behind 

the IMF's understanding of the crisis, its objectives in imposing conditions and most 

importantly, whether there are additional or alternative measures that could have been 

adopted. Unlike a large number of papers which focus on the causes of the crisis from an 

international, or outsiders' perspective, this paper adopts a different approach by 

conducting a survey of opinions from the insiders' perspective in Thailand. Thus, the main 

contribution of this paper lies in the appropriateness of the alternative / additional policies 

to the IMF's recommendations. 



To what extent are the survey results logical and relevant as alternative policies to the 

llVIF's? TThem: iire a ftnv caiteiia wtukdi the ]%ipw3rlias taluai into awcccwmt ui ccxnchictuig tbc 

survey. First, the questionnaire has been administered to several institutions in 3 different 

sectors which are referred to as financial sector, public sector and academic which fairly 

represent the three sides of policy takers, policy markers and the neutral academic group. 

Likewise, the sample size has been drawn from the number of qualified respondents at each 

of the institutions. Therefore, in terms of the sample set, parties directly involved in the 

event of financial crisis are reasonably included in the sample. 

Second, the questions asked in the survey are divided into four parts which attempt to find 

out the perceptions of respondents on the financial crisis in general; the issues which have 

attracted criticism from both the insiders' and outsiders' on monetary and fiscal policy^; 

structural reform and long-term economic recovery plan; and the last part contains specific 

questions regarding financial and social sector reform to respondents in financial sector and 

other institutions concerned with social sector. To some extent, part III and part IV are 

considered the most important parts because as these structural reforms are being 

undertaken, suggestions can help to shape better structural reforms. Since these reforms are 

mostly involved with domestic fundamentals, it is particularly helpful to hear what 

respondents, from their domestic perspective, have to say about them. Indeed, these 

suggestions on structural reform are what the government should be targeting as they help 

to strengthen economic fundamentals, ensure economic growth and stability and reduce 

vulnerability in the future. 

Third, at the end of the paper, the survey results evaluated. Therefore, Paper III has made 

an interesting contribution by gathering alternative policies to that of the IMF's from the 

insiders' perspective which has rarely been heard. But most importantly, the discussions 

regarding diversification / qualification of respondents, issues covered in the questionnaires 

and their relevance to the theories showed that the findings in this paper can be useful as 

recommendations to the local government in pursuing economic recovery plans during the 

aftermath of the crisis. Therefore, survey results from this paper should be taken as 

complementary to the IMF package in dealing with the particular crisis in Asia. 



In conclusion, the thesis first focuses on the nature of economic growth amond developing 

countries in general. Then, the narrower group of Asian economies are examined as their 

path of high growth rates have been disturbed by the financial crisis in 1997. Lastly, the 

thesis focuses specifically on the one country, Thailand, as a case study in recommending 

the route in which the country could take in rebuilding economic growth that will be 

sustainable and less vubierable to shocks. Thus, it is helpful to look at a selection of key 

economic indicators of Thailand fi-om 1980 (when Thailand started to experience stable / 

high growth rates) to 2000 (three years after the crisis) to provide a context for the study. 

Figure I I plots real growth rates of exports, imports and investment in columns (units are 

on primary axis) together with RDGP and mfiation rate in line graphs (units are on 

secondary axis). The figure shows that exports, imports and investment are strongly 

correlated with the growth rate of RGDP. As a period average, both export and import 

growth rates are recorded at 15 per cent per annum while investment is recorded at 10 per 

cent per annum. Also, during the economic boom around 1988-90 when Thailand recorded 

double digit growth rates, exports and investment rose over 40 per cent per annum and 30 

per cent per annum, respectively. 

Figure I I : Thailand's key economic indicators 
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^ See section 3.2.1 : the IMF and its critics for criticism from the outsiders' and section 3.4 (part II), for 
criticisms from the insiders'. 
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Figure I_2 ; Real exchange rate, RGDP growth and the inflation rate (Thailand) 
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Likewise, figure 1 2 shows exchange rate of Baht/USD together with RGDP and inflation 

rate. It is seen that prior to the crisis (1997) when the Baht was pegged with the stronger 

currency, economic growth and inflation averaged 7.8 per cent and 5.5 per cent.^ This 

shows that the economy has been performing well during the long span of 20 years period. 

However, as a result of the crisis, the fixed parity was broken causing the currency to 

depreciate sharply by almost 100 per cent̂  within 6 months while the economic growth rate 

fell almost 11 per cent in 1998, the lowest rate sonce data have been compiled. 

These figures are period averages during 1980-1997. However, if we exclude data during the oil crisis 
(1980-1983), these figures will be even more impressive at 8.6 per cent for RGDP and 4 per cent inflation 
rate. 
^ The full extent of the depreciate is not visible in figure 1 2 , which is based on the annual data. The exchange 
rate was recorded at 24.81 Baht / USD during the last week of June 1997 when Baht was still pegged to 
stronger currency. The Baht started to depreciate from the moment that the Bank of Thailand adopted the 
floating regime (on July 2, 1997) reaching an all time low at 53.36 Baht / USD during the last week of 
Januaiy 1998. Not until the last quarter of 1998, did it stabilize at around 38 Baht / USD until present 
(07/2001). 



PAPER 0 : LITERATURE REVIEWS 

This paper reviews related literature for the three papers that make up this thesis. Section 0.1 

reviews empirical studies on economic growth for developing countries in particular. This 

section first discusses the determinants of growth among developing countries in general and the 

determinants of relative growth rates of Korea, Thailand and the Philippines which are referred 

to in Paper I : Comparative Economic Development. Section 0.2 discusses theories of central 

bauik uidegasnckaice thai are reLsvaid in the c<xmk%xt()f<leveilc%)uig ccwmtry wdikdi rsthw: jtxzus of 

Paper II. Lastly, section 0.3 discusses models of currency crisis which is referred to in both 

Paper II and Paper III. 

Section 0.1: Literature review on growth models for developing countries 

Recent empirical studies have told us that growth and development in the developing countries 

are driven by factors somewhat different from those in the existing growth theory. Ghatak (1995) 

has nicely summarised how growth theories and their relevance to Less Developed Countries 

(LDCs) developed where he stated that sometimes growth just happened and theorists decided to 

explain it. (p. 49) He first discussed how classical theories of growth by Smith, Mill, Malthus, 

and Ricardo were too simple to account for all the complex factors which influence growth in the 

LDCs. For instance, labour is not a homogenous input and nor is capital in the LDCs - different 

types of labour and capital could affect growth differently. Also, attitudes, culture and traditional 

institutional values exert varying degrees of influence on growth. On the other hand, it is now 

well acknowledged that one of the m^or problems in the use of neoclassical theories (Solow, 

Swan, Hicks and Meade) is that they do not provide a satisfactory explanation of changes in 

technology and productivity growth. The change in technology is usually taken as a proxy for the 

autonomous change in productivity that is known as the ^residual' element to explain output 



growth rate i.e. the part of output growth which is not explained by the growth rates of inputs 

like labour and capital. Since this 'residual' 6ctor is assumed to be exogenous but its role in the 

empirical studies of economic growth of DCs is found to be significant, a number of economists 

(Romer 1986,1990 and Lucas 1988) attempted to analyse the role of the residual in growth 

theories by endogenizing it. (Ghatak, 1995:49-71) 

Thus, section 0.1.1 will examine these key factors and Gndings from oAer relevant piapers as 

they seem to be significant in explaining growth in developing countries. In addition it will also 

discuss other factors such as initial conditions, political instability, role of government and 

human capital as they have been found to play an important role. All of these factors will 

therefore, be included in the cross sectional analysis of economic growth among developing 

countries in the first part of Paper I. 

It is also important to be aware of regional differences. Singh (1993) pointed out that both 

groups of Asian and Latin American countries were especially successful in the post second 

World War, but a striking feature of the world economy in the 1980's has been the interruption 

of the growth process in Latin America, whilst the industrial revolution has proceeded apace in 

the Asian economies, (p. 267) This period in Latin America and Africa became known as the 

'Lost Decade' at a time when high and, in some cases, double digit growth rates of Asian 

economies in the late 1980's to early 1990's led to talk of the 'Asian Miracle.' Nevertheless, it is 

also recognised that there is still some degree of relative difference in the performance amongst 

the economies within the region. Among others, Findlay (1986), Barker (1996) and Booth (1999) 

have focused on the relative economic performance within the Asian region. For example, the 

Newly Industrialized Countries (NICs) which are the resource poor economies have done better 

comparative to their neighbours in the region and far better than those other developing countries 

elsewhere. 

However, not much attention has been paid to the influence of macroeconomic policies on 

economic growth. Fischer (1991) examined whether macroeconomic policies (monetary and 

fiscal policies) have an independent influence on economic growth or whether they instead 

operate almost entirely by affecting investment. He concluded that while cross-sectional results 

on the determinants of both growth and investment rates suggested that macroeconomic factors 

have important effects, they do not tie down the channel of influence, nor the precise 

macroeconomic factors that matter most. He also pointed out that it is unlikely that further cross-

sectional regressions will pin down the transmission mechanism between macroeconomic 

variables and growth, therefore, suggested that time series evidence for individual countries 



might just do the job. (p. 331, 346-7) Hence, section 0.1.2 will review the ro/e q/" 

TMocroecoMOTM/c poAc/ej: as these factors will be used in the time series analysis in the second 

part of the paper I in an attempt to investigate the relative growth rate and development among 

the 3 countries within the region - Korea, the Philippines, and Thailand during the 1960s to 

1990s. In addition, there are other factors which these countries were endowed with prior to their 

initial development that are believed to have contributed to their relative growth rates. These 

'endowed' factors will be discussed at the end of this section. 

0.1.1 Determinants of economic growth among developing countries 

(a) Initial conditions 

Initial conditions in this paper are identified as the stage of the economy at the initial period of 

development. This will be proxied by the initial level of income per capita (IGAP) and share of 

agriculture in total output. (AGRSH) Barro (1991) pointed out the main element behind 

'convergence' is diminishing returns to reproducible capital which suggests that economic 

growth should have a negative relationship with initial income per capita. Thus, given that poor 

countries have low ratios of capital to labour, they should have high marginal products of capital 

and the potential for rapid growth. His cross sectional study of 98 countries (including both DCs 

and developing countries) during 1960-86 did not support this view of convergence except by 

correcting for investment in human capital. His paper concluded that a poor country tends to 

grow faster than a rich country ^ that country is endowed with high quantity of human 

capital, (p. 407-9) Likewise, Mankiw, Romer and Weil (1992) argued that much of the cross-

country differences in income per capita could be traced to differing determinants of the steady 

state in the Solow growth model, thus the model does not predict convergence; it predicts only 

that income per capita in a given country converges to that country's steady-state value. In other 

words, the Solow model predicts convergence only after controlling for the determinants of the 

steady-state, a phenomenon that might be called 'conditional convergence.' (p. 422) 

Given the abundance of natural resources and cheap labour, developing economies tend to take 

advantage of such resources as a means for their development. Empirically, Findlay (1984) 

argued that the main difference between Newly Industrialized Countries® (NICs) and other 

developing countries in Asia is that the first group have no primary sector or hinterland to 

exploit, which may explain why the NICs have succeeded so well in making the best of their 

purely urban resources instead of surviving at the expense of agriculture, (p. 37) In addition, 

Laudau (1983) pointed out that if a country has less agricultural land per capita, the opportunities 

for increasing agricultural output would be more limited, and this might slow growth. However, 
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countries with more limited agricultural possibilities may be forced to make more radical 

economic and institutioiial ac^ustment and thus ultimately grow faster, (p.786) In fact, this 

evidence suggested why NICs who either have poor resource endowment or limited agricultural 

land embarked on promoting industrialization in the early stage of development. As a result, it 

was the nature of manufacturing products which permitted these countries to grow relatively 

faster than those associated with producing agricultural products as means of development. Thus, 

in this paper, we hypothesise initial conditions, proxied by IGAP and AGRSH to have negative 

relationship with growth rate/ 

The relationship between trade, economic growth and development strategy has long been one 

of the main focuses of development economics and it is generally accepted that exports is an 

important factor in promoting economic growth and development. Emery (1967) pointed out 

many direct benefits from a high export growth rate (XGR) that helps in promoting general 

economic growth. An increasing level of exports will enable a country to increase imports 

which include capital goods that are an essential contribution to economic growth. The country 

would also be able to take greater advantage of the international division of labour which helps 

increase the efficiency of industry. Also, the country gains from economies of scale since 

producing for international markets would permit larger-scale operation. Lastly, the necessity of 

remaining competitive in international markets tends to maintain pressure on the export 

industries to keep costs low and to constantly strive for more efficient operations, (p. 471) 

This relationship has been investigated in many forms to eliminate bias that could occur from the 

nature of the data. (Emery, 1967, Michaely 1977, Belassa 1978, Tyler 1981, Feder, 1982, 

FiiMllay, 1984, arui Juiyg aiid 1985) TZbis relatiorudiqp eaqpoits aiid exxxoKmik: 

growth has been examined among the developing countries where their relationship is found to 

be particularly strong relative to other groups of economies, developed countries and less 

developed countries. Also, this relationship is strongest among fast growing countries, in 

particular, Asian, while some have found that this does not exist at all among the least 

developed. Thus, it seems that growth is affected by export performance only once countries 

achieve some minimum level of development. (Michaely, 1977:50-52) Jung and Marshall (1985) 

have examined the causality between exports and growth in 37 developing countries using the 

® Hong Kong, Taiwan, Singapore and South Korea 
' Interestingly, it is noted that Singh (1982) considered size of debts as an initial condition that was unfavourable for Latin 
American and African economies and it was the reason that caused a reversal of growth rate in these countries in the 1980s 
while most of the Asian economies with relatively less debts recovered and resumed growth rate soon after. He argued, in 
contrast with the mainstream theses, that the chief reason for the collapse of economic growth in Latin American economies 
and Asian economies was the differential size of the external economic shocks which they were subjected to. (p. 23-26) 
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Granger tests of the direction of causation and found that effect of export promotion on growth is 

thought (p.11) 

Î ikewise^ irr/estmera iji ]ptg/sicai cagpiGd iind erWier the Ikr/el cf ttu: rate (xFizhaaige <]f human 

capital have been entered in models with significant results. Levine and Renelt (1992) found the 

share of investment in GDP to be very robust across 101 countries over the period of 1960-89. In 

the context of developing countries, investment also plays an important role in explaining growth 

rates. Edwards (1992) found the ratio of gross investment to GDP to have a significant impact 

across both 30 and 51 developing countries during 1970-82. Empirically, exports and 

investment, in terms of structural share, growth, etc. are found to be very robust in studies, even 

v/hii (iiGRanait i&stuiKitktn loetlioda. ITtHis, xve; hrypodiesise exqpoits iind irr/estme*# to hznre 

significant and positive effect in both cross sectional and time series analysis in Paper I. 

(c) Political instability 

Political instability (RIOT) is expected to be an important indicator. It is recognised that 

political instability is likely to be harmful to economic growth especially as the country becomes 

more internationalised. This is because foreign investors which bring about sources of funds and 

technology transfers consider the political factor prior to their investment decisions. Implicitly, 

political stability would enable the government to adopt long term policies that anticipate rather 

than simply react to changing circumstances. This would ensure economic growth and stability 

in the long run. Barro (1991) has proxied the political instability by the number of revolutions, 

coups and political assassination which are found to be negatively associated with economic 

growth and investment among 98 developing countries during 1960-85. He argued that these 

relations could involve the adverse effects of political instability on property rights and the 

linkage between property rights and private investment. The correlation could, however, also 

reflect a political response to bad economic outcomes, (p.432-7) 

However, Edwards (1992) argued that Barro's variables refer mostly to political violence and 

that they do not directly capture the country's degree of instability, understood as the perceived 

probability of government changes. Arguably, it is the degree of political volatility that mostly 

affects growth via actual or potential changes in law, regulations and property rights, factors 

which are very much a concern of foreign investors when considering the country potential 

growth and stability. Hence, Edwards (1992) used a political instability index^ that measures the 

perceived probability of government changes. He found the coefficient of this estimated index of 

This index was constructed as the estimated probability of government changes computed from a pooled time series 
cross-section probit analysis for 79 countries over the period 1948-1982. (Edwards 1992:48-49) 
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polituaai iastabilrhf to las rusgalive, tbcnigfi rK# iBbdistLcalby sigfuiicaid, iiwikxitky; ttua litghar 

political volatility has tended to reduce aggregate growth, (p. 48-49) Therefore, we hypothesise 

the effect of political instability as having negative influence on growth, keeping in mind that 

availability and reliability of data is of crucial importance in evaluating our hypothesis. 

(d) The role of government 

Landau (1983) groups arguments of economists for and against the effect of government 

consumption and intervention (GOV) on economic development. On the one hand, Adam Smith 

made powerful argument that free markets are the best routes to prosperity and economic 

growth. A strong believer in the free market would expect government expenditure to be less 

efficient than private even if it was in the field of human capital and thus would predict that the 

higher government consumption, the lower the economic growth rate. On the other hand, many 

development economists of what Chenery (1985) called the 'Structuralist School' would contend 

that certain government expenditures have been and will be necessary to remove impediments to 

economic growth. For structuralists, under certain circumstances, a higher GOV would be 

associated with faster growth. In the developing countries where the private sector is weak, 

government intervention is essential for the economic development process, (p. 784) 

In addition, Rao (1998) gathered empirical studies that analysed effects of public expenditure on 

economic growth and found that existing literature have offered mixed views on the issue. 

Marsden (1983) found a negative relation between tax to GDP ratios and economic growth 6)r a 

cross section of 20 LDCs and DCs during the 1970-1979 period. Also, Landau (1986) found a 

negative relationship between the share of per capita GDP for a cross section of 96 LDCs and 

DCs over various time periods between 1961-1976. At the same time, Barro (1991) and Easterly 

and Rebelo (1993) in6rred a negative relationship between government expenditure on 

economic growth. In contrast, Kormendi (1983) found that government expenditure on goods 

was complementary to private investment and concluded that government spending may then be 

positively related to the economic growth. Nevertheless, some (Kormendi and Meguire, 1985) 

have found no relationship between government expenditure and economic growth rate. 

Therefore, these studies then implied that there is no generally accepted theory of how the GOV 

determines the economic growth. (Rao, 1998:674) 

However, could government have a positive impact on economic growth? One plausible 

explanation could be the differences in definition / classification of the data, for example, some 

countries include other public investment under the government consumption category. For 

example, Landau (1986) suggested that the nature and the definition of the data could be 
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misleading in the sense that substantial proportions of government 'consumption expenditure' 

lare ui fact imwasGirent in the tMnoackar i&ensê  es îecialby echicatLon guad tusaldi caitx higgler 

government consumption does not necessarily reduce capital formation even if it is at the 

expense of conventional investment, (p. 784) Focusing on the role of government in developing 

countries, it is can be argued that government spending may have positive influence on 

economic growth. Rao (1998) found that in the case of High Performing Asian Economies 

(ECPjAJEs) state intefv%50&ioniw)e(liK]f]afKX%ssafily beimckssinible, iin(i])olic)rint%ainentioii]propH:dhf 

articulated can lead to economic and social development. His argument on the positive influence 

of government intervention on economic growth rests on the fact that the fimctioning of the 

market cannot, by itself, activate the signaling, response and mobility of economic agents to 

achieve efficiency in both static (allocative efficiency) and dynamic (shift in the production 

frontier) terms. Thus, he concluded that these countries could achieve a high standard of physical 

and social infrastructure even with relatively low spending, (p. 673, 692) 

In this paper, it is argued that other forms of government intervention (such as its role in resource 

allocation, and tax subsidies) is much more intense in the developing countries especially in Asia 

azid tlieir etxxacHaik: siiccess is largpsbf (iue k) tlu; gpyveanmieid: uiterventkMi. Îrcuxlen (1S%)5) 

pointed out that the degree of government intervention in East Asia has been immense but their 

impact on each country varied depending on the quality of the intervention, ability of 

government to impose performance standards at the firm level. Sakong (1993), Kwack (1994), 

Smith and Wahba (1994) and Song (1997) recognised that Korean government interventions 

were most pronounced among HPAEs whereby these interventions have produced positive 

results on their economic growth. In fact, the government intervention in this context goes 

beyond just the share of government consumption in total output. However, this kind of 

intervention may be difficult to measure. Thus, in contrast to conventional results from 

developed countries, we hypothesise in Paper I that GOV is likely to show a positive relationship 

with economic growth in the developing countries. 

Cross countries studies have used the level of school enrolment ratios both at primary and 

secondary levels as proxies for human capital. This type of variable usually entered the model as 

an initial condition for economic growth with the assumption that it is expected to have positive 

relationship with economic growth. In other words, countries with low endowment of human 

capital will tend to grow slower than others with relatively higher initial levels of human capital. 

Among others, Barro (1991) found human capital proxied by level of school enrolment ratios or 

increases in life expectancy to be positively related to economic growth rates across 98 
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developed and developing countries. Although Edwards (1992) did not explicitly try to examine 

the role of human capital, he entered secondaiy school attainment and enrollment in his study of 

the relationship between trade orientation and economic growth rate among 30 developing 

countries during 1970-82 and found that they have indeed played an important role in the poorer 

countries long-term growth experiences, (p. 47) These variables did not produce significant 

impact in all of his equations, but they do have the correct sign. Since these variables are trend 

vanabks vduch hwaeaae sdovdy ov#tune, it is ixMsUde dxy iny^# notlwn^ 

variation to provide convincing evidence. 

On the other hand, some developing countries like East Asian countries already had a high level 

(yfliiuiwui cafthzd stoclc jprior to their uidiisbialisatwon fxankxi thuK litde irnpixyveineHitiiiliuKnjui 

capital in such terms can be made. When examining growth rates across Asian countries, 

investment in education is included in the model in addition to the stock level of human capital. 

Given the relatively high level of human capital that these economies were already endowed 

with in the beginning of their development, the rise in education (that was re-enforced by 

macroeconomic and trade policies that generated demand for skilled labour) was better measured 

by investment in education. Birdsall, Ross, and Sabot (1995) argued that investment in education 

is a key to sustaining growth both because it contributes directly through productivity effects and 

because it reduces income inequality, (p. 477, 503) 

In addition, Mingat (1998) has gone into further detail in examining the main features of 

educational policies among HPAEs and found that primary education appeared to be the single 

largest contributing factor to economic growth among the NICs, ahead of physical investment. 

He found that a striking feature of estimates obtained from a large world-wide cross-sectional of 

countries is the very specificity of NICs which stems from the fact that controlling for those 

growth accounting variables, which are statistically significant, NICs have managed to obtain 

substantially higher rates of growth in the long run than other comparable countries, (p. 695-6) 

Now that most developing countries have reached a certain level of human capital stock, it is the 

quality of the human capital that counts. This also implies that we may have to find a more 

appropriate proxy for human capital which will reflect the quality of human capital beyond the 

level of primary or secondary school attainment when it comes to comparing impact of human 

capital among these countries. Nevertheless, the Human Development Index is used as a proxy 

for human capital in this paper as it comprises of educational as well as other aspects of the 

quality of life. 
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0.1.2 Determinants of relative growth rates in Korea, Thailand and the Philippines 

In swlcUtioritollie factcHstxehiiid gpovfOi rate in g/snenU, this setdicHi exzmiuies auaothHsr jgroup cdT 

factors which are believed to have contributed to relative economic success in Korea, Thailand 

and the Philippines. Discussions here are needed to be thorough in order to bring the insights as 

to why factors such as government intervention in terms of policy orientation and 

implementation, and endowed factors can be crucial (and were, in fact, crucial) for these 

economies' relative success. This section Grst discusses industrialization policy which focuses 

EU%yufKi eaqpcKt cwieid2diort arul inqpcKt stdbsthiUicKi as (XMamcMi ptdicies zwiofMkxi tqf the liunse 

countries. Then, the role of governments, which has an important impact in determining the 

success of these policies, will be discussed. The industrialization strategy and the role of 

government can be thought of as policy factors, or the non-endowed factors, which has been 

adopted by each country in pursuing their development. In addition, this section also discusses 

the other type of factors, endowed factors, which these economies already possessed with prior 

to their development period, and which are believed to have an impact on their development 

paths and their relative success. 

0.12.1 Macroecoaomic policy : the non-endowed factors 

Industrialisation is a common strategy that developing countries have adopted in order to achieve 

a faster growth rate and higher standard of living especially in LDCs.(Ghatak, 1995) At the 

beginning of the development stage in 1955, Korea, Thailand and the Philippines were 

agriculturally based economies in which a substantial component of production was composed of 

agricultural products and where a large proportion of the population was in farming. Since the 

decrease in share of agricultural output relative to other components of GDP indicates the degree 

of industrialisation of an economy, the Philippines' pursuance of industrialisation appears to 

have failed. The table shows that the Philippines' share of agricultural output has remained 

relatively the same throughout the period compared to Korea and Thailand. The Philippines' 

continued dependence on agricultural sector may partially explains why its performance has 

been relatively weak. 

Table 0.1: Changes In Agriculture's share of GDP during 1960-91 (percentage) 

1960 1970 1980 1990 
Korea 37 26 16 8 
Thailand 40 26 25 12 
The Philippines 26 30 23 21 
Source : World Bank, World Development Report 1982, 1993 (in East Asian Economies by Kawagoe, T, p. 202) 
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In addition, the industrial development strategies employed can be divided into import 

subsditutkm (inward IcKdcing) arui (outwardrlocdcuig) schuames. li Ls icornrncMi 

l&xr idle (krveloping; eccMiomies to awiop* the iuiqx)rt substr&idcHi (IS) ckiru%g their inidai stag;e 

where IS appears to be preferable for saving foreign currency. Producing for imports is seen as 

an easy way to promote domestic production and create employment. Moreover, as most of these 

countries are resource abundant, exporting them seems natural in terms of comparative 

advantage. However, due to the nature of commodity exports, this causes uncertainly in income, 

rtws, it \vas jiuKifuible that thegf ihini to pmrniote esqpofts to stnsngpOiea e*x)ncHiuc {growth awid 

improve external balance. This pattern of development through industrialisation is seen in many 

developing countries. However, these two strategies exhibit major differences not only in trade, 

foreign exchange rate, fiscal and monetary and foreign investment policies, but also in the 

features of goods markets and factor markets. It is also the case that export orientation (EO) is 

superior to IS in promoting growth. This has been generally been accepted as a conventional 

wisdom by economists. (Ghosh (1984); Edwards (1992); Ghatak (1995)). 

This pattern of industrialization policy is also evidenced in the three countries as they started off 

with import substitution and then, at different points in time, switched to export orientation. In 

the beginning, the import substitution scheme may be justified for a labour abundant economy 

that lacks technology and capital goods. The economies with abundant natural resources like the 

Philippines and Thailand would tend to stay with the import substitution strategy for longer 

period as they have more resources to exploit. On the other hand, Korea had a relatively poor 

natural resource endowment and thus adopted an outward orientation policy rather earlier in the 

1960's whereas Thailand and the Philippines did not employ it until the 1970's. Thus it seems 

that the poor natural resource of Korea forced the policymakers to adopt an export orientation 

scheme at the beginning of development period. 

It is evident that these three countries are highly regulated by the government in different 

respects and that these regulations have different impacts on the economy. This is mainly due to 

the formulation of economic plans and their implementations. The extensive degree of 

government intervention in Korea began to be felt when President Park came in power in the 

early 1960's, His strong commitment was to bring Korea out of poverty and catch up with the 

North (Korea.) Industrialisation was to be the route that would achieve these goals. One of the 

most aggressive movements was to nationalise the commercial banks so that the interest rates 

could be strictly controlled and funds could be allocated according to the objectives in promoting 

the economic growth rate. Though aggressive industrialisation in the favour of large 
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conglomerate 'Chebol' could be an example of an unfair government policy, this strategy is not 

Tvasteful. IhiiadcUtioDi, naailMaiDjcHniudicKiiaaclBwccess ofeoqports niarkets diuiry; liie early pmicwl 

of development were only possible through the government channel of supports. (Song, 1994) 

Even if some have argued that the Korean government is very dictatorial, they accepted that 

much of the success was through this channel. In part, the long-term and stable government has 

helped to ensure the completion and success of the long-term projects (President Park was also 

in cdlice for adinoiM 3*0 yxa&rs littm 19()1 to 1979 \vlien tus lAn&s assassioa&edL) TTo scxne isxtent, 

'Confucianism' — the well disciplined labour force and acceptance of authority help the 

government in pursuing this aggressive measure to bring the economy to success. If the 

government was torturing people and engaging in corruption, the government probably could not 

have stayed in power for long. (Song, 1997) In other words, Korean economic success is not 

really a miracle in the sense that it stemmed from the fact that it has relatively poor natural 

resources endowment, limited arable land, and high stocks of human capital. These initial 

endowments alone could not have allowed Korea to perform so well without the right policies 

It is also evident that the Philippines has the potential of being the most successful economy 

among the three, ironically, its development was constrained by the lack of appropriate policies 

and effective implementation. Though the initial endowment is not unrelated to economic 

success, this is not a sufQcient explanation. Since the policy factor in Korea was not endowed, 

we need to examine how it was oriented and how has it been implemented in such a way that 

brought its economy into a special case. To understand the importance of intensity and the 

quality of the government intervention, it is helpful to look at the orientation and the 

implementatioii ()f the iwidivichial ccmnlries. TTbis \vcwild esqplain SKxme aaqpects txdbirul die 

relative success of these three countries, which the model was not able to capture. 

Pomfret (1997) stated that any self-respecting Less Developing Countries (LDCs) has a 
development plan, but some were only paper plans to show the government's commitment 
to economic development or to satisfy aid donors. In practice, a number of biases 
characterised the actual planning process. Resources were devoted to constructing 
macroeconomic considerations, i.e. the concern was over how much to invest in which 
industries rather than over the desirability of individual projects. Quantifiable aspects of 
development (e.g. investment/output ratio) were stressed to the relative neglect of non-
quantifiable aspects such as creating incentive, improving education or promoting social 
change beneficial to development. Finally, too much attention was paid to formulation and 
too little to their implementation, so that, even when governments had serious intentions to 
plan, the actual impact was dubious, (p. 31) 
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b. 1 Orientation of the policies 

The formulation of an e)q)licit mdustrialisation strategy has been an important component of the 

iaidiwrbiaiisatioii jprcKxass. A/k)st of tlie dkzveicqping; ccwmtries huave fblk)we<l die jpath (3f inipKMR 

substitution and export orientation as the most common strategy of industrialisation. Why is 

promoting the international trade sector the common route to economic prosperity? A short 

explanation is that for the developing countries, the exports and imports sectors together are the 

largest component of GDP (two thirds and above for Asian economies). 

The economic development plans of Korea and Thailand set out the government medium-term 

objectives which are helpful in formulating the appropriate measures needed in accomplishing 

them. The Korean government, especially during the President Park Era, was known for setting 

ambitious economic targets. In contrast, the Thai development plans were often inconsistent and 

the targets were rarely met. Compared to the Korean ambitious numerical target growth rates, the 

Thai numerical targets and aims during each plan were more realistic. However, the government 

failure to meet targets was often blamed on the Sequent changes of government and the lack of 

seriousness / competence of the monitoring body. At the same time, the Philippines government 

seemed to have been adopting various development strategies to accomplish the goals and tackle 

problems as they occur along the road. (Song 1997, and Warr, 1994) For Korea, the Economic 

Planning Board (EPB) is the agency responsible for implementing and monitoring the plans in 

order to improve the economy. Though the plan was initiated in 1960, the first plan was carried 

out under the establishment of the EPB when President Park came to power in 1962. Likewise, 

Thailand has the National Economic and Social Development Board (NESDB) to do the same 

task. For Thailand, the initiation of its national development plans follows a visit of the World 

Bank mission in 1957. (Warr, 1994) 

In contrast, in the Philippines there are a few factors which seem to have led to inappropriate 

policies. First, the Bell Trade Act passed by the US congress was the major constraint on the 

Philippines government in pursuing its import-substitution. This imposed free trade between the 

US and the Philippines for 8 years from its independence in 1946 to 1954. Thereafter, the 

Philippines government was allowed to gradually raise tariffs on US imports to the full duties in 

1973. On the other hand, its exports of certain traditional products to the US were subject to 

absolute quotas throughout the entire period of agreement. Since the US was the main customer 

for exports from the Philippines, the agreement has severely limited its income stream. 

Second, YoshUiara (1994) pointed out that bad treatment under the US rule left Filipinos with a 

negative impression of foreigners. It was this reason that prevented the Philippines from 
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benefiting from Chinese entrepreneurship. In fact, the Philippines government has passed a 

iuHnber(#kwvsthat(U&3imiaakagau%a(ChkKBe. In oaobad; (DhuKse adrqpRmeurdup and 

business networks have been mentioned by e.g. Yoshihara (1994), Amsden (1995) as an 

important factor that has contributed to Thailand economic development since the 1950's 

especially in terms of managerial and accounting skills. 

Lastly, the unspecific and short-term policies have put the government in a vulnerable position 

for corruption. Among others, Yoshihara (1994) has been the most critical in his discussion on 

how severely corrupted the Filipino system is. He pointed out that the national police system is 

probably the most corrupt government agency and even the integrity of the judiciary is also 

suspected. Certainly, there is corruption in every country but the corruption in the Philippines 

was extreme. The corruption in Thailand is serious, but when compared to the Philippines, it was 

peripheral. On the other hand, the Korean government had foreseen this problem and thus tried 

to make the policies as transparent as possible. (Song 1997) This problem in the Philippines is a 

fundamental part of national organisation and is almost certain to remain and to continue to act 

as a constraint on economic growth. The rosy economic picture painted for the Philippines 

rwiQieTCHis tuiies in tbejpast cUd iic* iruakaiaiise, largeljf Ibecamse Tfery liBle (ioiw: to rectify 

institutional constraints. (Yoshihara, p.viii-ix and p. 192) 

In summary, the objectives of Korea and Thailand national plans are broadly similar. Both 

countries were pursuing import substitution during their early stages but Korea switched to 

export orientation in early 1960's while Thailand did not pursue such a strategy until the mid 

1970's. Can this factor alone be accountable for the extensive variation of success between 

Korea and Thailand? Generally, export orientation is a more efifective policy in promoting 

economic growth than import substitution. Apparently, the main difference between the two 

economies is the different time period in which they changed their policies from IS to EG. Thus, 

this difference could partially explain their relative success. While it is also true that Thailand 

and the Philippines adopted the EG at about the same period, however, this more favourable 

strategy did not have the same impact for the two countries. By mid 1990's, the Philippines 

economy still relied much more on its agricultural sector and much less on the industrial sector 

relative to Thailand. It will be shown that other than the policies themselves, more importantly, 

the effectiveness of policy depends largely on their implementation and the seriousness of the 

authority in achieving their objectives which essentially boils down to the type of government 

prevailing in the country. 
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b.2 Implementation of the Policies 

TThis sedicKi aqgiwas vvhy swinilar pKdicaesiiuiy beiiware or less edltxdjTn; ikijprorcKydryr ectmcKDic 

gp-cywdi d(q)erKiiag;<)n thciwHiy theg/ are C2u?iexl oi#. Ilie discitsskm xviUlbe arcwmcitiie KLortxui's 

govemment strategies and the moral incentives that, peAaps, play a far more important role than 

monetary and fiscal policies. Chia Siow Yue (1996) argued that government intervention is 

needed for a successful industrialisation. The capacity for successful intervention depends not 

only on appropriate polity instruments (Thailand has appropriate instruments) but on the 

competence and goals of decision-makers and on the institutional framework. There are some 

unique institutional features which Korean government had but which did not appear to be 

present for Thailand and the Philippines. 

• The central decision-making is staffed by administrative and managerial talents; and they are 
insulated from pressure groups (business owners) 

• Decision-makers have to be imbued with growth-oriented goals and have a centralised 
structure through which to order and co-ordinate priorities. 

• A credit-based financial system enables the government to directly influence the sectoral and 
firm-level allocation of credit. Nationalising all commercial banks in Korea. 

• Success requires a high degree of public and private corporations and information sharing. 
• The flexibility and close monitoring of the plans. 

Song (1997) also found that the Korean's EPB, which is the main decision making body in 

charge of the economic plans has been particularly effective at policy implementation. In the 

case of trade policy, for example, the monthly Export Promotion Meeting was institutionalised 

by the President to implement export expansion. The personal attendance of the President, 

economic ministers and other high-ranking officials, representatives of trading companies and 

related organisations, and heads of economic research institutes and selected academic 

economists underscored the high priority given to trade matters. This is what Song called 'moral' 

incentive. Korea's decision making machinery also has been highly outward-looking in the sense 

that it sought to learn from experiences of other countries through Korea's involvement with 

international organisations such as the World Bank and the International Monetary Fund. (p.l42-

3) It is also evident in Korea that when policy mistakes are made, corrective measures can be 

quickly put in place so that economic downturns and loss of competitiveness are only temporary. 

Rao (1998) observed that the Korean Government is also flexible with its plan to maintain 

macroeconomic stability. In 1961, when the Korean government called for massive public 

investment which caused the price to increase by over 30 per cent, the government did not 

hesitate to cut the expenditure ratio to GNP by over 7 per cent. Similarly, in the early 1970's, the 

heavy and chemical industrialisation program was abandoned when its expansion fuelled 

macroeconomic instability. In addition, the effective implementation was also due to political 

stability, as each government has at least completed its term in the house if not re-elected for the 

second term. During the past 4 decades, Korea only had 6 Presidents. 

21 



]bi this CBKX), it cam be iiqgiKxl thai the ibigiwar iWie eilicieiKyy cdrjgOTnammeirt iii carryiiyg oiittlie 

policy, the more successflil its economy will become. In this case, the Korean government does 

not loojy liai/e stroiyg CKxnmihBient to aw&hieviiy; (xxatwiniic it is also liigWyr efEkaksnt in 

carrying out the policy. (Grabowski, 1994) Since the authorities play a significant role in the 

development process, Thailand, on the other hand, has to some extent suffered from the 'less' 

efficient government. The low effectiveness of policies which brought about the relatively lower 

success of the Thai economy can be explained on a number of grounds. One obvious 

explanation of this was the frequent change of government, which caused changes in priority of 

objectives and delay in their implementation. More importantly, the policymakers and the 

autonomy of institutions have been criticised as underlying barriers to economic efficiency. 

There are two possible reasons for this criticism. First, it is the lack of expertise of policymakers, 

which was often caused by the (irregular) transfers of executives. Secondly, most policymakers 

either have contacts or belong to different 'interest' groups. This, to some extent, can interfere 

with policy making and implementation. At the same time, political stability in the Philippines 

(measured by long-term government) did not result in the effective implementation of the plans 

while the long-term government in Korea is seen as a favourable factor for effective 

implementation. 

Table 0.2 : Evaluation of National Institutions 
Korea Thailand the Philippines 

National Plans EPB NESDB -

Institutions 
Number of governments during 1960-present 6 Over 20 11 
Autonomy of the organisation Yes No No 

Efficiency 
Rationale of the plans : foreign expert advises Yes No No 
Co-ordination within government (ministries) Yes No No 
Co-ordination with private sector, feedback etc. Yes No No 

Degree of corruption Minimal High Extreme 

It is seen in this section that the effectiveness of the plan largely depends on the implementation 

by the government. For the Philippines, not only are the long-term plans are not present, the 

corrupt government has dampened the economy even further. For Thailand, the plan was veiy 

similar to that of Korea but the implementation was not as effective, which was blamed on the 

frequent changes of the government. Lastly, Korea is the winner with good plans and effective 

implementation. As Song (1997) stated that the EPS has been quite successful in its planning 

function and generally meets the three tests of a good planing function suggested by Nobel 

Laureate economist Arthur Lewis. He states that an effective agency must; '(1) have the support 

of the head of the government; (2) allow all the leading decision makers in the economy to 
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participate in drawing up the plan; (3) control crucial decisions at the stage of implementation.' 

(p. 142) 

Therefore, the government intervention is seen as a crucial aspect of economic development 

especially in these three economies and other developing economies. The idea of an intense 

degree of government intervention on the economic development may seem outrageous at first. 

But if we imagine an under developed economy that was ruined by the war with half of the 

population in poverty (like these economies were in the 1950's), it would not be a surprise if the 

destination of that economy would depend on the hand of its government. The government, who 

at that point in time, was the agent most capable of getting the economy back on the track. Thus, 

the organisation of bureaucracies is also very important ; poor planning and organisation 

adversely affect implementation, enforcement and efficiency. (Jomo, 1998) So it is fair to 

conclude this section by saying that for the developing countries, the government intervention is 

very crucial which could have difference consequences for economic development depending on 

its objective, plan and implementation of policies. 

0.12.2 Endowed factors 

(c) Natural resources endowment 

Given that Thailand and the Philippines are resource rich countries, it was common for these 

countries to make use of their resources as the engine of their economic development. On the 

other hand, being separated &om North Korea where the natural resources are concentrated. 

South Korea was left with relatively poor natural resources. It is fair then to say that during their 

early period of development in 1950's, natural resources had enabled Thailand and the 

Philippines economies to grow more successfully than Korea. However, as agriculture-

dependent economies have often been seen to suffer from price fluctuations and deterioration in 

terms of trade, natural resources alone cannot get the economy very far. In contrast, the poor 

natural resources forced the policymakers to adopt an export promotion scheme at an early stage. 

The superiority of the export promotion strategy over the import substitution strategy for 

accelerating the economic growth has been accepted as a conventional wisdom. (Ghosh (1984); 

Edwards (1992); Ghatak (1995); and Ray (1998)) 

Landau (1986) found the coefficient for colonialism to be negative, but this was not even close 

to statistical significance thus, he concluded that colonialism is not slowing the growth of the 

former colonies down. (p. 64) Nevertheless, it is argued that factors like colonial rule can 

influence the path of economic development and that it is partially responsible for relative 
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growth rate among the three countries under study. For example, Korean industrialization was 

injliKsncKxi bnf lancilbensfhxxl from its former (XDloiued nik%\ Jayparu In izuct ICcwMsa hsusixDceiTnai a 

great deal of the Japanese technology through the transfer of funds that were tied war reparation. 

From this point of view, colonial rule has had a positive effect on Korean economic development 

and industrialization. In contrast, colonization had a negative impact on the Philippines 

economy. War reparation and aid from US was tied to several trade obligations (the Bell Trade 

Act) between the two countries. Furthermore, bad treatment under the US rule left Filipinos with 

a negative impression of foreigners. It was this reason that prevented the Philippines from 

benefiting from Chinese entrepreneurship. In fact, the Philippines government has passed a 

number of laws that discriminate against Chinese. (Yoshihara, 1994) 

(e) Geopolitical Setting 

During the early 1900s, Western countries were exploring Southeast Asia for its natural 

resources. Thailand was as rich in natural resources as its neighbors but due to its location, it was 

left as a buffer state between rival colonial powers. Geographically, Thailand is surrounded by 

Myanmar, Laos, Cambodia, Malaysia (and China before it was forced to give away part of its 

land in the north to France in exchange for peace). These countries were occupied by various 

Western states. However, most Thais believed that their independence and freedom was due to a 

strong King and his soldiers. This allowed the military to be very strong as it had played a major 

role in governing the country until as late as 1991. (Thailand only had its first elected 'non-

military' Prime Minister in 1992) 

It will be argued that although Military ruling has brought Thailand much of political turbulence, 

paradoxically its political situation is considered to have been stable throughout the period. This 

is firstly due to the loyalty of people and their great respect for the King which endowed him 

with a significant political role. Secondly, since the majority of Thai is Buddhist, social classes 

are not divided which indicates a relative degree of social unity. However, such a factor would 

not become an issue if the Philippines did not suffer from social unrest so much, it became one 

of the significant barriers to their economic development. (Factors such as the division of social 

classes; many different religion practices; and different values of people from different islands 

have occasionally caused unnecessary clashes.) 

Nevertheless, Mingat (1998) has stressed that, however, there are two reasons that we should not 

give too much emphasis on the 'cultural factors'. First, economists are reluctant to consider them 

as convenient excuses for an unsuccessful theory, although this does not imply that cultural 

factors do not exist. Second, the Asian cultural factors now sometimes used to explain the good 
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performance of these countries, in particular the 'Confucian ethic' (the Asian instinctive 

acceptance of authorities), were put forward 30 years ago to explain why Asian countries would 

]ia\neiiifBk%ilty in dkrveloi)uig. \VTiateT/er lOie vsJicUty cultural factCMŝ  ititanains thai scHi%e 

ccmntries huave iloiie tKMRer witbiri swnular (Mltural cointexts, aiwi cidtiuiU jG&ctors CKmstitute cwihf 

one context in which policies play, hie and nunc, a major role. (p. 696) 

Section 0.2 : Literature review on Central Bank Independence (CBI) 

There is evidence to support the view that poor supervision and under-regulated financial 

markets were caused by incompetence of the authority in charge of the monetary policy, the 

central bank. The Bank of Thailand (BoT), in 1993, has liberalized the capital account -

allowing the capital to flow freely while maintaining the fixed exchange rate. A few years later 

when a small commercial bank (Bangkok Bank of Commerce) was beginning to erode due to its 

accumulation of non-performing loans which were owed mostly by politicians, the BoT has 

repeatedly rescued the bank using the international reserves. These loans were, indeed, 

politically motivated. Thus, in order to correct these problems, it is suggested that the central 

bank be granted independence so the central bank authority could make monetary policy without 

interference from politicians and private bankers. 

This section first defines the significance of central bank independence (CBI) and its objective as 

to why a country would want to grant independence to its central bank. It then discusses the 

measurement of CBI and argues that the legal measurement of CBI suggested by the literature 

does not reflect the real independence of the authority of the central bank. (Maxfield, 1994) 

Lastly, it discusses the role of central bank in the context of developing countries and argues 

why price stability may not necessarily be the most important objective in achieving CBI in 

developing countries. 

OJ!.l Definition and Objectives of CBI: why Is CBI needed? 

Bade and Paddn (1987) have deSned as the ability of the central bank 

to select its policy objectives without influence from the government. This measure is based on 

factors such as whether or not its governor and the board are appointed by the government, the 

length of their appointments; whether government representatives sit on the board of the bank; 

whether government approval for monetary policy decisions is required; and whether the 'price 

stability' objective is explicitly and prominently part of the central bank statute. Then, there is an 
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'economic independence' which is defined as the ability to use instruments of monetary policy 

without restrictions. The most common constraint imposed upon the conduct of monetary policy 

is the extent to which the central bank is required to Gnance a government de6cit. 

The general understanding is that the main objective in granting the central bank independence 

is to achieve price stability. Given that price stability could stem from other factors', and while a 

large number of studies showed that granting a central bank independence may not result in a 

low inflation, one may ask why has price stabili^ long been an important objective in granting a 

central bank an independence. Perhaps, this question may be best answered by explaining what 

is likely to happen when a central bank is not independent. In other words, in what circumstances 

would a dependent central bank inflate? 

Cukierman (1992) pointed out several motives for monetary expansions in terms of employment, 

revenue (deficit financing), mercantilistic, and financial stability. However, it is the first two 

motives that are often reasons why a dependent central bank is likely to inflate. As he puts it. 

First, the dynamic inconsistency is the inflationary bias of monetary policy 
in the presence of employment objectives. Conventional wisdom in 
macroeconomics implies that employment and output can be influenced by 
unanticipated inflation and therefore by unanticipated monetary growth. 
This can result from either the existence of Fischer (1977)-Taylor (1980) 
long-term contracts or a Lucas (1973) type short-run Phillips curve. To the 
extent that monetary policymakers find the natural level of employment too 
low, they may be tempted to create surprise inflation in order to push 
employment above its natural level even at the cost of some inflation. 
Second, it is the seigniorage or deficit financing which Cukierman (1992) 
defined as the amount of real purchasing power that government can extract 
from the public by printing money. While a government with large budget 
deficit will be tempted to borrow from the central bank or even ask it to print 
money, these actions may be restrained by law in countries such as 
Germany or the United States. However, this law may not exist in many 
other countries. (Cukierman,1992, p. 27-47) 

Thus, the concepts of political and economic independence can indeed be put in the context of 

inflationary bias that is attributed by the dynamic inconsistency of monetary policy or to the 

revenue motive of the inflation tax or both. This explains while central bank independence may 

not necessary help lower inflation rate, a central bank may likely to inflate if it does not have an 

independence. 

' Factors such as macroeconomic stability, a strong exchange rate or the influence of the world economy. 
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0.2.2 Measurement of CBI 

ESuice iiiOfdicHi arui the t)w%get ckzQcit are liie tvfo rnadii insascMis v/bj/ die cxaitnil Ibaiik roagf b*; 

likely to be restrained from being granted independence, they are the two sets of variables 

normally included in the models. Thirdly, there are legal variables such as terms of governor, 

objective of the bank and etc. in measuring the degree of central bank independence. Most 

studies on CBI were conducted by using data across countries to formulate the model measuring 

lOie iiKiepKaodenas in relative ibsniis. /koiCKig ()diefs, ()u]ck%niian (15)92) \vlM) is the niainstreaun 

author on measurement of CBI, proposed three different set of indicators for CBI. The first set 

includes various proxies of legal independence. The other two indicators are designed to proxy 

deviations of actual from legal independence, actual turnover of CB governors and the aggregate 

of coded responses to questionnaires. In his paper, the independence of Bank of Thailand (BoT) 

is measured both in terms of legal independence and actual turnover of CB governors relative to 

other countries while the questionnaire variable (self-assessment) could not be included. The 

variables under the legal independence definitions are the terms of governor, formulation of 

policy, objectives of the bank, and the bank's limitations on lending which are weighted 0.20, 

0.15, 0.15 and 0.50, respectively. His measurement indicated that the BoT shows relatively low 

independence in these terms, (p. 397) 

The inflation rate is used as a determining factor of CBI under the assumption that the central 

bank's main objective is to stabilize the prices. Hence, the hypothesis is that CBI will induce a 

low inflation rate. Bade and Parkin (1987), Alesina and Summers (1993) found that there is 

positive correlation between low inflation and CBI in their samples which concentrated on the 

DCs. In contrast, Posen (1995) found that legal measurement fails to capture the actual 

independence of the central bank and that CBI does not cause low inflation. (Posen, 1995) De 

Haan and Van'T Hag (1995) gave the example that while Japan has a relatively dependent 

central bank, it has also an average inflation rate which belongs to the lowest within the OECD 

area. Similarly, according to Cukierman's ranking (1992), Greece has a relatively independent 

central bank and quite a high level of inflation, (p. 335) In addition, Siklos (1995) also found 

that, using the Cukierman's legal measure, the central banks of Chile, Venezuela and Mexico are 

even more independent than either the Swiss National Bank, the German Bundesbank, or the US 

Federal Reserve.(p. 363) 

In addition, Goodman (1991) tested Bade and Parkin's (1987) legal measurements and 

incorporate a set of deficit financing - limits on direct central bank financing of government 

deficit and limits on central bank purchases of government bills on central bank of France, Italy 

and West Germany. He found that Bundesbank has the most independence while the Bank of 
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France has the most dependence with the Bank of Italy bridging the gap between the two. This 

measurement may be more applicable in die developed countries where the madcet mechanism is 

able to operate more efBciently, which leaves only the price-controlling job to the central bank. 

On the other hand, if by CBI is meant the ability of the central bank body to make monetary 

policy changes without interference from the politicians and business owners, then it is 

inevitable that we have to find such measurement that will take into account the relationship 

between these parties, not to mention the rationale behind the judgement of the central bank 

governor in making monetary decision which is almost impossible to measure. Fry (1998) has 

made a Airther eSbrt in taking, 6)r example, the number of meetings between central bank 

governors and private bankers and self-evaluating questionnaires of authorities at central banks 

into account as he thinks they reflect the level of CBI. Thus until we can measure the degree of 

moral judgement of the central bank governor, we are still at least a step away from obtaining 

efficient measurement of independence of the central bank. Nevertheless, this is not to conclude 

that the independent judgement made by the policy makers at the central bank would even 

guarantee low inflation. 

However, the robust findings from these studies is that high correlation between CBI and low 

inflation rate can be found when samples are restricted to developed countries and in a very 

limited context of legal measurement. The next sub-section gathers evidence which suggested 

that this relationship does not hold when it comes to developing countries especially in Asia. 

Furthermore, legal measurement is found to be misleading in Latin American countries. (Fry, 

1998) 

0.2.3 CBI in the context of developing countries 

In the case of developing countries and as argued in Paper III, the independence of the central 

bank is sought in order for the bank to have freedom to make monetary policy without 

interference from politicians and business owners. This is all comes down to the moral 

judgement of the policy maker at the central bank especially the governor who is often the key 

decision maker in determining crucial monetary policies, movement or reforms. Fry (1998) 

suggested that this yet another issue to be tested - that once fiscal problems are resolved, CBI in 

a typical developing country is determined largely on the basis of policy-making competence, (p. 

527) 

Interestingly, even before the central bank reforms in the countries considered were introduced, 

the monetary authorities of Argentina, Chile, Mexico and possibly Venezuela were more 
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independent than an aggregate index for the G7 countries. In no instance, however, were the 

inflatiorii?wk;s ibillie 5 ccwntries rwaar Hie aiwaragfsiidBkdicHi inates for the (39% while the(]BI 

(xwqded vwdi aane expUch n%KKk#e 5* the bank W zuni lor pnce zwe unporbKK 

iKisdtuticMial cLevices for aaiMiruig of [wnkx: statiility, legpU iCTBI iiwiy tie iieidier iiecesKwary iior 

sufficient for low inflation. (De Haan and Van'T Hag 1995, p. 335-363) 

Fry (1998) has used the fiscal position approach to determine the degree of CBI in 70 developing 

countries. He included in his model the autonomous measures of CBI based on Cukierman 

(1992) with the emphasis on a number of fiscal factors, the size of the government's deficit and 

the methods by which it is financed. In his hypothesis, there are four ways in which the budget 

deficits can be financed ranging from the zero cost of borrowing from the country's central bank 

to the market cost of borrowing from the private sector. He suggested that the bigger its deficit 

and the more a government relies on its central bank, the less independent its central bank, (also 

see Cukierman 1994) So the size of the deficit and the methods by which it is financed together 

determine the extent of the CBI. He also found that the central banks with greatest independence 

are located in high growth countries, (p. 527) 

In contrast, Sikken and De Haan (1998) found no relationship existed between CBI and 

government budget deficits in a group of 30 developing countries. This was done by running 

cross sectional regressions of the accommodation coefficients on the indices of CBI and the 

conclusion was that only if the turnover rate of CB governors or political vulnerability index is 

used as proxy for CBI, monetary accommodation of deficits is negatively related to CBI. These 

findings seem to suggest that both economic growth and low budget deficits are positively 

correlated with the degree of CBI. It is also reasonable to think that there is a link between 

economic stability (with low deficit and low inflation) and the high degree of CBI. 

Thus, legal measurements which are derived from developed countries do not tell us very much 

about the independence of central banks in the developing countries. Since this is the case, 

would channels in granting central bank an independence suggested from these papers be 

effective in the Bank of Thailand or other central banks in developing countries? Mas (1995) 

pointed out that, 'merely establishing an CBI may not bring about its professed benefits in 

developing countries with shallow financial markets where there is limited scope for a truly 

independent policy. The benefits of CBI may be eroded by conflicts between fiscal and monetary 

policy and by inherent problems of central bank institutional design, so that problems of 

dynamic inconsistency associated with monetary policy are not solved but merely transformed.' 
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(p. 1639) The next sub-section gathers some of these suggestions and discusses whether they 

could be adopted in developing countries. 

0.2.4 Granting central bank an independence by appointing a conservative central banker 

Rogoff (1985) argued that by appointing a conservative central banker who is strongly opposed 

to inflation and does not share the social objective function is not optimal since low inflation 

could come at the cost of distorting the central bank's responses to unanticipated disturbances. 

Indeed, his important conclusion is that it is not generally optimal to legally constrain the central 

bank to hit its intermediate target (or to follow its mle) exactly, or to choose 'too' conservative 

an agent to head the central bank. Thus, rigid targeting is appropriate only in certain very special 

cases, (p. 1170-1) On the other hand, Walsh (1995b) suggested that principal-agent framework 

would determine how a central banker's incentives should be structured to induce the socially 

optimal policy, (p. 150) In fact, Walsh's method has been adopted by the central bank of New 

Zealand via an inflation target where the governor is contracted to control inflation at a certain 

level, otherwise, he will be dismissed. 

Fischer (1995) put Rogoffs and Walsh's theories of granting CBI in the context of goal 

independence - a central bank that sets its own policy goal and instrumental independence - a 

central bank that is given control over the levers of monetary policy and allowed to use them. 

While Rogoffs (1995) theory offers central banker both control over monetary policy and 

independence to maximize his or her own utility function, central bank governor has both goal 

and instrumental independence. In contrast, Walsh's theory only grants central bank governor 

instrumental independence as the bank objective is set by the government while governor has 

independence to achieve such (contract) goal. Fischer (1995) also emphasised that, in a well 

defined sense, the latter situation of central banker in the principal agent framework is held 

accountable for the outcome of monetary policy. In the New Zealand case, the central bank 

governor is also held responsible for such outcome. He also concluded that central bank should 

have only instrumental independence in fulfilling a given set of goals by the government and 

held accountable for doing so. This accountability is needed for two reasons, first, to set 

incentives for central banker to meet its goal and explain its actions, and second, to provide 

democratic oversight of a powerful political institution. His preference probably rests on the 

possibility of the central banker being too independent. And though Fischer pointed out that 

independence implies the central bank should be free of any obligation to finance government 

budget deficits, the central bank may help the treasury in its short-term cash management 

operations, (p. 201-3) 
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Posen (1995) thoroughly discussed the role of the financial sector in forcing the central bank to 

loiauitaui die price al a irKxisrate levei as tMskyg essemUal for the padcMniumce (xfttw: Siuincial 

sector. Sioiikfly, in the ckyvelopirys laouidries, lOie fuianciai sector arwjjprryate barUcers haiAszin 

even stronger impact on the central bank and the governor since the financial sector is the main 

external source of information and advice on monetary policy. However, the financial sector in 

the developing countries was not so concerned about low inflation, as this was being assured by 

the exchange rate regime, thus private bankers have no interest in granting the CBI. Instead, as 

the central bank in the developing countries plays the role of financial regulator, private bankers, 

known as having a large influence on the central bank governor, tend to interfere with policy 

decisions in such a way as to favour their interests. 

0.2.5 Relevance of CBI In the case of Thailand 

However, in the case of Thailand and other developing countries with shallow financial markets, 

Mas (1995) argued that establishment of CBI may not bring about its professed benefit because 

there is a limited scope for a truly independent monetary policy. This view is also supported by 

Bowles and White (1994) as they stated that in a country where the financial sector is 

undeveloped and the country is highly dependent on flows of external finance, the idea of CBI is 

largely irrelevant, (p. 257) At the same time, Fischer (1995) also argued that although the 

question of whether the central bank should supervise banks remains open, it is of not much 

importance (p. 203) As a matter of fact, these arguments seem to suggest that independence of 

central bank is not essential if the objective of seeking that independence is anything other than 

the price controlling task. This is because the theory of CBI is derived fi-om developed countries 

where financial markets are operating efficiently and there is not a role for the central bank as 

financial market developer or regulator. 

Lastly, Maxfield (1994) pointed out that the origin of the central bank may explain its behavior 

and relationship with its government. 'There are two stereotypes about central bank origins. In 

every Western setting, central banks emerged as a response to needs for a central institution to 

serve other banks. If this is the predominant reason for the birth of central banking institutions, 

why would such institutions ever have emerged in developing countries where, in contrast to 

advanced countries, private financial markets have always been undeveloped? The typical 

financial needs of government.' (p. 563) In the case of Thailand where the government budget 

has been relatively low and in surplus, the government has less need for a suppliant central bank. 

Thus, there is a greater likelihood that the private financial community will be robust and will 

take the lead in founding a central bank designed to serve its interests by maintaining overall 
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monetary stability and the exchange rate, guaranteeing private bank transactions, and restricting 

(SMXBSixMnpedUon mnong ]pnvab and The BKrejinmKaaUy vdacndde 

bwmkaaun̂  tbeinoreliiey ckzpend ontxsntrallbardc fa{jlNdeG--iathieitMnii()fl(xin!^ reĝ ikdicH&s or 

recbiced ineservt: ineqiuianents - ik) keKgp tb̂ an lafLoat aiwi the jgreater tbfar iMnefereiKx; for Icose 

monetary policy and state intervention in financial markets, (p. 564-5) 

Section 0.3 : Literature review on the models of Currency Crises 

The Asian financial crisis has been examined in the literature, with a focus on the causes and 

consequences of the crisis extensively. This fi'amework is popular because the crisis was largely 

unexpected by the market and while Krugman (1994) had predicted the event, he also accepted 

that the severity of the crisis was beyond anyone's expectation as he puts it, 'than even the most 

negative-minded anticipated.' Furthermore, it is argued that the IMF rescue package needed to 

be more carefully designed in recognition of the particular characteristics of the Asian countries 

in crisis. 

This section first looks at Folak's model (1957) which the IMF introduced in the 1950s in 

approaching balance of payment problems and 2 main theories of currency crises which have 

been exemplified prior to the Asian financial crisis known as 'first generation' models of 

currency crisis by Krugman (1979) and 'second generation' models by Obstfeld (1986). The first 

generation models explain crises as the product of budget deficits in which the government 

pursues an expansionary monetary policy in order to finance its deficit. This then ensures the 

eventual collapse of a fixed exchange rate, and the efforts of investors to avoid suffering capital 

losses when collapse occurs provoke a speculative attack when foreign exchange reserves fall 

below a critical level. In addition, other macroeconomic fundamentals indicators such as 

investment ratio, money growth, inflation rate, current account deficit, real exchange 

appreciation and output growth, are indicators which drive 'first generation' crisis models. 

Instead, second generation models by Obstfeld (1994) explained the crises as the result of a 

conflict between defending a fixed exchange rate and letting it float. In this case, even a 

sustainable fixed exchange rate in a fundamentally sound economic situation may be subjected 

to a speculative attack when investors begin to suspect that the government will choose to let the 

parity go. Thus, speculative attack could happen based purely on self-fulfilling prophecy. 

Then, this section will look at another set of theories which economists have derived fi-om the 

Asian financial crisis itself These post-Asian crisis theories are pointing in the similar direction 
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of moral hazard (Krugman, 1999, and Corsetti, Pesenti, and Roubini, 1998) and fragile financial 

raarkets (Siacbs, 1998) tu&ve these liwsorwss ful̂ f refk;ck%i vfhat haqpperKxi in j^sia? 

Could these theories justify the degree of severity of the crisis? Krugman (1999) did not think so. 

He has recently proposed yet another set of factors in trying to capture the core cause of the 

crisis in Asia which he called a 'third generation' crisis. He believes that the role of balance 

sheet difficulties in constraining investment by entrepreneurs and the impact of the real exchange 

rate on these balance sheets are two essential pieces of the puzzle, (p.4) (This p^er is still in a 

preliminary draft form.) Lastly, the chapter briefly discusses the policy implication for these 

three different causes of a crisis which will be referred to as first-, second-, and third-generation 

of crisis justified by Krugman (1979), Obstfeld (1994) and Krugman (1999). Thus, the review of 

literature will help clan^ why the crisis was not anticipated whether there are particular features 

in these economies which prevented the IMF's measures from being effective, and, perhaps, tells 

us that the 40 year-old model failed to rescue the Asian economies simply because the IMF lack 

true understanding of the causes of the crisis and of local conditions. 

0.3.1 The IMF's monetary model (Polak, 1957) 

The IMF has been using the Polak (1957) model since its inception in 1947 when it opened its 

door for business and allowed member countries to borrow funds to meet their financial 

difficulties. One key characteristic of the model is its simplicity. Polak (1997) pointed out that at 

the analytical level, simplicity was inevitable because of limitation of economic data during the 

early post-war years. The only two sets of statistics that were generally available were banking 

data and trade data. In addition, simplicity kept the model focused on the key variable that 

government could control, domestic credit creation, that was seen as crucial to the correction of 

the balance of payments problems for which the IMF assistance had been invoked, (p. 16) 

Indeed, in the IMF experience, it is often the case that countries which come under its 

programme have suffered from the financial crisis caused by the accumulation of public debt 

which eventually led to the balance of payment difficulties.'^ 

The model was designed to study the effects on both income formation and the balance of 

payments of the two most important (exogenous) variables, changes in exports and the creation 

of domestic banking credit, or, in monetary terms, foreign and domestic autonomous additions to 

country's money supply. The dynamic character of this model derives from the fact that it 

contains both income and the change in income. Polak (1997) claimed that solving the model 

This was the case for the Tequila crisis in 1994. However, in the case of the financial crisis in Asia, collapse 
in financial markets stemmed firom the accumulation of short term debts created in the private sector, and all of 
these countries had enjoyed either budget surplus or budget deficits of below 2 per cent (as percentage of 
GDP). Thus, what is right for one economy need not be right for the world as a whole. 
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this way gives values for the variables that are determined by the model, such as income and the 

(dbaiyges in fbreigfiisx&ervest as vfeighdxxiiiverayges of the v?Utw3s ofiWie ciurtntfuid pHM&)%ears of 

eoqptwts, cafwtal inflows of the iwm-tKUikiiyf sector̂  arwi die ctuuigeinthusiiornehic catxik cxfttw; 

banking system. Thus, the dynamic of the IMF model, in contrast to most of the academic 

monetary models of the balance of payments, yields not only the final equilibrium value of the 

endogenous variables but also the time path toward these values, (p. 16-17) 

In addition, Polak (1997) pointed out that although the IMF has continued to use essentially the 

same model as the foundation of its credit arrangements, the model has been adapted to changing 

circumstances. For example, the credit creation was split into credit to the private sector (usually 

to be encouraged) and credit to the government sector (usually to be discouraged). Furthermore, 

many IMF supported programmes in recent years have contained major policy understandings on 

structural adjustment, price and trade liberalisation, deregulation of the labour market, 

privatization, and many other policies. Thus, the contents of the IMF package became 

increasingly complex over the years, (p. 17) 

However, Sheng (1997) argued that the world today is very different from 5 decades ago with 

very volatile and very large capital flows and it was the free movement of these flows that led 

the Asian economies into crisis within days. While the relatively simple elegance of models may 

have depended upon very strict assumptions on robust and efficient payment system, very good 

sx* ()f rules aiid law, projper twmkiiy; sugoervisicKi and tnanspEtnaocgf ui infbriaidicMi, iiiost of the 

world is not like that. Thus, it is important not only to get the macroeconomic policies right, but 

to get the micro policies right. In short, Sheng (1997) commented that the Polak's 40 year old 

model is a flow model which has not taken into consideration the question of stocks. In 

particular, it looks at monetary creation, but it has not looked at the quality of bank money. Thus, 

the model did not correct and certainly cannot ensure that the sound and well-regulated banking 

systems, (p. 1-2) Therefore, the IMF's traditional approach requires re-evaluation if it wants to be 

able to handle present day financial crises. 

In addition, Sengupta (2000) pointed out that as the IMF's job description changed over time 

(from supporting the died exchange rates in many during 1950s-60s to 

promoting exchange rate stability in cowM/nea; in 1970s), the model should have 

kept changing in response to the requirements of the changing clientele. Therefore, even after 

incorporating some Keynesian variables — of demand management, the model did not work well 

with developing countries. Furthermore, as adjustment problems of developing countries could 

not be solved in a short period, the nature of the Fund's loans spread over 3-5 years seems to fall 
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short. As a result, some countries had a number of successive stand-by programmes dealing with 

the same balance of payments problem. However, in spite of that, several of them went off-track 

arui ĝ rve iqp the ]progp%mimes in liie ccmrse ()f iWieir uiqplemeiUzdicMi. ITiere \vere lof ccmrse zi 

number of cases of success in which the balance of payments deceits that called for Fund 

support were reversed. But even in those cases, the countries often found that while their balance 

of payments had improved, their growth performance or employment situation had deteriorated. 

Thus, both underlying models used in solving the balance of payment problems and repayment 

obligation, amount of funds and, etc., needed modification, (p. 117-118) 

0 3 2 'First-generadon' or fundamentalist crisis (Krugman, 1979) 

Krugman (1979) e^glained a crisis as result of a government attempting to maintain its currency 

at a fixed level in order to finance its deficits which may cause its foreign reserves to be 

exhausted and its borrowing approach a limit. When the government has exhausted its foreign 

reserves, it will experience a balance of payments crisis and will eventually be forced to let its 

currency float. In this case, a speculative attack is likely to succeed if speculators think that the 

government budget deficit was becoming unsustainable as the government Gnancing via 

seignorage ensures the eventual collapse of a jGxed exchange rate. As Krugman puts it, when the 

government is no longer able to defend a fixed parity because of the constraints on its actions, 

there is a 'crisis' in the balance of payments. (p.311) 

In addition, a government budget financing by monetary expansion may put pressure on 

domestic inflation to rise and become unacceptable. In either case, when the speculators were 

confident that the government was planning to let the currency float, they will sell the local 

currency in exchange for foreign currency (stronger currencies) which a government was holding 

in its reserves. Krugman (1979) described how a speculative attack on a government's reserves 

can be viewed as a process by which investors change the composition of their portfolios, 

reducing the proportion of domestic currency and raising the proportion of foreign currency. 

This change in composition of speculators' portfolio is justified by their expectation of currency 

depreciation as government's reserves was depleting. However, he also pointed out that 

sometimes the government is able to defend its exchange parity by calling on some kind of 

secondary reserve which can be in the form of other loans and emergency loans. If this is the 

case, then we will see a dramatic reversal of capital flows as outflows would return and the 

government would be able to accumulate its reserves back to the normal or pre-crisis level again. 

This would be the case when the speculators are convinced that the government is committed to 

its fixed parity. Nevertheless, the recovery would only be temporary if the speculators suspected 

that the fixed exchange rate would soon have to come to an end. (p.312) 
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As a matter of fact, he added, even in the situation when the fears of abandonment of fixed 

eocchaiyre rate v/ere pfcrveniuijustUSeKL spHsculatrye attacks (X)uld ocxnir wdieiKryef die roaitaa is 

iKicerkiui abcmtlionv far the gpyvermiuait AAHDuld iwilUiy; to sp<%id i%XHan/es to ded&iid the 

currency. This can be described as arbitrary speculative behavior or as Krugman puts it, a 'one-

way option'. In this situation, speculators do not lose by speculating against the currency, (p. 

3121) rbiu^ (kqpeiKluig on l&u: gcn/emmeof's fuiancial cagxich): (zuixyunt ()f IRonzyra resennx^ to 

convince the speculators of its commitment to defend its fixed exchange rate scheme when 

speculative attack occurs, this produces the possibility of alternating the balance-of-payment 

crises and recoveries of confidence, (p. 323) Likewise, Kaminsky and Schmukler (1999) pointed 

out that crises occur when the economy is in a state of distress with a deteriorating current 

account, a slow down in growth, and real estate price bubbles. Thus, first-generation model of 

crisis generally says that 'weak domestic economic fundamental' is a major cause of currency 

crises, (p. 537-538) 

In addition, Velasco (1987) examined how financial crisis and balance-of-payments crisis have 

affected Latin American economies, with particular reference to Chile, during the 1970's. He 

had explored the connection between the balance of payments and the health of the financial 

system and how they can affect macroeconomic stability. While the bank deposits are implicitly 

or explicitly guaranteed by the government, bank runs or sudden withdrawal of deposits can 

cause banks to have liquidity problems. If the banks collapse, the government will be liable for 

its guarantee and this is likely to create a deficit, which will eventually lead to a balance-of-

payments crisis. (Velasco, 1987) Thus, regardless of how the government deficit is generated, 

i.e. over-spending or bailing out private banks, a budget deficit could create a fundamental cause 

of crisis via balance-of-payment crisis in the manner of Krugman. 

On the other hand, Kaminsky, Lizondo, and Reinhart, (1997) have identified two sets of 

indicators from 25 selected empirical studies on currency crisis which examine sample periods 

that run from the early 1950's to the mid 1990's, and cover both industrial and developing 

countries which the emphasis on the latter, (p. 8) From these papers, they concluded that 

variables which have the best track record in anticipating crises include : output, deviations of 

the real exchange rate from trend, equity prices, and the ratio of broad money to gross 

international reserves. In addition, they have proposed a 'signals' approach that essentially 

involves monitoring the evolution of a number of economic indicators that tend systematically to 

behave differently prior to a crisis, (p.4) These variables, indeed, are variables whose 

contribution to the prediction of crises was found to be statistically significant, based on the 
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results presented in the original papers. At the same time, the focus was primarily on papers that 

(%xarnin t̂he(3^peiien{x;(xfiwirkyus ccwmtnkx̂  aa (heir:6iKiuigs are more IDceby ik)lbe suitable for 

jgeruaiUizalioo ttwui the flncUiygs of ixqpers that studjf a single eaqperience. ()n tiw: lother tumd, 

indicators which have proved to be particularly useful include international reserves, the real 

exchange rate, domestic credit, credit to the public sector, and domestic inflation. Other 

indicators that have received support include export performance, money growth, real GDP 

growth, and the fiscal deficit. Nevertheless, these findings indicated that macroeconomic and 

financial fundamentals are determinants of currency crises though none of the existing 

theoretical models were able to predict the Asian financial crisis, (p. 11) 

0.33 'Second-generation' or seU^fulBHing crisis (Obstfeld, 1984) 

Even though Obstfeld does not rule out the possibility that weak economic fundamentals could 

induce speculative attack, he showed that speculative attack could also be a result of purely self-

fulfilling prophecy. Among others, he described that such self fulfilling feature in fact stems 

from the speculators' expectation of government changing policy to abandon a pegged exchange 

rate. (Diamond and Dybvig (1983) Hence, even with strong economic fundamentals, a 

diwstDllwsigpeciikMkMs' ardicipsaioacMfagpoveiEuaieat chamge cd" 

exchange rate scheme. In this case, speculative attacks appear to be self fulfilling, since they may 

occur even when the level of reserves seems sufficient to handle 'normal' balance-of-payments 

deficits. These crises are apparently unnecessary and cause the collapse of an exchange rate that 

would otherwise have been viable, (p. 72) Thus, even though the crisis is not inevitable, agents 

believe that the central bank will respond to crises by embarking on a programme of heightened 

inflation. The belief that the authorities will, in effect, ratify crises makes it unprofitable for any 

speculator to hold domestic currency while a run is taking place, (p. 79) 

In this context, Obstfeld (1986) argued that balance-of-payment crises are very similar to bank 

runs presented by a stylized model of financial intermediation by Diamond and Dybvig (1983). 

In their model, there are two equilibria : one in which agents have confidence in the solvency of 

financial intermediaries, and one in which lack of confidence leads to a run involving self-

fulfilling expectations because banks fail if, and only if, there is a run. Similarly, Flood and 

Garber (1984) gave an example of a self-fulfilling run which showed how an otherwise viable 

gold standard might break down if agents anticipate that it will collapse some time in the future. 

Thus, as in the example of self-fulfilling balance-of-payments crises by Obstfeld (1986), and for 

the same reason, indeterminacy arises only when agents expect the authorities to resort to 

inflationary finance in the wake of a regime collapse, (p. 79) 
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This shift between different monetary policy equilibria in response to self-fiilfilling speculative 

iitb&cka is also suppKorted bgf jKLamioaJcy and Skibimikler (1S%)9) vyiK)i3X2uiiuiedlio\v ruirKmrs majf 

be the trigger for a speculative attack. Interestingly, they used the 20 largest one-day swings in 

stock price of 9 developing Asian countries &om the beginning of 1997 to mid 1998 to examine 

the reaction of financial markets to news, either rumors or fundamental, in order to capture 

herding behavior and contagion effects. Their main findings indicated that some of the largest 

one-day swings cannot be explained by any apparent substantial news, economic or political, but 

seem to be driven by herd instincts of the market itselfl The results also indicate that rumors 

unrelated to the release of relevant information affect foreign markets as strongly as they affect 

domestic financial markets, suggesting the presence of important contagion effects, (p.588) Also, 

Radelet and Sachs (1998) emphasized in their paper the role of financial panic as an essential 

element of the Asian crisis. 

Thus, the 'second-generation' model suggested that crisis is mainly caused by weak economic 

fundamentals that can be a result of self-validating shifts in expectations in the presence of 

multiple equilibria, provided that the fundamentals are weak enough to push the economy in the 

region of parameters where self-validating shifts in market expectations can occur as rational 

events. For example, if investors believe that the currency is likely to be devalued in the near 

fiiture, their speculative behaviours will result in selling off such currency, triggering a crisis in a 

self-fulfilling way. This is better known as 'self-fulfilling crisis' model of crisis. (Corsetti, 

Pesenti, and Roubini, 1998, p. 2-3) Glick (1998) also pointed out that the nature of self-fulfilling 

of the second-generation model currency crisis models, liquidity-based financial panic models, 

as well as other multiple equilibrium each implies that in principle, anything could be the trigger 

- any arbitrary piece of information becomes relevant if market participants believe it is relevant, 

(p. 18) In short, the peg exchange rate system could suddenly collapse even in countries with 

sound economic fundamentals as evident in the case of Asian financial crisis. 

These papers showed that speculative attacks reflect not irrational private behavior, but an 

indeterminacy of equilibrium that may arise when agents expect a speculative attack to cause a 

sharp change in government macroeconomic policies. In other words, a crisis induced policy 

change which, if anticipated, leads to indeterminacy of equilibrium and the possibility of self-

fulfilling speculative attacks on a fixed exchange rate. Thus, expected government actions may 

lead to undesired outcomes in economies that would, otherwise, function more efficiently. 
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As Radelet and Sachs (1998) have quoted from Milton Friedman and Anna Schwartz (1960) in 

their paper presented at the NBER Currency Crises Conference in February 1998. 

such things as chain reactions and cumulative forces. It happens that a liquidity 
crisis in a unit fractional reserve banking system is precisely the kind of event that 

can trigger - and often has triggered - a chain reaction. And economic collapse often 
has the character of a cumulative process' (p. 1) 

03.4 The 'Third-generation' crisis and its relevance during post Asian crisis period 

Neither the fundamental- nor the self fulfilling- cause of financial crisis theories could explain 

very well the underlying cause of what happened in Asia in 1997. During the start of the 

speculative attack in the early 1997, key economic data like GDP, international trade or even 

inflation and unemployment which could tell us about economic fundamentals were, at best, be 

available up to 1995 or perhaps the first quarter of 1996. Thus, given the available economic data 

during the onset of the crisis, these indicators did not show signs of a possible crisis in the near 

future. In addition, no government in the region had shown any sign of intending to change its 

fixed exchange rate parity. Therefore, based on the existing theories of currency crises which 

predict crisis, the Asian financial crisis was largely unanticipated. 

However, the degree and duration of the severity of crisis in Asian countries have been drawn to 

many economists' attention as they tried to find the model in capturing what happened in Asia. 

On the one hand, Roubini (1998) and Krugman (1999), among others, have suggested that moral 

hazard or implicit loan guarantees either by the government or international organizations like 

the IMF could induce creditors to lend money without a proper risk assessment. At the same 

time, such implicit guarantees could provide a sort of hidden subsidy to investment, so investors 

will tend to invest in a more risky project than they would otherwise. However, such low return 

investment will eventually collapse when visible losses lead a government to withdraw its 

implicit guarantees. On the other hand, Dybvig and Diamond (1983) and Velasco (1998) argued 

that a bank run is the cause of financial panic through a self fulfilling loss of confidence of short-

term creditors. In such a case, these creditors will withdraw their loans even from solvent 

borrowers and liquidate their investment prematurely. As a result, a withdrawal of one creditor 

could induce other creditors to do the same and if the scale of such panic is large, all short-term 

loans could be called back causing a bank run and collapse in financial market, assuming there is 

no lender of last resort. 

In addition, Glick (1999) pointed out that, to a large extent, the Asian crisis can be explained in 

terms of impulses and propagation mechanisms related to fundamentals, specifically general 
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weaknesses and distortion in the financial sector - lending practices based on relationships, 

excessive risk taking, and inadequate financial supervision and regulation. Impulses and 

propagation mechanisms are terms which macroeconomists typically apply to economic 

fluctuations. Impulses are shocks that get things rolling which can come from shifts in economic 

policy or other fundamentals as well as 6om spontaneous changes in confidence or preferences, 

while Propagation mechanisms are structural features of an economy that amplify and / or 

prolong the effects of the impulses. A complete understanding of the crisis requires an 

identification of both the impulse(s) that initiated the crisis, and the propagation mechanism(s) 

responsible for the ongoing effects. (Glick, p. 1) 

More importantly, when the financial panic was eventually over almost a year after it started in 

mid 1997, a number of economists have reexamined the root cause of the crisis. This group of 

economists focused their search for causes of the Asian financial crisis on corrupt and 

mismanaged banking systems and lack of transparency in corporate governance. They stressed 

that the turmoil demonstrates how policy mis-steps and hasty reactions by governments, the 

international community, and market participants can turn a moderate adjustment into a financial 

panic and a deep crisis. (Radelet and Sachs, 1998, p.l) Krugman (1998c) emphasized that the 

Asian story is really about a bubble in and subsequent collapse of asset values in general, with 

the currency crises more a symptom than a cause of this underlying real malady. He further 

argued that the problem began with financial intermediaries - institutions whose liabilities were 

perceived as having an implicit government guarantee, but were essentially unregulated and 

therefore subject to severe moral hazard problems, (p. 3) Among others, Corsetti, Pesenti and 

Roubini (1998) have gone further in playing theoretical catch-up by incorporating speculators' 

expectation of bailout by the government, moral hazard, as the main core in their model. This 

speculative attack models featuring bailout incentives are 'third generation' crisis models that 

have been tailored to fit the speculative attack which happened in Asia. (Glick, 1999, p.8) 

Corsetti, Pesenti and Roubini (1998) emphasized that poor investment and lending decisions in 

Asian were a result of moral hazard or the implicit government guarantee which led Asian 

financial institutions to expand their liability excessively by borrowing abroad. Counting on 

future bailout interventions, weakly regulated private institutions have a strong incentive to 

engage in excessively risky investment. Expectations of future bailouts need not be based on an 

explicit promise or policy by the government. Bailouts can be rationally anticipated by both 

domestic and foreign agents even when no public insurance scheme is in place and the 

government explicitly disavows future interventions and guarantees in favor of the corporate and 

banking sectors, (p. 3-4) The implicit guarantee by governments is a normal practice found in 

40 



Asian countries, however, the recent experience in Asia was the result of exhausting foreign 

ireservxss iwilbailuig CHittrcmibledfiiHUiciai uisthMdcHis whictieyveidualh/ jaorcedtlie lauthwandgftolet 

go its fixed exchange rate regime. 

Corsetti, Pesenti and Roubini (1998) pointed out three different, yet strictly interrelated 

dimensions of the moral hazard problem at the corporate, financial, and international level. At 

the corporate level, political pressures to maintain high rates of economic growth had led to a 

long tradition of public guarantees to private projects, some of were effectively undertaken by 

government control. And with governments that appeared willing to intervene in favour of 

troubled firms, markets operated under the impression that the return on investment was 

somewhat 'insured' against adverse shocks. Such pressures and belief accompanied a sustained 

process of capital accumulation, resulting in persistent and sizable current account deficits. 

Common wisdom holds that borrowing from abroad to finance domestic investment should not 

raise concerns about external solvency. The extensive liberalization of capital markets was 

consistent with the policy goal of providing a large supply of low-cost funds to national financial 

institutions and the domestic corporate sector. The same goal motivated exchange rate policies 

aimed at reducing the volatility of the domestic currency in terms of the US dollar, thus lowering 

the risk premium on dollar-dominated debt. The international dimension of the moral hazard 

problem hinged upon the behavior of international banks, which over the period leading to the 

crisis had lent large amounts of funds to the region's domestic intermediaries, with apparent 

neglect of the standards for sound risk assessment. Thus, the core implication of moral hazard is 

that an adverse shock to profitability does not induce financial intermediaries to be more 

cautious in lending, and to follow financial strategies reducing the overall riskiness of their 

portfolios. Quite the opposite, in the face of negative circumstances the anticipation of a future 

bailout provided a strong incentive to take on even more risk, (p.21-23) 

These new post Asian crisis theories seem to gather around fragile financial markets as being the 

main and possibly the weakest area. This is endorsed by the IMF, in relation to the three Asian 

economies who have come under the programme (Indonesia, Korea and Thailand), Nevertheless, 

while the moral hazard story and financial panic seem to have explained a great deal more, than 

the first- and the second-generation theories of crisis, of what caused the Asian financial crisis, 

Krugman (1999) argued that the financial distress in these economies cannot be solved by simply 

getting rid of last lender of resort or fixing the banks. His most recent theory on currency crisis 

explained the core causes of Asia crisis as the results of the role of companies' balance sheets 

and the impact of real exchange rate (effected by capital flows) on those balance sheets, which 

he claimed had been left out from any formal models to date. (p. 3) 
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In the context of the Asian financial crisis, Krugman (1999) described how the explosion in the 

domestic currency value of dollar debt had a disastrous efkct on Indonesia firms, and the &ar of 

corresponding balance sheet effects was a main reason why the IMF was concerned to avoid 

massive depreciation of its clients' currencies. Thus, the deterioration of these balance sheets 

played a role in the crisis itself On the other hand, the prospects for recovery are now, by all 

aKxzoimts, esqoeciaHly difficailt tMScawse ()f the v/ealcerwal iituuicial (}oiKiid(Mis ()f firnis, vvtHOse 

capital has in many cases been wiped out by the combination of declining sales, high interest 

rates, and a depreciated currency. However, Krugman emphasizes it is important to note that 

while these balance sheet problems are in turn a cause of the problem of non-performing loans at 

the banks, they are not a banking problem. Thus, even a recapitalization of the banks would still 

leave the problem of financially weakened companies untouched. In other words, unlike the 

Diamond and Dybvig (1983) model which focused on financial market and banks as cause of a 

crisis, Krugman's newest theory implies that banks do not necessarily play a key role, although it 

could presumably be introduced, (p. 10-11) 

0.3.5 Summary and policy implication 

While the first generation theory by Krugman (1979) explains how weak economic fundamentals 

will eventually force the government to let its fixed parity go, Obstfeld (1984) argued that 

speculative attacks would occur as soon as speculators foresee such a change in exchange rate 

policy, which need not be induced by weak economic fundamentals. Since a speculative attack 

on a fixed exchange rate is a 'no-lose' situation, i.e. speculators lose nothing by selling local 

currency because the exchange rate is fixed while they will be safe fi-om exchange rate loss if 

fixed exchange rate scheme is broken, it will take place as soon as there is an expectation of 

government's change in exchange rate policy. And if the speculative attack is not successful first 

time around, it will persist until the fixed parity is abandoned. Thus, both the first- and the 

second-generation models implied that speculative attack on fixed exchange rate is an inevitable 

result of unsustainable macroeconomic policies and that speculative attack will occur as soon as 

speculators anticipate a change in exchange rate policy regardless of the underlying reasons for 

the change of policy. 

In the context of the Asian financial crisis, while speculative attacks may seem unjustified during 

the onset of crisis with the presence of strong economic fundamental and so on, once the crisis 

unfolds, there is always some fundamental reasons which explain why a government did not 

want to fix its parity. In other words, if it was not for the weak economic fundamentals as 

Krugman has claimed, there must be other fiindamental reasons which make it costly for a 
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government to defend its exchange parity. In the case of Asian economies, call back of short-

tami by cKdkms damned Bom fa# #mt thoK axmAnuM ha^ 

aKx:urDiUa±(xi]itghleTn3l(%f(iebts which were mo Locŷ arisoAHaMxi byicwnaypi reserTMSsiftbegfTaMsn: 

to be called back at once. This reason is more than enough to have triggered the crisis in Asia 

since speculators knew that a government would not be able to defend its parity, even if it was 

willing to use up its reserves. However, these pre Asian crisis theories of fundamentalist and self 

fulfUluig cKHiki ordy ocplain a fhictkm of spfxnikwdhnsiiBacjkon fixed eoacbaiyge rate Ibasecwi liie 

assumption that speculators foresee that a government will not be able to defend its parity and 

will eventually have to let the currency float as its country's short-term debts were higher than its 

foreign reserves. 

Then come other post Asian crisis theories which have been derived from the crisis itself These 

theories gather around the issue of moral hazard and bank runs as the main factors which 

triggered the Asian financial crisis. Nevertheless, Krugman (1999) argued that fixing the fragile 

financial market and bank runs will not solve the problem in Asia because the mechanism of 

financial collapse is different. He explained that instead of creating losses via the premature 

liquidation of physical assets, a loss of conGdence leads to a transfer problem. That is, in order to 

achieve the required reversal of its current account, the country must experience a large real 

depreciation; this depreciation, in turn, worsens the balance sheets of domestic firms, validating 

the loss of confidence. Moreover, once the crisis occurs it can have a sustained impact on the 

eccMiomy, betxwise of that jiapiEw:t()n badamwce idieets andl&w: ecoiwaniy cauuiot rehim to ncxniwU 

until it manages either to repair the balance sheets of its existing entrepreneurs or grow a new 

set. (p. 11) 

Of all the models, the most recent ones seem to have best described what happened in Asia as 

they have, indeed, been derived from the crisis itself. Nevertheless, what is crucial at present is 

the remedy of the crisis now that the core cause of the crisis has generally been identified. 

Furthermore, after plausible causes of the Asian financial crisis have been identified, it seemed 

that, in the open world market and free capital mobility, even the least skeptical move by the 

market participants or policy makers could be a start of a crisis. So, what policies then should 

Asian countries adopt in order to deal with the crisis and/or prevent it from reoccurring in the 

future? On the one hand, the first two theories suggested that an expected change of a 

government policy could induce speculative attack on its fixed exchange rate, now that these 

Asian currencies are freely floated, flexible exchange rate does not guarantee that there would 

not be another speculative attack in the future. Hence, from these two theories, a policy 
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implication is that consistency of macroeconomic policy will help reduce possibility of 

speculative attacks. 

()ntbecM&K%"l%mdL moral Ibazafdzuid fuwmcaaljpaaic siy&gestllwKlaw an<lr€%pikwdcHi()ffia(uickU 

markets need to be more transparent as well as standardized to the international practice. These 

policies have also been suggested by the IMF in restructuring financial market sector in Asian 

economies. While these practice would enhance financial market efficiency and reduce the 

possibility of bank runs, Kjrugman (1999) argued that these policies may not be enough to protect 

open economies from the risk of self-reinforcing financial collapse. He pointed out that the fact 

that foreign currency debt is long term does not protect the country from financial crisis. 

Suppose that his so called 'third generation' theory is correct, the key to resuming growth is 

either to rescue those entrepreneurs or to grow a new set of entrepreneurs or both. In this case, a 

likely source of new entrepreneurs is, of course, from abroad, in other words, a new wave of 

foreign direct investment, (p. 20-23) 

Indeed, Krugman (1999) has suggested that, in the case of Asian crisis, a start to the new era 

after the crisis would be to create another set of entrepreneurs who used to drive investment and 

growth prior to the crisis. While capital required to restore growth is unlikely to be raised by the 

previous set of entrepreneurs, foreign investors could play a role of these new set of 

entrepreneurs which could only be allowed with greater liberalization both in financial market 

and real sectors. As a matter of fact, such liberalization scheme has also been insisted on the IMF 

and WTO for a very long time and as a result of the financial crisis, most if not all, domestic 

financial institutions have been taken over by foreign companies. Therefore, it can be said that 

policy implication suggested by the above theories have some relevance in dealing with the 

aftermath of the crisis and that most of these suggested policies have been imposed by the IMF 

as part of the financial market restructuring. Nonetheless, the problem in the financial market 

sector is only a part of many other problems which caused the Asian crisis. 
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1.1 Introduction 

1.1.1 Objective 

This paper examines economic growth rates in developing countries during 1960-1990 in a 

cross sectional model using variables drawn from existing literature. Regardless of different 

background and economic conditions across the regions \ the main findings are that exports 

and investment have been the important factors behind their economic growth. While other 

factors such as initial conditions, human capital and political instability played crucial roles 

during their development, they are not robust in the models. These findings are consistent 

with the theories. However, a more interesting question which will be the main focus in this 

paper concerns the relative growth rates of economies within the region: Korea, Thailand 

and the Philippines. These countries were at a similar state of development with 

comparable level of GNP per capita in 1960, but had achieved very different levels of 

economic success by 1990 — the fact which cross sectional analysis was not able to capture. 

Thus, this leads to the examination of time series analysis 

Thus, the main contribution of this paper will be to examine explanatory variables of 

growth rates found in the cross sectional analysis in capturing relative growth rates of the 

three countries in the time series analysis. The important findings in this paper are that, 

first, exports and investment are also found robust in the time series study. Second, while 

the governments in these countries are known to have used monetary policies extensively in 

48 developing countries under consideration belong in different regions as shown in table 1.1a. 
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directing their economies, monetary policies do not have direct impact on growth but 

operate indirectly via exports and investment. And, lastly, these findings tell us that we can 

learn (ILH&iinent ttuwigs froin cross swsctkxnad aiwl lime seiies aiuî ysis iind try iikchicUiy; 

country-specific factors, monetary policies, we were able to capture evidence of relative 

growth rate among the three countries which were not present in the cross sectional studies. 

l.lJt Background 

Developing countries began to play an important role in the world economy after 1950 

when total international trade of these countries accounted for over one third of the world 

trade. The leading groups in these countries were those in Latin America and Asia, (table 

1.1a) In the 1960's, many of these countries especially in Latin America and Asia began to 

undergo an industrial revolution which Singh (1993) described as a revolution that they had 

been prevented from implementing 50 or 100 years earlier on account of the rather different 

world economic and political conditions which prevailed then. (p. 267) However, a clear 

pathway toward industrial revolution came during the 1970s when Latin American and 

Asian countries embarked on development of broad base industrial infrastructure through 

establishment of well trained labour, effective managerial skill and importing technological 

and scientific know how from industrialized countries. As a result, they were already 

exporting a range of basic manufacturing products to industrial countries toward the end of 

1970 with intense competition among themselves. (Singh, 1984) 

Table 1.1a: Share of exports of developing countries in total world trade by region 
(%share) 1950 1960 1970 1980 1990 

Developing Countries 38 29 24 34 26 
1. Africa 7 5 4 5 2 
2. Asia (all) 12 9 6 9 14 

3 2 2 4 8 
Other Asians 9 7 4 5 6 

3. Middle East 5 4 5 13 3 
4. Europe 5 3 4 3 3 
5. Latin America 11 8 6 5 4 

Source : International Financial Statistics, IMF, several issues 

However, a series of economic interruptions in the 1980s beginning with the impact of the 

second oil crisis, the rise in world interest rates and the fall in commodity prices have 

disrupted economic growth of these developing countries. (Table 1.1b) It was during this 

period that we witnessed the development strategies which assisted the Asian economies to 

resume even more incredible growth rates after the disruption was over. The ability of 

Asian economies, especially NICs, to adjust and recover relatively more successfiilly than 
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developing countries in other regions rests on the efficiencies of their economic 

development policies. As a result of this, Asian economies became known as the 'Asian 

Miracle'. In contrast, the Latin American and A&ican economies, experienced the same 

shocks as Asian economies, but the impact of disruptions put their economic growth rates 

in a reversal. This period is also known as the lost decade for Latin American and African 

economies. This is also evidenced in the share of their exports to total world trade. Figure 

1.1a illustrates that the total exports from Latin American countries has been decreased and 

that the opposite is true for the Asian economies, especially the NICs. 

Nevertheless, Singh (1993), among others, argued that it was the level of debt service ratio 

in Latin American economies, which was twice as much as in Asian economies, that had a 

severe impact on their economies and put their economic growth rates in a reversal. 

However, this high debt during the 1980's is regarded as an initial condition which was 

caused by external economic forces that these countries could not control. The relatively 

larger external shock in Latin American economies disrupted their macro economic 

stability causing episodes of hyperinflation as well as capital outflows. On the other hand, 

Singh (1993) and other economists^ argued that relative failure of Latin American 

economies was due to misallocation of their foreign borrowings in wasteful consumption, 

which was a result of corruption, and to the fact that they followed import substitution 

policies and adopted inappropriate exchange rates. ( p. 270) 

Table 1.1b : Average real GDP per capita growth during 1960% 1970's and 1980's 
Developing Countries 1961-70 1971-80 1981-90 

1. Africa 1.8 1.9 -0.5 
2. Asia (all) 3.1 4.1 3.1 

MCg* 7.4 (>.7 
Other Asians 2 2 j .2 2.1 

3. Middle East 4.2 -4.6 
4. Europe 5.6 4.5 2.5 
5. Latin America 2.5 3.1 -1.3 

Source : NBER's data (RGDPT in USD, 1985p) sorted by IMF classification of developing countries 
NIC* ; Newly Industrialized Countries 

Sachs (1985), Maddison (1985), Balassa et al (1986), Corden (1990b) and Summers and Thomas (1993) 
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Figure 1.1a : Trend in total share of exports of Africa, Asian and Latin American economies 
in the world trade 

Given these various influences on the economic development process, it seems that there can be 

no single group of factors which could explain growth and development of developing 

countries in different regions during the past 3 decades of prior to 1990s. This is not only 

because there has been a structural change in the developing countries during the period, these 

countries have established different development strategies. As a result, the differences between 

growth rates among regions were noticeably large. (Table 1.1b) Experiences of the Asian 

economies (especially NICs), the debt crisis and hyperinflation in the South America and the 

economic stagnation of the Sub Saharan Africa have brought economists to review the theory 

of economic growth and development. Since most of the growth theories were derived from 

evidence relating to the western countries or developed countries, they often fail to explain 

economic growth and development in these regions. 

These developing countries also performed differently in the different regions where Asian 

economies have always been cited as a successful example of the developing countries. 

Furthermore, it is recognised that there is still some degree of relative differences in the 

performance amongst economies within the region. While highly successful Asian economies 

have been examined in a large number of papers in trying to identify key factors behind 

sustainable high growth rates, not much attention has been paid to studies of relative growth 

rates among economies within the region. This paper is trying to do just that. Among others, 

Findlay (1984), Sarker (1996) and Booth (1999) have focused on the relative economic 

performance within the Asian region. Their findings are that East Asian economies, NICs, tend 

to grow relatively faster than the other Asian economies in the region and this was mainly due 

to the higher level of human capital and the earlier pursuance of export orientation. However, in 

this paper, we look at the relative growth from a different perspective as we are trying to 

examine three countries which share common initial factors but have reached different states of 

48 



development. Thus, this type of investigation is likely to offer factors which explain relative 

growth rates or the key ingredients of economic success whilst identifying common initial 

factors. 

Back in the early 1960s, Korea, the Philippines and Thailand were more or less at the same 

economic state with similar GDP per capita level and with a large number of people living in 

poverty^. (Figure Lib) In the 1960's, 45 per cent of the total population in Thailand was in 

poverty. Korea and the Philippines, on the other hand, have recorded a similar proportion of 

about 36 per cent of people in poverty in 1970/71. Furthermore, Korea, Thailand and the 

Philippines were rather closed economies with a high degree of financial regulation at the time. 

These countries also employed fixed exchange rates and had high restrictions on foreign 

competition and products, being highly protective of their domestic products. Also, during the 

past three decades, they have adopted similar economic development schemes : import 

substitution policy to begin with and then export orientation policy. 

Figure 1.1b : RGDP per capita in USD (1990=base year for price deflator) 
l T s d 
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However, they had reached different stages of economic development at the end of 1990s. 

As a result, Korea has become the 13th largest economy in the world in terms of GDP value 

and is now a member of OECD (joined in 1996). At the same time, Thailand has become an 

emerging economy with structurally strong economic growth in recent years up until the 

mid 1990's. Ironically, the Philippines, which had more favourable resources (than Korea) 

and relatively higher RGDP per capita in 1960 comparative to other two countries 

performed rather poorly during the period. As a result, its income per capita is less than half 

of Thailand's in 1990 and far below Korea's, (figure Lib) 

^ The World Bank defines poverty as the inability to obtain a minimal standard of living. (World Development 
Report, 1990:2) 
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Also, Table 1.1b shows that the Philippines' share of agricultural output has remained relatively 

the same throughout the period compared to Korea and Thailand. The Philippines' dep^dence 

on the agricultural sector partially explains why its performance has been relatively weak. With 

their similar initial conditions and claims of having adopted similar development strategies, 

why should their present stage of economy be so different? A key issue is the extent to which 

the relative success of the three economies reflects domestic economic policies adopted, or 

whether this is due to resource endowments, or some configuration of policies and 

circumstances. 

Table 1.1c: Changes in Agriculture's share (percentage share of total output) 
1960 1970 1980 1990 

Korea 37 26 16 8 
Thailand 40 26 25 12 
The Philippines 26 30 23 21 

Source : World Bank, World Development Report 1982,1993 (in East Asian Economies by 
Kawagoe, T, p. 202) 

1.13 Structure of the paper 

Section 1.2 examines key factors of economic growth in 48 developing countries during the 

period of 1960s, 1970s and 1980s in a framework of cross section analysis using variables 

drawn from existing literature. A large number of earlier papers'* on economic growth have 

included export and investment as crucial factors, and these are generally recognized as 

powerful factors in explaining growth rates of developing countries. Section 1.3 examines 

whether key factors derived from cross sectional analysis will be able to identify factors 

explaining relative growth rates in Korea, the Philippines and Thailand using time-series 

data. These countries which have similar initial conditions in the beginning (1960) but have 

arrived at different state of economy at the end of 1990. In addition to the set of regressors 

drawn from the cross sectional analysis, industrialization policy and monetary policies will 

be examined in this section of time series analysis. In fact, this will be the main focus of the 

paper in trying to identify to extent to which relative degree of success was due to initial 

conditions or economic policies adopted or a combination of the two. Section 1.4 then 

concludes what can be drawn from these models in the cross sectional analysis and their 

implication for the studies of relative growth rates among the three countries in the time 

series discussion. 

* Stanley Fischer (1991:332) has pointed out 40 cross-sectional growth studies published since 1980 which 
are listed by Levine and Renelt (1990) and several other earlier cross-comtry studies Usted by Cbeaery, 
Robinson and Syrquin (1986). 
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1.2 Cross Sectional Analysis 

This section attempts to examine factors affecting economic growth among developing 

countries during the 1960s, 1970s and 1980s. Since these developing countries have gone 

through dramatic changes during these periods of industrialization, it is interesting to examine 

whether macroeconomic factors hypothesized in the existing literature played different roles 

during each decade of development period. In addition, the analysis from this section will be 

used as a background theory for the next section where time series analysis of Korea, Thailand 

and the Philippines will be examined as we hope to learn different things from the two 

approaches in the context of theoretical discussion. Since this paper attempts to examine all 

relevant explanatory variables of economic growth from the period as early as the 1960s, there 

is a limitation on the number of countries due to availability of explanatory variables. This 

analysis is intended as a way of highlighting the stylized facts about factors influencing growth 

rates in developing countries. In the end, this section also discusses the models' implications for 

Korea, Thailand and the Philippines by examining their residuals and introducing their 

dummies in the models as linkage to the next section, section 1.3, which will be focused on the 

relative growth rate of the three countries. The key issue under investigation is whether growth 

rates in these three countries can be fully explained by the variables in the model. 

1.2.1 Determinants of growth : Theoretical consideration 

This sub-section briefly discusses theoretical consideration for each group of explanatory 

variables.^ Regressors in the model have been drawn from previous empirical studies which can 

be divided into 5 groups of initial conditions, government spending, exports and investment, 

human capital and political instability to regress against the dependent variable, GR, average 

growth rate of real GDP per capita during each period. (Table 1.2.1) 

Table 1 2.1: E%p anatory variables (for cross sectional analysis) 
Variables Explanation of variables Sources 

Dependent Variable GR Growth rate of RGDP per capita (period average) NBER 
Initial conditions IGDP60.70-80 

AGRSH 
Level of RGDP per capita in 1960,1970, and 1980 
Share of agriculture : total output (period average) 

NBER 
WDR 

The Role of the 
government 

G8H Share of government spending : total output 
(period average) 

NBER 

Exports 
Investment 

XGR 
mVGR 

Real growth rate of exports (period average) 
Real growth rate of investment (period average) 

WDR 

Human capital HDI Human Development Index at the initial year UN 
Political instability RIOT Number of riots during 1958-62 (for 1960s) and 1968-72 

(for 1970s) 
Taylor* 

* World Handbook of Political and Social Indicators, 3rd Edition, Vol. 2, by Charles Lewis TAYLOR 

^ A thorough discussion on theoretical background of explanatory variables in this section can be found in 
paper 0: Literature Review, section 0.1. 
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The first hypothesis investigated is the neoclassical hypothesis concerning the effects of initial 

conditions on economic growth which is proxied by initial level of real GDP per capita at the 

beginning of each of the three periods being examined in this paper, IGDP60, IGDP70 and 

IGDP80. If we assume that technical progress is exogenous, then given the fact that knowledge 

is relatively inexpensive to input, all countries (rich and poor) should attain, in the long term, 

the same technical progress in their production function indicating a 'convergence'® or 

'catching up' process. Eventually, a system of convergence should produce the same per capita 

GDP meaning that countries with low GDP per capita should grow faster to catch up with 

countries with higher initial income. (Barro and Sala-I-Martin, 1995, p. 383) Thus, the initial 

income per capita is hypothesized to have a negative relationship with economic growth. 

In addition, the share of agricultural output as a percentage of total output (AGRSH) is also 

used as a proxy for an initial condition under the hypothesis that an agriculturally based 

economy tends to suffer from deterioration in the terms of trade. As the relative price of 

primary products to manufactured products declines in the long term, this puts a country's 

growth rate in a more vulnerable position. (Gylfason, 1999) A fall in AGRSH is expected to be 

more powerful in its effect on growth rates among this sample group, which includes only 

developing countries, relative to when the sample includes developed countries. In other words, 

structural change among developing countries from agricultural base to industrial base is 

expected to be more apparent among developing countries. Thus, like the initial level of income 

per capita (IGDP60, IGDP70 and IGDP80), AGRSH is hypothesized to have a negative 

relationship with growth rate. 

Even though government spending (GSH) is perceived to have a negative impact on economic 

growth, empirical results have provided mixed pictures. Theoretically, those who believe in 

free markets would expect government spending to be less efficient than private and thus a rise 

in government expenditure is associated with lower growth rate. This is particularly true among 

developed countries where basic infrastructure is well developed and increases in government 

spending are likely to have a crowding out effect on private investment. On the other hand. 

Landau (1983) pointed out that the 'structuralist school' would contend that certain government 

^ This is referred to as absolute or ^-convergence, the hypothesis that poor economies tend to grow faster, in per 
capita terms, than rich ones without conditioning on any other characteristics of economies. Whereas a -
convergence concerns cross-sectional dispersion which is measured by the standard deviation of the logarithm of 
per capita income across a group of countries that declines over time. (Barro and Sala-I-Martin, 1995, p. 383) 
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expenditures have been and will be necessary to remove impediments to economic growth, (p. 

784) This latter hypothesis on government spending is likely to be applicable among 

developing countries where basic infrastructure, both physical and resource and development 

investment, would still require government investment. However, whether such impact will 

reveal a statistically significant influence on economic growth or not, could depend on the 

efficiency of government spending. Nevertheless, in the context of developing countries 

examined in this paper, we hypothesize government spending to have a positive relationship 

with economic growth. 

aww/j&xvwaNkMWMff 

Average growth rate of export (XGR) and investment (INVGR) are recognized as one of the 

most important influences behind economic growth and development among developing 

countries during the past few decades. XGR and INVGR are found by most, if not all authors, 

to have positive and significant impact in promoting growth, especially among high growth 

Asian economies. Thus, we expect both variables to have positive and significant impacts on 

growth. 

(d) Political Stability 

Number of riots during 1958-62 and during 1968-72 (RIOT) is used as a proxy for political 

instability for the period of 1960s and 1970s. Political instability is recognized as harmful to 

economic growth because it discourages foreign investment, which is important to developing 

countries. Barro (1991) used both number of revolutions and coups (REV) and political 

assassinations (ASSASS) as proxies for political instability in his models which he interpreted 

as having adverse influences on property rights, and thereby negative influences on investment 

and growth, (p. 432) Certainly, political instability is hypothesized as having a negative impact 

on growth. 

TnAfo/ fgvef A w m a n c a p f f a f ^ 

Unlike other papers where human capital is proxied by the more specific variables for 

educational level and health factors such as school enrolment, literacy rate, life expectancy, 

mortality rate and fertility rate, instead, this paper uses the Human Development Index 

' Initial level of human capital (HDI) is used as a proxy in representing the quality of standard of living at the 
initial state of development as opposed to initial level of income (IGDP60, IGDP70 and IGDP80) which 
represents the initial level of development. There is no evidence of multi-collinearity between the two 
variables, i.e., IGDP (or GDP70) in model 1970n38 (table 1.2.3a) and 1970n48 (table 1.2.3b) remain 
signiiicant when HDI is dropped. 
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(which takes on values between 0 and 1). This is mainly due to the unavailability of the 

data especially during the early period in the 1960s. Nevertheless, as the trend in HDI 

which is defined as desirable standard of living (longevity, educational attainment, access 

to resources), it, perhaps, offers a better representation of initial level of human capital 

since the index incorporates these aspects of human capital/ Thus, We can expect HDI to 

have a positive impact on growth. 

1.2.2 The empirical data 

The data for this study come from National Bureau of Economic and Research (NBER), 

World Development Report (WDR), and United Nations (UN). (Table 1.2.1) This 

framework of cross sectional analysis is similar to that of Barro (1991) in terms of 

explanatory variables used but with different time frame and sample size. Explanatory 

variables are regressed against the dependent variable (GR) which is the average growth 

rate of real GDP per capita during the period examined using the OLS method of 

estimation. In this paper, the main objective is the attempt to identify important variables 

and their roles on economic growth among developing countries during each period of 

development under consideration — 1960s, 1970s and 1980s. However, the results should 

be taken with caution since all explanatory variables (regressors) are assumed to be 

exogenous although long run growth rate of output (regressant) is determined within the 

model. In most cases, the oil-exporting countries^ are found to be outliers or to lie outside 

the 2 standard error bands. As these countries can expect to achieve high levels of per 

capita income without industrialising, it is likely that the pattern of development differs 

from other developing countries. Thus, they have been excluded from the sample. 

In addition, since our objective is to examine all relevant variables, numbers of countries 

included in each period vary between 38 to 48 developing countries depending on the 

availability of explanatory variables during a particular period. Table 1.2.3 shows the list of 

countries examined during each period, for example, column 1960n42 lists 42 countries 

being examined in the 1960s. Please note that 48 countries are being examined during 

1970s and 1980s but they are not necessarily the same ones. In addition, the 38 shaded 

countries are those which have the same set of explanatory variables in each decade, hence, 

* Since HDI already incorporates educational attainment, it is appropriate that other proxies for human capital 
are dropped. 
' In this paper, there were 7 oil-exporting countries under consideration ~ Iran, Iraq, Israel, Kuwait, Oman, 
Saudi Arabia and United Arab Emirates which were later dropped as a results of their outliers. 
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this offers a possibility for the analysis of panel data. So, what is the benefit of having 

varied sample sizes and would they be comparable across time periods? These issues are 

discussed in the next sub-section, 1.2.3. To start off with, the basic equations can be written 

as 

+ BiGDPgQ, + pbyVGRfMb + fb(]S]3; K fWCXGfb 4-|3d]\nrGRy + 4-|3dtIC)T/ 4-1% . . ( 1 ) 
where n = 38 in the model 1960n38 (table 1.2.3a) and 

n = 42 in the model 1960n42 (table 1.2.3b) 

:=(: + 6iGDP70, + pb/UORailHy + fbOSHHv t fWCXXjIb 4- + fkIjI)L 4-|3dtK)T;4-(% ..(2) 
where n = 38 in the model 1970n38 (table 1.2.3a) and 

n = 48 in the model 1970n48 (table 1.2.3b) 

CHRj = (: + BiGDPXO, t fbCaSID p4](CrRj K pklNTVCRj + fkHDD + E; . .(3) 
where n = 38 in the model 1980n38 (table 1.2.3a) and 

n = 48 in the model 1980n48 (table 1.2.3b) 

It is noted that while the initial GDP is proxied by the log of initial level of GDP in the year 

1960, 1970 and 1980, other explanatory variables are period averages either of growth or 

share during 1960s, 1970s, and 1980s. Also, RIOT is not included in the models during the 

1980s because the data are not available. 

1^.3 Some basic empirical results 

In this sub-section, the results of estimating cross-section regressions are reported in 2 parts 

where the first part (set A) discusses results 6om OLS regressions of the set of 38 

developing countries during 1960s, 1970s and 1980s. (Table 1.2.3a) Similarly, the second 

part (set B) discusses that of varied set of countries during the same periods. (Table 1.2.3b) 

Hence, table 1.2.3a and table 1.2.3b report regression results of set A and set B, 

respectively. In addition, each table reports three separate regression results using different 

number of sample sets during different time period. For example, model 1960n38, 1970n38 

and 1980n38 in the table 1.2.3a show regression results during 1960s, 1970s and 1980s 

using 38 countries. Likewise, in table 1.2.3b, regression results labeled 1960n42, 1970n48 

and 1980n48 report results using varied set of samples, 42, 48 and 48 countries, 

respectively. (Table 1.2.3 ; List of countries) 

It will be seen that when number of countries increases (set B), more factors become 

significant, which was not the case in set A. In other words, some variables are found to be 

significant only in larger sample sizes resulting in the increases in R^. However, the 

question arises as to what extent the regression results in set B are comparable across time 
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Table 1.2.3 : list of countries in different models varied by time periods 

count 1960n42 1970n48 I980n48 38n region 
1 
2 
3 
4 

Korea, Rep. 
Thailand 
Philippines 
Benin 

Korea, Rep. 
Thailand 
Philippines 
Benin 

Korea, Rep. 
Thailand 
Philippines 
Benin 

1 
2 
3 
4 

asial 
asia2 
asia3 

afiical 

5 Burundi Burundi 
6 Cameroon Cameroon Cameroon S aflica2 
7 
8 

Chad 
Congo 

Chad 

9 Egypt Egypt Egypt 6 afilca3 
10 
11 Ghana 
12 
13 

Ivory Coast 
Kenya 

Ivory Coast 
Kenya 

Ivory Coast 
Kenya 

7 
8 

africa4 
afticaS 

14 Lesotho 
15 
16 

Madagascar 
Malawi 

Madagascar 
Malawi 

Madagascar 
Malawi 

9 
10 

afiica6 
africa? 

17 
18 

Mali Mali 
Mauritania 

19 Morocco Morocco Morocco 11 africaS 
20 Niger 
21 
22 

Nigeria 
Senegal 

Nigeria 
Senegal 

N%eria 
Senegal 

12 
13 

africa9 
a&icalO 

23 
24 Sudan 

Sierra Leone 

25 
26 

Togo 
Uganda 

Togo 
Uganda 

Togo 
Uganda 

14 
15 

africall 
africal2 

27 Zimbabwe Zimbabwe 
28 
29 
30 
31 
32 
33 

Bangladesh 
China 
Hong Kong 
India 
Indonesia 
Malaysia 

Bangladesh 
China 
Hong Kong 
India 
Indonesia 
Malaysia 

Bangladesh 
China 
Hong Kong 
India 
Indonesia 
Malaysia 

16 
17 
18 
19 
20 
21 

asia4 
asiaS 
3sia6 
asia7 
asiaS 
asia9 

34 
35 
36 

Myanmar 
Nepal 
P.N.Guinea 

Nepal 
P.N.Guinea 

37 
39 
39 

Pakistan 
Singapore 
Sri Lanka 

Pakistan 
Singapore 
Sri Lanka 

Pakistan 
Singapore 
Sri Lanka 

22 
23 
24 

asial 0 
asial 1 
asial2 

40 
41 

Hungary 
Turkey Turkey 

42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 

Argentina 
Olivia 
Brazil 
Chile 
Colombia 
Costa Rica 
Dominican Rep. 
Ecuador 
Honduras 
Mexico 
Nicaragua 
Panama 

Aî entina 
Bolivia 
Brazil 
Chile 
Colombia 
Costa Rica 
Dominican Rep. 
Ecuador 
Honduras 
Mexico 
Nicaragua 
Panama 

Argentina 
Bolivia 
Brazil 
Chile 
Colombia 
Costa Rica 
Dominican Rep. 
Ecuador 
Honduras 
Mexico 
Nicaragua 
Panama 

25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

Latinl 
Latio2 
Latin3 
Latin4 
Latin5 
Latin6 
Latin? 
Latins 
Latin9 

LatinlO 
Latinl 1 
Latinl2 

54 Paraguay 
55 
56 

Uruguay 
Venezuela 

Uruguay 
Venezuela 

Uruguay 
Venezuela 

37 
38 

Latinl 3 
Latinl4 
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periods where the number of sample countries under consideration varies between 42 to 48 

countries. 

Table 1.2.3a and b show that even though both set A and set B basically produce similar 

results, the usefulness of these results depends on the objective of what one wants to draw 

from this cross sectional analysis. For example, if the priority of this cross sectional 

regression is to examine how the specific group of countries behave during different 

periods, it may be preferable to be stricter with the same group of countries, set A 

regression (Table 1.2.3a). In contrast, if the focus is on the role of explanatory variables 

among a group of developing countries, it may be acceptable to examine a slightly different 

set of countries in allowing for an increase in robustness of the variables being 

hypothesized, set B regression. (Table 1.2.3b) 

As the objective of this sub-section is to empirically examine factors affecting growth rates 

among developing countries, then set B regressions may be more preferable. In other 

words, set B regression with slightly larger but varied set of countries helps enhance our 

theoretical hypothesis behind growth models. Nevertheless, set A regression results are 

reported at this time in order to show that increasing number of countries allow us to accept 

more explanatory variables in supporting theoretical hypothesis. However, regardless of the 

more stimulating results with larger sets of samples in table 1.2.3b, the conformity of 

sample set in table 1.2.3a allows us to observe how changes in examining periods have 

impact on the development of these countries. Also, it allows a possibility of examining a 

pool data analysis.'® 

Regression results labeled 1960n38 and 1970n38 in table 1.2.3a contain all of the 5 groups of 

explanatory variables that have previously been hypothesized in the literature review, however, 

the regression results in 1980n38 do not include political instability (RIOT) due to the 

unavailability of data. The table shows that during the 1960s, AGRSH and INVGR are the only 

two variables which are significant at 5 per cent level. While other explanatory variables have 

the expected signs, they are not statistically significant at conventional level of significance. 

See section 1.2.4 for reports on the panel data results. 
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During the 1970s. two more explanatory variables are found to be significant in explaining 

growth rate, i.e., IGDP70 has become significant at 5 per cent and HDI has become significant 

10 per cent. At the same time, AGRSH and INVGR are still significant in this period. As a 

result, the same model (1960n38) has become more powerful when examined in the later period 

(1970n38) where its R^ increased to 0.63 fi-om 0.49 in the previous period. 

Table 1.2.3a : Set A regression results with 38 countries 

Regressor 1960n38 1970n38 1980n38 
C 10.438 24.913 -3.169 

2.P0 
IGDP* -2.310 -7.645 -0.137 

-277 -0.14 

AGRSH -0.067 -0.085 0.050 
-2.30 1.49 

GSH -0.006 -0.042 0.010 
-0/2 -0.67 019 

XGR 0.081 0.067 0J2& 
1.22 4.00 

INVGR 0.170 0.248 
2.21 4.16 

HDI 0.584 8J23 2.247 
0.16 

RIOT -0.012 -0.009 
-0.55 

n.a. 

R-square 0.49 0^3 0.74 
F-test** 4.17 7J2 14.73 

*IGDP is initial level of RGDP per capita at the beginning year of each period, IGDP60, IGDP70, and IGDP80, 
respectively. 
**F-critical (1%) of F(7,30) and F(6,31) are approx. 3.30 and 3.47, respectively. 
Note : figures in italic are t-statistics. 
S i a n i f i c a n t a t S ^ ^ ^ 

(significant at 10%"| 

Apparently, export growth (XGR) has, for the first time, become significant during the 1980s. 

(1980n38) This is a little surprising since industrialization via exports has been hypothesized as 

an important factor behind the growth rate of developing countries fi-om the beginning of 

development period, however, XGR was not significant in either 1960s or 1970s. However, this 

can be explained by the choice of sample groups as it will be seen later that XGR becomes 

significant in a larger set of sample or when n increases from 38 countries to 48 countries. In 

fact, the regression result shows that during the 1980s, XGR and INVGR remain as the only 

two significant variables. Nevertheless, the R^ in this 1980n38 regression has increased to 0.73. 

It is also noticed that while IGDP80 and HDI have in this later period, become insignificant, 

they still have the expected signs. In addition, it is noticed that during 1980, AGRSH has 

become insignificant. 
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Set B : Basic regression results (table 1.2.3b) 

Regression results reported in table 1.2.3b are similar to those of table 1.2.3a in the previous 

section which examined the same set of explanatoiy variables and time periods, except that 

table 1.2.3b includes slightly larger and varied sets of countries. What is immediately noticed 

from the two tables is that INVGR clearly stands out in all of the regressions under 

consideration. This confirms that ENVGR has been an important contributor to economic 

growth among developing countries from the beginning of the period up until present while 

other variables only played a role during a particular period. It is also noted that even in larger 

sample sets (1.2.3b), XGR still does not come out as an important explanatory variable during 

the 1960s. The last paragraph explains why. 

Table 1.2.3b : Set B regression results with varied number of countries 
Dependent Variable : GR 

Regressor 1960n42 1970n48 1980n48 
C 13.131 2335 1.260 

0.40 

IGDP* -3.27 -7.61 -0.964 
-1.11 

AGRSH -0.084 -0.06 -0.002 
-0.07 

GSH 0.018 
0.40 

-0.02 0.016 
0.40 

XGR 0.072 0.10 0.269 

INVGR 0.182 0.22 0.252 

HDI 1.809 
0.54 

9.611 1.174 
0.50 

RIOT -0.015 
-ATP 

-0.012 n.a. 

R-square 0.54 0.66 0.67 
F-test** 5.68 10.91 13.61 

*IGDP is initial level of RGDP per capita at the beginning year of each period, IGDP60, IGDP70, and IGDP80, 
respectively. 
••Critical values of F(7,34), F(7,40) and F(6,41) at 1% are approx. 3.30, 3.12 and 3.29, respectively. 
Note : figi^es in italic are t-statistics 

|Signiffcantat10% | 

The first set of result reports in the model 1960n42 in this table shows that when the sample 

size is increased by four more countries, two more explanatory variables of initial condition 

(IGDP60) and political instability (RIOT) have become significant though at 10 per cent 

level. At the same time, AGRSH and INVGR remain significant in this model as in 

1960n38 (Table 1.2.3a). As a result, R^ has improved slightly from 0.49 in the model 

1960n38 where a number of samples is 38 to 0.53 in model 1960n42. Likewise, by using 
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the larger sample size, XGR has entered model 1970n48 significantly and this is in line 

with our hypothesis of substantial industrialization via exports during this period of 

development in the 1970s. In the 1980s, the same number of 48 countries have been 

included in the sample, however, they are not necessarily the same set as in 1970n48. 

Similarly, 1980n48 produces parallel results as that in 1980n38 except that AGRSH has 

become almost iosignificant in the larger sample size. 

In sum, four conclusions can be drawn from the Set A and Set B regressions. First, Set B 

results tell us that by including more countries, or by using larger sample sizes, more 

variables can entered in the models as significant factors in explaining the growth rate. In 

other words, an increase in the number of countries helps enhance the model in supporting 

the theory of growth. Second, even though larger sample sizes allow more explanatory 

variables to enter into models more significantly, they do not result in significant increase 

in and this is the case during the 1980's. Third, both sets of regression results show that 

our basic model becomes more powerful when it is tested against later periods. For 

instance, R^ in both tables 1.2.3a-b gradually increased over time - from 1960s to 1970s 

and to 1980s implying that these variables can explain movement in GR in the latter 

decades of development better than in the earlier periods. This is especially true when 

considering the same set of samples throughout three time periods. (Table 1.2.3a) Lastly, as 

investment growth (INVGR) and, to a lesser extent, export growth (XGR)'' are significant 

in all of the models, it can be said that they are key variables behind growth rate in 

developing countries during these periods. This is in line with other studies. 

1.2.4 Reports on the panel data results and regional dummies 

Using the data set from section 1.2.3 (Tablel.2.3a : basic regression results with 38 

countries) as a base model, this section reports the panel data results and tests for regional 

dummies. Panel analysis examines explanatory variables (IGDP, AGRSH, GSH, XGR, 

INVGR and HDI) in determining economic growth rate among 38 developing countries 

" Michaely (1977) found significant impact of exports on growth using 40 developing countries during 1950-73. 
Also, Jung and Marshall (1985) reported a similar conclusion examining 37 developing countries during 1950-81. 
On the other hand, when a shorter time period during the 1960s and/or 1970s are examined, exports growth is found 
to be significant only among a specific group of high growth rate countries. For example, export is found to be 
significant in Balassa (1978) paper as he focused on 11 developing countries and, Findlay's (1984) as he focused on 
13 high growth developing countries. It is also noted that these are high growth Asian economies, this may explain 
the insignificance of XGR in our models due to early sample period (1960s) and sample countries which include 
those other than Asian economies. 
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during 1960-1990.^^ (table 1.2.4a) The table shows similar results between OLS and 

random effects (RE) estimations as XGR and INVGR are found as important variables 

captured in both models.^^ On the other hand, fixed effects (FE) estimates shows that 

INVGR is the only important variable in the model. However, Hausman test tells us that FE 

is not significantly a better method that RE as Chi-square(6) is 10.427. Nevertheless, 

among models (OLS, FE and RE) under panel data estimations in table 1.2.4a, FE model 

should be an appropriate specification since we are focusing on a specific group of 38 

developing countries, and our inference is restricted to the behaviour of these countries. 

Table 1.2.4a : Panel analysis 
Dependent Variable: GR 
T = 3 , N 0 B = 114 

Plain OLS Fixed Effects Random Effects 

IGDP -1.384 

(-1.66) 

-1.597 1.441 

AGRSH -0.028 -0.004 -0.027 

GSH -0.032 

(-0.10) 

-0.065 -0.035 

XGR 0.099 -0.033 0.093 

INVGR 0,270 0.258 0.270 

(8.85) 

HDI 1.331 1.307 1.390 

C 5.437 5.658 

r/.gQ) 

R-squared 0.60 0.76 0.60 

Hausman test of HO : RE vs. FE : CHISQ{6) = 10.42, P-Value = [0.1078] 

Therefore, considering the middle column in table 1.2.4a which shows the result of FE 

estimates of panel data analysis, what stands out in the FE estimate and other models (so 

far) is that the importance of INVGR in explaining economic growth rate among countries 

under consideration. As mentioned earlier, this finding is nothing new, which is why the 

paper has examined economic growth rates during particular decades in separate models in 

Table 1.2.3a (Set A regression result with 38 countries during 1990s, 1970s and 1980s), 

The is comparable with Set A regression results reported in table 1.2.3a excepted that table 1.2.4a is 
missing political instability (RIOT) variable as the data is not available in 1980s. 

XGR and INVGR in both estimations are significant at 5 per cent while IGDP in OLS estimation is 
significant at 10 per cent. 
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where variables other than INVGR are found to be significant in explaining growth rates 

during particular decades/^ This is because even though the panel analysis is supposed to 

capture the behaviour of variables across time period and countries, in this case, INVGR is 

the only significant variable across the three time periods and countries. In other words, in 

comparison with the cross sectional analysis (table 1.2.3a), the panel analysis (1.2.4a) could 

not capture other explanation of growth rate than the INVGR. As a result, it is the only 

variable captured by the FE model. Next, we will test for the regional dummies. 

Table 1.2.4b : Test of regional dummies 
n = 38 Varied n 

1960n38 1970n38 1980n38 1960n42 1970n48 1980n48 
c 11.132 

1.41 
25.238 

2.67 
-4.480 

-0.92 
C 13.216 

2.02 
25.770 

3.66 
-0.275 

-0.07 
GDP60 -2.179 

-0.85 
-7.525 

-2.51 
-0.125 

-0.13 
GDP60 -2.871 

-1.35 
-7.808 

-3.49 
-1.057 

-1.19 

AGRSH -0.072 
-2.38 

-0.094 
-1.78 

0.049 
1.54 

AGRSH -0.089 
'3.24 

-0.076 
-2.14 

0.005 
0.18 

GSH -0.005 
-0.09 

-0.035 
-0.54 

0.007 
0.13 

GSH 0.021 
0.45 

-0.018 
-0.38 

0.011 
0.29 

XGR 0.085 
1.42 

0.061 
1.03 

0.207 
2.38 

XGR 0.082 
1.47 

0.084 
1.70 

0.212 
2.89 

INVGR 0.157 
1.96 

0.244 
3.86 

0.187 
3.32 

INVGR 0.164 
2.12 

0.226 
5.14 

0.200 
3.55 

HDI -1.227 
-0.29 

7.279 
1.39 

4.074 
1.27 

HDI -0.602 
-0.15 

7.316 
1.76 

3.350 
1.19 

RIOT -0.013 
-1.30 

-0.012 
-0.66 

n.a. RIOT -0.016 
-1.85 

-0.018 
-1.17 

n.a. 

ASIA 0.036 
0.04 

0.217 
0.21 

2.416 
Z67 

ASIA 0.086 
0.11 

0.158 
0.18 

2.217 
2.74 

AFRICA -0.710 
-0.68 

-0.334 
-0.24 

0.896 
0.85 

AFRICA -0.782 
-0.78 

-1.013 
-0.89 

1.044 
1.04 

R-Squared 0.51 0.63 0.80 R-Squared 0.56 0.67 0.72 
Note : figures in italic are t-statistics 
Significant at 5% 
[Significant at 10% | 

Countries in the sample can be divided into three regions of Asia, Africa and Latin America 

where table 1.2.4b shows the results of tests for regional dummies which used Latin American 

countries as the base group.'^ Similar results are seen between the two tables in table 1.2.4b 

with 38 countries and varied set of countries. The main finding is that either Asian or African 

'''At 10 per cent level of confidence, we can reject the null hypothesis which states that the difference in 
coefficients between RE and FE is not systematic. 

In comparison with FE model of panel data estimation in this section, table 1.2.3a in section 1.2.3 which 
contains regression results of cross sectional analysis show that in additional to INVGR which is significant 
variables across the three time periods (1960s, 1970s and 1980s), AGRSH is an important variable during 
1960. At the same time, IGDP, AGRSH and HDI are found to be significant during the 1970s while XGR has 
impact on growth in the 1980s. 

In this case, as there are three categories of quantitative variables, we introduce 3-1 dummies variables in 
order to avoid the dummy variable trap of perfect multicollinearity. 
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countries performed differently from the whole group of sample in the 1960s and 1970s.'' 

in the ISHBCki, /isian ccmntrles ]haAne()utp<%icMnmu5d ottKarcxyuntries ui die sampileaGits 

dummies is found to be significant in both set of tables with the conformed number of countries 

(38) and varied set of countries. In other words, the model is not able to explain growth rate of 

Asian countries well in comparison to other developing countries in consideration, i.e., African 

and Latin American countries. 

1.2.5 The role of long-term variables : GSH and HDI 

Since government spending (GSH) and human capital (HDI) are likely to have long term 

and accumulative effects on growth, lags of GSH and HDI have been examined in models 

in 1970s and 1980s in hoping that they may improve the model. (Table 1.2.4a-1.2.4d) 

fig) 

From the previous section, it is noticed that not only GSH is insignificant in all of the basic 

regression results, but also they have mixed signs. In this section, table 1.2.4a-b shows that 

when lagged GSH is included, the impact of government spending on growth remains the 

same as the original models in 1970n38 and 1980n38. (Table 1.2.3a) For example, where 

the GSH in 1970n38 has negative impact on growth, using GSH60 instead of GSH 

produces the same negative insigniGcant impact on growth rate. (Table 1.2.4a) This is also 

the case when replacing GSH70 with GSH in 1980n38 model. Moreover, GSH70 caused 

the IGDP80 in this model to become completely insignificant with the t-stat equal to 0.000. 

As a result, while period average share of GSH has little impact on growth in the 1980s, its 

lagged value is totally irrelevant, causing the to remain unaltered as seen in table 1.2.4b. 

Nevertheless, empirical results tell us that the impact of GSH could be inconclusive on 

growth rate which is also the case in this paper. 

" Even though share of government has been hypothesised to have negative impact on growth during to its 
crowding out effect on private investment, this is only applicable to the developed countries. Whereas in the 
developing countries, certain government expenditures have been and will be necessary to remove impediments to 
economic growth. Thus, in the developing countries where private sector is weak, government intervention is 
essential for the economic development process. Please see section 0.1.1(d) for a detailed discussion on the issue. 
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Table 1.2.5a ; 1970n38 model with GSH(-l) Table 1.2.5b : 1980n38 mod el with GSH(-l) 
1970n38 1970n38 

with GSH(-1) 
1980n38 1980n38 

with GSH(-1) 
C 24.913 25.471 

3.02 
C -3.169 

-0.75 
-4.019 

-o.gp 
GDP70 -7.645 -7.580 GDP70 -0.137 0.000 

0.00 
AGRSH -0.085 

-1.83 
-0.081 AGRSH 0.050 

1.49 
0.051 

1.51 
GSH -0.042 GSH 0.010 

0.19 
GSH60 -0.085 

-1.30 
GSH70 0.027 

XGR 0.067 
7.22 

0.059 
1.10 

XGR 0J28 
4.00 

0.316 

INVGR 0.248 0J53 
4.31 

INVGR 0.226 0.235 
aa; 

HDI 8J23 
1.92 

7.732 
y.gj 

HDI 2.248 2.553 

RIOT -0.009 
-0.55 

-0.006 RIOT n.a. n.a. 

R-square 0.63 0.65 R-square 0.74 0.74 
R-bar-$quare 0.54 0.56 R-bar-square 0.69 0.69 
Note : figures in italic are t-statistics 
%igiiifi{»nt a t 5 % ^ 
| s i p ^ c a n t a t j [ 0 % ^ j 

(b) Human Capital (HDI) 

Likewise, a similar attempt is examined with the HDI. Although the HDI in both 1970n38 and 

1980n38 models already has the correct sign, it is significant at 10 per cent in 1970n38 but not 

signiGcant at all in 1980n38. (Table 1.2.5c-d) After replacing HDI with its lagged value, table 

1.2.5c shows that HDI during the period is a better explanatory variable of GR in 1970 than its 

lagged value, HDI(-l). However, using HDI(-l) in the 1980s, this has resulted in a slight 

increase in the level of significance, but the increase is marginal and so is the impact. Thus, it 

can be said that HDI played only a minor role in explaining growth rate except in the 1970s and 

that its accumulative effect on growth is rather weak as HDI(-l) is not statistically significant in 

any of the models. Apparently, the magnitude of the effect of human capital found in this paper 

is not as strong as found in other empirical papers.'^ Why is this the case? First, this may be due 

to the fact that we are using HDI instead of the more specific proxies for human capital like 

level of school attainment, literacy rate, and life expectancy. And while educational variables 

used in other papers have been reported as significant explanatory variables among developing 

countries, their impacts may be offset by other human capital indicators like longevity and 

access to resources when incorporated in the HDI. Lastly, developing countries in Asia are 

Among others, Barro (1991), Edward (1992), Birdsall, Ross, and Sabot (1995), Mingat (1998) found human 
capital as an important variable in explaining economic growth rate. 
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known to have endowed with high level of human capital prior to their development state in the 

early 1960s, as a result, there is not much room for improvement during the development 

process 20 

Table 1.2.5c : 1970n38 model with HDI(-l) 
1970n38 1970n38 

with GSH(-1) 
c 24.913 22.628 

2J0 
GDP70 -7.645 

-277 
-6.212 

AGRSH -0.085 -0.097 

GSH -0.042 -0.059 
-0.99 

XGR 0.067 
7.22 

0.083 

INVGR 0.248 
4 / 6 

0.248 

HDI 8.323 

HDI60 5.301 

RIOT -0.009 -0.010 
-0.61 

R-square 0.63 0.61 
R-bar-square 0.54 0.51 

Table 1.2.5d : 1980n38 moc el with HDI(-l) 
1980n38 1980n38 

with GSHf-1) 
C -3.169 

-0.7J 
-3.212 

-0.7P2 
GDP70 -0.137 

-0.14 
-0.163 

-&77 
AGRSH 0.050 0.051 

GSH 0.010 
0.19 

0.014 
0.26 

XGR 0328 
4.00 

0331 
4.09 

INVGR 0.226 
137 

0.229 
3.94 

HDI 2.248 
O.gJ 

HDI70 2.746 
7.073 

RIOT n.a. n.a. 

R-square 0.74 0.74 
R-bar-square 0.69 0.70 

Note : figures in italic are t-statistics 
sipiiiicantat5% 

| s igBificant^at^O%^^ 

1.2.6 Implications for Korea, Thailand and the Philippines 

Since the main objective of this paper is to uivestigate the relative economic development of 

Korea, Thailand and the Philippines, it is helpful to look at how the three countries have 

performed among the larger group of developing countries. This can be examined by looking at 

the residuals of the three countries and by introducing country dummies. Dummies for Korea, 

Thailand and the Philippines are introduced in the models (1.2.3a-b) in order to examine their 

relative economic performance among other developing countries in the sample. What do we 

expect the results to be? Keeping in mind that Korea's economic performance (measured in 

terms of RGDP per capita) has been more successfiil than that of Thailand and the Philippines, 

respectively, so we can expect to see Korea's residuals and dummies during all of the three 

^ Recent papers tend to measure the level of human capital in terms of investment in human capital rather than 
level of school attainment. This is especially the case when examining the level of human development among 
Asian economies. Among others, Birdsall, Ross, Sabot (1995), and Mingat (1998) included investment in education 
and educational policies in capturing the improvement of human capital among East Asian economies. Please refer 
to literature review section 0.1.1 for a thorough discussion on the issue. 
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periods to be positive and more significant than the other two countries'; if there are specific 

country effects not captured by the variables in the model. 

Table 1.2.6a-b show residuals of these three countries together with their actual values and 

fitted values during the three time periods which come fi-om the basic regressions results in 

section 1.2.3. (These tables are also illustrated by graphs in figure 1.2.6a and b as their relative 

differences can be easily observed.) Table 1.2.6a-b report residuals of the three countries during 

1960s, 1970s and 1980s and show that models are able to capture growth rate of Thailand well 

during the three periods, however, this is not the case for Korea and the Philippines. The 

residuals for the Philippines seem to be quite large during the 1970s and this is also the case for 

Korea in the 1980s. 

Table 1.2.6a: Residua s of Korea, Thailand and the Philippines from 1.2.3a regression results with 38 n 
1960n38 1970n38 I980n38 

Actual Fitted ResidualdO Actual Fitted ResiduaI70 Actual Fitted ResidiiaiSO 
Korea 6.60 7.2 -0.6 6.3 6.9 -0.6 8.4 5.5 2.9 
Thailand 5.0 4.1 0.9 3.6 4.0 -0.4 5.0 5.6 -0.6 
The Philippines 2.1 3.2 -1.1 2,7 4.5 -1.8 -0.5 -0.5 -0.0 

Figure 1.2.6a: Residuals with 38n 

•KOREA •THAILAND THE PHILIPPINES 

Figure 1.2.6b : Residuals with varied n 

• KOREA •TOAILAND THE PHILIPPINES 

1960n42 1970n48 1980n48 
Actual Fitted Residual60 Actual Fitted Residual70 Actual Fitted ResidualSO 

Korea 6.60 7.0 -0.4 6.3 7.4 -1#1 8.4 5.2 3.2 
Thailand 5.0 4.1 0.9 3.6 4.3 -0.7 5.0 4.9 -0.1 
The Philippines 2.1 3.4 -1.3 2.7 4.6 -1.9 -0.5 -0.7 -0.2 

Likewise, figure 1.2.6a-b illustrated that during the 1960s, these three economies have 

performed similarly to other developing countries. This also means that the model could predict 

these three countries' growth rate during the period rather well as their actual values are not 

largely different fi-om their fitted values resulting in small residual of around 1 (one). However, 

during the 1970s and using such models, the residuals tell us that these countries have 

performed relatively poorer than other developing countries in consideration. In contrast, not 
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only these three countries have outperformed others in the 1980s but, more importantly, the 

Korea residuals showed that its economy has done far better than Thailand and the Philippines. 

Thus, it can be said that residuals observed from these regression results generally support our 

assumption of the three countries' relative growth rates. In other words, the variables in the 

cross section model do not fully explain relative growth in these three countries. 

Second, we incorporate the three countries' dummies into these basic models (again, from 

section 1.2.3) and observe their signs and significant to cross check whether they exhibit similar 

results to that of residuals'. Table 1.2.6c-d show basic regression models with dummies for 

Korea, Thailand and the Philippines which are denoted as KOR, THAI, and PHIL, respectively. 

Dummies in these regressions clearly reflect what residuals have previously said about their 

relative performance 

Table 1.2.6c 
and the three 

: Models with 38n 
countries' dummies 

1960n38 1970n38 1980n38 
c 10^32 25.516 -3.413 

7.40 -0.67 
GDP70 -8.004 -0.172 

-O.PP -272 
AGRSH -0.070 -0.078 0.055 

y.62 

GSH -0.002 -0.042 0.018 
-O.OJ -0.66 0.j4 

XGR 0.132 0.076 0J28 

mVGR 0.157 -0.257 0.199 
4.70 

HDI OjQS 9.191 2302 
0.2/ 202 O.gg 

RIOT -0.008 -0.007 n.a. 
-&77 -0.44 

THAI 1.088 -0458 -0.288 
O.Jg -&2a -0.7f 

KOR -2.041 -1.005 3.402 
-0.64 -0.42 Ag2 

PHIL -0.966 -2.083 0.005 
-OJJ -O.PJ 0.00 

R-squared 0.51 0.64 0.77 
R-bar-squared 0.33 0.51 0.69 

Table 1.2.6d 
and the three 

: Models with varied 
countries' dummies 

n 

1960a38 1970n38 19M)n38 
C lAWW 23.530 0.897 

222 174 0.2P 
GDP70 -3.610 -7.742 

-1.69 -7.7 J 
AGRSH -0.088 -0.057 0XW4 

-177 -7.74 0.76 
GSH 0.019 -.021 0.023 

0.40 -0.44 Oj# 
XGR O.IWl 0J15 0.267 

22P j^7 
mVGR 0.172 0.227 0.219 

277 J. 72 j.7^ 
HDI 2j68 l&WB 1.272 

o.go 2V7 0.J4 
RIOT -0.014 

-7.47 
-0.010 

-0.77 
n.a. 

THAI 0.955 -0.844 0.536 
0.J7 -0.4j 0.24 

KOR -0.900 -1.557 3^53 
-O.jj -0.72 7P6 

PHIL -1.317 0.267 
-0.76 -7.08 0.7 J 

R-squared 0.55 0.67 0.70 
R-bar-squared .041 0.58 0.64 

Note ; figures in italic are t-statistics 

1.2.7 Summary 

In this section, we have examined the role of several factors namely, initial conditions, the role 

of government, exports and investment, human capital and political instability on economic 

development of 48 developing countries during the last three decades and found that these 

factors played different roles during a particular period. It is noticed that while initial conditions 
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(RGDP per capita and AGRSH) are significant during the early periods of development, XGR 

lascaarusmore inipcHtard intBcplainicy* jgro\vtb ra te dkuniyg d i e l a t k r i x a r k x i s , ISK/Os aiwi ISWBOs. 

However, INVGR is the only variable which is significant throughout the three periods 

regardless of sample sizes which implies that INVGR has been a very important factor behind 

growth rate among developing countries. 

Since the main objective of this paper is to examine the relative growth rate of countries within 

the same region, Korea, Thailand and the Philippines, the residuals of these three countries 

have been examined fi-om these regression results. These residuals tell us that the models are 

not able to capture the Korean and the Philippines growth rate very well comparative to 

Thailand whose residuals were smallest. This leads to the next section which focuses on the 

analysis of growth factors among the three countries in the time-series fashion. Keeping the 

findings in this cross sectional analysis in mind, we will also introduce additional set of 

variables in order to explain relative growth rate among the three countries. In doing so, we are 

hoping to learn different things Aom the two approaches in the context of theoretical 

discussion.^' 

Fischer (1991) pointed out that sometime when the relationship between macroeconomic indicators and 
growth ... are not robust, it is unlikely that further cross sectional regressions will pin down the transmission 
mechanism, thus, time series evidence for individual countries may help do so. (p. 346-7) 
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1.3 Time series analysis 

1.3.1 Background 

This section attempts to capture determinants of growth rates among countries within the region 

- Korea, Thailand and the Philippines, countries which have started off with similar conditions 

in 1960 but reached different stages of economic success in the 1990s. Also, it is interesting to 

examine whether these factors from the time series analysis will be similar to those found in the 

previous section or whether additional factors can be identified. In the previous section, we 

have identified key growth factors among developing countries using cross sectional data and 

concluded that while investment growth is the only variable that is significant across 3 time 

periods, other variables are important during particular decades. For example, initial conditions 

are significant during the early periods (1960s and 1970s) of economic development while 

export growth only began to play a significant role in the later periods (1970s and 1980s). In 

addition, the residuals of the three countries (section 1.2.5) also support our hypothesis of 

relative success between these economies - the Korean economy always out-performs the other 

two economies and the opposite is true for the Philippines. 

Hence, this section explores country-specific factors that may help to explain these differences, 

including some influences that may be more easily captured in a time-series context. In 

particular, the different policies adopted by governments in the three countries are examined. 

Hence, keeping these findings from the cross sectional analysis in mind as common growth 

factors among the three countries, we also included additional regressors called 

'industrialization' in this time series analysis in order to discriminate between relative growth 

rates in the three countries. This so called 'industrialization' variable attempts to capture 

structural change of the economy from agricultural-based to industrial-based which is believed 

to be a key determinant of growth among the three economies. Even though each of the 

countries has adopted similar industrialization policies, their timings and different degree of 

government commitment has appeared to affect their economic success greatly. It was the 

substantial industrialization scheme which the Korean government has adopted in turning its 

economy around in 30-year period.^ This salient impact on the Korean economy is thoroughly 

^ The extensive degree of government intervention in Korea began to be felt when President Park came in power in 
the early 1960's. His strong commitment was to bring Korea out of poverty and catch up with the North (Korea.) 
Industrialisation was to be the route that would achieve these goals. One of the most aggressive movements was to 
nationalise the commercial banks so that the interest rates could be strictly controlled and funds could be allocated 
according to the objectives in promoting the economic growth rate. Though aggressive industrialisation in the 
favour of large conglomerate 'CheboF could be an example of an unfair government policy, this strategy is not 
wasteful. In addition, market information and access of exports markets during the early period of development 
were only possible through the government channel of supports. (Song, 1994,p. 26-33) 
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discussed in the literature review (section 0.1) as it helps to explain why some explanatory 

variables may not necessarily be measurable in the regression model.̂ ^ In addition, this success 

has been accomplished regardless of its poor natural resources and lowest GDP per capita of 

the three economies in 1960. On the other hand, the Philippines economy which was seen as a 

country with highest potential among the group has barely managed to double its GDP per 

capita during the period comparative to an increase of 8 times and 4 times for Korea and 

Thailand, respectively. 

Section 1.3.2 discusses, in addition to the previous section, determinants of economic growth in 

the context of the three countries. It will focus on additional factors such as industrialization 

policy and monetary policy which are seen as discriminating factors of growth rate among the 

three countries. This section will also discuss the expected signs of these additional explanatory 

variables. Section 1.3.3 reports regression results, first, by presenting regression results of the 

three individual countries using variables drawn from the cross sectional study. Then, the role 

of 'industrialization' and 'monetary policy' variables on growth will be observed in separate 

regression. If no single model fits all three economies (which should not be surprising since we 

are examining their relative growth), we will then propose models which best fit each 

individual economy in section 1.3.4. This is in order to confirm our hypothesis of relative 

development ~ that these economies have been driven by different factors. 

1 ^ 2 Theoretical consideration in tl:e context of Aree countries 

This section discusses a set of explanatory variables which will be used as regressors in the 

time series analysis of Korea, Thailand and the Philippines during 1960-1990. Table 1.3.2a 

shows that, in addition to variables which have been drawn from the cross sectional analysis, 

'industrialization'^'* which is proxied by structural share of exports to total output and 

'monetary policy' which is proxied by exchange rate, interest rate and inflation (as seen in the 

shaded area in table 1.3.2a), will also be used as regressors in this section. It is first helpful to 

discuss briefly the variables which have been taken from the previous section and other 

additional variables with their expected signs before proceeding to the regression results. 

^ Section 0.1.2.1 on Macroeconomic policy : the non-endowed factors discusses industrialization policy and 
government intervention in Korea and how its government oriented and implemented policies in pursuing some 
aggressive measures in promoting higher economic growth. 

Data on the sectoral composition of GDP are not available for the full range of countries in the sample, so an 
alternative proxy variable is required. Expressing sectoral exports as a percentage of GDP provides a measure that 
reflects both sectoral change and the increasing importance of exports in total output. Thus, an increase in the ratio 
of exports of manufactures to total output reflects both a sectoral shift in economic activity and increasing export 
activity. Conversely a fall in the share of raw material exports in total output represents a fall in dependence on 
primary production. 
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Table 1.3.2a : Explanatory variables (for time series analysis) 
Hypothesis X's Description of Variables 

1. Initial condition AGRSH Share of agriculture : total output 

2.Govemment GSH Share of government spending : total output 

3. Investment INVGR Real investment growth rate 

4. Export XGR Export growth 

SJndustrialization 
Policy 

RWMGDP share of exports of RAW MATERIAL: total output 

share of exports of MANUFACTURED PRODUCTS: total output 
share of exports of MACHINERY: total output 

SJndustrialization 
Policy 

MNFGDP 

share of exports of RAW MATERIAL: total output 

share of exports of MANUFACTURED PRODUCTS: total output 
share of exports of MACHINERY: total output 

SJndustrialization 
Policy 

MCHGDP 

share of exports of RAW MATERIAL: total output 

share of exports of MANUFACTURED PRODUCTS: total output 
share of exports of MACHINERY: total output 

6. Human capital PRIM Primary enrolment 
Secondary enrolment 

6. Human capital 
SEC 

Primary enrolment 
Secondary enrolment 

7. Monetary policies WON/BAHT/PESO Real exchange rate 
Real discount rate 
Interest rate gap (local loan rate minus 30~year US T-bill) 
Growth rate of consumer price index 

7. Monetary policies 
^IST 

Real exchange rate 
Real discount rate 
Interest rate gap (local loan rate minus 30~year US T-bill) 
Growth rate of consumer price index 

7. Monetary policies 

IGAP 

Real exchange rate 
Real discount rate 
Interest rate gap (local loan rate minus 30~year US T-bill) 
Growth rate of consumer price index 

7. Monetary policies 

CPI 

Real exchange rate 
Real discount rate 
Interest rate gap (local loan rate minus 30~year US T-bill) 
Growth rate of consumer price index 

Note : While 1, 2, 3, 4 and 6 are drawn from the cross-sectional analysis, 5 and 7 are additional sets of variables expected 
to play important role in discriminating relative growth rate among the 3 countries 

(a) What have been drawn from the cross sectional analysis 

Structural share of exports : 

Since the analysis goes back to the 1960s when these economies were barely developed, it is 

important to find proxies which represent more than just an increasing share of exports or rising 

growth rate of investment. In 1990, exports and investment among these countries comprised 

over two thirds of their total output compared to one third in the 1960s, thus it can be said that 

exports and investment have played an important role during the 30 years development period. 

Nevertheless, although the increasing shares and growth rates of these factors could explain 

economic growth rather well (as shown in the cross sectional analysis), they could not capture 

the three countries' relative development during the period. As a result, the structural share of 

exports will be used in the hope that it will enable discriminating between the relative growth 

rates of the three countries. The variables used are the shares of exports of raw materials, 

manufacture products and machinery to total output or RWMGDP, MNFGDP, and MCHGDP, 

respectively. Considering the terms of trade and the nature of the export products, RWMGDP 

can be expected to have negative impact on GR while the opposite is true for MNFGDP. 

However, as these countries only began to export machinery in 1970, and as this sector still has 

not grovm very much, MCHGDP is not expected to have a strong impact on GR. 

Educational variables: 

In the time series analysis, the level of primary and secondary enrolment is also used instead of 

HDI which was in the cross sectional analysis. This is mainly due to two reasons. First, HDI is 

comprised of 3 factors : longevity, access to resources and educational attainment. The first two 

are quite similar in the three countries. However, the difference in the third component of HDI 
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or educational attainment (especially secondary school enrolment) is more clearly noticeable 

iioiory; idiese three (xiurdiies. ISeKXtadL ckd2i()n HI)I not available cKian aiuiual baais, iruakxwi 

the data comes out every ten years which makes it inappropriate to be included in the time 

series analysis. For these reasons, PRIM and SEC are more preferable than the HDL 

However, including PRIM and SEC in the same model is likely to cause multi-collinearity 

since the two variables are related. As these countries has already achieved high levels of 

primary school enrolment (PRIM) at the beginning of their development in 1960, it is 

appropriate that secondary school enrolment (SEC) is used instead of PRIM. Also, it is 

important to keep in mind that these are trend variables which always tend to increase only 

gradually over time, hence, in the time series analysis where economic growth rates 

fluctuate, they may not come out as significant explanatory variables. 

fPAof a r e f i ew v a r W f g g w : m 

Monetary policy is proxied by real exchange rate per unit of US dollar (WON, BAHT, PESO), 

real discount rate (RDIST), interest rate gap between domestic interest rate and US interest rate 

(IGAP), and inflation rate (CPI). These variables have been chosen as they reflect the cost of 

investment and competitiveness of exports, i.e., the main driving force of growth. Although 

exchange rates of these countries have been pegged with a stronger currency, the data tell us 

that they have been depreciated over the period. During the 30 years period, the Korean Won 

and the Philippines Peso have depreciated roughly around 100 per cent while Thai Baht has 

depreciated 25 per cent. This implies that exchange rate policy has been used as important tool 

in strengthening their competitiveness. At the same time, the interest rate gap indicates the level 

of return on deposit which foreign investors could enjoy without having to invest directly in 

other domestic markets. Also, the higher the gap, the more domestic banks tend to borrow from 

abroad to lower its cost. This source of inflows can, in turn, help finance domestic investment. 

For these reasons, we can expect exchange rate and interest rate gap to have positive impact on 

growth, i.e., the higher the exchange rate (WON, BAHT, and PESO) and the interest rate gap 

(IGAP), the higher the growth rate. On the other hand, the real discount rate (RDIST) reflects 

the cost of investment as it is the rate which central bank charges commercial banks. However, 

the significance of RDIST on growth also depends on how actively commercial banks borrow 

from this source. Nevertheless, RDIST is hypothesized to have a negative impact on growth. 

Lastly, for the inflation rate (CPI), it can be expected to have negative relationship with growth. 
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In EwiditLoo, there zire othiariB&ctors siwdi as cxibure, cmkxoiai rule aiid gfxagpoqptuic sKyHioj* iwiiich 

have had a crucial impact in shaping these countries' development but are not measurable?^ For 

example, these initial factors of natural resources, colonial rule and geopolitical setting are, at 

the beginning of the development period, believed to have played a role one way or another in 

influencing policymakers in adopting policies which have brought their economies such 

relative success. In this particular case of comparative study, these 'endowed' factors seemed to 

have been most helpful in explaining why the Philippines economy has been relatively less 

success All by pointing out some initial constraints. On the other hand, the spectacular success 

cd[ lOie IK̂ xreaii ecxmcMory (ainrwyt tx: attrHbutecl to tiie eaidcywed jB&ckxrs, v/bicti xvere v/eak. 

Nevertheless, RGDP per capita has clearly showed that the Korean economy is the most 

successful in comparison with Thailand and the Philippines. Keeping in mind that relative 

growth rate may not be captured in the model due to these reasons, we need to examine other 

measurable variables. 

1 3 3 Basic results 

This section reports regression results of time series analysis for Korea, Thailand and the 

I*biU0pi&es iisuig Eisiijiuiar set cdFexplaruakxry Tmnadbles as ia tbie <3Poss setdicwial anai)%us (uid 

'policy' variables (industrialization and monetary) which have been introduced in this section. 

Regression results are reported in two parts. Part (a) presents regression results for each 

individual country using explanatory variables drawn from the cross sectional analysis. Part (b) 

then provides specific models for each country where each of the policies is separately 

examined in the models. 

This sub section attempts to examine the impact of variables, which have been identified as 

'important' drivers of economic growth among developing countries from the cross sectional 

analysis, on the three countries in the time series fashion. 

^ Literature review section 0.1 discusses industrialization policy and government intervention at length in 
order to explain and offer some examples of how they are not measurable yet crucial to the success of the 
Korean economy and the relative failure of the Philippines economy. 
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Table 1.3.3a : Primary models using variables drawn from the cross-sectional study 

Korea Thailand The Philippines 
c 17.200 

y.iG 
1.988 -17.795 

-270 
AGRSH -.303 

-0.P7 
-0.007 

-0.05 
0.272 

GSH -0.387 
-0.36 

-0.057 
-0.10 

1.149 

INVGR 0.950 
2.15 

0.223 0.148 

XGR 0.048 0.018 0.052 

SEC -0.031 
-0.19 

0.056 0.032 

R-squared 0.43 0.62 0.71 
DW-statistic* 1.73 1.98 1.63 
F-test(5,25)** 3.74 8.13 12.21 

*For (k=5, n=31), d i and du are 0.897 and 1.601, respectively. 
**F-critical(5,24) at 1% and 5% are approx. 3.90 and 2.62, respectively. 

Note : figures in italic are t-statistics. 
^ ^ & t a t 5 % 

ISignificant at 10% | 

Hence, regressions in this sub section are called 'primary models' because they include all 

relevant variables as in the previous section in cross sectional analysis. This is in order to get 

the feel for each of the explanatory variables against the dependent variable (GR) of Korea, 

Thailand and the Philippines. In other w^ords, the purpose of these regressions is to show the 

relationship or the impact of relevant variables which have been adopted from the cross 

sectional analysis and growth rates of the three countries in the time series fashion. As a result, 

the table shows that INVGR is the only robust variable across three economies. In addition, for 

the Philippines, the model also shows GSH and XGR as important variables for its growth. And 

even though both Korea's and Thailand's have INVGR as the only important variable, low r-

squared for Korea, comparative to that of Thailand and the Philippines, tells us that this model 

cannot capture the growth rate of Korea as well as it did for Thailand.^^ 

(b) Test for business cycle 

In this section, we test for business cycle effects^' in the time series analysis by including the 

time trencf^ variable (T) in the primary model from table 1.3.3a. This is in order to examine 

^ The finding for Korea is in line with the previous finding from the cross sectional study which was why the 
paper attempted to examine the growth rate in the time series analysis. This is in hoping that the time series 
study will be able to explain growth rate of Korea as well as the relative growth rate among countries. 
^ See Miles and Scott (2002) for definition, measurement, characteristics, etc. of business cycles. One way of 
defining the business cycle is that it is the fluctuations in output around its trend and that business cycles are 
only temporary — whether in an expansion or recession, output is eventually expected to return to its trend 
level, (p. 369-371 ) 
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whether there were any medium term fluctuations in the three economies during the 30 years of 

development period (1960-1990). Table 1.3.3b shows the regression results of the primary 

model with a time trend variable which is similar to table 1.3.3a. Again, INVGR is the single 

most important explanatory variable among the three economies while GSH and XGR remain 

significant for the Philippines economy. The table also shows that T has no impact on any of 

the three economies as they are not found to be significant in any cases. This is also supported 

by figure 1.3.3a, b and c which illustrate that the business cycles are not noticeable in any of 

these economies during the 30 year period.^^ 

Table 1.3.3b : Primary model with time trend 

Korea Thailand The Philippines 

c 19.871 
1.82 

-1.888 

-0.19 

-12.958 

-1.82 

AGRSH -0.028 
-0.07 

-0.094 

-0.53 

0.036 

0.16 

GSH 0.381 

0.29 

0.156 

0.25 

1.895 

2.76 

INVGR 0.094 
2.14 

0.222 

3.59 

0.123 

3.17 

XGR 0.048 

1.12 

0.016 

0.47 

0.060 

2.66 

SEC -0.853 

-1.06 

0.513 

0.78 

-0.183 

-1.29 

T 1.897 
1.04 

-0.370 

-0.72 

0.283 

1.57 

R-Squared 0.45 0.63 0.74 

DW-statistic* 1.89 1.98 1.72 

F-test (6,24)** 3.31 6.73 11.19 

*For (k=6, n=31), di and du are 1.020 and 1.920, respectively. 
**F-critical(6,24) at 1% and 5% are approx. 3.67 and 2.51, respectively. 

Note : figures in italic are t-statistics. 

^ There are many ways of testing for business cycles, but due to limitation of the nature of data under 
consideration which is the annual type of 30 years period, we test for business cycle by including the time 
trend. 

Business cycles or medium term fluctuations in the economy are normally completely contained within a 
decade. (Miles and Scott, 2002, p. 369) 
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Figure 1.3.3a: standard deviation of RGDP per capita — Korea (1960-1990) 

Figure 1.3.3b : standard deviation of RGDP per capita — Thailand (1960-1990) 
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Figure 1.3.3c : standard deviation of RGDP per capita — the Philippines (1960-1990) 
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In addition, recalling figure 1.1b which shows RGDP per capita of the three economies 

during 1955-1995 that is adjusted for exchange rate and price deflator, it can be seen that 

the levels of per capita income are upward sloping. The figure illustrate that the levels of 

RGDP per capita in the case of Korea and Thailand and to a lesser extent, the Philippines, 

had clearly been moving upward during the 40 years period of development. However, this 

is not to say that these economies' growth rates have not fluctuated (for example, during the 

two oil shocks and periods of high interest rates, which are disturbances that often cause 

output to fluctuate) but the magnitude and duration may have varied. Also, this may due to 

the fact that we are examining economies during their period of development (from 

relatively poor initial level) where economic growth (and RGDP per capita) would tend to 
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rise over long period of time rather than fluctuate between high and low period of activities. 

This is especially the case for high growth economies like Korea and Thailand whose, by 

1990, RGDP per capita have increased over 8 and 4 times from their initial levels in 1960. 

If we look at the list of explanatory variables in table 1.3.2a, it should be noticed that some 

variables cannot be put in a regression at the same time. For example, the HDI cannot be 

included with PRIM and / or SEC due to their collinearity. As a result, table 1.3.3cl and c2 

show regression results of individual countries which include industrialisation policy 

(fUWTdCrDP, AfknMjEMP and AdCIiCHDP) and inoneGry polkies CRM t̂UBuUHlVPESiO, 

IGAP, RDIST, and CPI) together with other regressors, respectively. For the time being, 

these individuals will be called specific models as they examine the role of each policy 

separately in the models in attempting to observe their roles in discriminating growth rate 

among the three countries, the job these policies variables were introduced to do. 

Using 'primary models' as base models, monetary policy is excluded in table 1.3.3_cl in 

order to examine the impact of variables drawn from the cross sectional analysis together 

with industrialization policy (RWMGDP, MNFGDP and MCHGDP). As a result, table 

1.3.3_cl contains models for each of the countries which include all of the variables except 

monetary policy. Likewise, table 1.3.3_c2 reports regression results of models, in which 

monetary policy is included instead of industrialization policy. 
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Table 1.3.3 c l : The role of industrialization policy Table 1.3.3 c2 : The role of monetary policy 

Korea Thailand The Phil Korea Thailand The Phil 
c 44.384 

v.gp 
-11.349 

-0.65 
-113.282 

-j.gj 
13.232 

0.7^ 
8.448 

0.6P 
-17.438 

-7 63 

AGRSH -0.647 0.027 
0.20 

5.076 
3.41 

-0.061 
-0.12 

0.108 
O.JP 

0.158 
O.jj 

GSH -0.189 
-0.15 

0.693 0.344 
0.^7 

-0.896 
-0.65 

-0.798 
-0.82 

1.544 

INVGR 0.119 
1.99 

0.236 0.105 
3.32 

0.063 
1.13 

0.163 
1.99 

0.118 
2 . ^ 

XGR 0.041 
0.87 

-0.001 
-0.77 

0.055 0.044 
0.8^ 

0.011 
0.2P 

0.054 
2.27 

RWMGDP -2.234 0.342 
0.7g 

0.051 
0.2g 

MNFGDP 0.786 -0.820 
-0.35 

-3.723 
-2.i» 

MCHGDP -0.064 
-0.09 

2298 
0.62 

40.765 
J.22 

SEC -0.450 
-7.22 

0.016 
0.0J 

-0.764 
'3.75 

0.086 
0.30 

0.333 
0.P7 

-0.040 
-0.28 

WON, 
BAHT. PESO 

-0.002 
-0.26 

-0.273 
-0.88 

0.761 
0.2^ 

RDIST -0.023 
-0.04 

0.054 
O.j'/ 

0.357 
1.01 

IGAP 0.099 
O.M 

-0.151 
-0.39 

-0.320 

CPI -0.173 
-0.32 

-0.073 
-0.2J 

0.310 
0.8P 

R-squared 0.48 0.65 0.84 0.46 0.65 0.74 
DW-statistic* 1.87 2.10 2.25 2.07 1.79 

F-test** 243 5.04 14.64 2.05 4.35 6.59 
Note : Figures in italic are t-stat. 
*For (k=8, n=31), dL and dU are 0.879 and 2.120, respectively. 
*For (k=8, n=31), dL and dU are 0.810 and 2.226, respectively. 
**For table 1.3.3_bl, critical values for F(8,22) at 1% and 5% are approx. 3.45 and 2.40, respectively. 
**For table 1.3.3 b2, critical values forF(9,22) at 1% are 5% are approx. 3.35 and 2.34, respectively. 

When considering the policy variables in separate models, table 1.3.3_cl which considers 

industrialization policy shows that INVGR is an important variable in all of the models. In 

addition, for the Philippines, AGRSH, XGR, MNFGDP, MCHGDP and SEC are also found to 

be important to its growth rate. What do these variables say about the Philippines economic 

growth during the period then? It is noticed that AGRSH and RWMGDP, which reflect how 

much a country depends on agricultural-based activities, standout as having impact on the 

Philippines growth. This implies that an agricultural sector has been an important influence on 

economic growth of the country. It is discussed in the literature review, section 0.1.1, that 

agricultural dependent economies could be at a disadvantage in economic growth as opposed to 

those dependent on producing manufacture products. 
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Thus, in this context of structural share of exports, the more a country exports raw material and 

/ or agricultural products, the more uncertain its economic growth. To some extent, this finding 

of the Philippines model explains why has its economy been relatively less successful in 

comparison with Korea and Thailand. This finding also reflects the illustration in table 1.1b 

which indicates up until 1991, 20 per cent of the Philippines output is comprised of agricultural 

output. In fact, during the 30 year-period (1960-1990), the share of this sector has remained 

relatively unchanged (from 26 per cent in 1960 to 21 per cent in 1991). At the same time, Korea 

and Thailand have become less dependent on their agricultural sector as these shares have been 

decreased significantly during the period. 

In addition, educational variable, SEC, has turned out to be either insignificant or significant 

with theoretically incorrect signs. Also, as educational variable is long-term variable, it is 

unlikely to have immediate impact on growth. In other words, the results from these tables are 

not very stimulating as only a few variables turned out to have significant impact on growth and 

that there is inconclusive evidence regarding the presence or absence of positive first-order 

serial correlation. 

TRlwa aboMtheixde ofinonekuy poUcy ui (aqdakung dMHrieladve This is 

considered in table 1.3.3_c2. The monetary policy has been identified as an important tool 

which these governments, and other governments in East Asian economies in general, have 

used in increasing their competitiveness in the international trade. While these currencies, 

WON/BAHT/PESO, (which were already pegged with stronger currencies) were often under-

valued̂ *̂ , interest rates charged on loans for investment was also subsidized by the 

government^ ̂  in lowering the cost of investment for private firms. Nevertheless, the table shows 

that the four proxies for monetary policy do not have impact on economic growth rate of any 

economies. In addition, F-tests tell us that we cannot reject that the coefficients of parameters 

Ar Korean model is simultaneously equal to zero. 

However, after having recognised that the monetary policy was used to promote economic 

growth via the channel of exports and investment, it is sensible that we examine the impact of 

monetary policy on XGR and ENVGR. In other words, we cannot rule out the possibility of 

multi-collinearity problems between variables within the models as variables such as monetary 

^ This is also known as competitive devaluation. During the 30 years period (1960-1990), the Philippines' PESO, the 
Korean WON and the Thai BAHT have been depreciated by 140%, 70% and 25% and these depreciation is on top of 
currencies' levels which have been claimed to be fixed exchange rates. 
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policy is likely to have impact on XGR and INVGR. In the next sub-section, we examine these 

issues. 

XGR 
Korea Thailand The Philippines 

Dependent Variable INVGR XGR INVGR XGR INVGR XGR 
C 41.703 

1.21 
>100.191 -9.269 

-0.727 
-4.531 

-0.26 
9.257 

1.36 
12.944 

1.06 
WON/BAHT/PESO -0.048 

-1.16 
0.170 

4.33 
-1.261 

-0.72 
-1.926 

-0.g2 
-5.452 

-2.16 
3J08 

0.7j 
WON/BAHTyPESO(-l) 0.033 

1.11 
-0.010 

-0.35 
2.782 2.694 

7.08 
6.765 

2.35 
-4.331 

-0.8^ 
RDIST 4.048 &6&2 1.687 

1.23 
0.603 -2.031 

-7.26 
0.898 

0.31 
RDIST(-1) -4.849 

-2.31 
-8.829 

-4.44 
-3.143 -0.257 

-0.13 
-0.304 

-0.17 
0.590 

0.19 
IGAP -2.920 

-1.37 
-7.558 

-j.74 
-0.726 

-&47 
-1.457 

-0.70 
1.378 -1.828 

-0.70 
IGAP(-1) 4.364 

1.95 
10.465 0.964 

0.54 
0372 

0.16 
-0.945 

-0.66 
2.538 

1.00 
CPI 2.986 

1.53 
5.475 2.004 

1.61 
1.501 

0.90 
-2.186 

-1.41 
0.442 

0.76 
CPI(-l) -4.768 

-2.44 
-7.364 

-j.pg 
-3.329 

-2.J7 
-1.408 -0.292 

-1.78 
-0.088 

-0.03 
R-squared 0.57 0.72 0.48 0.36 0.64 0J9 
F-test (8,21) 3.44 6^0 245 1.44 4.61 1.06 

Note : Figures in italic are t-stat. 
•Critical values for F(8,22) at 1% and 5% are approx. 3.45 and 2.40, respectively. 

|Signiflcant at 10% | 

Table 1.3.3_c3 shows that monetary policy has large influence on exports (XGR) and 

investment (INVGR), especially in the case of Korea. However, the importance of the policy 

was not captured when regressed directly against economic growth. In other words, while XGR 

and INVGR played an important role in explaining growth rate of the Korea economy, these 

variables have been favoured by monetary policies via exchange rate and interest rate. This 

finding is also in line with the fact that the Korean government has extensively used monetary 

policies as important tools in directing trade and investment sectors which are the main 

components of GDP.̂ ^ Nevertheless, since all of the models suffer from an incorrect functional 

form according to the diagnostic testŝ ,̂ we will have to adopt a different method, or an 

alternative approach in choosing a true model for these countries. 

The governments ususally offer attractive rates for investment that will spure economic activities and gorwth. The more 
extensive example of this can be seen in the case of Korean government which has nationalized commercial banks in 
order to gain control over both the interest rates and the use of fimds. 

This issue of briefly discussed in the previous sub section and thorough discussion can be found in literature review, 
section 0.1. 

The diagnostic statistics are referred to t, F and Durbin-Watson d. While models in other sections focus on the 
relationships between explanatory variables and GR, section 1.3.4 focus on finding models which satisfy the diagnostic 
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13.4 An altemadve approach 

This sub-section is necessary because the result found for the Philippines is not only 

inconsistent with the theory, it suffers from an incorrect functional form which makes the 

primary models (table 1.3.3c) questionable. Considering the two issues of theoretical 

inconsistency on the one hand, and the usual regression diagnostic on the other hand, we 

regress each of the variables alone against the GR. Does this approach make sense? What can 

be learnt by this approach? This approach is adopted in order to examine the robustness of the 

individual variable on GR while diagnostic tests can be easily observed. In addition, this 

methodology of testing signiGcance of a single variable against the dependent variable is 

common in the cross sectional studies. '̂̂  But more importantly, the results show that this is the 

first time models are able to capture important factors behind the Korean growth rate even 

though this explanation of growth was transmitted through XGR and INVGR. In contrast, 

monetary policy was not able to explain INVGR in either Thailand or the Philippines well in 

comparison with Korea's INVGR. Furthermore, the policy has no impact at all on XGR of both 

countries where the F-test shows that we cannot reject that coefficients of parameters are jointly 

equal to zero.^^ 

We know fi-om the cross sectional analysis that INVGR is the only significant variable across 

three time periods and that it is the only common growth factor found in all of the models for 

the three countries except in the primary models in 1.3.3c. Thus, INVGR is the first variable to 

be regressed against GR. As expected, INVGR alone can explain about 23 per cent, 58 per cent 

and 50 per cent of GR for Korea, Thailand and the Philippines, respectively. Then, other 

variables were examined against GR and this is repeated for all of the three countries. Also, 

special attention is paid to the two groups of 'industrialization policy' and 'monetaiy policies' 

variables as they are the key factors in discriminating factors among the three countries in this 

section. 

During the process, auxiliary regressions are also performed for particular pairs of regressors 

where it was found that there is some strong collinearity between regressors. For instance, in 

the case of Thailand, MNFGDP is highly collinear with AGRSH and SEC with r-square of 0.81 

tests (R', t, F and Durbin-Watson d) as well as correction functional form (Ramsey Reset) and normal distribution of error 
terms (Jarque-Bera). 
^ It can be noticed from the literature review section 0.1 that the important role of the 5 explanatory variables (initial 
conditions, government spending, exports and investment, human capital and political instability) are, in most cases, 
individually examined against GR. By doing so, this allows authors to focus on the role of a particular variable whereas a 
large set of countries could be included in the sample. 

Gujarati (1995) shows how F and R' are related. When R^ = 0, F is zero, ipso facto. The larger the R \ the greater the F 
value. In the limit, when R^ = 0, F is infinite. Thus the F test, which is the measure of the overal significance of the 
estimated regression, is also a test of significance R\ (p. 249) 
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and 0.87, respectively, so their pairs cannot be put in the model. Also, RDIST is strongly 

correlated to INVGR and CPI in the case of Korea. Interestingly, although the Philippines 

model always produces variables with significant results and high r-squared, they are not 

acceptable under, at least, one of the diagnostic tests, i.e., Durbin Watson d statistics. 

Table 13.4 : An alternative approach 

Korea Thailand The Philippines 

C -161.681 L720 -0.525 
-2.j2 

Initial AGRSH 0.570 
condition 270 

Government GSH 

Investment INVGR 0.077 &223 0.096 

Exports RWMGDP 0 2 2 7 
1.71 

MNFGDP &154 

MCHGDP 
Human capital PRIM L536 

2.67 
SEC 

Monetary WON/BAHT/ - T 3 5 4 
Policy PESO 

PESO(.l) L483 

RDIST 
IGAP 
CPI 4X178 

R-squared 0 4 8 O J l 0 J 3 

DW-statistic* 2.00 2 3 0 i ^ a 

F-test** 6 T 7 33.23 17.74 

•For (k=2, n=31), d i and du are 1.297 and 1.570, respectively. 

*For (k=4, n=31), d i and du are 1.160 and 1.735, respectively. 
**F-critical for F(4,26) and (2,26) at 1% are approx. 4.41 and 5.53, respectively. 
Note : figures in italic are t-statistics 

In other words, what we have done in this section is to attempt all plausible combinations of 

variables in a regression in trying to come up with a true model. And keeping the two issues of 

theoretical consistency and regression diagnostics in mind as the main reasons why we are 

pursuing this alternative approach, we came up with table 1.3.4 which shows regression results 

for individual country. These models include only significant variables, they do not suffer fi-om 

the standard diagnostic test and they are consistent with the theories. 

Considering the methodology used in deriving models in table 1.3.4, it can be said that there is 

no specific approach in deriving a model, however, one can claim a success of a model based 
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on the set criteria. In this case of deriving specific model for these individual countries, it has 

been shown that the chosen models can be accepted based on the general criteria of theoretical 

consistency and usual regression diagnostics which satisfy our objectives of deriving specific 

models. In addition, there are several points which could be drawn fi-om deriving specific 

models for individual countries. 

1. Using an alternative approach to find the specific models (1.3.3_cl and c2) for the 

individual countries, INVGR is found as the only explanatory variable which is significant 

in all of the three countries' models. This in line with the findings in the cross sectional 

analysis and other models in this section. 

2. Referring back to our objective of trying to capture the relative grovyth rate among these 

three countries in which we have introduced 'industrialization' variables and 'monetary 

policy' to do the job, has our objective been met? 

2.1 Considering, first, models for Thailand which has MNFGDP as another significant 

variable and the Philippines' which as RWMGDP as a significant variable, these 

findings imply that 'industrialization' which has been proxied by structure of exports 

could capture the relative difference in of growth rate between the two countries, (table 

1.3.4) 

2.2 Second, has 'monetary policy' which is proxied by exchange rate, interest rate and 

inflation been successful in discriminating their relative growth rate? Table 1.3.3_c2 

tells us that when proxies for monetary policies are included, they do not have direct 

impact on growth. However, when they are regressed against XGR and INVGR, table 

1.3.3_c3, their impacts have become evidenced especially in the case of Korea. Hence, 

it can be said that monetary policies have large influence on GR via their impact 

through XGR. and INVGR. This finding is also in line with the fact that, in comparison 

with Thailand and the Philippines, Korea has been relatively most aggressive in using 

monetary policies in directing its economy during the period. 
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1.4 Summary 

This paper has examined the key factors affecting growth rate and development among 

developing countries during the past 3 decades in separate regressions. Regressors in the model 

of cross sectional analysis have been drawn from previous empirical studies which can be 

divided into 5 groups of initial conditions, government spending, exports and investment, 

human capital and political instability. The main findings from this first part of the analysis are 

that while initial conditions such as RGDP per capita and share of agriculture played important 

roles in economic growth rates during the early periods (1960's, and 1970's), export growth 

only began to play an important role during the latter periods (1970's and 1980's). But most 

importantly, investment growth was found to be the single most important factor behind growth 

rate among developing countries in all regression models. 

In addition to examining the data in separate regressions, we also examined pooled data in 

order to see whether it could capture other information not found in the cross sectional analysis. 

The result shows that the panel data estimation (fixed effects estimates) could capture only 

INVGR as an important variable in explaining growth rate among 38 developing countries 

during 1960-1990. Thus, in comparison with the cross sectional data analysis, the panel 

estimation, which is intended to capture the behaviour of variables across time period and 

countries, failed to capture other variables but INVGR. However, this could due to the fact that 

we are examining developing countries from their initial state of development in 1960 

throughout 1990 which these economies' growth have been driven by various factors during 

particular periods. As a result, estimating cross sectional data during particular decades in 

separate regressions allow us to capture important variables which played different roles in 

different stages of development. 

Hence, these findings are used as background in examining the main objective of this paper 

which is the analysis of relative growth rates among developing countries within the region, 

Korea, Thailand and the Philippines. It was previously discussed in section 1.1 and found in 

cross sectional study that although developing countries share some commonality, different 

degrees of economic success are recognized among different regions. This, however, is not 

surprising as there are region specific factors that resulted in varied performance among 
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developing countries in different regions. However, a more interesting issue concerns the 

relative growth rates of economies within the region. 

In (aaptuiicy; factors twebincl iWie relative grnowdi rates <)f KLoreâ  Tliailand iind llie P1iUip%)uies 

(countries which were at a similar state of development with comparable of GNP per capita in 

1960, but reached very different levels of economic success by 1990), the second part of the 

paper examines their growth rates using time series analysis. The main findings from the cross 

sectional analysis which can be kept in mind in analysing relative growth rate among the three 

countries are that (1) investment is the only factor that is robust in all the regressions and (2) 

the dummies for Korea, Thailand and the Philippines show that the model in the cross section 

is not able to capture growth rate of Korea well in comparison with other two countries. Thus, 

the time series analysis is introduced in hoping that it will be able to capture the relative growth 

rate among countries that cross sectional analysis was not able to explain. 

In the time series analysis, the additional set of explanatory variables of industrialization 

policies (proxied by the structural share of exports) and monetary policies (interest rates, 

exchange rate and price level) are introduced as they are believed to have been the key factors 

which could explain the relative growth rates among the three economies. In this section, 

variables from the cross sectional analysis were regressed against growth rates of the three 

countries and it is found that investment is a single important explanatory variable across three 

countries while government spending and exports growth are also important for the Philippines' 

economy. 

Also, we examine for business cycle effects in these three economies to see whether they have 

experienced medium term fluctuations during their development period. However, the results 

show that there is no evidence of business cycles even though their growth rates have 

fluctuated at time of oil shocks and interest rate rises which are common sources of business 

cycles. At this point, what is interesting is that we have not, so far, found a model which could 

explain the Korean economic growth well. Even though export growth is the single explanatory 

variable for Korea and Thailand, diagnostic tests tell us that there are other variables which 

could explain the Korean economy but are not included in the model. However, this may be 

because our hypothesis of relative growth rates, 'policy' variables, have not been examined in 

the model. 
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Next, we introduced 'policy' variables in the models and found that, first, by including 

industrialization policy (proxied by structure of exports (table 1.3.3_bl)), the result shows that 

these variables are significant for the Philippines but they, however, are not able to capture 

movement in the growth rates of Korea and Thailand. Again, the diagnostic tests show that 

these variables are not significant for Korea. Second, by including monetary policies proxied 

by interest rate and exchange rate, these variables are not, at all, important for any of the 

countries. Thus, by examining these 'policy' variables against growth rate of GNP per capita, 

they did not do a very good job of explaining growth rate among these countries or support our 

hypothesis of their relative growth rate. 

However, recognizing that monetary policy is a common tool used in many of the East Asian 

countries in promoting growth via the channel of exports and investment, it is sensible that we 

examine the impact of monetary policies on exports and investment. As a result, interesting 

findings have been found. First, it is evident that monetary policy has a large influence on 

exports and investment, especially in the case of Korea. And more importantly, this is the first 

time that the model for the Korea has become significant (determined by diagnostic tests), not 

to mention that it is also the most powerful among the three countries. Second, this finding for 

Korea is in line with the literature survey in section 0.1 regarding the extensive use of monetary 

policy in directing its international trade. Nevertheless, the impacts of these policies were not 

captured when regressed directly against economic growth rate but through exports and 

investment. On the other hand, the impact of monetary policies were found to be less apparent 

in the case of Thailand and the Philippines. 

In summary, the paper shows, to some extent, what different things we have leamt from the 

two approaches of cross sectional analysis and time series analysis in the context of theoretical 

discussion. As Fischer (1991) pointed out sometime when the relationship between 

macroeconomic indicators and growth ... are not robust, it is unlikely that further cross 

sectional regressions will pin down the transmission mechanism, thus, time series evidence for 

individual countries may help do so. (p. 346-7) 
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PAPER n : CAUSES OF THE ASIAN FINANCIAL CRISIS I A 

2.1 Introduction 

2.1.1 Background of the paper 

The recent Asian financial crisis suggested that traditional views (Krugman, 1979 and 

Obstfeld, 1986) of currency crises could neither detect nor explain what happened in Asia, 

since the core of the problem lies in the moral hazard of over-investment allowed by poor 

supervision and under-regulated financial markets in the country where the crisis broke out, 

Thailand. Indeed, the poor supervision and under-regulated financial market were caused by 

in<x)nip<ae%icê  cdFtbeawdicKity ui ctKunge cd t̂heirKxa{%ai3r]}olH;y, lOie cerdiai baaik. Tlius, ui 

order to correct these problems, it is suggested that the central bank be granted 

independence so the central bank governor could make monetary policy without 

interference from politicians and private bankers. In fact, after the crisis itself, economists 

have identified moral hazard as a cause of the crisis - expectation of government bailout 

and implicit government guarantees which explained why a financial crisis could occur in 

the absence of weak macroeconomic fundamentals. 

There are reasons to believe that interference by politicians and private bankers with the 

operations of the central bank of Thailand contributed substantially to the Asian financial 

crisis. First, even though the crisis was triggered by a call back of short term loans made by 

the private sector in Thailand in mid 1997, the accumulation of these loans was made 

possible under the opening up of the capital account via establishment of Bangkok 

'There is evidence to support the view that the Bank of Thailand was incompetent. It first opened up a capital 
account alongside fixed exchange rate and misused the international reserves to rescue a small commercial 
bank. 
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International Banking Facilities (BIBF) in 1993. Since Thailand was then employing a fixed 

exchange rate regime, there was no need for these short-term loans to be hedged against 

exchange rate risk. As a result, the economy was flooded with liquidity which came into the 

country to make profit from the interest rate gap^. This excessively liberalized financial 

market without contingency plan is part of the government's ambition of becoming the 

regional financial centre in Southeast Asia. However, the conflicting objectives of 

liberalized capital account and fixed exchange rate kept exporters and private bankers 

happy for a considerable period of time before the currency began to experience speculative 

attacks. The first speculative attack took place in early 1995 when Latin American countries 

faced crisis and then come another round of heavy speculative attack during 1997. This 

time, the fixed parity finally broke.^ 

Second, during the few years after financial liberalization and before the floatation, 

financial institutions began to suffer from bad loans caused by the collapse of the real estate 

market in 1996. The Bangkok Bank of Commerce (BBC), a small commercial bank, was 

the first to run into trouble with bad loans. It later became clear that there were some 

unusual practices going on within BBC where loans had been politically motivated. Also, 

not only did the central bank fail to file criminal action against the BBC former executives, 

it also misused the fund drawn from Financial Institutions Development Fund (FIDF) to 

repeatedly rescue the BBC. The botched attempt at a take-over of BBC's management and 

the BoT's failure to file a criminal action against former BBC's executives is seen by 

commentators as the BoT's mismanagement of the BBC affair. Thus, the opening up of the 

capital account alongside the fixed exchange rate, on the one hand, and the incident at the 

BBC, on the other hand, provide justification for seeking to make the central bank of 

Thailand independent, enabling the bank to make monetary policy and to regulate financial 

markets independently from politicians as well as private bankers. Therefore, it is argued 

that granting the Bank of Thailand independence is a crucial step toward stabilizing 

financial markets and regaining foreign investors' confidence in the Thai economy. 

^ The interest rate gap refers to the difference between the domestic interest rate (Minimum Loan Rate) and 
international lending rate (LIBOR) which was roughly between 5-6 per cent during the period. 
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For the industrialized economies, the independence of the central bank is sought in order to 

(dbtain finice stattUity, Tvtuxdi streiygthwans thus exxchauigfsin&be arwi eiihaiictss isctmcHiik: grcnardi. 

However, this paper argues that for the developing economies, the objective of central bank 

independence (henceforth CBI) does not focus on the issue of price stability. There are two 

reasons for this. First, the duty of the central bank in controlling inflation is not significant, 

since exchange rates in the case of emerging Asian economies are often pegged to the major 

currencies such as the US Dollar or Pound Sterling, so that inflation rate tends to conform 

with these economies', which are moderate/ Second, financial markets in the developing 

economies are comparatively small and less efficient, thus the central bank tends to play a 

greater role as financial market regulator. (Mas, 1995) Hence, the need for the 

independence of the central bank in the developing economies rests on its ability to regulate 

the financial market independently &om the government rather than to stabilise prices. 

2.1.2 Structure of the paper 

There are two main issues to be discussed, first, the actual causes of the Asian financial 

crisis in the origin country which is tied to the second issue of how such crisis can be a 

different rationale for central bank independence^. The first part of the paper (section 2.2) 

examines how the Asian financial crisis stemmed from moral hazard - implicit government 

guarantee and under-regulated financial market in Thailand. In addition, it puts Thailand in 

the context of other five East Asian economies (Indonesia, Korea, Malaysia, the 

Philippines, and Singapore) in order to identify the 'moral hazard' type of crisis in a more 

practical way by pin-pointing some of the common indicators shared by these six 

economies. Then, the second part of the paper (sections 2.3 and 2.4) focuses on Thailand 

alone by providing the insight to questions such as what actually happened in the country 

prior to the crisis? What has triggered the crisis? And, most importantly, why has the 

authority finally failed to resist the pressure from the international speculators in July 1997? 

Therefore, the paper addresses these issues as a different rationale for the CBI. 

^ Section 2.3 shows how Thailand was able to survive the speculative attack in the 1995 and illustrates how 
deterioration of the country's financial position and accumulation of short-term debts have forced the 
authorities to finally let go of the fixed parity in 1997. 

Mas (1995) argued that CBI becomes relatively less meaningful under fixed exchange regime as monetary 
policy is bounded by other objectives other than the price stability, (p. 1644) 
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Therefore, this paper is divided into 4 sections. Section 2.2 discusses the background of the 

Asian financial crisis by identifying some similarities or differences among six Asian 

economies (Indonesia, Korea, Malaysia, The Philippines, Thailand, and Singapore). Since a 

large number of papers have pointed out that the economic fundamentals of these Asian 

economies did not warrant an economic disruption to the degree that occurred, it is helpful 

to first examine macroeconomic indicators of these countries in clarifying to what extent 

these countries were in good health prior to the crisis. The comparative analysis 

distinguishes between macroeconomic factors and financial market factors as this structure 

of analysis helps explain why neither of the first- and second-generation models of crises 

could detect the Asian crisis at its onset, although, their relevance became more apparent as 

the crisis unfolded. More importantly, the framework of comparative analysis helps clarify 

what sort of indicators one could have looked for in detecting the 'moral hazard' type of 

crisis. 

Section 2.3 provides the background of the Bank of Thailand (BoT), mismanagement of 

the monetary policy and chronology of the crisis in order to support the (re-)establishment 

of CBI. This section shows that while the BoT was known historically to have high 

reputation first due to its high quality staff and because the governors were recognized to be 

independent from the government, the BoT had very little role to play as financial market 

regulator as the financial market was rather closed prior to the 1990s. However, it was not 

until the early 1990s when the financial market was being extensively liberalized that BoT 

began to play a more apparent role as financial regulator and that was when its reputation 

began to erode. Indeed, the financial liberalization meant that the Thai financial market can 

and will be exposed with more opportunities as well as risk which the market and financial 

regulator will have to be more prudent. 

Mundell (1965) and Krugman (1998a) have referred to the impossible dilemma faced by 

central bankers in trying to maintain perfect capital mobility whilst also operating a fixed 

exchange rate regime and trying to control money supply. The chronology of the plunge 

provides some evidence to support the argument that the under-regulated market, opening 

^ A brief literature review on these two topics of central bank independence and currency crises can be found 
in section 0.2 and 0.3, respectively. 
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up of the capital account alongside a fixed exchange rate and the incident at BBC have not 

()nly liEKitagfxi thw: EtanJc's legputalicHi, twt also jkuqgeJjf ccKitnl)ute:(i to thw: fbiaiicial crisis in 

Thailand. 

Lastly, Section 2.4 suggests that granting the central bank independence would be essential 

in discouraging interference from politicians and private bankers. Existing theories 

suggested that assigned numerical target of monetary policy which is tied to the central 

bank governor chair, central bank legal reform, and a separate entity to regulating the 

financial market could be a route to achieving the CBI. Also, a recent issue of the World 

Bank Research Observer (February, 1998) gathered a selection of papers on public sector 

reform which argue that restructuring the legal framework in developing countries many 

help to enhance economic development. Using New Zealand as a case study, these authors 

argued that it may be premature for developing countries to adopt New Zealand reforms 

because they need to undertake other basic reforms first before the CBI can be effectively 

achieved, and there is no short cut in taking public reform. (Schick, Bale and Dale, 1998) 

Configuration of these policies, if pursued effectively, can help regain the foreign investors' 

confidence and speed up the financial market restructuring. Lastly, this section gathers 

some of the domestic opinions that are related to the central bank's responsibility for the 

crisis and suggestions in enhancing the CBI. And, remarkably, these opinions reflect most 

of what the theories have to suggest about enhancing the BoT independence. 
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2.2 A Comparative Analysis of Six Developing Asian Countries 

This section attempts to explain how Thailand's neighbouring countries® have got themselves 

into financial crisis, given their strong economic fundamentals' and that the crisis was not self-

fulfilled. During the aftermath of the crisis, the 'moral hazard' of implicit government 

guarantees, under-regulated financial markets, and rapid financial market liberalization process 

of these countries prior to the crisis have been identified as causes of the crisis. However, it can 

also be argued that these characteristics defined as 'moral hazard' had existed in these Asian 

countries since the founding of their financial markets. Yet, these financial markets were able 

to operate efifectively and provide financial needs to countless investment projects resulting in 

rapid economic development and high growth rate during the past few decades. Hence, 

questions arise as to why 'moral hazard' had just recently become harmful and caused the crisis 

to occur in Thailand when it did? Also, the other Asian economies who had been affected by 

the crisis showed strong economic fundamentals, and should have been robust in resisting the 

crisis, so why should they have fallen into the same situation?^ 

This section first examines how financial market structures changed fi-om mid 1980s, and 

argues that rapid financial liberalization in the 1990s may have affected the foreign creditors' 

perception of the worth of the government implicit guarantee. Furthermore, it examines the 

cause of the crisis by identifying similarities of the macroeconomic factors and financial market 

structure among Thailand and its neighbouring countries. In other words, if we could identify 

what these countries had in common, this would, at least, enable us to predict yet another type 

of financial crisis which could occur in the absence of weak economic fundamentals. This 

comparative analysis may be best illustrated by graphs and summary tables where the common 

symptoms in these economies will noticeably stand out However, due to the small sample size 

and the short time period, it is not possible to examine relationships of these variables and their 

causality using econometric methodology. 

® Thailand's neighbouring countries under consideration in this paper are Indonesia, Korea, Malaysia, the 
Philippines, and Singapore. 
^ By strong economic fundamentals, it meant above 5 per cent growth rate of GDP per capita, less than 5 per 
cent trade deficit: GDP and health fiscal positions during 1990-1997. 
® Nixson and Walters (1999) pointed out that 'Although there were weaknesses and underlying problems in the 
Asian economies, they were essentially sound but were under-regulated and that it was financial panic that 
was the basic element in the Asian crisis.' (p. 500-501) 
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2JL1 Role of the Financial System: financial liberalization and fbreign exchange policy 

(a) Financial liberalization and the role of capital inflows 

- Pre-liberalization Period (1980s) 

Asian economies were the major recipients of the Japanese investment wave in the early 1980s. 

The strength of the Japanese Yen forced domestic investors to relocate their industrial base to 

where labour and material costs were cheaper. By relocating their industrial sites in the 

developing Asian countries, Japanese investors could also benefit from market orientation 

which enabled them to sell products at a more competitive price without tariffs. Thus, massive 

inflows into these Asian economies occurred in the form of foreign direct investment (FDI) 

which was thought to be productive to the economy, given that technology can be transferred 

through the production process. Governments of developing economies have encouraged this 

cliamiel of inflows lyy cdStoiiy; vfunkms tyiaes cdTicr̂ estraeHitizucUjties aiui tax hiolidagf schfaiies. 

As a result, the recipients have experienced economic booms and in many cases, double digit 

growth rates. 

However, toward the end of the decade, the slowdown of FDI became apparent. This was due 

to many reasons. As the production capacity of some industries had been reached and markets 

had been fully expanded, it became difficult to maintain profitability. Also, as these host 

economies have become more industrialized, raw materials have been exhausted and labour 

costs have increased, causing them to become less competitive. This is seen in the structural 

change of their exports. Thus, in order to keep inflows coming in and to meet the World Trade 

Organization (WTO) obligations, governments in these developing countries began to 

liberalize their financial sectors rapidly. 

- Post-Liberalization Period (1990s) 

As a result, financial deregulation and opening up of capital accounts together with fixed 

exchange rate parity attracted foreign inflows beyond expectation. In these countries as a 

whole, capital inflows increased from an average of 1.4 per cent of GDP between 1986-90 (pre-

liberalization) to 6.7 per cent between 1990-96 (post-liberalization). (Radelet and Sachs, 1998) 

In Thailand, the inflows were the most extreme, most of these inflows being in the form of 

offshore borrowing by commercial banks and private corporations. In the other 4 countries, net 

portfolio capital inflows averaged less than 2 per cent of their GDP. In Malaysia, where short-

term foreign investors have been harshly criticized, net portfolio inflows were either very small 
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or actually negative in each year of the 1990s. Most importantly, Malaysia is an exception, 

vvtwaR! izxtracMxiuiarUj/ lafgfslFI)! i n f lows (fixSjper ce idcy f l i u : CrCXP) v/ere larger thwui bawik aiid 

private sector borrowing (3.6 per cent of the GDP.) More importantly, net government 

borrowing was less than half a percent of GDP in each country, except in the Philippines, 

where it averaged 1.3 per cent of GDP. In Thailand, Korea and Indonesia, banks and private 

corporations were the main forces behind the capital inflows, not the government. These 

massive capital inflows, as Radelet and Sachs (1998) have stressed, were attracted into the 

region during the 1990s, the core of the Asian Financial Crisis, (p. 8) 

Table 2.2.1a : Contributing factors to the capital inflows 
Factors Pre-liberalization Post-liberalization 

Domestic Factors 

Strong economic growth 
Financial deregulation 
Inadequate financial supervision 
Stable exchange rate (fixed) 
Investment incentives 

Economic boom Strong / moderate Strong economic growth 
Financial deregulation 
Inadequate financial supervision 
Stable exchange rate (fixed) 
Investment incentives 

* 

Strong economic growth 
Financial deregulation 
Inadequate financial supervision 
Stable exchange rate (fixed) 
Investment incentives 

* 

Strong economic growth 
Financial deregulation 
Inadequate financial supervision 
Stable exchange rate (fixed) 
Investment incentives 

* * 

Strong economic growth 
Financial deregulation 
Inadequate financial supervision 
Stable exchange rate (fixed) 
Investment incentives * * 

International Factors 

Appreciation of major currencies (Yen, USD) 

Foreign interest rates 

* Appreciation of major currencies (Yen, USD) 

Foreign interest rates Low High 
Source : Summary of Radelet and Sachs (1998) description of inflows (p. 9) 

In the beginning of 1997, the withdrawal of capital inflows started in Thailand after the 

announcement of Bangkok Bank of Commerce's (BBC) bankruptcy in 1996. At the same time, 

signs of economic slowdown also discouraged new inflows as well as encouraging outflows 

which immediately affected the stock market. Domestic interest rates began to rise leading to a 

tightening of domestic credit whereby liquidity was drying up. Since the country had been 

financing its external debts with foreign capital inflows, this directly pressured the real 

exchange rate to depreciate. Radelet and Sachs (1998) pointed out that the combination of real 

exchange rate depreciation and sharp rise in interest rates led to rapid increase of non-

performing-loans (NPLs) in the banking sector where many projects, especially real estate 

projects went into bankruptcy. As a result, a substantial portion of the market value of bank 

capital in Indonesia, Thailand and Korea was wiped out. (p.7) 

(b) Filed exchange rate regime 

In these countries, nominal exchange rates were pegged to the US dollar with either marginal 

variation or very predictable change. (Table 2.2.1b) This stable currency movement ensured the 

foreign investors' confidence and reduced their levels of perceived risks of exchange rate loss. 
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It further encouraged capital inflows, especially after the financial liberalization when inflows 

TvereeJlcnved in o4±W3rj%%n]is11iantbK;]<[)I. ccwintries bcqgaritoslcrwHlowiiijitliB 

early 1990s when they became exhausted in terms of natural resources and less competitive in 

terms of labour cost, the open capital account alongside the fixed exchange rate attracted 

another round of inflows into the countries but this was through the banking channel instead of 

the traditional channel of FDI. In addition, unregulated capital inflows could make 

macroeconomic management more complex which was the case for Asian economies where 

inflows were large, volatile, and poorly managed and utilized. 

Radelet and Sachs (1998) explained that macroeconomic pressures tend to manifest themselves 

through two channels. First, capital inflows lead to a real appreciation of the exchange rate, and 

to an expansion of non-tradable sectors at the expense of tradable sectors. Second, high levels 

of capital inflows place new pressures on under-developed financial market because 

commercial banks and the central bank cannot keep pace with the high levels of international 

capital inflows. Both of these kinds of pressures, over time, contribute to increasing financial 

risk. There is no reason, however, to expect a sudden and sharp reversal of capital inflows. As 

they put it, the preceding inflow of foreign funds into Asia was a precondition for the 

subsequent crisis, but the capital inflows do not, by themselves, provide a full explanation of 

the crisis that followed, (p.9-10) Hence, it is appropriate that we now turn to examine two other 

sets of macroeconomic indicators and national financial positions to see whether their 

behaviour signaled signs of the crisis.® 

Table 2.2.1b : Exchange Rate Regime of 6 Developing Asian Economies 
Countries Exchange rate Regime 

Indonesia Crawling peg 
Korea Crawling peg 

Malaysia Crawling peg 
The Philippines* Pegged exchange rate to USD 
Thailand Pegged exchange rate to USD 
Singapore Pegged exchange rate to USD 
* Technically, the Philippine Peso operated under a floating regime, but there was so little variation in the exchange rate 
that it was perceived to be effectively pegged to the dollar by market participants. 
Source ; Radelet and Sachs, The Onset of the East Asian Financial Crisis, p. 6 

2.2.2 Macroeconomic Indicators 

This sub-section examines a number of macroeconomic indicators among the six Asian 

countries during the 1990-1997 which have been identified by Kaminsky, Lizondo and 

' Similar comparative study can be seen in Nixson and Walters (1999). 
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Reinhart (1997) as 'signals' or leading indicators of currency crises. They have identified two 

sets of indicators 6om 25 selected empirical studies of currency crises which examine sample 

periods that run from the early 1950s to the mid 1990s, and cover both industrial and 

developing countries widi the emphasis on the latter, (p. 8) From these papers, they concluded 

that variables which have the best track record in anticipating crises in the context of the 

'signals' approach, include : output, exports, deviations of the real exchange rate from trend, 

equity prices, and the ratio of broad money to gross international reserves. Likewise, these 

indicators have also been identified in the first-generation models of crisis. Examining the 

macroeconomic ftindamentals of these economies using indicators in the 'signals' approach can 

help answer the question of how indicators from the past currency crises could have predicted 

the Asian financial crisis, and why the particular crisis was not anticipated. It can be seen that 

the potential indicators of crisis for Thailand were not noticeably different from those of other 

countries. Indeed, some indicators such as output growth and fiscal position are even more 

impressive than its neighbours'. On the other hand, Singapore is also included in this 

comparative analysis because it is in the Southeast Asian region and while its economic 

indicators do not stand out from the crowd, its external balance and debt positions are very 

much stronger than the rest. This explains why Singapore did not suffer from the crisis to the 

same degree as others. 

(a) Economic growth 

Economists would generally perceive a high economic growth rate to be a positive sign of a 

healthy economy. (Figure 2.2.2a) Paradoxically, Roubini (1998) argued that high economic 

growth may make an economy more vulnerable to a crisis, for instance, high growth rates may 

induce overly-optimistic beliefs that the economic expansion will persist unabated in the future. 

Such expectations can then drive both a consumption and investment boom, as well as large 

capital inflows that make it easy to finance the increasing demand. In such circumstances, an 

external shock that leads to a sudden change in expectations can cause a rapid reversal of 

capital flows and trigger a currency crisis. In the specific case of the Asian financial crisis in 

1997, the argument is strictly related to the debate on the causes of the Asian 'economic 

miracle'. This issue in that debate is the extent to which output growth in Asia was due to total 

factor productivity (TFP) growth, as opposed to growth in the availability of inputs, reflecting 

increasing rates of investment and labour participation in the region, (p. 12) 
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Figure 2.2.2 (a); Output growth (1990-1997) 
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Figure 2.2.2 (c) : Deviation of real exchange rate from trend (1990-1997) 
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Figure 2.2.2 (d) : Stock market price indexes during 1991-1997 (% growth) 
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Figure 2.2.2 (e): The ratio of broad money to gross international reserves (1990-1997) 
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Also, Krugman (1994) popularized the controversial view that the contribution of TFP to 

output growth in Asia was less sizable than commonly believed, suggesting that the very rapid 

growth that Asian countries experienced in the past decades could not be sustainable in the 

long run. In fact, according to Glick and Rose (1999) economic growth is a broad indicator of 

investment and lending decisions of foreign investors. Since these economies have been 

growing at a consistently high rate, foreign inflows have been pouring into the countries 

without careful assessments. During the past few decades, such growth generated cash flows 

and expectations of future returns that shield firms from incurring losses from the adverse 

affects of their decisions, (p. 15) Lastly, the records supported the argument that massive 

inflows after the financial liberalization in most countries are of a short-term nature, and are 

subject to immediate withdrawal, thus, being unproductive for the economy and creating 

vulnerability. These poorly utilized inflows have led to a real appreciation of the exchange rate 

which has, in turn, resulted in an increase in consumption and imports of luxury goods but a 

decrease in export competitiveness. This is why high output growth can be a misleading 

indicator of economic efficiency as growth rates in these countries were largely driven by low 

factor productivity. (Radelet and Sachs, 1998, p.9) 

(b) Trade deficits 

Consistent levels of trade deficits show that these countries are largely dependent on imports. 

(Figure 2.2.2b) Where the international trade sector accounts for a substantial part of total 

output, a slowdown in exports growth means that output growth will be directly affected. And 

since the major shares of imports are comprised of manufacturing products and technology-

related products essential for the production process, reducing imports will likely be result in a 

decline in exports and, thus, overall output growth. Nevertheless, trade deficits in these 

countries are seen as a common economic feature of developing countries. In addition, the 

balance of payment surpluses in these countries implies that these countries' debts have been 

financed by capital inflows. 

Corsetti, Pensenti and Roubini (1998) also pointed out that these Asian economies are 

relatively open in terms of international trade, which makes them more vulnerable to terms of 

trade shocks and to restrictive trade policies in other countries. In other words, a large trade 

sector implies inter-economic linkage, therefore, dependence on other trading partners. For 

example, significant negative terms of trade shocks were experienced by several East Asian 

economies in 1996 with a fall in the prices of some of their main exports, namely, 
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semiconductors and other manufacturing products, (p. 19) Given that Singapore is a port 

CKMintry wbanssfiqiQieiWs from allimDuiwl iQie v/orld ccwrusiiUotraik^ iktradk ŝwiqplus ccmWlbe 

over-estimated. 

The sharp appreciation of the US dollar against the Japanese Yen and the European currencies 

in the 1995 caused these Asian currencies to appreciate as they are practically pegged to the US 

dollar. (Figure 2,2.2c) Nominal currency appreciation has automatically resulted in raising 

their export prices, thus reducing their competitiveness. Corsetti, Pensenti and Roubini (1998) 

found that the extent of real appreciation was evident in Malaysia and the Philippines in 1997, 

while in South Korea, Thailand and Indonesia, real exchange rate indicators had not moved 

significantly relative to 1990's levels. Nevertheless, movements of exchange rates are not 

necessarily dependable measures of changes in external competitiveness, since this can also be 

affected by shocks that do not translate into a relative price increase, (p. 5 and 22) 

The boom in equity markets is evidence of a structural change in the capital inflows and a 

result of a fall in the FDI channel. (Figure 2.2.2d) As returns on investment in real economic 

sectors have declined while the interest rate differential remains, inflows have continued to 

flow in through money and equity markets in these countries. Also, property and real estate 

booms have driven up the prices of the stock markets in these sectors. All of these countries' 

property sectors have at least doubled, especially, the property sector in the Thai Stock 

Exchange, which increased dramatically by nearly 4 times between 1990-1993, causing the 

stock indices to record an all time high. However, during the latter half of the 1990's, over-

supply of office building and real estate became apparent while many more projects were still 

under construction. The sharp increase of stock indices during the first half the of the 1990's 

and rapid decline in the latter half clearly reflects over-investment in land and real estate during 

the period. (Corsetti, Pensenti and Roubini, 1998, p. 15-16) 

Radelet and Sachs (1998) argued that stock prices were the only indication of growing concern 

among market participants in the months preceding crisis. They noted that the Thai stock 

market fell continuously from January 1996, a full 18 months before the crisis. The main index 

fell 40 per cent in 1996 alone, and dropped an additional 20 per cent in the first 6 months of 

1997 as concern grew over the health of property firms and the financial institutions which are 
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major lenders. The Seoul bourse also fell sharply during 1996 and early 1997. In the case of 

Thailand, the stock market decline was matched by a slight decline in foreign bank lending in 

the first half of 1997. In the case of Korea, foreign bank lending continued to rise in the first 

half of 1997, albeit at a slower rate than in 1996. In Indonesia, by contrast, both the stock 

market and bank lending showed continued confidence until mid 1997. In Malaysia, the stock 

market began to slow down in March, while foreign bank lending rose very strongly in the first 

half of 1997. (p. 12) This evidence confirms that massive foreign capital inflows after the 

financial liberalization were mostly invested in these sectors, real estate and property, through 

the channel of portfolio investment. These countries have been dependent on these inflows in 

financing what they believed to be investment in productive economic sectors, however, this 

was not at all the case. 

(e) Supply of broad money 

Corsetti, Pensenti and Roubini (1998) pointed out that since these economies depend on capital 

inflows in financing their external debts, a risk of speculative outflows can become a more 

important source of foreign pressure than trade imbalance. Hence, a better indicator of reserve 

adequacy has then become the ratio of money assets to foreign reserves, since in the event of an 

exchange rate crisis or panic, all liquid money assets can potentially be converted into foreign 

exchange. Figure 2.2.2e shows that most Asian countries' ratio between M2 and foreign 

reserves was dangerously high in 1996-97. It is also noted that the Ml to reserves ratio are 

much smaller, reflecting the importance of 'quasi money' included in M2 but not Ml. (p. 35-

36) 

In summary, these five indicators fi-om the 'signals' approach, which are similar to that of the 

first generation model, provide little reason to expect a major crisis in any of the Asian 

countries and even if these economies were weak, it is difficult to imagine that speculative 

atk&ck (Ml the finafkcwU jAindkmientals aicwie ccnild cauise suKdh scTAsnty. In laoiArast, die 

indicators which have attracted most attention are those which represented the financial 

positions of these economies, namely, current account balance and external debt positions. 

These indicators are stressed by Corsetti, Pensenti and Roubini (1998), Mussa (1999), among 

others, as signs of the Asian financial crisis. 
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2.2.3 Indicators of Financial positions 

In addition, Glick and Rose (1999) argued tliat the Asian crisis mainly involved a sudden 

interruption in liquidity associated with an arbitraiy shift in market confidence not 

necessarily related to economic fundamentals, that disrupted capital inflows to Asia. 

Indicators of financial position, current account balances and short-term debts, will be 

discussed in this sub-section in order to illustrate how the crisis could stem from unsound 

financial positions in the affected economies. 

(ia) CwrrgMf accowwf Aa/awc&g 

Current account balances in these countries are very similar to their trade balances, 

reflecting that services and transfers including payment in kind and grants are 

proportionally marginal. Though no such natural rate of current account deficit has been 

specified as alarming, Lawrence Summers, the US Deputy Treasury Secretary warned that a 

country with a current account deficit of higher than 5 per cent of GDP should be watched 

closely, particularly if it is financed in a way that could lead to rapid reversals. Current 

account deficits for Thailand were exceptionally large relative to other economies in this 

study - at almost 10 per cent of GDP. (Figure 2.2.3a) While the current account deficit has 

been at this level for the past decade, it was believed to be sustainable as it has also been 

financed by FDI. However, as FDI declined, not only was the level of foreign capital 

inflows sustained, as a result of the financial liberalization, it was overshot by short-term 

inflows. This is why current account deficits, even though not noticeably higher than in the 

past, have become a concern because of the way in which they are financed. 

Figure 2.2.3b shows that Thailand's and Korea's short-term debts are about half of their 

total debts where other countries' proportion of short-term debts stand at about one fifth of 

the total. It is noticeable hat Thailand and Korea short-term debts have been on an 

increasing trend since 1993 following the financial liberalization period. In addition, short-

term debts as a percentage of foreign reserves in figure 2.2.3c indicates potential problems 

with the debt servicing ability of these economies, if these short-term foreign debts were 

ever called back at the same time. As the maturity of these short-terms foreign debts is 

normally 3-months, the sudden withdrawal of these loans can easily wipe out foreign 
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Figure 2.2.3 (a) Current account as % of GDP during 1990-1997 (BoP definition) 
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Figure 2.2.3 (b) Short term debts as a % of total debts during 1990-1997 
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Figure 2.2.3 (c) Short term debts as a % of foreign reserves during 1990-1997 
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Figure 2.2.3 (d) Foreign debts as % of GDP during 1990-1997 

mm 
Thailand Indonesia Korea Malaysia The Philippines Singapore 

Source : Corsetti, Pesenti, and Roubini (1998) 
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reserves in about same 3-month's time. (However, in normal circumstances, it is unlikely 

that this will happen and as long as these foreign debts are covered by foreign reserves, the 

government, who is not necessarily the debtor, would be able to bail the country out in any 

case.) These figures also showed that Indonesia, Korea and Thailand, who were severely 

damaged by the crisis and called for the IMF's assistance, have the highest level of short-

term debts. In contrast, Singapore's data clearly illustrate why, among these economies, it 

has been the least affected by the crisis. Roubini (1998) pointed out that policy analysts tend 

to resort to more practical criteria where a popular 'test' of solvency in practical terms is a 

non-decreasing foreign debt to GDP ratio, (p. 8) Again, figure 2.2.3d shows that total 

foreign debts of the three most severely damaged economies are on an increasing trend. 

As explained by Diamond and Dybvig (1983), even well-managed banks or financial 

intermediaries are vulnerable to runs, because they traditionally engage in maturity 

transformation, accepting deposits with short maturity to finance loans with longer 

maturities. Maturity transformation is beneficial because it makes more funds available to 

productive long-term investors than they would otherwise receive, while it provides 

liquidity to savers with unexpected consumption needs. Under normal conditions, banks 

have no problem managing their portfolios to meet expected withdrawals. However, if all 

depositors decided to withdraw their funds from a given bank at the same time, as in the 

case of a run, the bank would not have enough liquid assets to meet its obligations. On the 

other hand, if the central bank raises interest rates and limits liquidity injections to sustain 

the peg, the bank crisis may then be unabated. Moreover, even allowing a flexible exchange 

rate will not necessarily prevent runs by foreign creditors holding foreign-exchange 

denominated claims on domestic residents, (p. 11-12) 

2.2.4 External factors contributing to the crisis 

The evidence presented above suggest that the Asian financial crisis mainly stemmed from 

the domestic factors of both originating countries and other affected economies. 

Nevertheless, it is also helpful to consider the external factors, if any, in analyzing the Asian 

financial crisis so that the most appropriate solutions can be addressed. Among others, CPR 

(1998) pointed out that the misalignment of Asian currencies was exacerbated by a number 

of external factors, namely, (a) prolonged economic recession in Japan, who is the major 
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importer of these economies' exports. Furthermore, rMZMg worZf/ rafej: mean a 

narrowing of the interest rate gap, which therefore increases the cost of foreign investors in 

investing abroad and decreases the rate of return on investment both in the real sector and 

monetary sectors. While the economic recovery in Europe and US could eventually increase 

demand for imports from Asia, this is unlikely to be significant, (p. 22-23) As a matter of 

lo/'CZAzMwz w? fo/fd fAgfisgicv? rneams thaA thwsse 

economies' share of exports have been reduced to a certain extent. Even though the recent 

surge in China's share of the region exports may be due to the devaluation of China's 

currency in 1994, the fact that the Chinese economy has been moving up toward this group 

of Tiger economies is likely to have a long term impact on their export growth. Major 

exports of these countries have been pressured by Chinese as it has cheaper cost of labour 

and raw materials which are essential for producing manufacturing products - the main 

exports of Asian economies. (Nixson and Walters, 1999, p. 501-2) 

2.2.5 Summary 

This comparative study has illustrated, in the case of Asian Financial Crisis, how crisis 

could occur in the absence of weak economic fundamentals. At least, Thailand and Korea 

can be expected to be able to deal with the speculative attacks under normal conditions. 

However, the vulnerability in the financial positions of these economies was clearly a factor 

in the onset of the crisis. In particular, economies with the most vulnerable financial sectors 

(Indonesia, Korea and Thailand) experienced the most severe crises. Thus, these countries 

have been proven vukierable to yet another kind of crisis which stemmed from speculative 

investment allowed by imprudent financial market regulator in the under-regulated financial 

market. In contrast, economies with more robust and well-capitalized financial institutions 

(such as the Philippines and Singapore) did not experience disruptions of similar 

magnitude, in spite of slowing economic activity and declining asset values. And as for the 

Philippines, its economic fundamentals have always been the weakest among the six 

countries included in this study. This confirms that economic fundamentals could not have 

been the main causes of the Asian financial crisis, instead, weak economic fimdamentals 

were the result of the crisis once it had struck. (Glick and Rose 1999, p. 13-14) 
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Weaknesses and distortions in financial system arise from particular structural 
y&caaM %»(%&?/' 

jPYrft /iaidz; cozfMfr&gg ceTW&YzAbxad Z%g/»A%f4Vbe-

^cengg re/afzoTMA^g 6g(wggM ^iMaMcza/ 6 w f g o v e r M m g n f 

the intermediation and allocation of capital. ...Secondly, financial institutions and 
cH^Mzr o2fefH& /cK%be%f f/wz «icev%Anw&f fo fMcwacy^g egygcffwe/y Zheor f/wzj^wZ/ (%owf 

failure. This was particularly the case with the system which, with bond and equity 
/Mkzr&efa ca7776%/ ozA /%MKH%c%2/ «?fer%me%A%M%Gv? 

in most Asian countries. ... The bank themselves were typically given implicit 
guarantees of a government bail-out in the event of adverse financial conditions. 
The presence of such financial insurance posed a clear moral hazard problem, that 
distorted the incentives to carry out a proper assessment of investment projects. 
(Glick and Rose 1999, p.6-7) 

Thus, in the next section, Thailand is examined as a case study to show how the 

mismanagement of the monetary policy and under-regulation of financial market (under the 

guidance of its central bank) can cause a collapse of its financial market and severely 

damage its economy. 
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2.3. The Bank of Thailand : What Went Wrong? 

This section first discusses the background of the Bank of Thailand (BoT) and its 

organizational structure. (Sections 2.3.1 and 2.3.2) It argues that prior to the Gnandal 

liberalization the bank was highly independent in the context of what it can actually do because 

it had high influence over politicians in shaping up important policies including fiscal policies. 

However, the bank's reputation began to erode after excessive financial liberalization took 

place in the early 19908. Two serious aesusations by the state were brought against the BoT on 

its action regarding the establishment of Bangkok International Banking Facilities (BIBF) and 

the incident at Bangkok Bank of Commerce (BBC). These accusations are examined in section 

233 and 2.3.4. After the collapse of financial markets in mid-1997^ an investigation by a 

Commission headed by Nukul Prachuabmoh was conducted. These reports provide evidence to 

suggest that both incidents, especially the latter one, were Caused by officials at the Central 

bank being influenced by the politicians and private bankers. Lastly, section 2.3.5 summarizes 

what happened by presenting a chronology of the plunge to support the argument that the 

financial crisis can be, in a large part, attributed to the mismanagement of the authority in 

charge of the monetary policy.'® 

2.3.1 Background of the Bank of Thailand (BoT) 

Maxfield (1994) examined how central banks in certain developing countries were established 

in explaining other sources of central bank independence which legal measurement may fail to 

capture. She argued that the interests and capacities of early central banking institutions are 

shaped by the financial interests of those in a position to delegate authority to central banks : 

government politicians and private banks. In the case of Thailand, its central bank evolved out 

of an existing private bank. The private Siam Commercial Bank came to operate as Thailand's 

first quasi central bank as it handled government deposits but did not make loans to the 

executive branch. Although private banks were not directly involved in the founding of the 

central bank because it occurred rapidly in a situation of geopolitical crisis", the close 

Although it may have been a few years after the crisis has occurred, the issues discussed in this section as 
well as the information provided are likely to remain sensitive, therefore the author would like to present only 
the facts and raise interesting issues relating to these facts and keep own-opinion to the minimum. 
' ' Foreign pressure was the final catalyst for founding the BoT. The Japanese proposed establishing a central 
bank under their control. ... The existence of the National Banking Bureau and Thailand's nominally 
independent status allowed the government to put the Japanese off by creating their own Bank 
(Maxfield, 1994:69) 
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collaboration between central bank and private bankers can be seen in the 1962 revision of 

ciMnaKTckd b m d d n g VMW d e a ^ n e d Amough comwU&akm 

lOiemselvtKi. jSiui in the EdbseiKx: of large jgoinammeid (lefwats retpiiniy; ceirksd twmk: jSrumcê  

central bank behaviour tended to reflect the interests of Thailand's private banks, (p.567-9) 

Likewise, Ball (1999) pointed out that institutional structure at the BoT has been extremely 

smpjaartrye hau: irw&hidexi a ckx?p historical tn&ditkxa ctfaversioiiix) 

international indebtedness and price instability. As Thailand had witnessed the colonization of 

cMie tK%ĵ btK)ur aiter aaiothef, remaifuiy? fbee ofadbamal dkdati&Qfliiuiuitauiing sdaJik; ib«wle aiid 

economic relations were seen as a means of avoiding any pretext for foreign intervention. The 

fact that the overall climate for economic policy making has been conducive to restraint does 

not mean that the BoT has faced no challenges. During the second oil shock which resulted in 

deterioration in terms of trade, the bank was able to adjust to the shock with a series of 

devaluations'^. These devaluations were opposed by many agencies, including the military, 

Association Of Thai industries and labour unions. However, none of these sources of opposition 

succeeded in derailing the reforms, (p. 1831 -2) 

Nevertheless, according to Cukierman's (1992) measurenlent of legal independence, the BoT 

ranked 0.27 compared with 0.69 for the most legally independent central bank in the worlds the 

Bundesbank. This is because, in Thailand, the executive branch has unconditional discretion to 

disniiss the central bank governor, and the bank has neither legal role in the budget process or 

legal authority over the formulation of monetary policy. At the same time, government 

borrowing from the central bank is relatively unrestricted. However, in reality, as Maxfield 

(1994) puts it, in terms of its ability to influence economic policy, the Bank of Thailand is one 

of the strongest central banks in the world. This is evident in its traditional, but not legally 

guaranteed, role in the national budget process.'^ The most public source of disagreement was 

over the role of military personnel on the boards of commercial banks. In one instance, Puey 

tried to encourage two generals on the board of the failing Thai Development Bank to 

See appendix A for Thailand's experience of Baht devaluations. 
" Discussions over the federal budget in Thailand begin with a meeting between the central bank, the Ministry 
of Finance, and two non-ministerial agencies closely linked to the Prime Ministry : the Budget Bureau and 
National Economic and Social Development Board (NESDB). The bank presents its estimate of the maximum 
possible government spending consistent with monetaiy stability. Over the course of several meetings there 
many be some dispute about the ceiling set by the bank, but the bank almost always prevails and in policy 
disputes with the military, the bank has also often won. Interview with Prachitr Yossundara, Bangkok, July 
19,1991. (MaxEeld, 1994, p. 560-1) 
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intervene; they refused and the bank became insolvent. Chagrinned, the generals reportedly 

iipcdogpzxxi t o Ihiegf f o r idieir (ibstinauzy.** ()!«: inag/ swdk Twdiat relfdicwisbip doea liie IBcxT's 

strength over the formulation of budget have with its independence in monetary making 

decision? As Ball (1999) explained it, a country's fiscal stance and capabilities are especially 

important because of the fact that fiscal pressures are so often the underlying source of pressure 

for monetary expansion. Institutional arrangements that restrain spending and enhance tax 

collection can, therefore, be an important complement to institutions for restraint on the 

monetary side. 

Also, Yoshihara (1994) pointed out that in a country like Thailand where corruption is rife, the 

Bank of Thailand was considered the only institution where it was unthinkable that any corrupt 

practice could be found. The reputation of incomiptibility gave it considerable moral authority 

and prestige and allowed it to enjoy a certain degree of autonomy, (p. 75) In addition, the rise 

of the BoT's independence on monetary and financial matters can be explained by a succession 

of capable leaders with principles and integrity. The pinnacle of this exemplary leadership had 

iDeennaachuad chiniy; the loiyg ternms as gcryemcf fanioiu; IPiwey tJnggphaJkorn (iuruigttK; 

1960's, perhaps the finest governor in the central bank's history.'^ A man of principle, ideas 

and ability together With personal honesty arid integrity, Mr. Puey Was accepted 

unquestioningly as a guardian of Thailand's monetary and financial matters by successive 

government leaders, an unusually highly entrusted national role which he never abused. The 

unique position of Mr. Puey not only meant that the BoT's performance was exceptional arid 

exemplary but it is a good example of power earned through able and respected leadership. In 

addition to its exceptional governor, the BoT is also recognized as the most prestigious 

institution where it was staffed with the most qualified and skilled personnel in the government 

service where most of the staff were chosen from among the top students in Thai universities 

aiwi twr/e itHDervexi lOie ISoT's scliolarsbifis ik) stuchf at scwrw; of the TAHarki's nios* (nitstancUry* 

universities. (Bangkok Post_l) 

2.3.2 Who (mis)managed the policies? 

This description of the BoT's value system and organizational structure described above is 

accepted among domestic commentators. (Maxfield, 1994, Yoshihara, 1994, Warr and 

From footnote 8, Interview with Prachitr Yossundara, Bangkok, M y 19,1991. (Maxfield, 1994, p. 561) 
The history of BoT under Puey Ungphakom (June 1959-August 1971) can be found in Yoshihara (1994, p. 

75-77) The BoT was, during the period, known as the best-run civil bureaucracy. 
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Nidhiprabha, 1996) So, when and why did the reputation of the BoT start to erode? Puey's 

siKxzessoKS caiitxsclh/kiecl into rbeftn& uatxitDwcrkwidiorfcf him. 

lite aeccwid geiieratwon, begpiming \vith CrovTamor \ryit !Su%)uik followed t%y CrovTsmor 

Remgchai Makaranond and Governor Chaiyawat Wibulswasdi, could perhaps be labeled 'Mr. 

Puey's children''®, in a good sense of young capable people who were awarded Bank of 

Thailand Scholarships, initiated and greatly expanded during Mr. Puey's governor-ship in order 

to strengthen the central bank with future capable leaders and personnel. In addition to the 

difficulties faced by his successors in trying to follow his influence and example, quite a few 

either have been fired or forced to resign, a phenomenon hitherto unheard of (Bangkok P6st_2) 

The reputation of the BoT seems to have started its descent with Governor Vijit, the first of 

'Mr's Puey's children' to become leader. Since the departure of Governor Vijit, the credibility 

of the central bank has been eroded greatly, while accusations ranging &om incompetence to 

mismanagement, being part of the problem and even abuse of power and authority have 

intensified. Governor Refflgchai, Governor Vijit successor's, before resigning in 1997, accepted 

the accusation of his responsibility as the central bank governor in the Sor-Por-Ror report, and 

apologized for his failure to avert the economic crisis. (Bangkok Post_3) On the other hand, it is 

ironic that the decline of the Bank's reputation started during the same period when excessive 

financial liberalization began to take place. Putting it differently, the decline in reputation of 

the bank occurred when the bank's role as financial market regulator became more apparent 

and the bank became more exposed to external financial markets - and it often became 

involved with private bankers. According to this fact, one cannot exclude the possibility that, as 

the bank was becoming more exposed to the financial market sector, this increases the 

likelihood that officials at the central bank would be influenced by politicians and private 

bankers. 

Given that the BoT does not have legal authority to make major monetary policy changes, like 

opening up the capital account without parliament approval, can accusations of the 

mismanagement of monetary policy be blamed solely on the central bank? The Bank of 

Thailand, Ministry of Finance and the ruling government at the time are generally viewed as 

one unit of organization at blame. To a certain extent, this must be true. Major policy 

Governor Vijit Supinit, Governor Remgchai Makaranond and Governor Chaiyawat Wibulswasdi can be 
referred to as CBGl, CBG2, and CBG3 in the Table 2.3.4 : Changes of the Central Bank's Governors and 
Finance Ministers during the pre-crisis. 
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movements, such as, accepting the Article VIII of the IMF in liberalizing interest rates and 

opening up the capital account were thought to have been initiated by a group of intellectuals at 

the BoT, must be approved by all responsible institutions before being implemented. For this 

reason, the mismanagement of policies is the responsibility (though not legal) of all of these 

institutions. However, unity cannot be expected when it comes to taking blame for the mistake. 

Among the technocrats belonging to the political parties and the permanent officials, it is clear 

that most, if not all, financial and monetary movements come from the BoT. Under the current 

law, the governor has to report to the court of directors before implementing important 

economic policies. The governor and two of his deputies must be present at the meeting. The 

legal amendment would require the directors to be given advance notice of plans to implement 

policies, and more parties would be involved in the meeting. This law clearly gives the 

governor and his deputies immense power in making polieies. These decisions are then viewed 

and unofficially approved by the shadow department at the Ministry of Finance before they are 

referred to the Cabinet for final approval. (Bangkok Post_4) Since the Cabinet is run by 

politicians, whose economic team are not necessarily experts in economic affairs, they tend to 

approve, if not all, most of the proposals. It should be noted here that the reliance of politicians 

On the permanent officials was not only caused by their lack of expertise on the issue. If we 

look at how short is the term of each government in p o w e r ' t h e government would not be 

expected to be so enthusiastic about passing or not passing such long term policies, as they 

would not stay long enough to take credit (or discredit) for them. The next two sections discuss 

and provide evidence to clarily how the 'policy mistakes' were actually made and under whose 

authority they were carried out. 

2.3J3 The establishment of BIBF : Consequences of perfect capital mobility alongside the 

Oied exchange rate 

During the period, liberalization was a positive response to world economic recovery while an 

ambitious aim of wanting to become a regional financial centre accelerated the opening up of 

Thailand's financial market.'® In March 1993, the Bangkok International Banking Facilities 

(BIBF) was established to allow perfect capital mobility. This was welcomed by domestic and 

international markets. Prior to the establishment of the BIBF, the BoT had categorized inflows 

Thailand had over 20 prime ministers during 40 years period although a full term is 4 years. 
See appendix B : Financial liberalization during 1985 - 1997. 
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into 5 different channels of FDI, NRBA (Non Resident Baht Account), Portfolio Investment, 

Direct Loans and others, (figure 2.3.3a) 

Figure 2.3.3a : Net private capital inflows classified by channels (as % of total inflows) 

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

I FDI •Loans O Portfolio •nrba •bibf 

BIBF allowed all funds to flow into the country freely without declaration of destination. Since 

the high interest rate gap between domestic and international interest rates and the fixed parity 

enabled foreign funds to come into the country to benefit from interest rate differentials and the 

stable exchange rate, the banking system was flooded with liquidity. By 1994, the size of 

capital inflows increased to almost 20 times the flows prior to the first stage of liberalization in 

1988. However, both portfolio investment and BIBF have main characteristics of being short-

term and unproductive and being more volatile than other channels of (long term) inflows, 

foreign direct investment (FDI). In addition, they are less likely to be beneficial to economic 

activity in the long term. Figure 2.3.3a also illustrates that after the establishment of BIBF in 

1993, the private flow through this channel has doubled, whereas, the FDI has gone down 

significantly. However, the BoT at this time argued that the surge in BIBF was productive as it 

classified 80 per cent of these flows as being into productive economic activities. 

As the BIBF offers private banks a lower cost of bank borrowing which can be on-lent at a 

higher domestic interest rate, the benefits from these transactions are substantial. Thus, there 

was no reason why private banks or the financial sector would be opposed to the opening up of 

the capital account, because they are the major beneficiaries of the policy movement. Since the 

fixed exchange rate will insure against exchange rate loss, commercial banks operating BIBF 

were making profit from the opening up of the capital account alongside the fixed exchange 

rate regime. This massive inflow spurred economic activities (investment and exports) thereby 

boosting the economy to grow at a double digit rate. This was at a time when inflation was 
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proceeding at a rate of below 5 per cent. The authorities in charge of the monetary policy 

namely. Central Bank and Finance Ministry, seemed to have taken these figures as an 

indication the success of its financial liberalization scheme, (figure : 2.3.3b) As a matter of 

fact, these inflows had permitted faster growth, but they had also allowed domestic banks to 

expand lending rapidly, fueling imprudent investments and unrealistic increases in asset prices. 

Figure 2.3.3b : Key macroeconomic indicators (1985-1997) 
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Krugman (1998a) used a so called 'eternal triangle' in illustrating that there are three goals of 

adjustment, confidence and liquidity which central bankers want to achieve. However, he 

pointed out that they can only achieve any two at a time.'^ (p. 1-3) The Bank of Thailand has 

long been maintaining the fixed exchange rate {confidence) and by 1993, it decided to abolish 

the interest rate ceiling as well as capital controls. The perfect capital mobility spurred another 

round of high economic growth as the country was flooded with short-term capital inflows 

{liquidity) which came into the country to benefit fi-om the interest rate gap. The capital gain 

was also assured by the fixed exchange rate regime. However, this in turn forced the bank to 

give up its control of money supply {adjustment). In other words, liberalizing the capital 

account meant that foreign capital could now flow in and out of Thailand without conditions. 

Under the maintained fixed exchange rate, this meant that the domestic interest rate will be 

influenced by world interest rate. 

" Adjustment means the ability to pursue macroeconomic stability. Confidence means the ability to protect 
exchange rates from destabilization. Liquidity means short-term capital mobility. (Krugman, 1998a, p. 1) 
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More specifically, Mundell's model (1963) tells us that monetary tightening would only have 

in reducing money supply in the market.̂ ° This is since a higher interest rate 

(than the world interest rate) would attract foreign inflows, and these inflows would continue 

until the money supply curve returns to its original position, in other words, to the interest rate 

level where the domestic interest rate is equal to world interest rate. Putting it differently, 

foreign capital flows into the country to replace money supply which has earlier been absorbed 

by the central bank in raising the interest rate. Thus, it can be said that in an economy under a 

fixed exchange rate regime with perfect capital mobility, monetary policy is not effective in 

controlling money supply. As Krugman (1998a) explains, suppose that a country decides that it 

simply cannot accept an unstable currency ... this means that it must either peg its exchange 

rate or at least manage it strongly. But if it also tries to maintain liquidity - by allowing 

unrestricted flows of capital - then it will be subject to severe speculative attacks whenever the 

market suspects that stabilization concerns will lead to a devaluation, (p. 1) 

However, indicators in figure 2.3.3b have also blinded the central bank fi-om the consequences 

of unscreened capital inflows alongside the fixed exchange rate regime. Glick (1998) pointed 

out that the absence of hedging, made possible by the fixed exchange rate regime, could 

significantly lower the cost of fimds in the short-term. Likewise, this also created significantly 

heavy exposure of foreign currency loans to the effects of possible exchange rate changes as 

well as the refusal of creditors to roll over these loans. Thus, financial systems characterized by 

capital allocation through relationship and by lax bank regulation, such as in Asia, may have 

been particularly susceptible to a deterioration in confidence about the quality of investment 

decisions, (p. 13-14 and 17) 

This can partially answer why the crisis happened when it did. In other words, financial 

distortions of maturity mismatching of the financial institutions and under-regulated financial 

supervision by the authority were already in place right after the financial liberalization, but the 

strong economic fundamentals shielded these economies fi-om being exposed to crisis. Once 

the economic fundamentals had been weakened - slowdown in export growth, deteriorating 

current account deficits - there was nothing to ensure the lenders' return on their money and 

^ Also, this temporary impact of monetary policy in controlling money supply, according to Krugman 
(1998a), means that while the Bank of Thailand insisted on maintaining confidence (fixed exchange rate) and 
liquidity (perfect capital mobility), it will be forced to give up adjustment (in other words, the ability to control 
money supply). 
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encourage new capital flows as rate of return on investment had gone down. At the same time, 

rising world interest rates meant a narrowing of the interest rate gap and that higher return can 

be captured back in investors' home countiy. In the case of international lending in foreign 

exchange, a panic can arise from the concern that a country's central bank holds insufficient 

reserves with which to pay off all short-term foreign exchange claims. (Glick and Ross, 1999, 

p. 11) 

The question arises as to whether or not the central bank was aware of these consequences of 

a (KKcturngp; rate ftqguiie aicwigpick; aa opHsn actxyuiK. It is cUflicult to 

imagine that the central bank was truly satisfied with the situation and did not recognize the 

consequences of the conflicting monetary policy scheme it has chosen to employ. The 

phenomena can, perhaps, be explained by the fact that the BoT was afraid of capital flight and 

wanted to maintain the competitiveness of exports. Knowing the consequence of the conflicting 

policy, these facts had tied the governor's hand to monetary restraint. (Ball, 1999, p. 1827) 

2^.4 BBC 's incident: Mkase of the reserves 

Another mistake of the misuse of national reserves in rescuing the Bangkok Bank of 

Commerce (BBC) is considered Very damaging to the reputation of the central bank. The 

bankruptcy of BBC could be seen as the beginning of the financial market collapse caused by 

an accumulation of bad loans. The problem at the BBC became clearer in 1994 when the BoT 

submitted a brief report to the Attomey-General's Office for crimirial action against some 

former BBC senior executives. However, it was not until 1996 that a parliamentary debate 

revealed to the public the extent of politically motivated loans made by previous officers of the 

BBC. This resulted in massive withdrawal of deposits which cost the BoT the sum of US$7 

million from its Financial Institution Development Fund (FIDF). Concurrently, bad loans were 

both the cause of and the effect of the call back of foreign short-term loans. Toward the end of 

1996, the series of attacks on Thai baht currency by speculators started to take place. 

Several issues need to be investigated here. Why did it take the BoT 3 years before it tackled 

the BBC's loan problems? Does the BoT have the authority to use the exchange reserves, in 

this situation, US$7 million from its FIDF in bailing out such a small commercial bank, the 

BBC? To what extent were loans from BBC made to politicians and their relatives? As the 

evidence showed that a high proportion of BBC's bad loans were politically motivated, it was 

difficult to believe that it has repeatedly escaped the authority's attention. The Democrat party, 
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who was the opposition party at the time, raised the issue at BBC that had trouble with 78 

l)iUioii txaht (]f ckoutrdiil dkdbts, incxfUif c%uise(i hrp tiw: pHnovisioii cxf loaiis \vitb iiisuflicieni 

collateral to companies owned by the bank's top executives and top advisors as well as loans to 

a group of politicians - the so-called group of 16 faction of Chart Thai Party^'. 

It was also pointed out that the professional ethics of the central bank governor, during the 

time, were questionable due to his close personal link to the BBC's chief executive. In 

addition, the investigation showed that not only were most of these loans real estate or property 

related loans, they belonged to a particular bank, BBC. In fact, borrowers at BBC are 

commonly politicians and their relatives. During the boom time, servicing these loans was not a 

problem, which was probably why the criminal action against the mismanagement of loan 

approving at the bank was not brought earlier. However, the rapid increase of doubtful loans at 

the bank became noticeable when the real estate market went bust. At the same time, the bank's 

economic forecasts suddenly became systematically inaccurate and the governor as well as the 

Gnaace minister were forced to resign. (Lauridsen, 1998t 1580-1) 

As a result, the loan problems were suddenly realized at finance companies and the run rapidly 

developed onto the smaller banks. Likewise, the liquidity problenis at these institutions Were 

eased by further loans from the FlDF; During the first quarter of 1997, 16 finance companies 

were suspended from their operations until the capital requirements were raised. However, the 

BoT would guarantee all the deposits while there was also talk of the gu^antee being extended 

to the creditors of the finance companies as well. By mid-1997, the attack on Baht became 

increasingly intense forcing the BoT into the inevitable floatation of the baht, at the worst 

possible time. 

Figure 2.3.4 shows that the baht depreciated by more than 100 per cent within 3 months of the 

establishment of the new exchange rate regime, managed float. Together with the BBC 

incident, these events pressured the Prime Minister (Gen. Chavalit Yongchaiyut) and the BoT's 

Chart Thai Party was in power for 16 months before the head of the party was forced to resign from Prime 
Minister in September 1996. And it was during his time as a Prime Minister when the government was 
involved in two developments which came to affect the financial crisis in 1997. The first development was the 
declining autonomy of and the increasing interference in the working of the macroeconomic agencies and in 
particular in the activities of the BoT. The second and related development was the BBC scandal. (Lauridson, 
1998:1580) Then, New Aspiration Party came to power Under General Chavalit Yongchaiyut Who, likewise, 
was forced to resign when the financial market collapsed in the mid 1997. The current government (during the 
time of this writing in Dec. 2000) is run by Democrat Party under Chuan Leekpai as the Prime Minister who is 
a successor of Gen. Chavalit. 
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governor to take responsibility by resigning. In addition, most of the BBC debtors turned out to 

be politicians and their relatives. Also, during the Gen. Chavalit period, there were non-routine 

changes of three BoT's governors and two of the Ministry of Finance's Permanent Secretaries. 

These non-routine movements of the key financial regulators are examples of political 

interference. Within 2 years prior to the crisis, Thailand had 4 different central bank governors 

and 7 different finance ministers under just 2 governments. It is also noted that the new Prime 

Minster under the second government came in power after the resignation of the Gen. Chavalit 

Yongchaiyut. At the time of this writing (October, 2000) the new team under the current Prime 

Minister Chuan Leekpai, Minister of Finance and Central Bank Governor who have come to 

the office after the crisis are still in their positions. (Table 2.3.4) 

Figure 2.3.4 : Exchange rate movement of Baht: USD 
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Table 2.3.4 : Changes of (he Central Bank's Governors and Finance Ministers During 
the Pre-Crisis 

Date EvehW / Policy fMOvemenW Cantfal Bank GovArnofs 
(CBG) 

FlnAnee Ministers 
(FM) 

Dec. 
1994 

Mexico Crisis 15% devaluation 
of Peso 

CBGl 
(Oct. 1990-Jul. 1996) 

FMl 
(Sept. 92-Jul. 95) 

FM2 
(Jul. 95-May 96) 

Nov-
Dec 
1996 

First speculative attack on Baht CBG 2 
(Jul 1996-Jul 1997) 

m 3 
(May 96 - Sept. 96) 

FM4 
(Sept 96 - Nov. 96) 

FM5 
(Nov. 96 - Jun 97) 

Jim 
1997 

16 finance was suspended CBG 2 
(Jul 1996-Jul 1997) 

FM6 
(Jun 1997-Oct 97) 

Jul 
1997 

Floatation of Baht CBG 2 
(Jul 1996-Jul 1997) 

CBG 3 
(Jul 1997-May 1998) 

FM6 
(Jun 1997-Oct 97) 

Dec 
1997 

Financial institutions who have met 
the restructuring requirements were 
allowed to re-open their businesses. 

CBG 4 
(May 1998 - present*) 

FM7 
(Dec 97 - present*) 

Source : N u k u l Prachuabmoh's report , p. 69-173 
* October 2000 

23.5 Summary : Recapturing what happened through the chronology of the plunge 

The chronology of the plunge and the above discussions pointed out at least two possible 

causes of the financial crisis in the context of policy mismanagement in Thailand where the 

crisis originated. First, the incompetence of the authority has caused them to overlook the 

consequences of the rapid financial liberalization in 1993 and the need for a contingency plan. 

Chaun Leekpai's government during 1992-1995 was accused by the Chavalit government for 

implementing financial liberalisation hurriedly under pressure fi-om commitments to the GATT. 

However, it was the Chaun's party that was re-elected to run the government after the 

resignadon of Chavalit. Kriikiat Pipatseiitbam, the Dean of the University of the Thai Chamber 

of Commerce, argued that there was nothing wrong with the opening up of the capital account 

via establishing of the BIBF, which provided low-cost foreign funds to local borrowers, 

instead, the crisis was caused by the misuse of the Amds. At the same time, most bankers 

argued that the central bank has to be held responsible for failing to monitor use of the money 

as this was not a responsibility of the government. (Bangkok Post_5) 
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SSecxmĉ  liie iruuiagpsmeiA sH&ikcture, tha& lias iwrnorked vrell in ]pDeser\iiyg ttw: baunk ]Q%mi the 

interference of the government ia the past, may not be relevant to the present-day environment. 

Internally, as the staff were trained under the scholarship scheme, they tend to pursue a lifetime 

career at the bank. As a result, this could create competitive pressure among themselves as they 

climb up to narrower levels of executive positions at the bank. On the other hand, as the 

economy has become more liberalized, the role of the central bank becomes more active. This 

has put the bank in a vulnerable position as far as government interference is concerned. In 

addition, since the term of the BoT governor is not fixed and the Minister of Finance has power 

to appoint and dismiss the governor, this implicitly forces the governor to follow the current 

political line. 

Therefore, the chronology of the liberalization stages illustrates how the financial market was 

mis-managed by the authorities. Two important issues of the opening up of the capital account 

aioiigsidk; the fLxed eoacbiuigp) rate inBgime atwi ttw; inistwae cxf niwdcMial itKwaryes hsrye Ibeeii 

emphasised as the root causes of the financial crisis. The consequence of the first issue, in the 

most extreme case, could to be thought of as the result of the official's incompetence which is 

difficult to take legal action. However, the use of FIDF to rescue BBC was obviously a 

wrongdoing. (Bangkok Post 6) This leads to the next section on how to reduce the political 

interference as well as enhance the independence of the Bank of Thailand. 
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2.4 Granting the Bank of Thailand Independence 

While the developed countries sought the independence of central bank for the purpose of price 

stability, developing countries, such as Thailand, are desperate to grant their central banks 

independence from political influence as financial market regulator. The previous section has 

provided evidence to support that the Bank of Thailand (BoT) lacked independence and this 

has, in large part, contributed to the financial crisis. The attempt to operate an open capital 

account alongside a fixed exchange rate was an indiscreet monetary policy, but the incident at 

BBC^ was the direct outcome of an under-regulated financial market, and resulted from undue 

influence of politicians and private bankers over officials at the central bank. The previous 

section has also pointed out that prior to the financial liberalization in the early 1990s, the BoT 

was highly independent from political interference and this was due to unique character of its 

past governors. However, the financial crisis had challenged the authority at the bank in the 

present generation to regain that independence. 

Studies in the literature have suggested several ways of granting central bank independence^^ 

These solutions, however, are based on the objective of obtaining price stability. A question 

arises here as to what extent these solutions can be adopted to enhance the independence of the 

BoT as financial market regulator but not as price controller. Mas (1995) argued that 

establishing an independent central bank may not bring about its professed benefits in 

developing countries with shallow financial markets where there is limited scope for a truly 

independent monetary policy. On the one hand, there is no principle on how to develop the 

financial market efficiently, in this case, steps of liberalization and regulations on financial 

institutions. On the other hand, although such principle is not entirely unknown, the 

consequences could vary depending on the timing and the market responses of such 

development. Therefore, it is difficult, if not impossible to pass such law to ensure the actual 

independence of CB in acting as financial market regulator. The desirability of granting CBI in 

LDCs should be examined by looking at their inherent characteristics rather than merely as an 

extension of what seems to work in successful OECD countries, (p. 1639-40) 

^ In the case of Thailand, the danger of an open capital account arose because these capital inflows were 
unscreened with short term maturity. 
^ Literature review on granting CBI in the international context can be found in section 0.2 while this section 
discusses CBI in the context of developing countries and Thailand. 
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However, this section argues that granting the central bank independence for price stability 

(RogfxEG 1SH&5) or jpruicipaJ agpaotiiwuiaeT 

(Walsh, 1995b) means that central bank will be allowed certain independence without political 

interference to complete its task. Because this 'task' is mainly the price stability which could 

come in a form of a numerical target that can be set and tied to punishment, therefore, the 

success of the task is easily observed and assessed. While establishment of CBI lies on the 

completion of numerical target performance, once a contract-based task is met, granting central 

bank its independence is considered successful. Only if the kind of independence we seek for 

BoT as financial regulator can be translated into a measurable target can the theory of granting 

central bank independence be adopted uncritically in Thailand. 

Hence, in this section, we examine two solutions from the existing literature that are the most 

relevant in granting the BoT an independence where price stability is not a primary objective 

but financial market regulation. These are setting up a separate entity as financial market 

regulators and institutional reform which was undertaken by the Bank of New Zealand in 

preparing the bank before assigning an inflation target to it. While New Zealand adopted 

excessive institutional reform as a way toward enhancing its CBI, by the same token, setting up 

a separate entity to supervise financial market would also require that such entity be 

independent fi-om political and financial market sector interference. Either way, these solutions 

pointed to the necessity for institutional reform, and it is this institutional reform that we 

propose the BoT should undertake as the first basic step in enhancing its independence. In 

addition, it may be necessary to amend the law regarding the appointment and dismissal of the 

central bank governor. If this is in the hand of a politician (finance minister) the independence 

of the central bank is compromised. We now turn to discuss these solutions - the institutional 

(Zdkypfacf Zry Abe cyFjYerp Z e a / o W dHOcf jNgOany? wp aegazrawk 

market regulator - and conclude by putting them in the context of what can be adopted at the 

BoT. 

2.4.1 New Zealand Experience of Economic Reform 

As a result of a foreign exchange crisis in 1984, New Zealand introduced a major economic 

reforms in all areas. Among them, monetary reform is the most notable reform which includes 

the establishment of CBI before the inflation targeting scheme was assigned as the primary 

objective of the bank. (Evans, Grimes, Wilkinson and Teece, 1996:1856, EGWT) In Ae context 

of this paper, it is appropriate that we focus on the two key reforms of monetary policy target 
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and implementation and bring out what could be adopted by the BoT in enhancing its 

iodkgpeiwleiKae. )\(X)ordln[jgik)]3(j)&rr (1S%)6), liiere are 5 piinKWjdesiindkaibnryg die Reserve Bardc 

of New Zealand concerning monetary policy targets which are 

- a clear single target 
- published specific target 

transparency of objective-setting 
- Reserve Bank operational independence and 
- accountability '̂*. 

Ironically, the Act does not specify how the Bank should implement its policy (of inflation 

targeting) except that policy be implemented (p. 1865-6) 

In fact, the New Zealand Act which granted central bank independence for price stability arises 

from the principal agent argument by Walsh (1995b), the structuring of a contract that imposes 

costs on the central banker v^en inflation deviates 6om the assigned level. In other words, the 

Governor of Reserve Bank agrees on a target inflation path with the government, with his job 

on the line if he fails to achieve the targets. (Fischer, 1995, p. 202) However, in the context of 

an inflation target, monitoring success is easily accomplished, as a measurable target for 

inflation can be set and quantified. In seeking independence of BoT to act as financial 

regulator, it is less straight&rward to set transparent and measurable targets by which success 

can be monitored. 

Furthermore, Bale and Dale (1998) identified that the reform intended to replicate, as closely as 

possible, the types of incentives structures for performance that might be found in a well-

functioning private-sector concern. Their approaches have similar characteristics as those 

which have previously been suggested by EGWT (1996). They also emphasized the importance 

of a well-defined role of central bank governor and that of politicians (finance minister) which 

would be necessary if they are to be held accountable for their actions. When the law is 

Evans, Grimes, Wilkinson and Teece (1996:1864-5) The Reserve Bank of New Zealand Act was passed by 
Parliament in late 1989 which the key factors underlying the Act are 
(a) A clear single target : the primary function of the bank is to formulate and implement monetary policy 

directed to the economic objective of achieving and maintaining stability in the general level of prices. 
(b) Published specific target : The Act requires that the agreement between Finance Minister and the Bank 

Governor on specific policy targets be contained in a published Policy Targets Agreement (PTA). 
(c) Transparency in objective-setting : Any government can override the price stability objective (for a period of 

up to one year) and replace it with some other stated economic objective but must do so publicly in advance 
and table the decision in Parliament. 

(d) Reserve Bank operational indepenence : The bank is independent of political direction in implementing 
monetary policy toward the specified monetary policy objective. 

(e) Accountability : The Bank must report publicly every six months with respect to its implementation of 
monetary policy over the past six months and its future intentions. 
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amended to make their roles more explicit, the transparency of policy-making decisions is 

induced and this leads to efGciency in operation, (p. 106-7) 

On the other hand, Schick (1998) argued that although New Zealand has been successful in 

introducing structural and operational reform of government departments and agencies, he also 

pointed out that developing countries which are dominated by informal markets or shallow 

markets (the term used by Mas (1995)) have a high chance of failing to adopt the kind of 

structural reform applied in New Zealand because they first need to undertake rule-based 

government and pave the way for robust markets. Schick (1998) believes that many developing 

CK)unitries tuive fcMmud iiuaaagpEment cxxotR)! systems ttwa jprescrMbe iMyw gfyvermnait shcmki 

operate but these systems are overseen by powerful central agencies such as the finance 

ministry, the civil board, and the procurement agency. Nevertheless, this is not to say that, in an 

informal system, rules are always ignored or that corruption always flourished, although these 

pathologies may occur, (p. 123,125-128) Thus, Schick (1998) suggested 3 logical orders of 

development toward modernizing of public sector, i.e., the central bank. 

- First is to formalize the market sector which does not always ensure reciprocal 
changes in public institutions. However, these developing countries typically have a 
competitive sector that is open, formal and lightly regulated, as well as a heavily 
regulated sector that depends on informal contracts, embedded traditions, and 
government protections. The two cultures can operate independently of one another 
for an extended period, but sooner or later they will be driven by scandal, financial 

- Second, modernizing the public sector means establishing reliable external controls 
which is an essential phase in the development process. ... Nevertheless, this process 
can bear fruit only if the controls are exercised in a fair and realistic manner. 

- Thirdly, politicians and officials must concentrate on the basic process of public 
management ... They must operate in integrated, centralized departments before 
being authorized to go in alone in autonomous agencies. (Schick, 1998:129-130) 

2.4.2 What can be adopted at the BoT? 

It is difficult to identify what principle might apply in enhancing the CBI in the case where 

price stability is not the primary objective. While New Zealand has adopted the principal agent 

approach in granting its central bank independence, we believe that it is the institutional reform 

at the bank that can be crucial in enhancing the independence of BoT. Therefore, this sub-

section examines reforms which the Reserve Bank of New Zealand has taken in inducing 

efficiency and preparing itself for the new task of achieving a numerical target and discusses 

how these reforms can be adopted at BoT in order to prepare itself as an independent financial 

market regulator in the post crisis period. 
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I&all (199<)) siyggfi&kxl liuat aii zurary ()f institutkonsLi arrarygements fcMr restrainiryg irKmefawgr 

policy other than the standard independent central bank can be effective. He also observed that 

the appropriate design of the institutional arrangement for governing monetary policy may 

differ depending on the nature of endowment of such institution. If the endowment is extremely 

unpropitious for the maintenance of monetary restraint, rigidly binding formal rules may be 

necessary, but if the endowment is inherently supportive of restraint, strict formal checks on, 

for example, monetary expansion may not be necessary, (p. 1822) Indeed, this is an accurate 

description of the BoT before and after the financial liberalization. 

In the case of BoT, Ball (1999) pointed out that the strong institutional endowment at the bank 

has helped restrain monetary policy and has contributed to price stability, but this was subject 

to break down in the establishment of financial market liberalization that had exposed the bank 

inttu; area of unfamiliarity iki v/bichthuslbaiUc faikxi to maintain its iackqpetuieiKx;. TR/hile the 

BoT was able to operate independently on the strong reputation before the excessive 

liberalization took place, institutional reform is needed as the BoT has failed to maintain its 

independence as financial regulator. The recent financial crisis tells us that the flexibility, 

irregular check and absence of transparency in monetary decisions have, in turn, put the 

authority at risk in abusing that authority and undermined credibility of the authorities at the 

BoT. Liberalization has challenged the moral commitment of the officials at the BoT and the 

need to select conservative central bank governor - an approach of enhancing the CBI 

suggested by Rogoff (1985). Thus, considering the strong reputation at the BoT, it is not 

difficult for the BoT to adopt institutional reform successfully. 

However, the reform which is more worrying is the policy making practice at the central bank 

and roles of central bank governor and financial minister that needed to be made more 

transparent where efficiency can be induced. Also, there is a need to amend the law which 

would legally reduce the dependence of the central bank governor on the minister of finance in 

terms of electing the governor - the two important issues to which we now turn. 

Posner (1998) argued that, if it is not possible to demonstrate as a matter of theory 
that a reasonably well-functioning legal system is a necessary condition of a nation's 
prosperity, there is empirical evidence showing that the rule of law does contribute 
to a nation's wealth and its rate of economic growth. It is plausible, at least, that 
when law is weak or nonexistent, the cumulative costs of doing without law in a 
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modem economy may be enormous. Likewise, Gray (1997) also pointed out that 
/gga/ OMf/ ecoMo/Mfc 6e omf wAAowf gcoMom/c 

reform, demand for legal reform may be weak because the most powerful economic 
actors will have alternatives to obtain their ends, such as government bailouts. At the 

AVme jHkrK Pfafwry Abof fMexfaeMffyg <9%^ /e&? 

time consuming type of legal reform offers a possibility of good start to the legal 
reform and that they may assist in creating preconditions for operation of efficient 
market. (Posner, 1998, p.3) 

Indeed, these arguments underline the significance of legal reform in enhancing economic 

growth and the need for a modernizing economy to have standardized law in interacting with 

international markets. The survey results from Paper III showed that the absence of a 

bankruptcy law in Thailand has left investors and depositors unprotected as a result of financial 

crisis. As a result, bankruptcy law, among other laws necessary to standardize the financial 

market have been amended and/or passed. More importantly, in the past, as BoT has been 

acting as a lender of last resort and understood as provider of implicit guarantees of debts and 

deposit, creditors and depositors tend to take higher risk than they would otherwise. Likewise, 

the financial crisis illustrated that in a situation in which the financial market has been 

nicxiernizxMi (in this cause, (ipexiediip) tnit liie legfU iiiGn&sbiictuie lias rwDt tbirygs c*ui gc) iDacUhf 

\vben knpUck gpyuankes aK iK* swSkdentto aUow the govenHne^to punwK hs 

traditional practice of protecting everyone as it used to in the past.̂ ^ In the case of BoT, its 

reputation in the past was taken as 'informal substitutes' - the term used by McGrory (1995) 

for the legal enforcement and protection. 

In addition, the bank's objective(s) have to be announced publicly, which will put pressure on 

the bank to achieve that commitment and while these objectives will have to be clearly spelled 

out, the bank's performance can be evaluated against such objectives. Given these performance 

measures, the governor is free to conduct policy with discretion and without direct interference. 

These are the kind of adjustments in legal reform that we propose that the BoT could adopt in 

inducing its operating efficiency and in regaining its credibility. In part, it is the legal reform as 

well as institutional reforms that reflect commitment because the new structure will provide an 

integrated linkage from the objective of policy in the short run to achieve the objective in the 

long run and ensure the accountability of the central bank. However, until some of the 

^ These examples, in large part, demonstrate the argument by Stiglitz (1994), that it used to be common in the 
economic literature on development numerous sources of market failure and prescribe complex government 
interventions to cure them without paying much attention to equally numerous sources of government failure. 
(Posner, 1998:1) 
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commitments have been demonstrated, the credibility of the central bank is unlikely to be 

achieved (or regained) in the public eyes. (Walsh, 1995b:245-6) 

However, a question arises as to whether these laws will be committed to by policy makers and 

whether they would be enforced without political interference - an environment that is taken 

for granted in wealthy nations. (Gray, 1991) It has been pointed out by Posner (1998) that 

effective legal reform depends on the political will to reform which in turn is likely to depend 

on politicians. If the dominant political groups are willing to risk the loss of political control 

over the economy that modem economic conditions dictate, they will also want legal reform. 

This law will have to be well-defined and may require the establishment of a special court to 

help ensure that laws are enforced, (p. 8-9) It is this type of amendment in central bank law that 

can induce independence of the BoT even if there is no numerical-base performance to achieve. 

For example, changes in central bank legislation can be amended in order to empower central 

bank governor in making monetary decisions without the consent of the finance minister; and 

change the way in which the appointment or dismissal of central bank governor depends on 

politician, finance minister. The next section looks at electing of central bank governor and how 

it can be amended to improve central bank governor independence from political influence. 

Election of the central bank governor is also a crucial factor in inducing the CBL The bank's 

governor would feel more free in making monetary policy if his or her appointment and 

dismissal do not depend on the politician but a separate body. (However, this issue is not 

crucial in the case of New Zealand because the central bank governor chair is tied to a 

performance based contract.) In the case of Thailand, if the election of central bank governor is 

not to be made dependent on the finance minister, who or which group should then elect the 

governor? And to what extent, must it be a political position? It can be argued that the finance 

minister will need full cooperation from the central bank governor in forming economic policy. 

On the other hand, while the objective of the central bank is unclear, it could easily be 

influenced by the minister. 

Posen (1995) suggested that the central bank governor should be elected by private bankers 

because private and financial sectors play a significant role - and they are fearful of inflation. 

While it is true in the case of Thailand that the financial firms do have a strong impact on the 

central bank authorities, the private bankers' influence seems to have done more harm than 

good because they do not share the same objective. The previous section has clearly illustrated 
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that BBC is a case where private bankers' influence on the central bank has interfered with the 

bank's autonomy as financial regulator, and they have tended to interfere with policy decisions 

in such a way that &vours their interests. Mas (1995) pointed out that in Thailand where private 

bankers are well connected with the government officials and authorities at the central bank, it 

is not difficult to imagine that they are likely to have a large influence on policy making as well 

as having access to privileged information, (p. 1641) Thus, as long as the central bank has the 

job of financial developer/regulator and financial markets such as the one in Thailand still need 

to be regulated, it is indiscreet to have private bankers appoint the central bank governor. 

2.4.3 Setting up a separate entity to regulate financial market 

Posen (1995), among others, has raised the issue of setting up an independent agent to regulate 

the financial market while the sole duty of central bank is only to monitor and control inflation. 

In addition, Bale and Dale (1998) point out the role of public agent should be clear in order for 

its performance to be assessed. In their view, it is important to distinguish between policy 

advice and service delivery. While policy advice is a specialized business that is inherently 

different from service delivery, separating them reduces the potential for policy bias. In the 

context of a central bank, if an agency provides both advice as financial market regulator and is 

also responsible for maintaining price stability, a potential conflict of interest could arise 

between the two functions, (p. 109) 

De Hann and Hag (1995) have pointed out that the most important argument in favour of 

separating the monetary policy and prudential supervision functions is based on the fear that the 

central bank's anti-inflationary stance would be undermined by a large injection of liquidity, 

aimed at keeping one or more important financial institutions from going under. Another 

argument for keeping prudential supervision out of the central bank is that experience suggests 

that bank failure or rescue operations can be messy and thereby damaging to the central bank's 

reputation and thus affect its autonomy, (p. 339) This first fear has, indeed, been illustrated by 

the incident of the BBC case when the central bank has repeatedly rescued the BBC knowing 

that it was less likely to succeed as the BBC non-performing loans had been accumulated over a 

long period of time. Also, the central bank was criticized for not taking appropriate action in the 

BBC case due to the governor 's close personal links to the BBC's chief executives. (Lauridsen, 

1998, p. 1581) 
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As a matter of fact, there has been a relatively small literature on this issue as the main task of 

cerdmd txini&s ia cksveicqoed icoimtrHss focuses cwi the jorwce statwlity. /is Fisdier (1(>95) ]3uts it 

'the question of whether the central bank should supervise banks remains open, but that is not 

of much importance.' (p. 203) His statement, perhaps, is only applicable to the developed 

countries where financial markets are already operating efficiently and central banks need not 

play a significant role neither as financial market developers or as regulators. 

So far, issues such as institutional reform, legal infi-astructure reform, electing of the central 

bank governor, and setting up a separate entity as financial regulator have been suggested as 

options for granting the BoT independence. On the other hand, it is also clear that the kind of 

independence we seek for the BoT as financial regulator may not easily be accomplished since 

the governor's judgement and encounter with politicians and private bankers can neither be 

measured nor evaluated. Hence, a question arises as to whether there is, in addition to the above 

theoretical suggestions, a more applicable and practical path toward inducing the BoT 

independence? The next sub-section attempts to answer this question by offering some 

domestic perspectives. 

2.4.4 Strengthening snpervbion of the Gnancial sector: domestic perspective 

Local commentators generally agreed that the financial supervisory function was not 

handicapped because of inability, but rather a lack of will to take decisive action among the top 

leadership at the bank. However, a greater concern of the central bank's supervisory role is that 

officials at the bank were too focused on theories, lacking operational experience in the private 

sector. Thus, they suggested that there should be an exchange of executives between private 

commercial banks and central banks in broadening minds of both regulators and those being 

regulated. In addition, the BoT also needed to change its philosophy and perceptions of 

financial markets and institutions. In the past, regulators consistently supported ailing 

institutions, conflicting with the basic need to formulate monetary policy. (Bangkok Post ?) 

On the other hand, Chewakrengkai (a former chief economist at Deutsche Morgan Grenfell) 

pointed out her concern regarding the published economic data released by the bank. She said 

that, prior to the crisis, disclosure of key figures and economic data by the BoT was poor and 

while dissemination of information has improved during the months after the crisis, greater 

transparency is still needed. Information should be accompanied with explanation and analysis 

by the central bank because without official clarification, the public lacks confidence in the 
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transparency of the information. In addition, economists at the National Economic and Social 

Development Board (NESDB) suggested that the term of the central bank governor should be 

clearly fixed and limited to restrain political interference. The central bank had to change both 

its examination and siipervision systems, rather than concentrating authority in the hands of the 

governor, a 'task force' could be assembled to help formulate monetary policy. (Bangkok Post_8) 

All of these suggestions clearly pointed out to the need of institutional reform at the bank, most 

of which has been adopted by the Reserve Bank of New Zealand (section 2.4.1). 

Lastly, the president of the Thailand Development and Research Institution (TDRI) also added 

that the role of the central bank had to adjust to the changing macroeconomic environment. The 

relationship and roles of the finance minister and the central bank governor should be clearly 

spelled out, with the minister in particular playing a greater role in oversight of policy 

decisions. This remark, however, implies that although the central bank governor should be 

independent of the ministry of finance, he should also follow the consent of the minister, of 

course, given that such policy is of good faith. Is this a conflicting suggestion? According to 

Walsh (1995b), this can be viewed as a principal agent approach, adopted by the Reserve Bank 

of New Zealand, which stated that the central bank will be allowed certain independence to 

complete its assigned task without political interference. He also added that it was unnecessary 

for supervision and examination of financial institutions and the formulation of monetary policy 

1)6 liancUexl tgr the szmie (xngaruzadicwi, die (xaatral bzmk. (Ekuigkolc ]Post_9) Tliis sexaiis to tw&ve 

suggested that the supervising role is given to a separate entity. 

In the end, these suggestions do not contradict what the theories have to suggest about routes in 

enhancing the central bank independence. But what can and should be adopted at the Bank of 

Thailand, this is a difficult question to answer as there are quite a few problems at the bank 

which may, perhaps, require configuration of these measures to tackle them. Thus, several 

options are to be agreed by the authorities, however, in&astructure at the bank is the one 

proceeding that can be accepted as an essential first step toward enhancing the BoT 

independence. 

2.4.5 Summary : the routes to granting BoT independence 

This section has suggested the BoT needed to undertake institutional reform which may not be 

so difficult to pursue since the bank is largely endowed with what New Zealand had to 

undertake the reform to establish. For example, staff at BoT are highly qualified and the bank is 
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already endowed with a supportive environment. (Ball, 1999) Second, it is suggested that 

cfKitnillbaiJc k^gislationlbe armzndkxi sotiwit(qppM)iatnaeirt()r(iisniissal of cmitnillaardc gcrveirwir 

is no longer in the hands of politicians. Third, although setting up a separate entity to regulate 

finamcial tQarloet can t)e a gpood opdioî  swch iruditutioii TAnould sdill issquire fKiUtical 

independence. So, this goes back to square one of establishing an independent institution to 

ifqgulale fuiaiw:ialiiuid&et v/hetbusritisa sefwirate entity or albcxiy vfHiiuithwB()eDtralJbaid&. 

vAJthKyugfilPcKKBi's (19i)5) sueeestion of havins pnvafe e/ecf /Ae cewfra/ gm/ey-Mor 

may not be appropriate in the case of Thailand, he did make a point of having the central bank 

governor elected by those whose interest cannot be in conflict with the central bank's duties. 

Hence, the central bank governor needed to be made independent by law, and while no 

numerical target-base-performance can be assigned on the moral performance, institutional 

reform would necessarily be the first step toward granting the BoT the independence. However, 

whether changes in central bank law and institutional reform will be sufRcient in granting die 

BoT its independence is beyond the scope of this paper. Also, the extent to which these 

suggestions will enhance the independence of the BoT cannot be examined until after it has 

taken up these first necessary steps. 

Given a moderate level of inflation in Thailand, setting the inflation tarset is not viewed as the 

primary objective in establishing CBI. Nevertheless, this is not to disregard the importance of 

the price stability objective as it is too early to say whether the inflation will be controllable in 

the long term after the exchange rate has been floated. In other words, price stability is not, at 

present, an urgent issue whereby establishing an independence via setting inflation target is not 

likely to be an effective route in granting independence as a financial regulator. A brief review 

of domestic opinions seem to reflect what the theories have to suggest as routes to enhancing 

the CBI. This implies that the BoT has, perhaps, several options in enhancing its independence. 

However, this is by no means that these approaches can be adopted uncritically. 

In summary, the main contribution of the Paper II is, first, providing evidence to support why 

dependent central bank can and has largely contributed the Asian financial crisis. The line of 

argument in this paper is rather simple and more practical in a way that it sequenced the 

chronology of the plunge in illustrating the fundamental cause of the crisis in the country where 

the crisis broke out. Second, and more importantly, it gathers several recommendations in 

granting the central bank independence, the independence in which can enhance the role of 

monetary policy-makers as financial market regulators not as price controllers. Lastly, the 

126 



Paper points out the gap in the existing literature on central bank independence that focuses 

only on the bank's duty as price controller, the issue concerned among developed countries 

which is not necessarily the only task responsible by the central banks in developing countries. 

And this was why the recommendations in granting the Bank of Thailand independence as 

financial market regulator may be found un-clearly supportive by the theories and to some 

extent inconclusive. Nevertheless, this leads to the Paper III which gathers the cure for the 

Asian financial crisis from a different perspective that is found to be more interesting and 

practical in assuring the smoother path of financial market restructuring and economic recovery 

in Thailand. 

Lastly, this paper can be concluded by noting Ball's remarks (1999) on two important points 

that are most applicable to Thailand. 

First, efforts to implement reforms of the institutional arrangements governing monetary policy 

can be greatly enhanced by complementary structural and public sector reform, (p. 1823) Also, 

reform in areas other than monetary policy can be crucial in enhancing likelihood of success of 

reforms of institutional arrangements governing monetary policy, (p. 1828) 

Second, international financial institutions such as the WB or the IMF are not likely to provide 

effective sources of external restraint when a country's institutional arrangements and 

institutional endowment are badly aligned. When a country has achieved a commitment to 

maintaining restraint, however, these agencies can provide valuable support, (p. 1823) 
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PAPER III : How COULD THE IMF S PACKAGE HAVE BEEN 
TAILORED DIFFERENTLY? AN OBSERVATION FROM THE 
INSIDERŜ  PERSPECTIVE : THAILAND 

Section 3.1: Introduction 

3.1.1 Background 

Why have situations in Asian countries not improved since governments' acceptance of the 

IMF program? The Asian financial crisis broke out in Thailand after the authority was 

forced to abandon its 14 years old pegged exchange rate on July 2, 1997. This was a result 

of series of speculative attacks on the baht since the beginning of 1997 and massive 

outflows in the form of call back of short term foreign debts. The Bank of Thailand's ability 

to defend the baht became impossible when its foreign currency reserves were exhuasted, 

forcing the bank to float the baht at the worst possible time. Six weeks later, the Indonesian 

Rupiah was forced to float for similar reasons. Korea, who has stronger economic 

fundamentals, was able to maintain exchange rate stability until October when its currency 

began to depreciate sharply as it, too, had accumulated a high level of short-term foreign 

debts.' 

Up until the present, there is still widespread debate going on about why the crisis has been 

so severe beyond what was previously anticipated at the outbreak and what could have been 

a more appropriate set of measures to deal with the crisis. On the one hand, Corsetti, Pesenti 

and Roubini (1998) pointed out that the Asian financial crisis reflected structural and policy 

distortions in the countries of the region. Fundamental imbalances triggered the currency 

and financial crisis in 1997, and once the crisis started, market over-reaction and herding 

caused the plunge of exchange rates, asset prices and economic activity to be more severe 

' Stiglitz (1998) pointed out that the crisis in Asia is different from other crises m that it revolved around 
private debt, not public debt. The biggest worry has not been the overall indebtedness of the countries but the 
level of short-term debt and portfolio outflows, (p. 2) 
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than were warranted by the initial economic conditions, (p.l) On the other hand, Radelet 

and Sachs (1998) argued that sudden shifts in madcet expectations and confidence were the 

key sources of the initial financial turmoil, its propagation over time and regional contagion. 

While the macroeconomic performance of some countries has worsened in the mid 1990s, 

the extent and depth of the 1997-98 crisis should not be attributed to a deterioration in 

fundamentals, but rather to panic on the part of domestic and international investors, 

somewhat reinforced by the faulty policy response of the IMF. (p. 1) 

Like other financial crises in the past, the IMF has always been there to help get the 

economies back on their tracks. Accepting the IMF funds which are tied with conditions 

only means that a country is accepting that it has problems and is seeking help. To a certain 

extent, an agreement with the IMF could serve as an assurance that the problems will be 

handled efficiently and comprehensively by experts. Initially, available funds from the IMF 

would help build up depleting international reserves and avert the deteriorating financial 

position of a country in financial crisis.^ Unfortunately, the IMF funds and its normal 

prescriptions of fiscal and monetary tightening have not been able to resolve all the crises 

and especially this Asian financial crisis. In particular, some have argued that the IMF's 

conditions have worsened the Asian financial crisis and put these economies into a deeper 

recession. (Schwartz, 1998, Feldstein, 1998, Thacker, 1999, Dombusch, 1999, Nixson and 

Walters 1999) 

Hence, this section first addresses the approach by which the local authorities (under 

supervision of the experts, IMF) dealt with the situation, which have brought them 

altogether into such depth of crisis. The focus is on evaluating the IMF's package imposed 

on Thailand, one of the three Asian economies that suffered from the Asian financial crisis 

and came under the IMF program. The question here is how well the IMF fund and its 

conditions helped the Thai economy to recover and whether the policies could have been 

tailored differently. Whereas other papers have expressed views on the remedial measures 

based on the outsiders' perspective, this paper will try to answer this question by gathering a 

domestic perspective on the issue. In other words, instead of gathering ideas from the 

outside observers on what has gone wrong with the IMF's package in assisting the Asian 

economies from the financial crisis, this paper asked how the inside observers and 

^ Section 3.2 explains the economic underpinning of the IMF in handling the Asian Finance Crisis (Polak's 
model, 1957) 
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participants in the crisis have perceived the crisis. More importantly, it is interesting to Gnd 

cnitllie ckimesitic Tfwjws oiitlie p«ickaygein(*rdeT tosliedsKxme ]̂ ĝ ]t1k)11ie cpiestioiiiaf 

how the package could have been tailored differently in assisting a smoother recovery path. 

3.1.2 Structure of the paper 

Section 3.2 focuses on the background of the IMF and its conditions imposed on the 3 

Asian economies, Indonesia, Korea and Thailand, who have come under the IMF program. 

It is helpful to know what is the rationale behind the IMF's conditions attached to the fund 

in order to understand why the IMF's assistance in Asian economies has been criticised. 

The IMF has claimed that these decisions were made according to its understanding of what 

caused the crisis. Monetary and fiscal tightenings as well as structural reform are examined 

and these are followed by some inferences why they were not successful measures for the 

Asian crisis. For example, the fiscal tightening was later turned into fiscal stimulus (by the 

IMF) as it has squeezed the public spending out of the economy and as private investment 

has been paused as a result of the crisis, the absence of economic activities have deepened 

the recession. 

This is partially why, on the one hand, comments have been on the IMF's wrong 

understanding of the crisis which has resulted in inappropriate policies and that 

inappropriate policies, on the other hand, were partially forced by an interest group, the US, 

who is the IMF's largest fund provider. This section also offers a brief discussion of who 

are for and against the IMF and reasons behind their arguments. 

Section 3 3 discusses the methodology used in this research which is based on a survey 

conducted in Thailand. This is in order to gather the perceptions^ of domestic observers in 

the crisis as opposed to section 3.2 where the IMF and outside observers' perceptions on the 

IMF package have been presented and discussed. A questionnaire was administered to 

respondents in three sectors, the financial sector, the public sector and academic sector. 

Financial institutions and (>ornmercial hwrnlos are two main target groups under the financial 

sector because this particular sector has been the most severely damaged by the crisis. 

Public sector is represented by several divisions responsible for making monetary policy. 

' As Stiglitz (1997) puts it, 'The countries of East Asia are not bankrupt. There has been a loss of confidence. 
Restoring confidence is as much a matter of social psychology as economic science, as much a matter of 
perceptions as of realities.' (p. 2) 
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fiscal policy and social policy. Lastly, lecturers in economics departments &om universities 

EG VMdlas oSidak at the VAxdd jBank nqMeaadadve ofGoe in ThaUand wereaKked ^ 

complete the questionnaire. Therefore, in terms of the sample set, parties directly involved 

in the handling of financial crisis are included. Likewise, the sample has been drawn from 

qualified respondents at each of the institutions. 

The questionnaire is divided into several sections which ask about respondents' perceptions 

of the financial crisis in general, and their perceptions of the IMF's conditions attached to 

the loans. The most contentious, monetary and fiscal policy, which have been highly 

criticized by general public are also debated. Lastly, the questionnaire asks about 

macroeconomic policy in the future, and the direction and speed in which trade and 

financial liberalization should be pursued. The structure and order in which questions are 

asked reflect the order and detail of how the IMF has described its conditions. In order to 

make the most sense out of the survey, the questionnaire is structured in the same format as 

how the previous section (section 3.2) has presented the IMF's conditions and objectives of 

the conditions. 

Section 3.4 discusses perceptions of the same issues gathered jGnom in 

Thailand. This is unlike section 3.2 which gathered perceptions and analysis of the outside 

observers on the IMF's conditions on 3 Asian economies in crisis in hoping to shed some 

light on the debate of why has the IMF's assistance went drastically wrong in rescuing the 

Asian economies in crisis. This survey does not only allow us to reveal the perceptions from 

the domestic perspectives, it also allows us to go a step further in identifying alternative 

measures to the IMF's conditions, which have been criticized by commentators as 

inappropriate in rescuing economies during the onset of the crisis. 

This section discusses mainly the respondents' opinions about the Asian financial crisis, the 

government's response to the crisis, and most importantly, their evaluation of the IMF's 

conditions and suggestions on alternative measures. Though section 3.3 explains how inside 

observers can fairly represent the domestic perspective, the question arises in this section as 

to what extent their opinions are unbiased and could be taken into account as valuable 

recommendations for the government in proceeding with the economic recovery plan. In 

addition, it is interesting to find out whether their interpretation of the crisis could be of 
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measures to the IMF's conditions, that their recommendation as policy-makers and policy-

takers perspective be so outrageously different toward their interests? After all, we cannot 

learn much &om these perceptions, in terms of policy recommendations, if they appeared to 

be unprofessionally and unrealistically biased toward one's position. These issues will be 

examined in this section. 

!Se*d]W)n :3.5 conciuwles try ii><!mp]iasisingr \vtgf, in die cornksxt ()f TThzulaiid, tiw: pHDlwcy 

tightening imposed by the IMF failed to correct the problems, to stop the currency from 

depreciating or to prevent capital outflows. Most importantly, it gathers what respondents 

have identified as structural problems and how they should be tackled. Nevertheless, there 

is one important sector, the real sector, which was very often mentioned by the respondents 

as the sector which faced serious difficulties as a result of the crisis. Respondents also 

identified problems associated with the sector and suggested policies in dealing with the 

problems.'^ Thus, by drawing the main findings from the previous section, we are able to 

close the loop between perception and economics in evaluating (alternative) policies that 

are recommended by insiders. 

Evaluating the actual impact of the crisis in the real sector is beyond the scope of the present paper but it will 
be an interesting area for further research as the sector by itself is clearly of key importance to the Thai 
economy. 
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Section 3.2 : The IMF and its conditions imposed on the Asian economies 

This section first offers a brief background to the IMF (International Monetary Fund) and its 

original objectives in order to understand the role of the IMF in the international community. 

Although the IMF became involved in a growing number of countries, its assistance has not 

always been successful and this has been criticized by commentators. These criticisms are 

considered in examining the IMF's assistance in the Asian crisis. It then discusses the IMF's 

understanding of the causes of the financial crisis in Asia in rationalizing whether its attached 

conditions imposed on the 3 Asian economies, Indonesian, Korea, and Thailand were 

appropriate in dealing with the crisis. These attached conditions are mainly policy tightening 

and structural reform, known as the IMF's standard prescription^ which the institution imposed 

on its member countries who faced financial difficulties and have come under the program. The 

main discussion in this section will be on the IMF's objectives in imposing monetary and fiscal 

tightening as well as structural reform on the 3 Asian economies and whether these objectives 

have been met. And if the standard prescription is evidently flawed, are there alternatives? 

3.2.1 The IMF and Its critics 

The IMF was established in 1944 as a permanent monitoring body to look over fixed exchange 

rate system. The IMF (now has 182 members) likes to think of itself as a cooperative institution 

which accumulates its financial sources fi-om its members' subscriptions called quotas. These 

resources are available for temporary lending to any member that experiences difficulties in 

paying its import bills and/or servicing its foreign debts and that agrees to undertake reforms to 

correct the imbalances that underlie the problem. In other words, the IMF was meant to 

encourage co-operation between nations, smoothing world commerce by reducing foreign 

exchange restrictions. (Driscoll, 1998, p. 1) However, after the dollar standard was abandoned, 

in order to monitor the exchange rate system, the IMF was required to look at monetary policy 

at the national level. And although the IMF has no authority over the domestic policies of its 

member, it can (and oAen does) tie the loan to conditions which it sees appropriate. 

Feldstein (1998) pointed out that the IMF's role in the 1980's was still appropriate. For 

example, during the tequila crisis in 1994, the IMF helped Latin American economies by 

^ The IMF's monetary approach to the balance of payments is based on Polak's model (1957). One key 
characteristic of the model is its simplicity, which maintained a focus on the key variable that governments 
could control, domestic credit creation, that was seen as crucial to the correction of balance of payments 
problem for which IMF assistance had been invoked. (Polak, 1997, p. 16) 

133 



imposing monetary and fiscal discipline as these countries were facing a liquidity problem 

rather than insolvency. That is they were ten^iorarily unable to pay current foreign obligations 

but were not permanently unable to honor their debts. Then with the collapse of the Soviet 

Union and liberation of its former European satellites, these countries needed to shift from 

central planning to a market economy and to integrate themselves into international financial 

markets. In this case, the IMF provided useful advice on strategies of privatization, banking 

systems, and tax structures. However, the IMF acted in much the same way in the Asian crisis 

as it had in other countries, insisting on fundamental changes in economic and institutional 

structures as a condition for receiving the IMF funds even though the situation in Asian 

countries are very dif&rent. (p. 1-2) 

Among critics, Sachs (1997b) strongly opposed the IMF's recipes in tackling the Asian 

financial crisis. He describes the crisis as a panic of self-feeding frenzy that is very different 

fi-om the set of problems that the IMF typically aims to solve. In the past, the IMF faced the 

problems of government trying to finance its deficits by printing money at the central bank, 

which results in inflation together with a weakening currency and a drain of foreign 

exchange reserves. In this situation, the IMF's normal prescription makes sense, however, 

in Asian countries, the circumstances are simply the opposite. The problems in Asian 

countries emerged from the private sector, and to a varying extent in all of the three 

countries who have come under the IMF program, the short-term borrowing from abroad 

was used to support long-term investments in real estate and other non-exporting sectors, 

(p. 1-2) In addition, Stiglitz (1997) emphasized, 'it is important to recognize the differences 

between the present crises and earlier ones in other parts of the world that in the present 

environment of collapsing private demand, public policies strongly restricting aggregate 

demand have a greater potential for recessionary impact. Hence, the appropriate policy 

response is likely to be different than that in an environment with government budgets out 

of control or loose monetary policy.' (p. 2) 

Thus, in the Asian crisis, as Feldstein (1998) puts it, the IMF is risking its effectiveness by 

changing from its traditional task of helping countries cope with temporary shortages of foreign 

exchange to imposing structural and institutional reforms on countries facing financial crisis in 

the exchange of funds. A country in desperate need of short-term financial help does not give 

the IMF the moral right to substitute its technical judgements for the outcomes of the country's 

political process. In addition, he argues, the IMF should not use the opportunity to impose 
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balance-of-payments problem and aie the proper responsibility of the country's own political 

system. Apparently, the IMF has taken the advantage of unclear boundary of monitoring 

exchange rate system by imposing other conditions (financial and trade liberalization) beyond 

what is necessary to maintain a stable exchange rate to the loans, (p. 5) These other conditions, 

beyond what are necessary to maintain stable exchange rate, are agreed by commentators as 

uigustiGed. (Schwartz, 1998, Feldstein, 1998, Thacker, 1999, Dombnsch, 1999) 

In contrast, Roubini (1998) explained how the opposite measures would have been more 

disastrous to the Asian economies. He gave the example of how loose money policy and 

Low uiterest rates v/as tnaKle pKxssible for Jaqpan iii<ieaiing;TNith its uitemai crisis as it is zi 

large net foreign creditor with sizable current account surpluses. Because of the Japanese 

surplus position, the effects of a weaker yen on the Japanese economy are qualitatively and 

quantitatively different from the effects of low interest rates and exchange rate depreciation 

in countries with large external debt denominated in foreign currency like these three Asian 

economies. In addition, in support of the IMF's demand for fiscal discipline in Asian 

economies, Roubini also pointed out that loose fiscal policy at the onset of the crisis would 

have raised doubts about the policymakers' commitment to reducing the outstanding current 

account imbalances, threatening the credibility of their plans, (p. 16-17) However, it is the 

timing and magnitude that jeopardized the success of the IMF in helping economies get 

back on track. Roubini (1998) has put together a comprehensive chronology of the 

agreements between the IMF and the Asian economies during the period after the crisis 

started in July 1997 to August 1998 when interest rates have fallen back to pre-crisis levels. 

There are two issues which could be drawn from the record. 

On the one hand, Roubini pointed out that the IMF's targets did not remain unchanged over 

time. As the situation in Asia progressively deteriorated, the conditions imposed by the IMF 

became less restrictive. This is clearly seen in the case of fiscal restriction which will be 

discussed later on in this section. On the other hand, others who are against the IMF's 

conditions seem to think that even though the IMF's adjustments in the conditions could be 

seen as flexibility of the institution's policy, the flexibility was forced upon simply because 

it had the wrong perception about the Asian economies to begin with and that the changes 

occurred too late. (p. 15-16) As Nixson and Walters (1999) put it, despite the admission by 

the IMF that errors had been made, which might have prolonged and even deepened the 
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crisis, this initial failure appears to have had little direct eSect on the IMF's evaluation of its 

role. (p. 515) The next section discusses how the IMF, to some extent, recognized Ihe core 

problems in Asia, yet failed to deal with the crisis and help economies to recover. 

3J[.2 The IMF's understanding of the causes of the Asian financial crisis? 

It is important to identify the IMF's understanding of what caused the Asian financial crisis 

before judging whether the standard prescription of policy tightening and structural reform 

would have been appropriate in dealing with the crisis. The IMF has identiSed the 

characteristics of the Asian problem as following; 

As Hamann (1999) puts it, the Asian crisis was different from other crises in the IMF's 

experience in that 'the crisis was caused primarily by financial system vulnerabilities and other 

structural weaknesses which occurred in the context of unprecedentedly rapid moves toward 

financial market globalization.' (p.9) These three countries, Indonesia, Korea, and Thailand, 

have some broad similarities in (a) weaknesses in financial systems which stemmed from 

inadequate regulation and supervision and, to a different degree, a tradition of government 

guarantees and a heavy role of government credit allocation. Next, (b) Weaknesses in 

governance at a more general and fundamental level - these had been evident in the 

misallocation of credit and inflated asset prices. And most critically, (c) all these countries 

shared large un-hedged private short-term foreign currency debt where the corporations were 

highly geared. In Korea and Thailand, debt was mainly intermediate through the banking 

system, while in Indonesia the corporations had heavier direct exposure to such debts, (p. 9) 

These weaknesses came about once these countries had opened up their capital account as part 

of financial liberalization. However, maintaining a fixed exchange rate regime alongside an 

opened capital account seemed fine in the beginning when the countries' short-term debts were 

much below their foreign reserves. Soon after, short term un-hedged debt began to accumulate 

as a result of the limited degree of exchange rate variability, making currencies vulnerable to 

speculative attacks. The IMF has, in fact, recognized these characteristics and stated that the 

short term foreign currency-denominated debt created two kinds of vulnerabilities. First, fears 

that trigger liquidity attacks can be self-fulfilling and induce the possibility of bank runs, 

especially in these countries with no deposit insurance but only the implicit government 

guarantee. Second, it is the exchange rate exposure of debt which was either borne by financial 

institutions and passed on to local borrowers or directly by local borrowers who were engaged 

in businesses which required foreign currency transactions. These elements are further 
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complicated by the interaction of exchange rate and credit risks : if currency depreciation 
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self-fulfilling and contagious across countries. (Hamann, 1999, p. 9) 

Furthermore, the IMF also recognized that although financial vulnerabilities had occurred since 

the beginning of financial liberalization, a few years before the crisis, it only became apparent 

iMdien liw: eccwiornic f lu idainenki ls ibegfui t o slow{k)vm arul shcnv sug is ofiHX)blems, Le. slcnv 

export growth and high current account deficits. As a matter of fact, the most apparent sign was 

a slowdown in the stock market and fall of asset prices, especially the property market. 

Hamarm (1999) pointed out that the declines in stock and property prices and the slowdown of 

economic activity reinforced each other, aggravated the stock imbalances, and led to a self-

perpetuating process of bankruptcies and bank failures in all three countries. In other words, it 

was the declining asset prices that depressed economic activities through negative wealth 

effects on domestic demand, while the deteriorating outlook for growth put pressure on asset 

prices, (p. 15) Therefore, it was clear that though these countries' growth rates were on a 

decline during the years proceeding the crisis, the most critical problems were in the area of 

financial markets, and it was the panic reaction of the market players who brought these 

countries into crisis. 

Recognizing that the crisis in Asia was different from others under the IMF program, it has 

nevertheless imposed the standard package of policy tightening on the three Asian countries. 

The following section will discuss, in detail, each of the policies, the country's reaction, and 

discuss why policy has been publicly criticized. In general, what the IMF has overlooked is not 

only the severity of the crisis but, most importantly, it misjudged / over estimated the 

effectiveness of its normal prescription of policy tightening in tackling the unique problem in 

Asia. This was mainly because, unlike other countries in crisis, these Asian economies were 

not confronted directly with weaknesses in economic fundamentals but with other factors 

which no country under an IMF program had experienced before. However, different causes of 

crisis resulted in a similar characteristic of sharp currency depreciation, the symptom of any 

crisis. Thus, it was this symptom which convinced the IMF to impose the standard remedial 

measures in dealing with crises. However, it may be that different timing and sequencing of 

solutions would have been more appropriate in accommodating these Asian economies onto a 

smoother recovery path. 
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3.2.3 The IMF's conditions imposed on Ae Asian economies 

The effectiveness of the IMF assistance can be evaluated by looking at the IMF conditions, 

v/bich (%m tx: examiiKxi io tv/o sefHimk; jparts. p<)Hcg/ 1dgfit5aiag()f1bu(%get cuts amul an 

increase in interest rates and second, structural reforms which normally include trade 

liberalization, privatization, and improvement in governance which are known as normal 

prescriptions of the IMF. In the case of the Asian financial crisis, one needs to ask whether the 

policy tightening is appropriate and what is the rationale behind the structural reform. 

3.2J.1 The IMF's monetary tightening policy 

Even though there is no specific target of interest rate rise in these countries, it was understood 

that the interest rate would be maintained at a high level if not increased in order to restore 

currency stability and prevent depreciation-inflation spirals. On the other hand, a high interest 

rate was expected to prevent outflows. Ghosh and Phillips (1999) found that, by examining 

evidence on various monetary indicators, monetary tightening in these 3 Asian countries was 

not extreme, either in degree and duration, in relation to other crises elsewhere. However, as 

discussed earlier, the Asian crisis is rather different from other financial crises which countries 

under the IMF program have experienced. The IMF occasional paper on the Asian financial 

crisis has summarized the relationship between interest rates and foreign exchange rate in the 

and found mixed results on the impact of high interest rate on a rising exchange 

rate. (p. 46) 

Goldfajn and Baig (1998) tested the correlation between the real interest rate and the effective 

exchange rate in the Asian countries during the aftermath of the crisis using simple regressions. 

They reported that during the one-year period after the crisis started, the evidence on the 

relationship between real interest rates and real exchange rates is mixed, (p.4) The relationship 

is only positive for Hong Kong, Indonesia, Malaysia, and the Philippines. In contrast, the 

opposite results were found in Korea and Thailand. Nonetheless, they concluded that there is 

neither evidence of overly tight monetary policy in the Asian crisis countries in 1997 and early 

1998, nor evidence that high interest rates led to a weaker exchange rate. (p. 28) It is also noted 

that Korea and Thailand are two of the three Asian countries under the IMF program whose 

exchange rate depreciations were mainly a result of the financial crisis while the Indonesian 

economy was also confronted with political instability and inflationary pressure. As a result, 

the Indonesian Rupiah depreciated 5 times more than others in the region. Nevertheless, it 
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would be foolish to suggest that the opposite, reducing interest rate, would help maintain 

exchange rate. 

In contrast, Kunimune (1999) has tested the effectiveness of a high interest rate policy in 

maintaining the exchange rate by expanding the IMF's interest rate policy model into a 

dynamic model through which he examined the relationship between interest rate policy and 

eoachaiyge rates ia the stwort-iiui. liis fuidiry; is tha* the IA%0F'8liw5oretical]iw)dkd is suitable for 

analyzing long-term equilibrium. Thus, the failure of the monetary tightening, as Kunimune 

puts it, is a result of the IMF's use of a long-term equilibrium model in examining a short-term 

macroeconomic stabilization policy. Using Thailand's data, it is suggested that the IMF's type 

of high interest rate policy simply had the efkct of hampering the inevitable real exchange rate 

depreciation. He also concluded that the IMF's high interest rate policy itself was one cause for 

the risk premium, (p. 351-2) 

A g Z M F ' g M W M g A w y A g A f k m r n g wo/ worA? 

Theoretically, an increase in interest rates helps to strengthen foreign exchange and control 

inflation. This tool of monetary policy is also known to be effective in the short run, but in the 

context of the Asian crisis, it had some unintended effects. After the floatation of the Baht, the 

main force which had driven the Baht down sharply was the continuous outflows and 

withdrawal of local capital. Most of this capital was in the stock maiket and in form of deposits 

that were liquid enough to be withdrawn quickly. It was seen above that even having the short 

term interest rate continuously raised during the 6 months after the floatation could neither stop 

currency depreciation nor outflows. Indeed, the high interest rate was only the indication of 

tight liquidity and it was the local firms who suffered from the high debt burden from high 

interest rates, and for some, exchange rate loss while foreign investors had decided to cut these 

losses and leave the country. In the end, high interest rates had adverse effects on local people 

and the economy because it wiped out many businesses with short-term foreign debts, many of 

which could had survived had the loans been rolled over. Sharp currency depreciation also has 

affected foreign liabilities of these countries to increase sharply. 

Therefore, an interest rate hike was an inappropriate policy because it was aimed to correct the 

symptom rather than the cause of depreciation and outflows. The immediate measure should 

have helped to stop outflows which was the main force behind currency depreciation. It seems 

that the IMF was trying to use interest rates to do too many things, in particular to stop the 

currency from depreciating in the hope that it would slowdown the outflows and prevent the 
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e]q)ected mfladon. At this point, diere are two ways in which the IMF miqudged the situation. 

First, the IMF thought its nonnalpmeaaipdon could solve the /Isiancnaonaicy caisis like other 

cfiseGitlias eaqperiemuDed bHScaiKM; idiey hwivethaswmie syitgrbom of sbdnqpcurreiuzy dkqareciatior̂  

but it overlooked the cause of such depreciation. Second, even if the IMF realized that the 

outflows were the main push behind currency depreciation, the interest rate rise was, 

nevertheless, inappropriate because the main attraction of these inflows were the fixed 

(sxcliangpe rate sctwaoies that tbcxM; countries hu&d pnirsueKl ui die pwisL In the (%)8t of fuiHi 

hedging foreign investors could save from fixed exchange rate scheme has outweighed the 

interest rate gap which has been narrowed as a result of the US interest rise, and the rate of 

retiun on uivTsstoient in liie read sxxztor tuis also b(x%i rwannDwed as 21 inssult oi'thK; ecKxacHory 

reaching full c^acity during the years prior to the crisis. 

Sliumci (1S%)8) ]poiidx%i cmt diat the Ajsum firuuiGial crisis is a (ansis (if comfuieiwoe, ui cdiier 

words, a self-fulfilling crisis, (p.2) This analysis is also accepted by the IMF, as it agreed that 

exchange rates in these countries initially depreciated far beyond the real levels consistent with 

medium term fundamentals. This also explains why the interest rate rise has failed to stop 

currency depreciation and outflows. From the investors' point of view, the interest rate rise 

could not help restore confidence because the problems of the crisis stemmed from the financial 

sector, accumulation of short-term foreign debts, which local debtors could not honour and that 

monetary tightening was not enough to bring back the investors' confidence. In fact, this 

misjudgment of the problems and misuse of the measures may have added pressure for 

currency depreciation and discredited the IMF and governments in their handling of the crisis. 

(a) Initial objectives of the IMF's fiscal tightening 

According to the IMF Occasional Paper (1999), the programs sought to reduce the need for 

current account adjustment associated with these capital outflows by providing official 

financing and restoring confidence to encourage a recovery of private sector flows. This fiscal 

adjustment can have positive effects on confidence mainly to the extent that it is expected to 

have effects on investors' prospects of repayment. To the extent that fiscal adjustment has 

positive effects on the external current account and thus reduces the need for currency 

depreciation, it would tend to reduce both the expectations of currency depreciation and 

country risk premiums. Moreover, as reducing fiscal deficits also reduces the likelihood of their 

monetization, this would tend to lower expectation of inflation. Another reason for fiscal 

adjustment in the initial programs was to make room for costs of bank restructuring, which was 
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to include closing nonviable banks and providing an injection of public funds to recapitalize 

some viable ones. (Lane and Tsikata, p. 57-8) 

jpjwfw y k c a / A; y k c o J 

Although the IMF has accepted that not all of the fiscal adjustment suggested above needed to 

have been taken in the year the shocks occurred, it also believes that a credible start with such 

adjustment would be needed to convince markets and the public that a sound fiscal position 

would indeed be achieved in the medium term. The original fiscal targets were formed on the 

basis of current policies and assumptions in the Asian economies. However, as both economic 

activities and exchange rates had major direct effects on fiscal balances, the IMF had to change 

its course of fiscal tightening in response to the situation. 

The IMF accepted that the recession had a substantial effect on fiscal balances, primarily 

through its negative effect on revenues. At the same time, exchange rate depreciation also had a 

substantial negative impact on corporate income tax receipts, as the domestic currency cost of 

servicing foreign-currency-dominated debt was revalued, lowering corporate taxable income. 

(Lane and Tsikata, 1999, p.62) At the same time, Bello (1999) and other critics pointed out that 

as the crisis had not been brought about by government profligacy, the IMF's prescription of 

squeezing the government budget killed off the remaining active stimulus to capital 

expenditure. The government stimulus package was probably the only channel the economy 

had at that time to reverse the situation, as the private sector would not be keen on investment. 

Taking all these effects together, the depreciation weakened all three countries' fiscal positions 

substantially. In Korea and Thailand, both revenues and expenditures were adversely affected, 

whereas in Indonesia, about half of the increase in expenditures associated with depreciation 

was offset by the increase in tax revenues. As a result, the IMF assumptions behind the fiscal 

targets in the IMF-supported programs proved to be drastically wrong. In Asian crisis 

countries, program revisions accommodated a substantial part of the expansionary effect of 

changing economic conditions on the fiscal position from the start of 1998. Later in the 

programs, revisions went beyond accommodation to incorporate some additional stimulus. 

(Lane and Tsikata, 1999, p. 63) 
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3JZ^.3 The IMF s structural reform 

(a) Objectives of structural reform 

Other conditions under the structural reform scheme (which included trade and financial 

liberalization) are seen as rushing these developing countries to open up prematurely. From the 

developing economies' perspective, they are gradually liberalizing these sectors through 

different phases under the obligation of GATT. Rushing them to open up more rapidly can 

gpnsathf interfere v/iUi ttw: reawiiness arui (XDrnpwditiveriess <]f CKTuntries/' Ibi facd, llie igqpid 

financial liberalization has been proven unwise in the case of Thailand where it had liberalized 

too rapidly without adopting proper measures. As a result, this contributed largely to the 

financial crisis. 

For this part of the program, the World Bank and Asian Development Bank played essential 

]%)les in ckeveicqping; llie structimU ()ornix)n(%it8 of'thejprogrmms. Ibn the (%ise cdTjAaian fuiacwswU 

crisis, there are 4 major areas of structural reforms which have been suggested by the IMF, 

namely, (i) financial sector and corporate restructuring, (ii) governance and competition, (iii) 

current and capital account liberalization, and (iv) social sector reform. The strategy pursued in 

l l iese redSarms i n c l u ( i e d n u i u i straiwls t o structtunU iiweasimss: dkaiUng w i t h the (X]iuK>quenc%x: laf 

the crisis and establishing a prudential framework to help prevent a recurrence. (Hamann and 

Schulze-Ghattas, 1999, p.67) 

However, these structural reforms of trade and financial liberalization are seen by the public as 

conditions imposed by the IMF under pressure Aom the US as its main funding contributor 

with a majority vote (18 per cent), enough to veto any decision. Vasquez (1998), Feldstein 

(1998), among others, have often questioned what is the US interest in being the largest Fund 

contributor of the IMF while it is unlikely to use the Fund. During the time of crisis, the media 

was also keen to discuss the politics behind the IMF. In the New York Times, President 

Clinton was quoted as saying that a prosperous Asia will help American exporters, and if Asia 

sinks into recession, they would not be able to buy the goods the US would like to sell to them. 

(Sanger and Stevenson, 1998, p. 2) This justified the impression that the US control behind the 

IMF is for its own sake ; trade purposes, and the liberalization of the financial sector enables 

® Stiglitz (1998) pointed out that 'we need to be realistic and recognize that developing countries have less 
capacity for financial regulation and greater vulnerability to shocks and there is a need to take this into account 
in policy recommendations in all areas, especially in the timing and sequencing of opening up capital markets 
to the outside world and in the liberalization of the financial market sector. In addition, we must bear m mind 
too in designing policy regimes (such as opening up capital market) that we cannot assume that other aspects 
of economic policy, such as macroeconomic policy or exchange rates, will be flawlessly carried out.' (p. 8) 
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u s investors to expand their business in developing countries as well as giving them access to 

jbdd locd asads. TWiUHun fbroKT head of CcwmcM of Econaouc 

Advisors, has also described the US relationship with the IMF as like being a limited partner in 

a financial firm that makes high-risk loans. So, what is the US getting out of being the largest 

fiind provider of the IMF, which Robert Rubin insisted, did not cost the US tax payer a dime? 

(Vasquez, 1998, p.l) 

Bello (1999) argued that the IMF's conditions of structural reform is merely a continuation of 

its policies since the early 1980s when the IMF and the WB imposed structural adjustment 

programmes on over 70 third world countries. These organizations took advantage of these 

indebted countries by lending them funds in order for them to service their debts to western 

countries, while imposing conditions that they accepted programs of radical liberalization, 

deregulation, and privatization. However, as the IMF has substantially transformed these Latin 

American and Afncan economies in a free-market direction, it also presided over a decade of 

economic stagnation from which these economies have never really recovered. At the same 

time, the US stepped up its campaign to open up the Asian economies in the late 1980s but 

with the structural programme becoming ineffective, it relied on other mechanisms - trade 

sanctions and retaliation as well as a strong push for the Asian economies to implement the 

GATT agreement. However, the liberalization in Asian is not really getting underway. And the 

US sees the financial crisis in Asian as a golden opportunity to open up the Asian economies 

via the IMF channel, (p.2-6) 

The IMF's lending to these countries is seen as a resource to service their foreign debts to 

foreign creditors, and structural reform is viewed as an instrument in getting Asian economies 

to open up to the western world. Commentators do not see the IMF's package as aiming to help 

the recipient economies, but to benefit the foreign creditors and the US. At the same time, 

structural reform was aimed to accommodate the outsiders rather than the countries in crisis 

and their people. In other words, it was the foreign creditors who were rescued, and its largest 

fund provider, the US, benefited, but not the recipient economies. 

As Bello (1999) puts it. 

From this perspective, the central element of the IMF program in Thailand, Indonesia and 
Korea is not the cutback in government spending nor the bailout of the banks but the 
drastic rollback of the trade and investment protectionism and activist state intervention 
that were the key ingredients of the 'Asian miracle 

The IMF, for instance, has gotten the Thai government to remove limitations on foreign 
ownership of Thai financial firms and is pushing the government harder to enact even more 
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/aberaf zMveffrnwamf fAof iwowZd <%Mcny /brgy^nera fo <zwm Aznd . . 
Moreover, in the most recent re- negotiation of the IMF accord with Indonesia, the most 
jMYMmzMenf yeafwrg &? Abe iTrAwzf ddhzmakwwMeMf JbadbMeaia^? of 
M%dbg#rK%fjpo/Hry . Abe >%zhwv% ĉo7%p7%yecf 'yAMf)b&?:4pmefjDefro# ofKf]l%&yo aMdffAejp&zm 
to manufacture indigenously designed passenger jets that has worried Boeing. ...In Korea, 
fAe ceM/e7p;ece fAe ogreerngMf wzfA fAe 2MF « Seoẑ Z j awgn/ZMg fo fAe 7MF (femzwf fAof 

foreign investors be allowed to own up to 55 Vo of the equity of Korea firms. 

Though the IMF has always been a unpopular figure in the third world, never has its 
connection to its principal 'stockholder' been displayed as prominently as it is today, when 
the words of wisdom coming from the US Treasury Secretary Robert Rubin and IMF 
Managing Director Michel Camdessus have become virtually indistinguishable. (Bella, 

J . 2 . ^ cof fW Aawe a m o r g w e r e (Aere ofAer aAgrmaffvg;? 

Despite a prolonged currency depreciation of the countries under the program, the IMF has 

claimed that its basic objective of avoiding a depreciation and inflation spiral in both Korea and 

Thailand have been achieved. And even though monetary tightening has a cost for the real 

economies, the alternative would have been more costly. However, the IMF did not clarify its 

other alternatives and did not say if they were considered or presented to the governments 

under the programme. (Ghosh and Phillips, 1999, p. 50) 

Hence, in finding out if there were such other 'alternatives' to the IMF's rescue package, we 

idball (SKairuiw: lio\v iWie iDther ccwmtrieŝ  liavT! tacdded prcdbLems <3f ttu: cxisis lancl if tiwaf 

economies are doing any better. The Philippines was already under the programme and 

Singapore was less severely affected because it had no short-term debt problem. However, 

Malaysia who exhibited similar symptoms as Indonesia, Korea and Thailand and should have 

come under the programme, instead took its own route and declared a debt moratorium to stop 

outflows and resume the fixed exchange rate regime to stabilize its currency. These immediate 

responses, at the time, were seen as irresponsible as the country seemed to have escaped having 

to confront the problems. Of course, these measures immediately stopped outflows and 

currency depreciation and fulfilled the Malaysian government objectives. Observing the 

cuireiKdas of cxMintiies luider the jprognmime dkqpreciate shuaqphr \vidi combRKydiy; etxHioiiuc 

growth rates, perhaps the Malaysian approach was the most appropriate as an immediate 

measure to tackle the problem at the time. 

' These countries are other East Asian economies (Malaysia, the Philippines and Singapore) which have been 
affected by the Asian currency crisis but did not come under the IMF programme. These countries are also 
included in the studies in Paper II. 
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In addition, the Malaysian's immediate measure to tackle confidence crisis was proven 

effedivt; Li poxybectuig l()cal txisinesMwss from jgoiiyg bimknipt amwi ia sdadbiUaiiy; its eccxncHiik: 

growth. In such a confidence crisis as the Asian crisis, the moratorium measure has ironically 

turned out to be more of an appropriate measure and less harmful to the declared country's 

economic and creditworthiness. In the end, debt moratorium is, perhaps, only appropriate in the 

case of Malaysia due to its unique characteristic which proves that, among a great number of 

iMuiuleuities thelSaait y\sian ccwmtries stware, a small difference msry not aUcxvy lWiem to i%xqpcKid 

effectively to the same measure.® 

3.2.5 Summary 

TTbis section tuas cUsxaisse*̂  first iWhe inole ()f ttw; lA/CF iii the intermidcmal iiiarke* and its 

understanding of the crisis. It then gathered arguments from the two sides who are in favour of 

the IMF's conditions and those who dislike the conditions imposed on Asian economies in 

crisis. What the institutions believed to have been the cause of the Asian financial crisis was 

explored to evaluate whether the conditions imposed on the Asian economies were justifiable. 

AlAough the IMF has recognized that the Asian crisis was caused by a very dif&rent set of 

factors than those that the IMF has historically handled, the IMF has, nevertheless, imposed 

what is known as normal prescriptions, policy tightening and structural reforms, on these Asian 

economies. As a result, these policies failed to reverse the situation at the onset of the crisis. 

This section then looked closely at objectives of each of the IMF's conditions imposed on the 

three Asian economies, Indonesia, Korea and Thailand who have come under the programme 

and discussed whether the IMF objectives have been met. 

1. For the monetary tightening scheme, the interest rate rise failed to rescue the currencies for 

many reasons. (1) Currency depreciation was driven by investor's panic together with the 

loss of market confidence rather than something fundamental. Monetary tightening may 

thus not be the appropriate solution. (2) Although monetary policy is known to be effective 

in short-run, it is not fast enough to tackle the sharp 611 of curr^cy, instead, a more 

immediate and direct measure is needed. (3) Monetary tightening is seen as unnecessary 

because it is also aimed to correct other problems such as inflation which these Asian 

economies are not confronting. In addition, high interest rates increase the debt burden on 

® In the midst of the crisis situation, governments were faced with difficult choices of whether to intervene by 
imposing capital controls to maintain confidence or to let financial markets collapse and make bad investment 
pay the price. While the Malaysian government has taken the first choice in saving its economy 6 o m financial 
crisis, it is important to recognize that the success of such intervention will result in moral hazard in domestic 
lenders and lose foreign investors' confidence in the future prospects. 
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local firms, on top of exchange rate loss. This has, in fact, put many businesses in 

bankruptcy, many of which could had survived if other measures^ have been implemented. 

However, it can be argued that the rise in interest rates was not sufficient as an immediate 

measure to tackle the sharp currency depreciation in Asian economies, which was different 

fi-om other crises in the IMF's past experiences.Since, in the first place, the weakness in 

financial market and accumulation of short-term private debts were the cause of currency 

floating and outflows, why could the IMF not concentrate on correcting the currency 

depreciation and outflows from the financial market perspective? From several financial 

instihitkins' aiid biisuiess OTviwars' jperspHscthres, liiere are semandllungs vvbich (>oiUdliavt; 

been done in the area of financial market to stop the outflows and thus curb the currency 

depreciation. 

2. Likewise, for fiscal tightening, according to the IMF Occasional Paper (1999), the IMF had 

to cliaojge ccwirse froin fiscal tyrhA(%iuig;toiisc%U stimuiiuslby eaudy This was since thus 

IMF has underestimated the recession which had a substantial effect on fiscal balances, 

primarily through its negative effect on revenues. At the same time, exchange rate 

depreciation also had a substantial negative impact on corporate income tax receipts, as the 

domestic currency cost of servicing foreign-currency-dominated debt was devalued, 

lowering corporate taxable income. At the same time, commentators also pointed out that 

as the crisis had not been brought about by the government profligacy, the IMF's 

inappropriate prescription in squeezing the government budget killed off the remaining 

active stimulus to capital expenditure. The government stimulus package was probably the 

only channel the economy had at that time to reverse the situation in the period in which 

the private sector was not keen on investment. However, since budget balances in these 

countries have been in surplus, it was not difficult for the IMF to later reverse the course of 

the policy. As a result, later in the programmes, revisions went beyond accommodation to 

incorporate some additional stimulus. Thus, overall, how appropriate are the policy 

tightenings in the case of the Asian crisis? Nixson and Walters (1999) stated, 'A diagnosis 

which centralized financial panic rather than macroeconomic disequilibrium also denies the 

need for the sharp policy tightening required by the IMF.' (p. 516) 

® Section 3.4 discusses measures which have been suggested by the insiders as additional / alternative policies 
to the closure of financial companies. 

See Bordo and Schwaltz (1998) for details of the IMF past experiences in rescuing economies in crisis. 
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3. However, the question remains whether structural reform through economic liberalization 

bgr bikiag; iwp ]3ractk>es amul niezuwires alreswiy beuiyg puswaiceKl ui ckrveloped ccyurdries, are 

appropriate for developing countries? As pointed out by Hamann (1999), the crisis was in 

part due to rapid financial liberalization schemes in these countries. What is always most 

crucial is not the policies themselves but the timing and sequences of the policies After all, 

the IMF needs to take many considerations into account, such as the economic conditions 

of these coimtnes and the readiness of domestic fmns. More importantly, these structural 

reforms of trade and financial liberalization have been seen by commentators as political 

issues between the IMF and its largest fond provider, the US. 

Thus, unlike the Grst two policy tightenings, the structural reform is more of a long term policy. 

And while it is still being implemented, it is the only area among the IMF's attached policies 

where 'how the package could have been tailored differently' can actually make a contribution. 

It is also the most critical area, as a reform can bring about stronger economic fundamentals 

which will help these economies in obtaining more stable growth as well as shielding them 

from a economic crisis. If the conditions are not effective in correcting the problems then the 

funds and conditions are considered inappropriate, however, if the conditions actually induce 

weak economic fundamentals in the economies, the IMF conditions are then not only 

inappropriate but harmful. Once harm is done, this could have multiple effects in terms of 

currency depreciation, depressing demand and causing high inflation and slow growth. Worse 

yet, in the long term, it could prolong the process of economic recovery and dampen investor 

confidence. An objective of this paper is to evaluate, from the domestic perspective, how the 

IMF's package could have been tailored differently in assisting these economies. These 

alternative measures, suggested by the domestic perspective, Thais, will be discussed in section 

3.4 (after the methodology of the analysis is explained in the next section, section 3.3) using 

the same framework as in this section. 
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Section 3.3 : Methodology 

The previous section has argue that a key failing of the IMF package of policies was that 

they were insufficiently tailored to local conditions, and to the underlying fundamentals of 

the Asian economies. This being so, could local knowledge have produced a more 

appropriate set of measures? In order to explore this issue, a questionnaire was administered 

to a number of Thai people who were in the position of observing the crisis from within, as 

it evolved. The intention is to explore their perceptions of the crisis, the IMF package, and 

of alternative measures that could have been adopted to deal with the situation. Thus, first, 

this section presents the methodology of the survey, and discusses sample selection and 

response rate. The questions are also presented with their rationales. Then, this section explains 

why respondents are suitable to fill this set of questionnaire. 

3J.1 Sample set and sample size 

The questionnaire has been administered to several institutions in 3 different sectors which are 

referred to as financial sector, public sector and academic sector as shown in table 3.3.1. How 

the set and the size of sample have been drawn from each institution is described below. 

Table 3 J . l ; Sample set and size 
Sectors Handed out Came back Excluded* Net sector share (%) 

Financial 
FINCO 88 77 5 72 53% 
BANK 60 54 13 41 

Public 
FPO 31 31 7 24 
BB 28 28 11 17 26% 

TDRI 9 9 1 8 
NESDB 6 6 0 6 

Academics 
EOT 10 6 0 6 
UNI 33 33 0 33 21% 
WB 5 5 0 5 

Total 270 249 37 212 100% 
Percentage of the total 92% 14% 79% 

•questionnaires with unknown years and under 2 years of working experience have been excluded 

Financial institutions (FINCO) and commercial banks (BANK) are two main target groups 

under the financial sector because this particular sector has been the most severely damaged by 

the crisis. Prior to the crisis, there were 142 financial institutions and 16 commercial banks. 
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However, more than one third of financial institutions have been suspended and about 20 

surviving institutions have come under strict supervisions and/or nationalized as a result of the 

crisis. Therefore, it is the sector which received relatively high priority for restructuring and 

special attention from the IMF and the government. 

The public sector consists of several divisions — the Fiscal Policy Office (FPO) and the Bureau 

of the Budget (BB) who are responsible for making fiscal policy have been asked for their 

opinions on these issues. In addition, social sector reform is also included in the IMF's rescue 

package whereby people at the Thailand Development and Research Institute (TDRI) and 

National Economic and Social Development Board (NESDB) are asked for their opinions 

particularly on the social issue. Lastly, high ranking officials at the bank of Thailand (BOT) 

who are responsible for making monetary policy together with lecturers in economics 

department from 5 universities (UNI) were asked to complete the questionnaire. Also, 5 of the 

30 officials at the World Bank representative office in Thailand (WB), whose responsibilities 

involve in the matter, were kind enough to cooperate. 

Therefore, in terms of the sample set, parties directly involved in the event of financial crisis 

are reasonably included in the sample. Likewise, the sample size has been drawn fi-om qualified 

respondents at each of the institutions. For the financial sector, questionnaires were handed to 1 

or 2 senior managers in the foreign exchange department, economic research division and the 

fund managing department. On the other hand, for the public sector, heads of the divisions 

down to junior officials were asked to fill in the questionnaires. Lastly, 6 officials at the BOT, 

33 lecturers at UNI and 5 officials at WB made up the total of 270 respondents. (Please see 

table 3.3.1) However, as the objective of this research is to gather evaluations of inside 

observers of the IMF's package and to draw up alternative measures to the IMF's imposed 

conditions, it is important that respondents have long experience and background knowledge in 

the field. In order to ensure that these criteria are met, arrangements were made with target 

respondents before questionnaires were personally delivered to them. 

These questionnaires were collected within 1-3 weeks after they were distributed, during which 

period some respondents were monitored by personal visits and / or phone calls." This 

contributed to the high response rate of 92 per cent which is 249 out of possible 270 responses. 

" The questionnaire was administered during May-June 2000. 
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Nevertheless, respondents who did not give information on years of their working experience 

and those with less than two years of working experience have been excluded from the sample 

in order to ensure that only those with certain qualifications are included. This is important 

since respondents will be asked for their perceptions and personal judgements in order to form 

an alternative policy to the one which the IMF has proposed and the Thai government has 

accepted. In other words, their responsibilities and experience in the field are what make their 

perceptions of interest in this matter. As a result, the sample size has been reduced to 212 

respondents or only 80 per cent of what was originally aimed for. Therefore, responses from 

212 respondents of the possible total 270 are analyzed for in this research. 

3.3.2 Qualification of the respondents 

The questionnaire started off by asking a few questions on the personal characteristics of 

respondents. If we assume that middle managers should have at least 5 years of working 

experience, over 70 per cent of the respondents are then middle managers, at the same time, 

two thirds of this 70 per cent has between 10 to more than 20 years of working experience. 

(Figure 3.3.2) In addition, two thirds of the respondents hold at least one degree in economics. 

It is also noted that most of those who do not have formal training in economics have degree(s) 

in Business Finance and/or Engineering. These are people in debt and foreign exchange 

departments at financial institutions. 

Figure 3.3.2 : sample size (%) classified by years of working experience 

Sample size (%) classified by Years of woridng ejqDcnence 

30% -

25% -

10% -

2 i i 
1 
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3.33 DescHpdons of questions 

Tlie q̂ HssdcHarKure*̂  is dividkxi uito 4 ]parbs isacli laootainiryr 2 sfxdicKis as sbcrwni ui table 4.2. 

(Please see Appendix A and B for the questionnaire) Section A attempts to find out the 

perceptions of respondents on the financial crisis in general. Section B then asks respondents 

about their perceptions of the IMF's assistance regarding the loans and to evaluate, in general, 

the IMF's conditions attached to the loans. These sections are discussed in part I : respondents' 

experiences with the crisis and the IMF. 

Table 3.33 : Summary of qnesdoms 
Section Issue Target group 

PARTI 
A General questions about the crisis All 
B Perception of the IMF & its package All 

PARTE 
C Monetary policy All 

D Fiscal policy All 
P A R T m 

E Structural reform All 
F Prospect for the future All 

Part IV 
G Financial sector reform 
H Social sector reform 

The issues which have attracted criticism fi-om the general public are debated in section C and 

D on monetary and fiscal policy, respectively. Not only do these sections ask respondents 

whether each of the IMF's package have been successful, they also ask for alternative policies 

or ways in which the policy could have been tailored difiierently. Section C and D focus 

particularly on the monetary policy and fiscal policy which have been implemented right at the 

beginning when the crisis broke out in the mid 1997. These discussions can be found in part II: 

Policy tightening - Immediate policy response to the financial crisis. 

Part m is on structural reform and the long-term economic recovery plan. This part begins with 

section E which focuses on the structural reform that is being implemented at present. Section 

F then asks about macroeconomic policy in the future, and the direction and speed in which 

trade and financial liberalization should be pursued. It has now been three years the crisis and 

the Thai economy is beginning to recover. Therefore, it is helpful to clari^ in which direction 

Questionnaire is in English and that open-ended answers are reported as they were written by respondents. 
(Appendix E) 
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the economy should be heading in order to maintain economic growth and stability in the 

future. This section also asks questions on corruption and the cause of inefBciency, which is of 

much concern to the private sector and foreign investors. 

Lastly, part IV contains section G and H which ask specific questions regarding financial and 

social sector reform to respondents in financial sector and other institutions concerned with 

social sector (TDRI, NESDB and WB), respectively. Section H asks the concerned parties to 

specify problems using, mostly, open ended questions. For example, G asks respondents in the 

financial sector to identify problems they were confronting and the nature of the assistance they 

required and received from the government. Likewise, H asks officials at the divisions 

responsible for social policy making to identify existing social problems and the way in which 

they can be corrected. 

To some extent, part III and part IV are considered the most important parts because as these 

structural reforms are being undertaken, suggestions can help to improve the design of 

structural reforms. Since these reforms are mostly involved with domestic fimdamentals, it is 

particularly helpful to examine what respondents, from their domestic perspective, have to say 

about them. Indeed, these suggestions on structural reform may help the government to 

strengthen economic fundamentals, ensure economic growth and stability and reduce 

vulnerability in the future. 

33.4 Summary 

This section has presented and discussed the methodology of the survey and how the sample 

set has been drawn. Then, it presented personal information of respondents and used the 

background knowledge together with years of working experiences in justifying their 

qualification in completing the questionnaire. Furthermore, it briefly discussed the structure of 

the questionnaire which are divided into 4 parts and several sections following the framework 

discussed in Section II. Likewise, this framework is the same one and the same order which the 

results and analyses will be reported in the next Section. 
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Section 3.4 : Results and analysis 

Unlike section 3.2 which gathered perceptions and analysis of the outside observers on the 

IMF's conditions on three Asian economies in crisis, this section discusses perceptions on the 

same issues gathered from the inside observers in Thailand and presents it in the same 

framework. Although there has been a large and growing literature about the crisis written by 

outside observers, there has never been any gathering of the inside observers' perceptions of the 

same issue. This paper is doing just that. This section offers the view from the domestic 

perspective in hoping to shed some light on why the IMF's assistance has gone drastically wrong 

in rescuing the Asian economies in crisis. This inside observation is gathered by a survey as 

already discussed in the previous section. This survey does not only allow us to reveal the 

perceptions from the domestic perspective, it also allows us to go a step further in exploring 

alternative measures to the IMF's conditions, which have been criticized by commentators as 

inappropriate. 

This section discusses the respondents' opinions about the Asian financial crisis, the 

government's response to the crisis, and most importantly, their evaluation of the IMF's 

conditions and suggestions on alternative measures. As mentioned earlier, the evaluations and 

suggestions on the alternative measures to the IMF's conditions are the main objective of this 

paper in oSering different perspective from inside observers as opposed to the outside observers 

who have merely observed the crisis. Although the previous section has explained how the 

sample set in this survey, inside observers, can fairly represent the domestic perspective, the 

question arises in this section as to what extent their opinions are unbiased and could be taken 

into account as valuable recommendation for the government in proceeding with the economic 

recovery plan. One may ask whether their perceptions vary according to their own positions in 

the private sector, financial sector, or academic sector. Furthermore, would it be the case, when 

respondents are asked for alternative measures to the IMF's conditions, that their 

reccMiimeiKiatioii as ]]olic)̂ 4iiak%%is aiul fiolicy-talaers ixzrspacthfe tx: sc) different toward their 

interests? 

The survey results told us that respondents' perceptions on most issues are surprisingly similar 

regardless of which sector they belong to and that their opinions always harmonized to either end 

of the scale, for example, when they are asked to evaluate policy or rank their preferences on the 

scale of 1 to 4. And although one third of the respondents do not have formal training in 

economics, there is no evidence to suggest that they have significantly different perceptions of 
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the crisis, perhaps because of their experience as practitioners in business and finance. In other 

words, differences of opinions within and between the three sectors are not noticeable regarding 

their positions and background knowledge. Discussion in this section is divided into 5 parts 

following framework previously discussed in Section 3.2. Part I discusses respondents' 

experience with the crisis and their perceptions on the IMF's conditions. Part 11 and Part HI 

discuss policy tightening and structural reform imposed by the IMF, respectively. Part IV, then, 

covers specific issues on financial and social sector reforms which were discussed exclusively by 

respondents in such sectors. Part V concludes by examining the overall picture of the 

respondents' perceptions^^ on the IMF's conditions and, most importantly, its relevant on policy 

prospect. 

PART I: respondents' experiences with the crisis and the IMF 

Section A : Respondents' perceptions on the financial crisis in 1997 

This section aims to investigate the perceptions of respondents of the financial crisis. It asked 

respondents whether or not they anticipated the crisis, and their views of the causes of the crisis. 

It also asked respondents to rate the government's handling of the crisis as well as their views of 

any alternative policies to the flexible exchange rate regime which the government adopted. 

A series of speculative attack on the Thai Baht began in early 1997. Only one third of the 

respondents, most of which belong in financial institutions, saw that the crisis was coming 6 

months before it actually occurred. Indeed, 50 per cent of the respondents has only become 

aware of the attack 3 months prior to the crisis and half of these people had no idea of 

speculative attacks until the 2"*̂  of July when the government actually announced the floating 

exchange rate regime, (q. 1) Survey results also show that most of people in the private sector 

were aware of the attack which is not surprising as they are in the financial market. The question 

arises as to why other sectors were largely unaware of the situation. (Figure Al) Were they not 

aware of this only because they were not in the financial market while the BOT had occasionally 

intervened the market during several speculative attacks since the beginning of the year? Or is 

this because the BOT's interventions in the money market were never public news? The 

Prachuabmoh's report told us that several interventions prior to the financial crisis were not 

publicly announced and only high ranking officials at the central bank and Finance Ministiy 

knew of these interventions. 

Please see Appendix E for all of the actual statistical results for each question, however, some of the figures 
will also be shown in the text. The discussion of each question is labelled as q l , q2, q 3 , . . . q 4 1 in blue. 
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Figure A1 : When did you become aware of the speculative attack on the Baht? 

26% 

20% 

15% 

10% 

5% 

0% 
over 3 

year* M 

the crisis 

03_1996 Q4_1M8 Jmn Feb Mar Apr May Jun 

It is argued in the literature review (section 4.3) that neither the hypothesis of weak economic 

fundamentals (Krugman, 1979) nor the self-fulfilling hypothesis by Obstfeld (1995) can explain 

what happened in Asia very well as the cause of the crisis lies in moral hazard of under regulated 

financial markets with the presence of healthy economic conditions/'* His model suggests that it 

may be difficult to find a tight relationship between fundamentals and crises, as sometimes crises 

may take place without a previous significant change in flmdamentals. (Kaminsky and Lizodon, 

1998, p. 7) However, it is important to note that when the crisis began to spark in the early 1997, 

certain economic indicators like GDP, investment, international trade or even unemployment and 

inflation may officially only be available up to 1994/95 due to the time lags that occur in 

publication of data. Therefore, at the onset of the crisis when commentators referred to strong 

economic flmdamentals, they were looking at the set of data in at least a year or two prior to the 

crisis. Economic data such as GDP, investment, and international trade were looking strong in 

1994/95, a few years preceding the crisis. 

Even at the time of writing in 2000, when the official data up to 1998 have become available, the 

record shows that although economic indicators in 1997 are obviously weaker relative to 

1994/95, these indicators are not alarming. In contrast, other accounting data such as short-term 

foreign debts, capital account, and stock market, which were available with a few month lags, 

showed clear sign of deterioration. Hence, these are variables which have, indeed, indicated to 

investors that Thailand was facing trouble. In other words, it was this set of indicators that have 

Paper II on central bank independence (section 2.2 : Comparative analysis of the six Asian countries) 
discussed the two types of macroeconomic indicators and financial market indicators and explained how the 
collapse in financial market could occur with the presence of healthy economic conditions. 

155 



triggered the crisis not the other set of indicators which are acclaimed as economic 

fundamentals. 

As a result, 70 per cent of the respondents thought the main reason for capital outflows was a fall 

in investors' confidence sparked by accumulation of short term debt rather than weak economic 

indicators, (q. 2) (Figure A2) Worsening of the national accounts (rising C/A deficits and 

decreasing BoP surpluses) and, in particular, accumulation of short-term debts is the only 

distinct economic indicator which became alarmingly high during the years preceding the crisis. 

Of several choices, respondents think the rising current account deficit was the main reason 

which had triggered the speculative attack followed by the accumulation of short-term debts and 

outflow of foreign capital from the stock market, respectively. In addition, most respondents 

stated that the exchange rate was unrealistic and that foreign exchange dealers had been 

expecting the currency to devalue, (q. 3) 

Figure A2 : Causes of the foreign capital outflows (choose whichever apply) 
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Since the central bank had exhausted its foreign reserves in defending the Baht, they had no 

other choice but to let it float. Two thirds of the respondents agreed that there was no other 

alternative but to let the baht float while the rest thought that the government should have 

pursued partial devaluation and imposed capital control like Malaysia, (q. 4) It is important to 

note here that the group of the respondents who were in favour of capital controls were probably 

influenced by how successful the Malaysian government was in using capital control in gaining 

back its economic momentum. In contrast, the group that is opposed to the adoption of capital 

controls pointed out that imposing capital controls would have meant that after all these years of 

financial liberalization, Thailand had gone back to the beginning. In other words, they believe 

that imposing even a temporary capital restriction would destroy the country's commitment to 

financial liberalization. Respondents also believed that if the government imposes capital 
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controls eveiy time the country is threatened by capital flight, it would discourage foreign 

investors from doing business with the local economy, as the government would restrain them 

from withdrawing capital out of the country whenever the country faces financial problem. 

However, these beliefs were built on the assumption of strong confidence in Thai economic 

prospects and, in particular, on unanticipated severity of the crisis. It is discussed in section D 

how a number of respondents have changed their mind about the idea of capital controls as being 

inappropriate. Indeed, after having experienced what may have been the worse financial market 

turbulence in history, and after having seen how the Malaysian economy has escaped from the 

financial market turbulence by announcing capital controls, this measure of capital controls may 

have been a more appropriate solution after all. The question here is whether or not capital 

controls would have been viable for Thailand during the time of the crisis? This controversial 

issue is discussed more thoroughly in section D of part III. 

At the same time, more than half of the respondents (57%) thought it would have been more 

appropriate if the Baht was devalued down by certain percentage instead of freely floated. The 

majority of respondents in favour of devaluation believed that the Baht should be devalued down 

by 20 per cent. Apparently, the Baht/USD had depreciated by over 100 per cent during the 3 

months after the crisis, it then climbed back to stabilise at 40 Baht/USD from the beginning of 

1998 onward. This level of exchange rate at 40 Baht / USD is equivalent of 45 per cent 

devaluation from the fixed exchange rate prior to the crisis, (q. 5) 

As a result, almost 90 per cent of the respondents thought the crisis has turned out to be worse 

than they first anticipated, (q. 6) This shows that respondents have underestimated the power and 

influence of speculators, and at the same time, they have under estimated the severity of 

financial market problems. The record showed that, after several revisions, figures of bad loans 

has turned out to be much higher than expected. Therefore, on the scale of 4 to 1 from good to 

bad, respondents have rated the Thai government's handling of the crisis at 2.2 on the aggregate 

average and interestingly, the average score of each sector is similar, (q. 7) 

Section B: The IMF's assistance and its conditions 

Among heavy criticism from the public about the IMF's inappropriate package in rescuing the 

Asian financial crisis, 80 per cent of the respondents said they agreed with the Thai government's 

acceptance of the IMF's assistance as they thought there was no alternative, (q. 8) Nevertheless, 

respondents were asked to rate the possible alternative policies of partial devaluation of 
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currency, imposing capital control, and borrowing from other sources. The survey results 

showed that respondents rated all of these alternatives around 2.2. (q. 9) This implied that, on 

average, respondents are neutral between these alternative policies. At the same time, the below-

average scores also meant that they do not think these policies were appropriate in any case. 

One explanation of this unusual distribution of scores is that some respondents did not know of 

other international sources of borrowing, therefore, they did not see this channel as an option. 

Anonymous officials at the Ministry of Finance also pointed out that the government had asked 

several central banks and international organization for the loans but that these attempts were 

unsuccessful. Furthermore, they realized that the government would never accumulate enough 

loans for the bailout; and, in any case, borrowing was not the correct strategy to cope with the 

crisis. It is likely that some respondents were aware of this attempt and were therefore influenced 

by it. As a result, respondents' opinions are evenly spread between scores, (q. 9b) 

Regarding the amount of USD 17.2 billion Loans, two thirds of the respondents thought it was 

sufBcient.^^ (q. 10) They also believed that the government acceptance of the IMF's assistance 

helped increase investors' confidence, (q. 11) Accepting the IMF's assistance has two important 

implications. First, it means that the government has admitted that they have problems and, 

second, it agreed to undertake certain reforms in exchange for USD 17.2 billion loans they need 

for rebuilding the economy. Thus, it is these implications that are helpful in increasing investors' 

confidence in the economy. However, accepting that the economy needs assistance is different 

fi-om agreeing that such assistance offered is appropriate. The survey showed that 56 per cent of 

the respondents did not think it was appropriate for the IMF to impose conditions attached to 

loans on top of interest payment, (q. 12) When asked to rate, on the scale of 4 to 1 from essential 

to inessential, how essential were the IMF conditions in assisting the economic recovery, the 

weighted average came out at 2.2. (q. 13) Nevertheless, this is not to say that the IMF's attached 

conditions are not helpful in reviving an economy facing financial crisis, (figure B13) Instead, it 

is the fine-tuning of conditions in terms of timing and intensity that respondents thought were 

inappropriate. Thus, the majority of respondents agreed with accepting the IMF's assistance and 

its loan size, but it is the attached conditions that they dislike. 

Sengupta (2000) pointed out that 'developing countries adjusting to globalization have financial needs 
entirely different fi-om those the IMF was originally set up to meet. Countries in the first phase of globalization 
with current account convertibility need growth-oriented adjustment programmes. Those in the second phase 
(Asian economies) with capital account convertibility need protection fi-om severe market fluctuations. The 
IMF must play a supportive role, and to do so, it needs increased quotas and funds firom other development 
banks. It could also be a lender of the last resort to countries which become objects of negative market 
expectations, (p. 115) 
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Figure B13 : How essential were the IMF conditions in assisting recovery? 
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Half of the respondents answered an open ended question of what other assistance could the 

IMF have offered the government in dealing with the crisis? (q. 14) In other words, if they 

dislike the IMF's attached conditions, what did the respondents think the IMF could have offered 

instead? These suggestions can be grouped into 3 different categories which will be discussed in 

order of popularity. First, the magnitude and timing of monetary and fiscal tightening was 

criticized. Respondents blamed this unnecessarily aggressive tightening on the IMF's lack of 

knowledge of the local economy. Flexibility and performance criteria are also suggested as 

strategic policies in using monetary and fiscal tools. As one of the senior managers who has 

more than 30 years of working experience said, 'never apply a shock treatment to a weak 

patient.' Some of the respondents also suggested that the IMF should have negotiated the roll 

over of short-term loans with foreign creditors in order to buy some time to slow down capital 

outflows as well as currency depreciation. While some others have gone further in suggesting 

that the IMF should have guaranteed repayment of these short-term loans. These suggestions, 

however, could induce the moral hazard. 

Secondly, respondents had expected more direct assistance to the real sector, as they suggested 

that certain exporting industries should have been given financial support. This issue is also 

related to the previous comments on the first issue of aggressive monetary tightening. This was 

because of high interest rates which worsened the financial position of many businesses in the 

real sector. This is especially harmful to exporting industries because they were already suffering 

from exchange rate loss and with rising interest rates, their debts burden had been worsening. 

Hence, this was why some businesses were unnecessarily wiped out. 
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Figure B15 : Has the IMF assistance been successful in assisting recovery? 

Succeesful Failure 

Lastly, respondents stressed that the government needed, in particular, technical assistance in 

dealing with financial problems. This assistance could be the establishment of consultant teams 

of professionals to deal with each problem; cooperation between private and public sector in 

identifying problems and solutions; the establishment of a monitoring body to evaluate the 

progress; and that the IMF representatives should spend more time with the authority in seeing 

the problem through. They also thought that the government was unorganized in planning a 

reform package. Therefore, it seems that respondents do not think the government alone was 

capable of handling the crisis not to mention that they only trust the IMF to a certain extent, as 

the rating they gave to the overall IMF assistance was only 2.1. (figure B15) This is, again, on 

the scale of 4 to 1, ranging from 4 as being successful to 1 as being failure, (q. 15) 

Part II: Policy tightening - Immediate response to the financial crisis 

Section C: Monetary Policy 

This section^® discusses the monetary tightening imposed by the IMF. The questionnaire 

respondents were asked to rate how effective was the substantial rise in interest rates in curbing 

currency depreciation, preventing inflation and reducing foreign capital outflows. These 3 

problems, as the IMF has claimed, were major concerns in which rising interest rates were 

intended to deal with. (Ghosh and Phillips, 1998, p. 35) On the scale of 4 to 1 ranging from 4 as 

being effective to 1 as being ineffective, respondents gave 2.5, 2.2 and 1.9 to rising interest rates 

in dealing with rising inflation, currency depreciation, and foreign capital outflows, respectively. 

(q . 16) 

This section on monetary policy contains question 16-21 (of the questionnaire), however, question 19-21 are 
discussed in section G : financial reform. 
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Figure C16 ; How effective did the substantial rise in interest rates in dealing with a 
inflation spiral, currency depreciation and foreign capital outflows? 
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While the IMF has imposed substantial interest rate rise in dealing with currency depreciation, 

the record showed that the Baht depreciated over 100 per cent within three months of the hiking 

of interest rates. Not until nearly a year later did the Baht currency bounce back to stabilize at 40 

Baht / USD. This exchange rate is approximately 50 per cent lower than the level prior to the 

crisis when the rate was fixed at 25 Baht / USD. This evidence suggested why respondents gave 

a below average rating of 2.2 to the IMF's suggestion on interest rate tightening. Disagreement 

with the IMF's recommended policy tool of rising interest rates has led us to ask another 

question of what did they think then were alternative measures in dealing with currency 

depreciation, rising inflation and capital outflows? For capital outflow problem and currency 
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depreciation, most respondents suggested that the government should impose capital controls as 

well as gradual currency devaluation, (q. 17a and 17c) It was discussed earlier that respondents 

did not think these policies were appropriate during the time of the crisis. At the same time, if the 

Thai government wanted to borrow loan from the IMF, it was unlikely that the IMF would have 

allowed such policies as the institution is keen on promoting financial liberalization and flexible 

exchange rates. 

In clarifying this controversial issue, half of the respondents accepted that during the time of the 

crisis, they thought imposing capital controls was highly inappropriate. However, after having 

seen how the Malaysia government depreciated the Ringgit at a certain level and how the 

economy was brought back its momentum by imposing capital controls, these alternative 

policies may had been appropriate after all. It is also interesting to note that the Malaysian 

government has witnessed Thailand as the first Asian country to have experienced the financial 

crisis and its choice to have come under the IMF's programme; and once the crisis hit the 

Malaysian economy, its government chose a different path. 

For the inflation problem, most respondents said that they did not anticipate a problem with 

inflation as a large part of the CPI is comprised of food items which are domestically produced, 

thus, unlikely to be affected by currency depreciation. In fact, a fall of demand as a result of 

economic depression during the crisis would automatically hold the price from rising. 

Nevertheless, if there is a pressure of inflation to rise, price controls on food items and an 

increase in import taxes on luxury goods would be an effective measure in controlling the price 

level. Survey results showed that respondents gave 2.5 to the effectiveness of interest rate rise in 

curbing inflation. This is the highest score in comparison with the other two problems of 

currency depreciation and capital outflows which respondents gave 2.2 and 1.9 to the 

effectiveness of the interest rate. (q. 17b) 

In addition, respondents also identified several features of Thailand in the crisis that prevented 

monetary tightening from being effective. These are, for example, fragile financial markets 

which had created pressure from speculators so severe that rising interest rate were not enough to 

curb falling exchange rate, if it was the correct measure at all for the particular market panic 

situation. Furthermore, respondents stressed that they did not have confidence in the 

government's handling of the crisis as the floating exchange rate was forced upon the authority 

to adopt rather than being willing to do so. And even after the acceptance of the IMF's 

assistance, the currency was still sliding down further while capital was flowing out of the 
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country which showed that foreign investors were not confident in the way the crisis was being 

handled. In relation to the foreign investors' loss of confidence, the result showed that political 

instability has been the major concern which contributed to an unclear direction of the way 

forward for economic recovery. In any case, these features of fi-agile financial markets, lack of 

confidence in the economy, and political instability may not be uncommon for economies facing 

financial crisis, but their combination together with an intense pressure fi-om the international 

market had made the Asian financial crisis much more severe than anyone would have expected, 

(q. 18) 

Section D: Fiscal Policy 

This section focuses on fiscal policy which has been imposed by the IMF and, like the prior 

section, it asked respondents to evaluate the effectiveness of fiscal tightening in dealing with the 

crisis and suggest alternative policies, if any. Before we begin with the discussion, it is important 

to note that this part of the questionnaire on fiscal policy had a high rate of unanswered questions 

(nearly 10 per cent) comparative to other sections which rarely have unanswered rate of 1 per 

cent of less. However, in the case of fiscal policy, this high rate of unanswered questions may be 

explained by several reasons. First, the fiscal policy is known to have less impact in directing the 

economy comparative to monetary policy both in terms of intensity and timeliness. Second, the 

government has rarely used fiscal stimulus to direct the economy and even if it has, it was not 

excessive. Third, it might have been difficult for respondents to see the need for a budget cut 

since the government has been disciplined with its spending, with a record of budget surplus for 

over a decade prior to the crisis. As a result, the survey showed that more than two thirds of the 

respondents did not think it was necessary to reduce goverrmient spending during the crisis, (q. 

22) Partially, this was because the government had been enjoying fiscal surplus for almost a 

decade prior to the crisis, hence, respondents think there was no need to squeeze the budget, 

given the circumstance, it could be the only chaimel to stimulate the economy and reverse the 

situation. However, the IMF insisted that fiscal discipline is needed in order to ensure that 

government is committed to correcting growing current account deficits. 

As a result, the IMF imposed fiscal tightening in order to achieve (a) increasing investors' 

prospects of repayment; (b) balancing the composition of the unavoidable current account 

adjustment between public and private sector; (c) reducing the external current account deficits and 

thereby reduce the needfor currency depreciation; (d) reducing expectation of currency depreciation 

and country risk premium; and (e) reducing likelihood of monetization and thus lower expectation of 

inflation and currency depreciation. (Lane and Tsikata, p. 57-8) However, figure D23 showed 

that of the 5 issues which IMF's said the fiscal tightening was imposed to accommodate, 
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respondents gave very similar average score of 2.3-2.4 to the effectiveness of fiscal tightening, 

(q. 23) Nevertheless, it is noted that high rate of unanswered questions as well as neutrality of 

the answers can be explained by unfamiliarity with the policy and its use. 

Figure D23 : How effective is the budget cut in dealing with the following issues? 
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23.2 Balancing the composition of the current account adjustment between public/private sectors 
23.3 Reducing the external current account deficit, thus reducing the need for currency depreciation 
23.4 Reducing expectation of currency depreciation and country risk premium 
23.5 Reducing likelihood of monetization, thus lower expectation of inflation/currency depreciation 

As a matter of fact, the recession had a substantial effect on fiscal balances, primarily through its 

negative effect on revenues. At the same time, exchange rate depreciation also had a substantial 

negative impact on corporate income tax receipts, as the domestic currency cost of servicing 

foreign-currency-dominated debt was revalued, lowering corporate taxable income. In other 

words, as both economic activities and exchange rates had major direct effects on fiscal 

balances, the IMF had to change the course of fiscal tightening to respond to the situation. 

Nevertheless, one third of the respondents felt that during the 3 years period between 1997-1999, 

budget expenditure had been cut between 3-5 per cent of GDP while the revenue had declined by 

more than 5 per cent of GDP. (q. 24 and 25) 

However, the record showed that the average share of budget revenue to GDP during the 3 years 

after the crisis has remained exactly the same, 26 per cent of GDP, as that of 3 years before the 

crisis. As the share of budget revenue has consistently been maintained at this percentage since 

the early 1980s, this implies that the revenue collection is in large part influenced by the 

performance of economy. However, their estimation is quite accurate as the revenue collection in 

1998, the year following the year of the financial crisis, had declined by about 5 per cent from 

1997 while, in 1999, the government managed to maintain its revenue collection stable. In 

contrast, the record showed that the share of budget expenditure to GDP varies between 22-31 

per cent of the GDP during 1994-1999. In addition, the average share of budget expenditure to 
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GDP during the 3 years before the crisis is recorded at 23 per cent and has increased to an 

iryeiagp;(yF2%)]%ef<}ent(iuriagthe 3 )%%usajtef1iH;i3nais. TTheieicHK!, nzggKtHrygttwseud&uilauiKHiat 
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result, while the GDP has recorded clear contracting growth rates, the unchanged budget 

expenditure had resulted in a so called 'budget stimulus.' These figures confirm the changing 

course of the IMF conditions from fiscal tightening to fiscal stimulus as it has underestimated the 

impact of the crisis on economic recession. 

Part i n : structural reform and long-term economic recovery plan 

The main difference between the previous 2 sections on monetary and fiscal policies in part II 

and the following sections regarding structural reform and future prospect of the economy in this 

part is that the policy tightening have already been implemented while the structural reform is 

still being implemented. Hence, it is the structural reform policy which can still be corrected, if 

needed. In other words, regardless of how policy tightening has been criticized, there is nothing 

we can do about that now except to learn from the experience and mistakes. Instead, what is 

crucial now is how to implement the structural reform in the way which will bring the economy 

back to its track and maintain growth as well as stability. Therefore, structural reform is, indeed, 

what the authority should be focusing on. 

Section E: Structural reform 

The IMF has encouraged the Thai government to take up four areas of structural reform which 

are (a) financial reform and corporate restructuring (b) governance and competition policy (c) 

capital account liberalization and (d) social sector reform. Although all of these reforms are 

essential, respondents were asked to prioritize how essential are these reforms to economic 

recovery because in reality, there is not enough resources and capital to pursue all reforms at 

once. Therefore, this section examines from the domestic perspective, how essential each of the 

structural reforms is seen to be for economic recovery and whether this order of importance 

matches how respondents think the IMF has prioritized them. For example, if the domestic 

market and the government together with the IMF believe that a certain reform is urgent, both 

sides will devote resources to implement such reform, as a result, such reform will be more 

successful than others. In other words, these comparisons between the domestic perspective of 

reforms and their views of the IMF's priority on these reforms help explain, to a certain extent, 

how each of the reform will be seriously pursued and thus the likeliness of each reform being 

successful. 
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The survey results showed that financial market reform (reform (a)) is the area of most concern to 

respondents and they also believe that it is the reform to which the IMF has given the highest 

priority. In addition, its central role in economic recoveiy also matches the respondents' perception 

of the IMF's priority at 3.6. (Figure El) (scoring for this section goes from 4 to 1 from essential to 

inessential) Likewise, current and capital account liberalization (reform (c)) was given 2.6 for its 

importance to the economic recovery which exactly matches respondents' perception of how the IMF 

had prioritized the reform. (Figure E2) These results have two implications. First, in terms of 

urgency, respondents think that financial market reform is the most essential for the economic 

recovery and that current account liberalization has the second priority with the clear cut scores of 

3.6 and 2.6, respectively. Second, these scores match, exactly, the respondents' given scores on the 

IMF's prioritization. This implies that these two reforms {reform (a) and (c)) are likely to be more 

successful in implementation compared to the other reforms (reform (b) and (d)) which received 

different scores of importance as well as priorities by respondents and their expectation of the IMF's 

prioritization, respectively, (q. 26-27) 

Figure El : Financial sector reform 
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Figure E3 : Governance/competition policy 

not essential 

Figure E2 ; Current / capital account liberalization Figure E4 : Social sector reform 
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Q26. How essential do you think they are to economic recovery? 

Q27. How do you think the IMF has prioritized the following? 

In contrast, respondents gave scores of 3.4 and 3.2 to governance reform (reform (c)) and social 

sector reform (reform (d)) while they think that the IMF prioritized these reforms at 3.0 and 2.3, 

respectively. Figure E3 and E4 clearly illustrate the differences in scores between the importance 
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importance but it is the differences in the scoring which are large comparative to the other two 

reforms previously discussed. Figure E4 illustrated that more than half of the respondents gave 4 

(the most essential) to governance reform which corresponds to the previous sections on how 

respondents strongly believed that political interference and transparency of law and regulations 

as well as the corruption were extensively responsible for the financial crisis. The governance 

reform is ranked the second most essential reform after financial market reform. 

At the same time, the respondents think that IMF has prioritized this reform as the third most 

important. What the IMF had in mind under governance policy are dismantling state sponsored 

monopolies and cartels; privatization of state enterprises; improving corporate disclosure 

requirements; increasing the transparency of economic and financial data.^' While most of these 

schemes proposed by the IMF have to do with standardizing rules and regulations, respondents 

are more concerned with the feasibility of passing such laws and their enforcement, as well as 

punitive measures for wrong doers. In other words, it is the lack of serious punishment and law 

enforcement which brought about inefficiency, and corruption is what is behind the weak 

system. The next section will show how the respondents have rated all suggestions for reducing 

ccHTiqydcMi aa txsuig ttw; iiiost efBectrye inefWMwnes. rtus iropdies (baA the (xmniption fyroblem is 

quite severe and any practical suggestions that would help reduce the problem should be 

welcomed. 

Lastly, respondents ranked social sector reform (reform (d)) as being the third most important 

reform essential for the economic recovery with a score of 3.2. (Figure E4) At the same time, 

they think that it is the last item on the IMF's list of priority as the matter should be more 

appropriately tackled by other international organization like the World Bank (WB) or the Asian 

Development Bank (ADB). The social reform will be discussed in more detail in the section H 

which social policy makers at Thailand Development Research Institute (TDRI) and National 

Economic and Social Development Board (NESDB) as well as WB are asked specific questions 

on the social issue. 

" Stiglitz (1998) pointed out, 'perhaps even more important than the dissemination of misleading information being 
disseminated, at least in some countries, was the general lack of information which makes it difficult for investors to 
distinguish between firms and financial institutions that are healthy and those that are not. In response, investors shied away 
from all. With more credible information systems, firms that remain healthy would be able to retain access to credit, (p. 8) 
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Section F: Future prospects 

Growth and stability are two important factors in enhancing future prospects of the economy. 

This section discusses how growth and stability can be ensured for the Thai economy during the 

aftermath of the financial crisis. Although the questionnaire was administered three years after 

the crisis, respondents still believed that the government should give higher priority to enhancing 

economic stability than to restoring economic growth. From the domestic perspective, fragile 

financial markets, the high degree of political interference, and corruption are the main problems 

the Thai economy has been confronting for a long time, this is especially true for the latter 

problem. Thus, before the underlying problems have been improved, it is unlikely that the 

economy will go very far. The survey result showed that on the scale of 4 to 1 from high priority 

to low priority, respondents gave 3.5, 3.3 and 2.5 to restructuring financial market, reducing 

corruption, and restoring economic growth, as the order of priority the government should 

pursue in order to restore the economy, (figure F28) In this case, the first two choices of 

priorities can be thought of as ways in improving economic efficiency which is a ftmdamental 

factor of economic development, (q. 28) It is appropriate that restructuring of financial markets 

be discussed in section G in the last part. 

Figure F28 ; How do you think the government should prioritize the following as a strategy 
for economic recovery during the aftermath of the financial crisis 

Resuming h%beconcmdc 
growth 

Reducing corruption in order 

to increase efBcioKy 

RestmcOmngfrnanciml market 

1 

Ineffective 

1.5 2.5 3.5 4 

Effective 

Turning to a rather different channel in promoting efficiency, respondents are asked to rate, on 

the scale of 4 to 1 from effective to ineffective, how effective are several schemes in reducing 

corruption? These schemes are (a) promoting law enforcement (b) encouraging awareness and 

education from the school level (c) promoting transparency of law and regulations (d) amending 

the election system / promote transparency of ballot, and (e) raising salary of government 

officials to private level, (q. 29) Figure F29 shows that first two schemes are most favored by 

more than 70 per cents of the respondents while the second two schemes are strongly 
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recommended. This leaves a scheme of adjusting compensation of government officials to 

private level as the last but not inessential scheme. The figure illustrated that all schemes are 

highly essential in reducing corruption as 4 (four) has been the most chosen score for all schemes 

while all their averages are above 3. In addition, respondents also raised the issue of morality of 

politicians and government officials together with level of voters' education as a combined 

reason for prolonged corruption in Thai society. Respondents think that the corruption problem 

is worsening and nothing is being done to prevent it. This is probably why all schemes have been 

chosen as effective as they have received scores at a much higher than the average. However, as 

the survey results have shown that these schemes can be prioritized in three groups, these 

priorities may very well be the steps the government should take in reducing corruption. 

Figure F29 : Corruption has been highlighted as one of the major drawbacks in promoting 
economic efficiency. In the context of Thailand, please indicate how essential are the following 
schemes in reducing corruption? 

80% 

60% 

40% 

20% 

essential 

• Promote law enforcement 
a Encourage awareness and education from the school level 
• Promote transparency of law and regulations 
n Amend the election system / promote transparency of ballot 
• Adjust compensation of government officials to private level 
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Though it has previously been suggested that promoting economic stability is more essential 

at this stage than restoring economic growth, nevertheless, economic growth will have to be 

taken into consideration as the economy is starting to recover. The respondents are asked to 

rate how effective are promoting domestic investment and exports; promoting foreign direct 

investment, and merging of local firms with international firms in encouraging economic 

growth. On the scale of 4 to 1 from effective to ineffective, the above strategies are rated at 

3.3, 2.9 and 2.4, respectively. This can be interpreted as that respondents are not convinced 

whether cooperation with international firms by giving stakes in local companies, or being 

under management of foreigners is a wise way forward. In other words, respondents thought 

that a rapid liberalization and international exposure without contingency plans was partially 

responsible for the crisis. As a result, merging with international firms are given the lowest 

average score of 2.4. (q. 30) 
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At the same time, respondents think promoting FDI is one effective strategy as they have given 

an average score of 2.9 for this strategy. After all, it was the FDI that once boosted the Thai 

economy up to double-digit growth during the period of Japanese wave in the late 1980's. 

Nevertheless, respondents have also learnt that transfer of technology and know how through 

FDI did not make a significant contribution in improving local technological strength. They 

pointed out that, during the time, FDI was attracted to the country due to cheap and relatively 

skilled-labour comparative to other relocating sites. (Thailand's neighboring countries) Also, 

Thailand was geographically located in the middle of Asian continents which is a good location 

for products to be re-exported. Other factors like political stability and exchange rate stability 

during the time were also important for Japanese investors. Thus, FDI is more of an opportunity 

to the investing country than to the host country. Although Thailand experienced extraordinary 

high growth rate during the period, it did not gain much more than that, and at present, economic 

growth is not the priority. As a result, promoting FDI is seen as a more effective strategy 

comparative to merging with international firms but it is not really a channel toward sustainable 

growth. 

Among the three strategies, respondents feel that promoting investment and exports is the most 

promising strategy in encouraging economic growth as the two sectors combined accounted for 

over two thirds of the GDP. From this ranking of effective strategies in encouraging economic 

growth, it is noticed that respondents are most in favour of strategy with the least international 

involvement. This implies that respondents are being cautious with international involvement, 

preference to rely on domestic strengths. In addition, respondents have suggested alternative 

measures in encouraging economic growth by improving productivity in the real sector, speeding 

up technological improvement, and improving R&D, most of which have to do with promoting 

efficiency in the real sector. However, this is not to say that they are opposed to international 

exposure, i.e. market liberalization, but they feel that domestic firms are still lacking 

competitiveness which is, among other things, largely due to domestic inefficiencies in many 

areas. As a result, respondents gave 3.3 to promoting investment and exports as being the most 

effective strategy in promoting sustainable economic growth. 

Likewise, in reducing vulnerability in the future, respondents prioritized government investment 

in R&D as the most essential strategy, followed by promoting regional cooperation, 

encouraging capital-intensive import substitution, and encouraging foreign ownership, 

respectively, (q. 31) This result coincided with the previous findings that improvement in quality 
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of human resources is crucial in ensuring the sustainable growth, then, it is the international trade 

sector which is the channel in promoting economic growth. In addition, respondents also 

expressed the view that privatization of public enterprise would be one way of increasing 

efficiency and competitiveness. Other suggestions included improving the well-being of low-

income earners through education and health programmes and offering more technical assistance 

as well as financial support to the real sector. Interestingly, these suggestions can easily be 

fulfilled via government budget. For example, the privatization programme, that has been 

included in the national plan but has never been enthusiastically implemented due to political 

reasons, can be a channel which earns the government revenue to finance other programs, (q. 

28d) 

P A R T I V : Financial and social sector reforms 

This part contains section G and H which ask specific questions regarding financial and social 

sector reform to respondents in the financial sector and other institutions concerned with social 

sector (TDRI, NESDB and WB), respectively. These sections ask respondents to specify 

problems using mostly open-ended questions. Furthermore, respondents are asked to prioritize 

the urgency of problems in the order which they believe the government should take them up. As 

mentioned earlier, this part as well as the previous part are considered most important, because 

as these structural reforms are still being undertaken, suggestions can help shape better structural 

reforms. Since these reforms are largely involved with domestic fimdamentals, it is helpful to 

hear what respondents, from domestic perspective, have to say about them. In addition, appendix 

F shows summaiy tables on the eight Letters of Intent which the Thai government has pledged to 

pursue under the IMF's programme. 

Section G: financial market reform 

This special section on financial market reform can be divided into two parts. The first part 

discusses questions regarding weaknesses of the Thai financial market, closure of some financial 

companies and financial liberalization. These questions were addressed to 212 respondents in all 

sectors. Then, the second part asks specific questions to 113 respondents in the financial sectors 

regarding the impact of the crisis on their companies. More importantly, this group of 113 

respondents are asked to identify assistance they needed and received from the government 

during the time, then, to suggest alternative policies. 
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The whole group of respondents have identified the given options, in order of severity, (a) 

under-regulated financial institutions (b) lack of legal and regulatory reform (c) Lack of 

international competition and (d) absence of fully developed market as damaging to the financial 

crisis. On the scale of 4 to 1, fi-om severely damaging to not damaging, respondents gave 3.6, 

3.3, 2.9 and 2.9 to the above weaknesses in the Thai financial market, respectively. The orders 

and scores in which respondents have rated these weaknesses can be categorized into two groups 

of the regulation problems and the market instrumental development problems. Figure C19 

clearly showed that under-regulated financial institutions and lack of legal and regulatory 

reform are the two weakest area of financial market as they both received 4 (four) &om 62 per 

cent and 48 per cent of the respondents, respectively. On the other hand, it showed that lack of 

international competition and absence of fully developed market are not as severely damaging as 

the first two areas where majority (39%) of respondents gave a score of 3 (three) to both issues. 

In other words, it is the financial market regulations which need to be strengthened first before 

market development proceeds, (q. 19) 

Figure C19 : The followings have been identified as weak areas of the Thai financial 
market. How damaging were they (have they contributed) to the financial crisis? 

Under-regulated financial institutions 

• Lack of legal and regulatory reforms i.e. bankruptcy legislation 

• Absence of fully developed bond /equity market 

• Lack of international competition 

S e v e r e dmmagmg Damagmg 

It is noticed that while respondents in the public sector did not express much opinion as to 

why the regulations needed reform, respondents from the financial sector and UNI 

aggressively blamed authorities at the central bank and other bodies for their ignorance in 

making prudent policies. In turn, political instability has brought about inconsistency and 

indiscreet policy which was especially true for financial liberalization schemes. These 

respondents expressed the view that authorities were under the influence of political pressure 

as there was improfessionally too much political involvement in financial market which 

could have resulted in an immoral action. (Thorough discussion on this issue can be found in 

paper II) 
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As a result of the under-regulated financial market, one third of financial companies have been 

suspended. The record showed that these companies had high gearing, high level of risky assets, 

high level of doubtful loans, and under capitalization, all of which were conceived under ill-

regulated financial market. When respondents was asked whether widespread closure of 

financial companies were justified or not, over 70 per cent of respondents said yes. Interestingly, 

if we look at the disaggregated results, they showed that it is the financial sector who thought the 

closure of companies among themselves were justified as 80 per cent of respondents at financial 

sector agreed with the closure while only 60 per cent of respondents in other sectors said yes on 

the question, (q. 20) 

For those who said no to the proposition, their reasons gathered around the issue of unclear 

criteria and unfair treatment among companies. They pointed out that, to begin with, it was the 

authority, the central bank, who have overlooked problems at financial institutions and once the 

crisis broke out, most companies faced serious liquidity problems. After the acceptance of the 

IMF's assistance, the government rushed into closing down insolvent companies without giving 

support to companies with good standing who were simply facing liquidity crisis. Panic 

withdrawal of deposits and exchange rate depreciation had immediately put most companies in 

serious financial problems. As these companies have been suspended jfrom operation, their 

financial positions were worsened while not sufficient time and assistance were offered to these 

companies during the period of suspension. In addition, the government failed to discriminate 

between companies with large non-performing loans (NPLs) and those with liquidity problems, 

so many more companies have been permanently closed down than would normally have been 

the case. Furthermore, closing down companies with serious NPLs problems automatically turn 

good loans at these companies into doubtful loans which may take a long time to recover. 

In short, respondents seem to think that the closure of these financial companies should be 

considered case by case. However, respondents in the public sector said that closure of insolvent 

financial companies was part of an agreement with the IMF. Nevertheless, they agreed that the 

authority should have stepped in much sooner before things went out of control, many 

companies should have been safe, good loans should have been kept honoured and etc. 

As Sachs gave his opinion in an Interview with Asiaweek, February 13,1998 

In my view, although it is a minority opinion, the IMF did a lot of confidence-
reducing measures. In particular, I blame the IMF for abruptly closing financial 
institutions throughout Asia, sending a remarkably abrupt, unprepared and 
dangerous signal [...] that you had better take your money out or you might lose it 
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In the end, after having recognized that rapid financial liberalization without contingency plans 

partially contributed to the financial crisis, respondents were asked at what pace do they think 

the government should pursue financial market liberalization? Figure C21 shows that only 10 

per cent of all 212 respondents thought that liberalization should be proceed at the same pace as 

before the crisis, which implies that 90 per cent of respondents prefer anything but what they had 

before. At the same time, 60 per cent of the respondents thought the government should step 

back and slow down the financial liberalization process. In contrast, 30 per cent of respondents 

not only disagree with the majority, they think that financial market should continue to liberalize 

even more rapidly than before, (q. 21) 

Figure C21 : A t w h a t pace should the government have pursued the financial 
liberalization during the post crisis? 

same pace as before 11% 

public 
S acadim 

slower\han before 60% 

Interestingly, the survey result showed how the financial companies, the group which have been 

identified by others and themselves as the most severely damaged sector by the crisis, have 

strong preference on the rapid pace of financial liberalization process from other individual 

group of institutions. In other words, while others have a score distribution of 30 per cent, 10 per 

cent and 60 per cent for faster, same pace, and slower than before for the financial liberalization 

pace, financial companies has a rather opposite distribution of 50 per cent, 10 per cent and 40 per 

cent, respectively. Nevertheless, some of the respondents in financial companies explained that 

there are few reasons behind this discrete preference. First, it is the nature of business which 

mostly engages in activities with foreigners and it is also the fact that no domestic financial 

company is strong enough to compete in the international market. Also, domestic companies 

lack professional experience together with advanced technological assistance and training 

support programmes for employees. As a result, domestic companies are way behind the world 

standard. Second, respondents realized that this kind of professional training may be most 

effectively undertaken by letting foreigners come in and help set up certain systems. However, 
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hiring a professional team on a contract basis has been proven xmsuccessfial. Inevitably, most 

companies ended up having to sell stakes or merge with foreign financial companies, otherwise, 

they would not be able to compete and survive. As a result of the crisis, a majority of financial 

companies have either merged with or have been acquired by foreign financial companies. (Even 

though it seems fi-om q. 39 that half of the surviving financial companies' ownership structures 

have remained unaltered after the crisis, this was because foreign companies were already 

holding stakes in these companies before the crisis took place.) These are the reasons why 

respondents at financial companies preferred that financial markets be liberalized more rapidly 

as this is beneficial to their interests in strengthening their companies' competitiveness, (q. 21) 

Let's now turn to the second part of this section where the focus will be on a specific group of 

respondents in the financial sector. The focus is on how these financial institutions have been 

affected by the crisis and the kind of assistance they required and received fi"om the government. 

The majority of respondents at financial institutions said that their businesses have been severely 

affected by the interest rate rise and exchange rate depreciation. On the scale of 4 to 1 fi-om very 

severely to no impact, respondents at these institutions gave average of 3.1 and 3.0 to the effect 

of interest rate rise and currency depreciation on their institutions. On the other hand, 

respondents at commercial banks thought that their banks were not as severely affected by the 

interest rate rise and exchange rate depreciation as the financial institutions were. The average 

scores bankers gave to the impact of these two incidents are the same at 2.8. (q. 32) To some 

extent, these results reflected the fact that two thirds of financial institutions have been closed 

down as a result of insolvency while the number of existing commercial banks remained the 

same (though the ownership structure have changed). In other words, as finance industries were 

engaged in higher risk activities than banking industries, financial institutions were more 

severely damaged by the interest rate rise and exchange rate depreciation. In addition, about half 

of these operating financial institutions and banks are still under the central bank intervention. 

(BoT's website) 

However, it is noticed that score 4, 3 and 2 also received roughly equal votes of 30 per cent from 

respondents at commercial banks. This is unlike the scores distribution given by the respondents 

at financial companies that are downward sloping from score 4 (four) having the highest votes 

down to score 1 (one) with the least votes. Evidence was found from an earlier section (section 

D) that if scores are evenly distributed, one should ask why did respondents have different views 

on the same issues, especially, in this section where respondents belong in the same industry. 
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banking industry. The data also tell us that equal distribution of scores is not a cancelling out of 

certain banks that were not affected by the incidents from the other banks that were affected far 

more severely. In other words, it was not the case that respondents think that their banks were 

able to cope with the incidents far better than the others'. This means that even respondents from 

the same bank have different perspectives on the impact and intensity of interest rate rise and 

exchange rate depreciation on their bank. To what extent, is this an effect of respondents being in 

different department within the same bank? It is not known, (q. 32) In addition, figure G32 also 

illustrates that, overall, the financial companies seemed to have been more affected by the 

currency depreciation and interest rate rise than commercial banks. 

Figure G 32 : H o w severely have the rising interest rate and exchange rate depreciation 
affected your institution? 
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It was mentioned earlier that there has been a widespread closure of insolvent financial 

companies, at the same time, the surviving companies were required to increase their capital 

within certain period of time. As a result of this requirement, respondents were asked whether 

the ownership structure of their institutions have been altered in any way, for example, merging 

with local and/or foreign financial companies and/or banks. Unfortunately, 10 respondents at 

financial companies (14%) and 5 bankers (12%) declined to answer, hence it is assumed that 

they do not have an answer to the question. This 'do not have an answer' is assumed rather than 

'do not want to answer' because respondents rarely skipped any questions and for this particular 

question, the change in ownership structure, if any, must have been finalized by the time 

questionnaire was administered and respondents were either informed or uninformed about it. 

Otherwise, the survey results showed that roughly half of surviving financial companies (49%) 

and banks (44%) have managed to keep their ownership structure unaltered. This record is in line 

with the number of financial companies and banks who were not required to come under the 

central bank's intervention, (q. 33) 
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Figure G33 : Has the ownership of your institution been altered as a result of the crisis? 
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In the case of financial companies, the two most popular solutions in increasing their capital 

were to merge with foreign financial companies (13%) and to sell shares to other local and 

foreign institutional buyers (13%). Of the rest, 6 per cent have merged with local banks and the 

same proportion has merged with foreign banks. On the other hand, 27 per cent of commercial 

banks have found themselves in a rather different situation as the ownership structures of their 

banks have been altered slightly just because some major shareholders were bankrupted. In this 

case, these major shareholders are likely to be those financial companies which were suspended. 

Otherwise, raising capital has been accompanied by selling stakes to institutional buyers both 

local and foreign. It is also noted that no commercial bank has merged with other commercial 

banks, either with local or foreign banks, (q. 33) 

This section further asked respondents what kind of assistance did respondents' institution 

require and receive from the government during the crisis in accommodating their businesses? 

Lastly, it asked respondents what other assistance did they think the government needed from the 

IMF in assisting the financial market recovery? It is noticed that respondents at fmancial 

companies are much more keen in answering these open-ended questions comparative to 

respondents at commercial banks. However, this may be influenced by the previous results 

which tell us that banks were not as severely damaged by the crisis as financial companies. 

Respondents pointed out two main focus of assistance which they needed from the government 

as being financial and technical supports. On the one hand, they suggested that the government 

could help by providing soft loans (low interest loans) and injecting liquidity in the market as 

immediate measures and then allow tax waiver and relaxation of certain capital requirement in a 

longer-term perspective. On the other hand, technical assistance like negotiating the roll over 
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with foreign creditors and loan guarantee could have been offered. Respondents also pointed out 

that regulatory reform especially bankruptcy law needed to be standardized to protect firms' 

owners, creditors and depositors in the future. In addition, they said that it would have been 

helpful if they were asked to participate in brain storming of measures in assisting the financial 

sector. It was often the case that nobody knew who to ask. In other words, during the time of the 

crisis, there was no communication between the government and financial sector which they 

thought were important, after all, they were the one whom the crisis was affecting, (q. 34a) 

However, without direct communication between the government and these institutions, some 

assistance that they needed was provided. Respondents accepted some soft loans and liquidity 

injection have been given together with government guarantees for loans and bond issuing. 

Nevertheless, the respondents said that these assistance should have been provided much sooner, 

(q. 34b) 

In addition, respondents indicated two broad forms of assistance the government needed from the 

IMF in assisting financial market recovery. First, they all agreed that a loan would be needed 

(please refer back to q.l6 regarding the amount of loan) and again, they did not think that policy 

tightening attached to the loan was appropriate. Second, technical assistance in many areas was 

needed, for example, financial reform and regulatory reform regarding financial law. They 

stressed that, on the one hand, the government needed a step-by-step guideline fi-om the IMF in 

forming these reforms. On the other hand, the IMF needed to do thorough homework on the Thai 

economy before offering guidelines as the reform would only be effective and efficient when 

they suit the problems. In other words, these guidelines should be tailor-made specifically for the 

Thai economy. In regards to regulatory reform, respondents stressed that they would like the 

IMF to follow up the process in which some important laws, like bankruptcy law, are being 

passed. Although the government may not be pleased with such suggestions, respondents feel 

that the IMF's special assistance on this matter would ensure the contents of laws are 

standardized and that such law are passed within a reasonable period, as well as ensuring that 

there would be no political interference. Likewise, quite a few respondents believed that the 

government needed to be monitored closely by the IMF for a longer period, (q. 35) 
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Section H: social sector reform 

This section asked officials at the divisions responsible for making social policy (NESDB, 

TDRI, and WB) to identify existing social problems and ways in which they can effectively 

be corrected as these institutions were asked to take part in the social restructuring program, 

(q. 36) On the scale of 4 to 1 from sufficient to insufficient, three quarters of the respondents 

gave 2 to the sufficiency of social safety nets in Thailand while nobody gave 4. (q. 37) 

However, before discussing any further, it is important that we address where Thailand 

stands in terms of basic needs by international standards. Even though the level of 

development in developing countries is nowhere near developed countries when it comes to 

factors which represent how the economy is advanced with sophisticated technology such as 

number of technicians per population, access to telephone, etc., developing countries have 

acquired most of the basic needs. In fact, Thailand is ranked in the group of 'high human 

development' in the Human Development Index (HDI) produced by the United Nation (UN). 

Figure H38 showed that when respondents are asked to rank from 4 to 1 from very urgent to 

not urgent, no respondent gave 1 to any of the social problems. This implies that respondents 

believed that all problems are urgent and needed attention from the government. Also, 

average scores for all of the social issues, education, poverty, unemployment, health care, 

income gap and pension fund, are above average. Among the 6 social issues, respondents 

saw (a) educational problem as the most urgent problem which is given the highest average 

score of 3.7, only receiving rankings of 4 and 3. However, the lack of sufficient educational 

programme refers to secondary and higher education level together with other training skills 

rather than basic educational training. The next two issues under social problems that needed 

attention are (b) poverty and (c) unemployment which equally received the same distribution 

of scores, hence, the average scores of 3.5, placing them in the second priority next to 

educational reform. Furthermore, the figure illustrates that (d) health care and (e) narrowing 

of income gap fall in the third most important priority, leaving ( f ) reforming of pension fund 

scheme as the last priority, yet, on the urgent list. (q. 38) 
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Figure H38 : Please indicate how urgently these social problems need correcting 

Reforming of the pension system 

Neirrowing income gap 

Improving health / medical care scheme 

Reducing poverty 

Reducing unemployment 

Improving education / training scheme 

1 1.5 
not urgent 

2.5 3 3.5 4 
very urgent 

The scores given by respondents confirm that they regarded the improvement of the social sector 

as indeed a veiy critical issue for Thailand. In addition, these scores have classified social issues 

into a list of priorities which makes a lot of sense, for example, the first two priorities are closely 

related. In the long term, an efficient educational system is likely to have an immense effect on 

reducing poverty and unemployment. On the other hand, health care and pension fund programs 

are seen as essential but not as urgent at this stage. It is, in large part, the responsibility of the 

government to support these programmes. Lastly, respondents pointed out that the income gap is 

a problem which may naturally be narrowing as the standard of living of people is improving. At 

the same time, with lack of secondary education and training, it is very difficult for people with 

only primary education or poor secondary education to find a secure job. Moreover, there is no 

social safety net for these people to fall back to when unemployed, and it is the long-term 

unemployment which consequently puts people in debt and poverty. 

Respondents also gave interesting comments to the problems in setting up a social safety net 

Firstly, they pointed that social reform does not only have to be coherent for the Thai society, it 

also has to be tailored to fit different needs of people in urban and rural areas. They explained 

that the social infi-astructure of western countries is already very different fi-om the social 

infrastructure of Thailand's capital city, and it is nothing like that of rural areas in Thailand. As 

mentioned earlier, the income gap is one of the social problems and this income gap reflects 

other gaps and differences, life-style, belief, and values, among the Thais especially between 

rural and urban areas. Thus, the government should give a thorough consideration to setting up a 

social welfare system as the duplication of western welfare schemes may only be adopted as 
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guidelines. They are not likely to respond, directly, to the real need of people in a developing 

country such as Thailand, (q. 39) 

Secondly, the respondents suggested that decentralization would be one fast and effective way to 

get to the bottom of problems in the rural area where many of the poor are concentrated. It is the 

problems of poverty, medical programme and, to some extent, unemployment which are the 

major concerns in the rural areas rather than problems such as pension fund and the 

improvement of secondary education which are more urgent issue for urban people. However, 

respondents reminded that even if these programs could in the future be set up in the rural areas, 

they are afraid that corruption could eat up chunks of welfare before they reach the needy 

people. And unlike urban people, rural peasants may not be able to raise their voices and make 

complaints. Thus, the social program in the rural areas will have to be well planned, an area 

which the government may need advice from experts and international agencies in setting up a 

transparent scheme. Lastly, once the system has been set up, its effectiveness would then depend 

on the amount of funds which could be allocated to building social infrastructure, as many 

schools and hospitals are needed to be set up in rural areas. As the budget is likely to come via 

the Ministry of Education and the Ministry of Labor and Welfare, respondents are hoping that 

ministers would see the importance of improving welfare of people through education and health 

care schemes, especially in the rural areas, (q. 39) 

This section concludes by asking respondents, what kind of assistance does social sector needfrom 

the international organizations like the IMF and the WB? It has been discussed in section E that 

respondents, as a whole group, believed that the IMF has placed the social reform as the least 

important reform of all and, ranging from 4 to 1 from high priority to low priority, they gave 2.3 

to how did they think the IMF has prioritized the social reform. As the score of 2.3 is already 

below average implying that the whole group did not expect the IMF to take up the social reform 

seriously, this sub group of social policy making bodies gave an even lower average score of 1.7 

when asked a similar question, how do you think the IMF has regarded the importance of social 

sector reform? No respondents in this sub group gave 4 to the question, (q. 40) 

As a result, it is not surprising to see some negative answers like, 'the IMF should not get hands 

on the social issue' or 'the IMF assistance is not needed in this area'. Instead, respondents 

wished that the IMF had taken working class people, especially, peasants into consideration 

when recommending tough measures. Taking, for example, the interest rate rise, respondents 

pointed out that working class and peasants are people who have high debts, for their levels of 
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income stream. As many peasants carmot honour their debts, they ended up losing their 

collateral, which are probably the only piece of land they have and living on. Likewise, they said 

that an appropriate macroeconomic stabilization policy the IMF could suggest would be the one 

that does not increase economic growth at the expense of widening income inequality, as in the 

past, resources and development seem to be concentrated in the capital city. To some extent, 

these messages are in line with the general understanding which respondents have expressed that 

economic fundamentals need to be revived before stimulating economic growth, (q. 41a) 

On the other hand, respondents think that the WB is a more appropriate organization who could 

lend both technical as well as financial assistance in accommodating social projects.'® As the 

welfare scheme is not properly set up, the WB could lend technical support and experts in 

helping the government in the matter at an early stage. Respondents at the WB clarified that any 

developing countries who are at the same stage as Thailand will need somewhat a similar social 

package but they also recognized that the key success is to implement them in such a way that is 

suitable for local people, in this case, the Thais. One respondent said that, 'the Bank is learning 

to understand now to apply the social sector reform concept to Thailand in the way that fits with 

Thai's society.' They also suggested that setting numerical targets is an appropriate strategy in 

correcting long term and structural problems such as poverty and unemployment. Poverty level 

and unemployment targets may be set to achieve in certain years while these numerical targets 

will have to be realistic as well as flexible. Respondents at NESDB pointed out that these plans 

and targets are usually parts of NESDP (National Economic and Social Development Plan) and 

that Thailand is under the 9'̂  Plan but they have rarely been achieved. Most importantly, the 

government has to commit to improve the social scheme which means financial support and 

technical assistance, whether they are from the government budget or the WB loans, will have to 

be devoted to the social sector, (q. 41b) Since these institutions have been asked to take part in 

social restructuring reform program by the government during the crisis, it will be seen in a few 

years time how seriously the government has taken their advice. 

Stiglitz (1998), Senior Vice President and Chief Economist at the World Bank, stated that the World Bank is a 
development institution, not a crisis fighter thus the Bank focuses on project lending and structural reform.... In East 
Asia, however, the roots of the crisis have been at least as much in the structural features of the economies, like the 
systems of financial regulation, as they have been in the macroeconomic dimensions. As a result, structural reforms, 
and the World Bank's support and technical assistance, have been an important part of the short-run stabilization 
strategy in East Asia. ... In supporting these goals, the World Bank pledged roughly $16 billion to the region which 
comprise $1.5 billion to Thailand, $4.5 billion to Indonesia and up to $10 billion to Korea, (p. 12) 
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PART V : Overall picture of the respondents' perceptions on the IMF's conditions 

This section has discussed the opinion of the Thai respondents or the inside observers from 

various sectors regarding their perceptions of the crisis, the government and the IMF's handling 

and, most importantly, the IMF's conditions and alternative measures. Surprisingly, survey 

results told us that respondents' perceptions on most issues are similar regardless of which sector 

they belong to and that their rankings and evaluations of policy choices are always concentrated 

to either end of the scale. Furthermore, though one third of the respondents do not have formal 

training in economics, their experiences and background in finance and business told us that 

their interpretations of the crisis are not veiy different from any economists. 

Overall, the survey results showed that respondents rated the government and the IMF's 

performance as unsatisfactory as they gave the below average scores for how well they have 

handled the crisis. The problem with the government's handling of the crisis was largely due to 

its interference from the bankers in the past. At the same time, they generally agreed with the 

IMF's conditions but it was the timing and magnitude of tightening that they disliked. In terms 

of structural reform, they think that fmancial market restructuring is heading in the right 

direction, but it would be more helpful if the IMF could offer more technical assistance and 

monitor the government in passing important fmancial laws. In contrast, they think that the IMF 

does not have a full understanding of the Thai social structure, and they do not think the IMF 

gives high regard to social problems. In any case, this task should be more appropriately taken 

care of by other international organizations like the World Bank or the Asian Development 

Bank. 

It is also noted that corruption is of much more concern to all sectors than expected. Even 

respondents in the public sector are concerned about the corruption problem keeping in mind that 

they think it is the politicians who are corrupt, not themselves. Likewise, social problems are of 

much concern not only to respondents in the public sector but also the private sector. While 

public sector respondents expressed that the well being of people and poverty should be 

seriously taken care of, the private sector is largely concerned with the social problem from a 

different perspective. Private sector is more concerned with the quality of labour and the 

efficiency of educational system. 
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In addition, even it has been quite a while since the crisis, respondents are still more concerned 

with fundamental restructuring than economic growth. In other words, they seem less ambitious 

about being the number one in the region. This can be taken as a good sign for prospect of the 

economy in the future. Lastly, the real sector has very often been mentioned by the respondents 

as the sector which faced serious difficulties as a result of the crisis. Respondents also identified 

problems associated with the sector and suggested policies in dealing with the problems. 

However, this is an interesting area for further research and the sector by itself is large enough to 

be a separate research on its own. 
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Section 3.5 Closing the Gap between Perception and Economics 

The previous section argued that the Asian financial crisis proved resistant to the standard 

IMF policy package, perhaps due to the particular configuration of local circumstances that 

characterized the affected economies. A number of alternative policy proposals were 

identified drawing on the informed local knowledge of qualified Thais. These alternative 

policy suggestions need to be evaluated in the light of economic analysis. 

Hence, this section concludes the paper by examining whether the alternative suggestions 

are theoretically sound as alternative policies to the IMF's conditions, and if they are 

sensible as recommendations to the government in pursuing a smoother recovery path. It is 

also important to examine the extent to which the respondents' criticisms of the content and 

implementation of the IMF policy are justified. It will be seen that suggested measures are 

largely involved in the area of micropolicy on which the insiders, in the author's opinion, 

are better suited to comment. Thus, in making the most of the survey results, one should 

take these suggested measures by the insiders as complements to the macroeconomic 

theories. It is helpful to first summarize the findings of each part with the focus on the two 

areas of policy tightening and structural reform and then compare them with those imposed 

by the IMF. 

However, the more important question we need to ask is whether the alternative policies 

suggested by the respondents are theoretically sound? Table 3.5a-c summarize the IMF's 

imposed policies especially in the area of policy tightening and structural reform in 

comparison with the respondents' suggestions on the problem issues, and offer a brief 

evaluation in terms of economic and operational validity. 
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Table 3.5a : The IMF's imposed policy tightening : Interest rate rise 

Interest rate rise 

IMF's measures Policy suggestion Evaluation 

The objectives of the 
programme were to avoid 
the depreciation-inflation 
spiral and to discourage 

foreign capital from flowing 
out of the country. 

In addition to an 
appropriate level and 

period of interest rate rise, 
partial devaluation, 

temporary capital control 
and price control have 

been suggested as 
measures in tackling 

depreciation-inflation spiral 
and capital outflows at the 

onset of the crisis. 

Currency depreciation and capital outflows were not caused by the lower return but 
collapse in financial market (private sector), therefore, interest rate rise alone was 
insufficient because it was imposed to tackle the characteristics of the crisis but not 
the core cause. Excessive and prolonged policy tightening severely weakened 
economic activity. 

Partial devaluation could have helped stabilize the currency and saved a large 
number of corporates from bankrupcy caused by exchange rate loss. At the same 
time, temporary capital controls could have saved healthy but highly geared 
corporates with tight liquidity from bankrupcy. On the other hand, inflationary 
pressure was not likely to become a problem due to the country's track record of 
low inflation. If inflation had threatened, then price controls could have been used to 
augment the interest rate rise, and thus the severity of the crisis. However, this 
would only have been a short-term expedient as the distortionary effects of price 
controls are well-known. Some of these measures proved successful in the 
Malaysian case, which did not come under the IMF's programme but has chosen its 
own path in dealing with the crisis by declaring debt moratorium and capital 
controls. 



Table 3.5b : The IMF's imposed policy tightening ; Budget cut 

Budget cut 

IMF's measures Policy suggestion Evaluation 

The IMF accepted that fiscal 
deficit is not a major concern 
in Thailand for much of the 

period leading up to the crisis 
but, nevertheless, imposed 
cuts in spending mainly to 

raise investors' prospects of 
repayment. In addition, fiscal 

Respondents have not 
suggested alternative policy 

to that of the IMF's fiscal 
tightening as they did not see 

The crisis was caused by the fragile financial market and accumulation of S-T debt 
made by 'private sector', thus, imposinq the conventional strict discioline on 
'public sector' spending was seen as inappropriate. Furthermore, strict discipline 
in the 'public sector' is not likely to have a significant impact in increasing investors' 
confidence or reducing country risk premium and other objectives. Like the 
monetary tightening policy, budget cuts have the side effect of weakening economic 
activity and with the lack of private investment, this has led the economy into a 
recession. And even though the IMF has later admitted to this by changing its 
course from fiscal tightening to fiscal stimulus, growth rate in 1998 (a year after the 
crisis) already fell by 5% from its projected 3.5%. 

adjustment would reduce the 
need for currency 

depreciation and expectation 
of inflation, country risk 

premiums, and likelihood of 
monetization. 

the need for the cut in 
spending. As Thailand had enjoyed fiscal surplus and moderate level of inflation during years 

proceeding the crisis, respondents feel that fiscal tightening was not necessary. 
Considering the objectives which the budget cut was meant to achieve, they may 
have been tackled by more specific measures. The objectives of controlling inflation 
and stabilizing currency have been suggested in the previous table. As for raising 
investors' prospects of repayment, respondents argued that the single largest 
creditor of the government is the IMF so that foreign investors are unlikely to be 
concerned about the fiscal stance. 



Table 3.5c : The IMF's structural programme 

Structural reform 
IMF's measures Additional suggestions Evaluation 

Financial sector & corporate restructuring 

Close down inslovent institutions 
They should have been considered case-by-case because some corporate 
simply suffered from the lack of liquidity not insolvency. Soft loans and other 
supports should have been offered much sooner. 

During the onset of the crisis, government seemed to have rushed into closing 
down 'insolvent' companies as this was required by the IMF. But, certainly, not 
all of the closed companies suffered from insolvency, thus, the more considerate 
measures could prevented many bankmpcies. 

Establish legal refonn 

The IMF could lend technical support in helping the government to amend and 
establish financial law and bankmptcy law. It is essential that these laws are 
passed within a reasonable time as lengthy process has been known as a major 
obstacle. 

This is one of the most important tasks in restructuring finandal maricet, 
however, it is crucial that the new laws and severe punishment are enforceable. 
Also, law and legislation need to be introduced and also standardized to the 
international mari<et. 

Current & capital account liberalization 

Liberalize trade and capital account 

Trade sector is almost fully liberalized under the GATT agreement. Supports on 
trading channel and export promotion are essential for medium and small size 
firms, especially, those labor intensive products as Thais labor is relatively 
skilled. However, capital account liberalization has not been seen as 
appropriate. Financial market efficiency should be raised before it is fully 
liberalized. 

Trade liberalization is agreed by respondents as the country has achieved 
certain level of competitiveness. However, the financial crisis has suggested that 
Thailand is not readv the full liberalization at oresent. As a matter of fact, fully 
liberalized financial market in developing countries has been seen as the US 
agenda. 

Governance and competition 

Reduce informal ties bAw private & public sector 

Transparent of law, regulation and efficiency of information (for example, 
accurate and up to date financial and economic data) could help reduce the 
need for informal ties. It is also important that severe punishment is enforceable 
when unprofessional practice is found. 

Although the establishment of legal refonn, enforceable punishment as well as 
transparent in practice could help discourage such informal ties, this is really the 
issue of politics and domestic culture and it will take generations for the infomnal 
practice to die out. 

Privatize & dismantle monopoly 

Only profitable public enterprise (national airline, water and electricity 
companies) should be privatized while the non profitable like transport 
enterprises (local bus and coach) should remain under government ownership 
as most customers are students and working class people. 

Selling profitable public enterprise is the way of increasing government revenue 
as well as reducing high rank officials from receiving privileges as the board 
members in this companies. Although bus service could tie improved under the 
private management, it is unlikely that these non profitable enterprises vinll be 
bought by the private investors. Thus, they could be kept under the public 
ownership as part of the government's social programme. 

social sector reform 

Broaden social safety net 

Reduce unemployment 

Increase access to health care & education 

People in the rural and urban areas require different kind of social service; the 
policy in each area needs to be tailored to fit different needs. Decentralization is 
a fast & effective way to get to the bottom of problem. After setting up needs 
consistent supports (funds, advises, evaluation) 

it is essential to make sure that allocated budget gets to the hand of those who 
need them the most. Conuption can be a major obstacle in accomplishing these 
programmes especially in the rural areas. It is, thus, crucial to set up a body to 
monitor and evaluate the programme on a regular basis. Also, the success of 
the programmes largely depend on the seriousness of the government in 
can-ying them #out. 



3.5.1 The IMF and its conditions 

Important issues in this part are focused around the IMF's understanding of the cause of the 

crisis and its conditions imposed on Thailand. The IMF has accepted that the major 

problems were not macroeconomic mismanagement but deficiencies and mismanagment in 

the financial sector in the form of weak financial institutions, inadequate bank regulation 

and supervision, uncontrolled foreign borrowings and unwise investments by the private 

sector. Nevertheless, the IMF has imposed its standard conditions which have been given to 

countries who have experienced macroeconomic instability. And although its imposed 

conditions have in the past been helpful in reviving economies fi-om some forms of crisis, 

the nature of the crisis did require additional assistance rather than just macroeconomic 

discipline. 

Regarding the respondents' opinions on this issue, we asked whether it was appropriate that 

the IMF imposed conditions with its loan which the government was forced to accepted? 

And, if the respondents disagreed with the IMF's conditions, are their suggested alternative 

measures realistic? Since the loans from the IMF were not free of charge, the borrowing 

countries should be fully responsible for their own actions on the issues beyond payment 

problems. However, the modem functions of the IMF have been modified to include the 

imposition of major structural and institutional reforms in addition to facilitating 

adjustments in the balance of payments. 

In other words, these conditions must be undertaken in order to receive loans and as these 

loans are released by slots of payments, the IMF can observe whether the country is 

following its rules or not before releasing the next payment. Without these loans, the Thai 

government would likely to have declared a debt moratorium but since the government has 

choosen to ask for the IMF's assistance, it has to obey conditions attached to the loans, 

perhaps, regardless of its consent. If its assistance fails to turn these economies in the Asian 

crisis, should the IMF be held responsible and obligated to compensate the economy then? 

Strickly speaking, the accountability issues would not have been raised if the IMF has kept 

to its traditional role of lender. 

3.5.2 Policy tightenings 

The key issue in this section is to ask whether interest rise and budget cut were effective in 

doing what they meant to in judging if they were appropriate. Respondents think monetary 
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and fiscal tightening were meant to do too much, as they are imposed to correct too many 

problems. At the same time, the tightening was prescribed according to the symptoms of 

the problems not their causes. For example, some of these problems (currency depreciation 

and capital outflows) are very severe and they needed more specific measures whereas 

some are not as severe (inflationary pressure). Nevertheless, not only Thailand but all the 

affected countries who have come under the programme were required to raise interest 

rates. As a result, the interest rate rise did not only fail to achieve its objectives, it actually 

turned out to be harmful. In addition, even though rising inflation could have been a 

concern, a large proportion of CPI is food items which are domestically produced. This 

makes hyperinflation unlikely, so, increasing and maintaining high interest rates might not 

have been a necessary measure in dealing with inflationary pressure. 

Respondents have identified that currency depreciation was a direct result of capital 

outflows and that massive outflows were due to the loss of foreign investors' confidence in 

the economy as well as the way in which the crisis was being handled by the government 

and its professional assistant, the IMF. As a result, the interest rate rise together with other 

measures was not able to bring back confidence in the economy.'^ Furthermore, prolonged 

high interest rates have increased the liabilities of many firms and unnecessarily caused 

bankrupcies. Some have also said that the interest rate gap after the interest rate rise was 

neither high enough to keep the existing capital in the country nor to attract new inflows. 

Thus, respondents have suggested alternative policies to deal with currency depreciation, 

inflationary pressure, and capital outflows - namely gradual currency depreciation, price 

control and temporary capital controls in coping with the crisis during the time. Also, long 

term policies like financial market restructuring policy is also suggested as crucial in 

bringing back foreign investors' confidence and for the economic recovery. 

For the financial market reform, under-regulated financial institutions and lack of legal and 

regulatory reform have been identified as the two weakest areas in the Thai financial 

market which were caused by mismanagement of policy by the authorities, in particular, the 

The key issue is h o w to restore conf idence , or equivalently, h o w to persuade peop le to keep their capital in 

the country? Stiglitz (1998) explained, at the first blush, the obvious answer is to increase the rate of return or 

the interest rate. But w e need to ask the deeper quest ion, w h y are people pul l ing their m o n e y out of the 

economy in the f irst p lace? Of t en it is because they do no t be l ieve that they wil l rece ive the promised rate of 

return, that is, they are worr ied about the possibil i ty of defaul t . H igher rates increase the promised return, but 

in m a n y c i rcumstances they will also create f inancial strains, leading to bankrupc ies and thus increasing the 

expectat ions of defaul t . A s a result , the expected re turn to lending to the country m a y actual ly fall wi th rising 

interest rates, m a k i n g it less attractive to pu t m o n e y into the economy, (p. 6) 
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Bank of Thailand. In addition, majority of respondents thought that widespread closure of 

financial companies was justified while the rest believed that some financial companies 

have been closed down unnecessarily due to liquidity problem not structural problems. 

They thought that companies in good standing could have been saved if the government 

had been more considerate and lent more assistance during the time of the crisis. Since 

rapid financial liberalization has been identified as one of the reasons behind the crisis, 60 

per cent of respondents believed that the government should slow down the pace of 

liberalization. However, financial companies (which have been hardest hit by the crisis) 

thought the government should pursue financial liberalization at an even faster pace than 

before the crisis. In fact, this is in line with the IMF's objective of fully liberalized financial 

markets. 

On the fiscal side, respondents think that the problems which fiscal tightening was imposed 

to correct were irrelevant. It was not appropriate to impose a period of strict discipline. This 

is similar to the inflation issue which respondents did not see as being a problem. In other 

words, the IMF's prescription of policy tightening is seen as some kind of conventionality 

that countries facing financial crisis should adopt. Unfortunately, this conventional solution 

could neither effectively solve many of the problems nor buy back foreign investors' and 

speculators' confidence in the economy. Indeed, as a result of the IMF's underestimation of 

the crisis, it later had to change course Irom fiscal tightening to fiscal stimulus, as it was the 

only channel available during the time to help the economy back on track. 

Although there seems to be endless argument on the appropriateness of the monetary 

tightening, it is, however, more clear on the fiscal programme that it was too harsh on the 

economy. By the time the IMF had admitted to this, the fiscal tightening had led Thailand 

into severe recession and fuelled social upheavals in Indonesia. Nevertheless, it cannot be 

over emphasised that as the nature of the crisis did not arise from the conventional causes 

and these troubled countries were not suffering from the loose economic discipline, thus 

standard measures were less likely to help improve the areas that needed no improvement.^^ 

And, perhaps, the tailor-made package may have been more appropriate in correcting 

Never the less , Stiglitz (1997) sugges ted mi ld f inancial controls, such as interest-rate ceilings, m a y be usefu l 

under certain c i rcumstances , because they can help raise banks ' prof i t s and so reduce the incentive for risky 

lending. H e also woixied that too m u c h has te in opening a country 's bank ing marke t to foreigners could cause 

excessive compet i t ion , and instabili ty to fol low. However , his concerns are controversial as f inancial 

l iberal izat ion is a critical par t of the U S agenda. (The Economis t , 1997) 
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problems at their cores, where policy tightening was not the most effective measure for the 

job. 

3.5.3 Structural reform 

The main focus in this part is on the four reforms^^ and the question of how they are likely 

to be implemented. Of the four reforms, financial market reform and capital account 

liberalization are given the first and the third order of urgency by respondents.^^ These 

matches indicated that the two reforms have high potential of being successful. In contrast, 

respondents ranked the governance and social sector reforms as the second and the third 

most important reforms while they think the IMF regards these reforms as having low 

priorities. It is helpful to have this general setting of what have been identified as structural 

problems and their priorities in mind in order to understand why some reforms are likely to 

be more or less successful with constraint on the budget and without the international 

support / pressure. Also, table 3.5.3 summarizes measures which the government (under the 

IMF's guide) has taken in restructuring several areas of the economy and the respondents' 

alternatives/additional measures in such areas. 

Likewise, problems in the social sector look as worrying as the financial sectors where 

improvement can be made in every step of the way. And even though social problems have 

persisted for a very long time, they became more apparent and worsened when the financial 

crisis hit.̂ '̂  Respondents accepted that the government will need technical as well as 

financial assistance &om organizations like the WB (but not the IMF) in setting social 

restructuring program. Experience with the IMF conditions in 1997 told respondents that 

social restructuring program will definitely have to be tailor-made to Thailand, in other 

words, the Thai society and people. Respondents at WB have also agreed with this point 

and accepted that the Bank is learning to understand differences in culture. In addition, 

urban and rural people have different problems and the Thai government will have to 

recognize these differences in order for the programmes to be implemented effectively. 

Decentralization has been suggested as one plausible route in getting down to the bottom of 

As Thailand and other countries in crisis had enjoyed fiscal surplus and moderate level of inflation during years 
preceeding the crisis, it is not necesary that fiscal and monetary tightening were most strict in these countries. 
^ This refers to the suggested structural reforms by the IMF (a) financial sector (b) current and capital account 
liberalization (e) competition and governance (d) social sector 

Question 26 and 27 discuss how the success of each reform depend on the IMF's prioritization. 
Nixson and Walters (1999) pointed out that, 'the extent of the currency falls and the size of the capital outflow 

meant that the 'Asian Crisis' quite quickly becaluse a crisis of real economy. . . . This was arguably exacerbated by 
the intervention of the IMF ... This, in turn, generated a futher crisis; one of rising unemployment, destitution and 
poverty. In effect, therefore, the currency crisis has become a development crisis.' (p. 498) 
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problems. Most importantly, as social problems will take a very long time to correct, 

financial as well as technical assistance will have to be devoted to the sector seriously and 

continuously and this will require strong commitment of the government. 

3.5.4 Long term economic recovery plan and future prospects 

In terms of future prospects, after having experienced what is probably the worst financial 

crisis in history, respondents largely agreed that improving domestic efficiency is the 

priority. Even a few years after the crisis^^, respondents still think the government should 

focus on strengthening economic fundamentals and only later proceed with restoring 

economic growth. Even though this idea is shared by the IMF, it was not keen to specify 

how to go about strengthening economic fundamentals in other sectors than the financial 

markets. But, perhaps, this is the job of the local government. Considering the respondents' 

suggestions on this issue and the key strategies in reducing vulnerability in the future, 

promoting exporting sector, improving R&D, and reducing corruption have been suggested 

as key strategies. In fact, these measures are promised by all governments but the 

effectiveness of the policies is likely to depend on the seriousness of the government in 

pursuing them.^^ 

In the end, has the IMF's measure been successful? According the commentators and 

domestic respondents, no. Were the IMF's imposed conditions inappropriate, then? 

Theoretically, yes but perhaps they were not appropriate in dealing with this Asian financial 

crisis as the crisis stemmed fi-om other causes that the policy tightening is ineffective in 

dealing with. So, are there other alternatives to the IMF's policy? As the IMF's package has 

been roundly criticised, it can be argued that they could have been made more appropriate 

have other tailor-made-policies been imposed. In fact, this paper has gathered the tailor-

made-policies as additional policies to the IMF's. As late as it may be for some of these 

suggestions to have corrected past mistakes, important lessons have been drawn for the 

damaged countries and the international experts, IMF. Thus, one should take the survey 

findings and policy suggestions as complementary to the macro economic theory. 

It has n o w been 3 years af ter the crisis at the t ime of the survey. 

See append ix F for summary table for the eight Letters of Intent wh ich the Thai gove rnmen t has p ledged to 

do it order to improve its e conomy under the IMF's p rog ramme . 
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APPENDIX A* : Past experience of Baht devaluations 

It is helpful to briefly discuss past experiences of currency devaluations in Thailand during 1982 
and 1984 in clarifying why the recent currency devaluation in 1997 has resulted in such an 
economic severity. It was found that macroeconomic fundamentals during the previous 
devaluations were relatively weaker than during the recent crisis in 1997, yet, after the 
devaluations, the economy was able to recover quickly. In fact, devaluations in 1982 and 1984 
were seen as adjustments which the government had taken in bringing back economic balance. 
In contrast, the currency depreciation in 1997 was not a result of the government intended 
devaluation, rather, a forced devaluation, as there was no other alternative. A comparison of 
these currency depreciations will partially answer why the crisis happened when it did and 
explain why the recent currency devaluation is much more severe than in the past and will have 
long-lasting impact on the economy. 

(a) Baht devaluaions in 1982 and 1984 : effects from oil shocks 

Since currency devaluation is an inevitable outcome of the financial and currency crises, the 
currency devaluations in 1982 and 1984 in Thailand will be examined in comparison with the 
1997's. In addition, during these devaluations and adoption of floating exchange rate in 1997, 
IMF rescue packages have been called for when the funds were also received. The table below 
shows that the IMF fund for the crisis in 1997 has been approved almost immediately after the 
crisis occurred and much quicker than the previous two devaluations. Therefore, these three 
events can justifiably be characterized as financial crises. 

Table 1 : Thailand's Financial Arrangements by IMF 
U n i t : S D R : mil l ion 

Type Devaluation period Fund Approval 
Date 

Amount 
Approved 

Amount 
Drawn 

Stand-by July 1997 August 1997 2900.0 25004 

Stand-by November 1984 June 1985 400.0 2604 

Stand-by July 1981 November 1982 27L5 27L5 
Source ; IMF, w w w . i m f . o r g (Thai land : Posi t ion in the Fund) 

There are many factors and circumstances which led the government to devalue its currency in 
1982 and 1984. In the early 1980's, Thailand was already vulnerable prior to the second oil 
shock as its agricultural exports suffered a severe price decline in the world markets. As a result, 
the terms of trade fell 20 per cent between 1980-82 (manufactured goods were still only 30 per 
cent of total exports at the time), and the trade deficit rose to 9 per cent of GDP during those 
years. External debt rose from $2.3 billion in 1975 to $6.7 billion in 1980 largely to fund defence 
spending and subsidize loss-making public enterprises. High world interest rates were at double-
degit levels between 1980-85, peaking at 21 per cent in the 1982. This high interest rate directly 
affected Thailand as it did other developing countries which borrowed dollars as floating 
commercial rates, for example, Mexico threatened default on its international financial 
obligations in 1982. Another important factor was Thailand's fixed exchange rate policy, 
particularly the pegging of the baht to the US dollar. The peg made Thailand particularly 
vulnerable in the early 1980's as the US emerged from a deep recession and experienced strong 
economic recovery. As a result, the dollar appreciated by about 50 per cent during 1980-84. This 
appreciation caused the Thai baht to appreciate by about 10 per cent in real terms during the 
same period. An appreciating currency was the last thing that Thailand needed given the weak 
internal economy. (Saicheau, 1995, p.7) 
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Furthermore, Thailand's fiscal deficit grew and appeared uncontrollable during the 1980's. 
Budget expenditures, a major cause of expenditure overruns, combined with optimistic revenue 
collection targets brought about a larger-than-expected budget deficit. Budget deficits expanded 
from about 2 per cent of GDP in the first half of the 1970s to 3.5 per cent of GDP during the 
latter half of the decade. In 1980, the budget deficit was 4.7 per cent of GDP and peaked at 6.0 
per cent of GDP in 1982. At the same time, domestic interest rates were subjected to ceilings 
which kept real interest rates negative while credit rationing was practiced to restrain loan 
growth. The collapse of domestic financial institutions and political turmoil (there were two 
attempted coups) in the early 1980s added to the uncertainty about the country's overall 
prospects and well being. Specific factors relevant to the period in which devaluations took place 
can be summarized as follow; 

1982 
Exports growth rate decreased to 4.7 per cent from 13.8 per cent in 1981. 
Capital inflows fell from 47.4 billion baht in 1981 to 31.2 billion in 1982. 
Both total external debt and debt service ratio continued to rise. 

1984 
Exports fell by 7.7 per cent in 1983 which must have come as a shock in a country which has 
enjoyed 15 per cent exports growth rate on average. 
A 21.2 per cent growth of imports in the same year led to a serious deterioration of the trade 
and current account forcing a $780 million deficit in the balance of payment. 
International reserves fell to a low of $2.6 and $2.7 billion in 1983 and 1984, the equivalent 
of only 3 months of imports. One month before the November devaluation, reserves were 
only $1.6 billion, less than 2 months worth of imports. 
Debt service ratio rose to 20 per cent in 1983 and 1984. It subsequently peaked at 22 per cent 
in 1985. 

The devaluation of 1984 was also important because it brought about fundamental changes in 
Thailand's exchange rate policy. Prior to 1984, it was considered appropriate to peg the baht to 
the value of dollar as a means of promoting certainty and stability in the trade sector. However, 
the rapid appreciation of the dollar between 1982-84 in line with the strong economic recovery 
of the US placed Thailand in a very difficult position. As argued earlier, the Thai economy was 
at its weakest during the first years of the 1980s and a forced appreciation of the baht worsened 
the situation. (Saicheau, 1995, p. 6) 

In addition, the devaluation of 1984 changed the way in which Thailand sets its exchange rate. 
The baht was since tied to a basket of currencies, its value to be announced daily by the Bank of 
Thailand. Among other research centers, Phatra Research Institutions, from compiling the past 
data, has concluded that the dollar dominates the basket with a weight of about 80 per cent. More 
importantly, the crucial point is that the Bank of Thailand has given itself a great deal of 
flexibility in adjusting exchange rates since the weights are confidential and can be altered at any 
time. Thus, while Thailand's exchange rate is more flexible, it is unlikely to be volatile if 
economic fundamentals remain stable and if the authorities do not persist in defending exchange 
rates that stray significantly from equilibrium. Since 1984, the Bank of Thailand has avoided 
maintaining an overvalued currency, if anything, the bias is towards keeping the baht slightly 
undervalued. As a result, the undervalued currency has enabled the authorities to appreciably 
increase Thailand's foreign reserves. (Saichuea P.6-8) 
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(b) Nearly a Devaluation : The Effect From the Taquila crisis in 1995 

The peso crisis in Mexico prompted foreign investors to doubt the stability of currencies of 
several emerging market economies. In the case of Thailand, the doubt was sufficiently strong 
for investors and speculators to sell baht for dollars which some research houses estimated to be 
worth as much as US$2 billion between 12-13 January 1995. The quick end of the speculation is 
indicative of the success that the Bank of Thailand had in its all out effort to defend the baht. In 
large part, many believed that the defence of the baht was also successful because of Thailand's 
good economic fundamentals and strong external position. 

In other words, the quick end of speculative attack on Thai baht would not have been possible 
without a quick regain of investors' confidence, especially, the foreign ones. During the period, 
domestic inflation at 5 per cent was low by regional standards and comparable to world 
standards. Economic growth has been sustained at the rate of close to 8 per cent over the past 
two decades (1975-95), driven primarily by a globally competitive export sector which has been 
expanding at an average rate of 16 per cent per annum. A high domestic savings rate of around 
30 per cent of GDP and a government that has sustained fiscal surpluses for 7 consecutive years 
(1988-95) added to the economy's fundamental strength. Careful monetary management also 
meant a commendable external position. Thailand has had a balance of payments surplus every 
year for the past 10 years. This has enabled the country to build up international reserves which 
increased nearly 10 times during the period. Reserves in 1995 stand at about US$30 billion, the 
equivalent of 7 months of imports. While current account deficit in 1994 was at 5.9 per cent of 
GDP, it has been on a downward trend since 1990 when it peaked at 8.5 per cent of GDP. 

(c) Floatation of Baht in 1997 

Despite the economic miracle in the early 1990's and a lucky escape from the devaluation during 
the Taquila crisis in 1995, a number of authors continue to believe that the possibility exists for 
another speculative attack sometime in the future. Among others, Saicheau (1995) expected that 
Thailand will experience chronic current account deficit that may be unsustainable in the coming 
years. Financial liberalization which has heralded massive inflows of short-term capital to 
finance such deficits are volatile by nature and therefore cannot be trusted. Thus, Thailand is left 
vulnerable to future speculative attacks against the baht particularly if its economic fundamentals 
were to weaken, (p. 2) 

Furthermore, there are reasons to believe that the crisis was fundamentally caused by the 
mismanagement of the Bank of Thailand (henceforth BoT) though, literally, the crisis was 
triggered by the call back of private short-term loans. These short-term loans began to 
accumulate in early 1993 when the capital account was opened up when the Bangkok 
International Banking Facilities (BIBF) was established. As a part of financial liberalization, 
these loans were not classified. During the period, the economy was growing at about 8-9 per 
cent per annum with a moderate inflation rate of below 5 per cent. High foreign exchange 
reserve (6-9 months of imports) also bolstered investors' confidence whose return on investment 
was ensured by the fixed exchange rate against the US dollar and the interest rate differential. 

In early 1996, the slowdown of the economy was signaled by a decrease in exports for the first 
time since the late 1980s. At the same time, financial institutions began to suffer from bad loans 
caused by the collapse of the real estate market. (Real estate loans played a key role in the Thai 
credit market when land prices were rising rapidly during the boom years of 1988-1995) The 
Bangkok Bank of Commerce (BBC), a small bank, was the first to run into trouble with bad 
loans. Also, the bank was repeatedly rescued by the Bank of Thailand with the use of national 
foreign reserves. This was considered a misuse of foreign reserves which seriously damaged the 
reputation of the BoT. It later became clear that there were some unusual practices going on 
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within BBC where loans were politically motivated. The botched attempt at a take-over of 
BBC's management and the BoT's failure to file a criminal action against former BBC's 
executives is seen as the BoT's mismanagement of the BBC affair. 

Most important of all, the incident at the BBC will be critically examined where the investigation 
by Prachuabmoh, Nukul, a committee set-up especially for the investigation in prosecuting of 
the former prime minister and finance minister responsible for depleting the country's foreign 
reserves and triggering the economic crisis. Those names in the report include the prime minister 
and finance minister of the time, Chavalit Yongchaiyudh and Amnuay Viravan and five 
executives at the central bank, including the governor, Chaiyawat Wibulswasdi. The relationship 
among the central bank authorities, private bankers and the politicians will be examined. These 
discussions have supported the argument that the lack of CBI induced by a complicated 
relationship between these parties is, in large part, the fundamental cause of the financial crisis in 
Thailand. 

This appendix is referred to in section 2.3.1 Background of the Bank of Thailand (BoT) 
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Appendix B* : major financial Liberalisation and Reforms since 1985-1997 

Date Major Financial Liberalisation and Reforms 
March, 
1985 

Bank of Thailand encouraged commercial banks to introduce BIB OR (Bangkok Interbank 
Offered Rates as a reference for the pricing of floating rate loans to customers. 

1986 Ceiling of interest rate charged for credit was hfted 
June 1989 Ceiling of interest rate on time deposits with more than one-year maturity was lifted 

May, 
1990 

First stage of liberalisation, acceptance of obligation under Article VIII of the IMF's 
Articles of Agreement and relaxation of foreign exchange control by liberalising all 
current account transactions and reducing restrictions on capital movement. 

April, 
1991 

Second stage liberalisation on foreign exchange control which includes more liberal 
outward transfer of funds for investments provision for foreign investor to repatriate 
investment dividends projects and proceeds from the sales of stocks. 

1992 
January Removal of ceiling of interest rate on savings deposit 
March Expansion of scope of activities of commercial banks, finance companies and securities 

companies. 
Enactment of the Securities and Exchange Act 

June Ceiling on saving deposit rates and all lending rates are abolished 
1993 

January Adopting of the BIS standard (capital to risk asset ratio) for commercial banks 
March The Bangkok International Banking Facilities (BIBF) was estabhshed. Participants may provide 

three types of services 
(a) banking to non-residents in foreign currencies and baht ('out-out' transactions), 
(b) banking to domestic residents in foreign currencies only ('out-in' transactions), and 
(c) international financial and investment banking services. 

July The first credit rating agency, the Thai Rating and Informational Service (TRIS) was established. 
August The Export-Import Bank of Thailand was promulgated to be effective from September 1993. The 

establishment of EXIM bank was in February 1994. 
October Commercial banks are required to announce the Minimum Lending Rate (MLR), the Minimum 

Retail Rate (MRR) and maximum margin to be added to MRR as a reference rate for customers 
other than those eligible for MLR. 

1994 
February Third Round of the liberalisation on foreign exchange control 

(a) increased the limit on the amount of baht that can be taken out to countries sharing 
border with Thailand, and Vietnam, from 250,000 baht to 500,000 baht. 
(b) Abolished the limit on the amount of foreign currencies that may be taken out when 
travelling abroad. 
(c) increased the limit on the amount of foreign investment by Thai residents (which 
require no prior approval) from BoT US$5 million to US$10 million. 
(d) allowed residents to use foreign exchange that originates from abroad to service 
external obligations without surrenderfaig or depositing in domestic banking account. 

March Allowed finance companies and finance and securities companies to open Credit Office 
outside Bangkok and vicinity. 

May Allowed BIBF to open branch outside Bangkok and vicinity 
July Adopting of BIS standard for finance companies. Finance companies are required to 

maintain 7 per cent of capital to risk asset ratio. 
November Set up of the Bond Dealer's Club which functions as a secondary market for debt 
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instruments. 
1995 

February The cabinet approved the Finance System Development Plan (1995-2000) drawn up jointly 
by the Bank of Thailand, the Ministry of Finance and the Securities and Exchange 
Commission. 

May Adopting of the BIS guideline for commercial banks on risk management of derivative 
trading. 
Allowing finance companies to mobilise funds from the public by issuing Bill of Exchange 
(B/E). The minimum amount of each domestic B/E is 10 million baht. Finance companies 
may also issue B/E abroad after seeking approval fi-om the Central Bank. 
Allowing credit foncier companies to operate as loan service agent. 

July Allowing commercial banks to act as customers' unsecured debenture holder representatives. 
August Adjustment in calculation of liquidity assets of commercial banks on non-resident baht 

account from 7 per cent of liquid assets to 7 per cent depositing at the Central Bank. 
September Adjustment the measurement of net foreign exchange exposure for Thai banks. 
October Allowing finance companies to issue Bill of Exchange (B/E) and Certificate of Deposits 

(CDs) in foreign currency offered in offshore market and with maturity not less than 1 year. 
1996 

January Adopting new guideline for the Central Bank lending to commercial banks, finance 
companies, and finance and securities companies. The Loan window is now operated under 
repurchase agreement instead of securities pledging. 

March Announcement of issuance of long-term Bank of Thailand bonds 
(a) bonds with maturity of 1 year will be auctioned every 2 months for 1,000 million baht. 
(b) bonds with maturity of 2 years will be auctioned every quarter for 500 million baht. 
Qualified participants include commercial banks, finance companies, the Government 
Savings Bank and Financial Institutions Development Fund. 

May Adopting of the provision against doubtful debt ratio at 100 per cent for finance companies, 
finance and securities companies, and credit foncier companies. 

June Short-term offshore borrowing by finance institutions is subject to a 7 per cent liquidity 
requirement. 

October Increased the first-tier capital fund to risk asset ratio of commercial bank from 5.5 to 6 per 
cent, and the overall capital to risk asset ration to 8.5 per cent. 
Increased the capital to risk asset ratio of finance companies from 7 to 7.5 per cent, with the 
existing ratio for the first-tier capital fund. 

November Upgraded 7 new foreign BIBF's to full branch. 
1997 

January Adjustment of the form of balance sheet and income statement of financial companies, 
finance securities companies and credit foncier company same as the form of public 
company limited. 

March Adoption of the provision against sub-standard asset ratio at 15 per cent for banks and 20 per 
cent for all other financial institutions. 

April Establishment of Property Loan Management Organisation for purchasing property loan. 
June • Request commercial banks not to sell Thai Baht in the offshore market. 

• Allow commercial banks and all other financial institutions to set up property loan 
management companies. 

Issuing guideline on liquidity reserve requirement by 
(a) allowing debt instrument issued by FIDF as liquidity reserve 
(b) excluding the deposit for Out-out transaction on calculation base 
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Issuance 4 emergency decrees for ; 
(a) amending the Commercial Banking Act to relax regulation on foreign shareholder limit 
(b) amending the Act on the Undertaking of Finance Business, Securities Business and 
Credit Foncier Business to encourage and remove the obstacles to the merger and acquisition 
of financial institutions. 
(c) Establishing the juristic entity to operate securitization business 
(d) establishing the Secondary Mortgage Corporation 
• Suspend 16 finance companies fi-om their operation for 30 days during which they had to 

submit the reform plan. 
• Impost temporary interest rate ceiling of finance companies of 11 per cent for at-call-

borrowing and 14 per cent for time-borrowing, and commercial bank of 12 per cent for 
more than 3 months time-deposit account. 

July • Changed foreign exchange system from basket to managed float. 
• The central bank notified Thai banks that have surplus of net FX position on spot 

and forward wiU have to sell them to the central bank by the end of August 97, 
• Financial institutions are allowed to sell Baht only to those non-residents who have 

businesses in Thailand. 
• Increased bank rate from 10.5 to 12.5 per cent. 
• Extended interest rate ceiling of finance companies from 11 to 13 per cent for at-

call-borrowing and from 14 to 17 per cent for time-borrowing, and commercial 
banks from 12 to 14 for more than 3 months time-deposits account. 

August • Suspended 42 more finance companies from their operation for 60 days during which 
they were required to submit the rehabilitation plan. 

• Establishing liquidity fund for financial institutions (FIDE as fund manager) 
September • Reduced the liquid asset requirement ratio on deposit and borrowing from 7 to 6 per cent 

which comprises of deposit at the cenfral bank of not less than 2 per cent, cash in hand of 
not more than 2.5 per cent and the rest in forms of financial instrument. 

• Reduced cash reserve ratio from 7 to 6 per cent on short-term deposit and borrowing. 
• Issuing the guideline for interest rate which banks and finance companies pay to or 

collect from their customers by using interest rate average of five largest Thai banks as 
benchmark. 

Source : Bank of Thailand 
* This appendix is referred to in section 2.3.3 An establishment of the BIBF 
account alongside the fixed exchange rate 

Opening up the capital 
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APPENDIX C* : REPRODUCTION OF QUESTIONNAIRES : Personal 
questions 

Personal questions 
P.l What type of sector are yon in and how many years have yon been working in the 

sector? 
a. Public sector years months 
b. Private sector years months 
c. Academic years months 
d. Other, please specify years months 

P.2 What position are you in? Or what do you consider yourselves as? 
a. Junior-management 
b. Middle-management 
c. Senior-management 
d. Other, please specify 

P.3 Have you had any formal training in economics? 
Yes No 

* This appendix is referred to in section 3.3 Methodology 
Note : The survey took place in June-July 2000 
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APPENDIX D* : REPRODUCTION OF THE QUESTIONNAIRE 

P A R T I : Respondents' experience with the crisis and the IMF 

A. General questions about the financial crisis in 1997 

1. When did you become aware of the speculative attack on the Baht? 
Please specify (month / year) 

2. What did you think caused the foreign capital outflows? (choose whichever apply) 
a. A fall of the return of investment in production sector 
b. A narrower interest rate gap 
c. A fall of investors' confidence in the future prospect of the Thai economy 
d. Others, please specify 

3. What did you think triggered the speculative attack? (choose whichever apply) 
a. A narrower interest rate gap 
b. Accumulation of short-term debts 
c. Foreign capitals outflow, observable from the fall in stock market index 
d. Others, please specify 

4. Did you think the Bank of Thailand had other alternatives than to float the Baht during 
the intense speculative attack in mid-1997? 
Yes No 
If yes, please specify 

5. Did you think the Baht should have been freely floated or devalued by some percentage 
during the crisis in 1997? 
Freely floated 
Devalue down by 10% 15% 20% 30% over 50% 

6. Was the crisis worse or better than you anticipated? 
Worse Better 

7. How do you rate the Thai government's handling of the crisis? 

Good 4 3 2 1 Bad 

B. General perception of the IMF's assistance and its conditions 

8. Did you, at the time of the crisis in 1997, agree with the government acceptance of the 
IMF assistance? 
Yes No 

9. How appropriate are the following options as other alternative policy the government 
should have pursued in handling the crisis than accepting the IMF assistance? 
9.1 Devalue baht to a certain level and maintain the pegged system 
9.2 Borrow from other sources 
9.3 Declare debt moratorium like Malaysia 

Appropriate 4 3 2 1 Inappropriate 
9.4 Others, please specify 
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10. Did you tliink USD17.5 billion loan from the IMF was sufficient? 
a. More than sufficient 
b. Sufficient 
c. insufficient 
d. far below what was needed 

11. Did you think the announcement of the government acceptance of the IMF's assistance 
helped to increase investors' confidence? 
Helpful 4 3 2 1 Unhelpful 

12. Did you think it was appropriate that the IMF imposed conditions, such as monetary 
and fiscal tightening and structural reform, with the loan? 
Yes No 

13. How essential were the IMF conditions in assisting recovery? 
Essential 4 3 2 1 Unhelpful 

14. What other assistance could the IMF have offered the government in dealing with the 
crisis? 
Please specify 

15. Overall, has the IMF assistance been successful in assisting recovery? 
Successful 4 3 2 1 Failure 

P A R T I I : Policy tightening — immediate response to the financial crisis 

C. Monetarv policy 

16. The IMF has called for a substantial rise in interest rates in order to avoid a 
depreciation / inflation spiral and to prevent foreign capital outflows. In the context of 
Thailand during the crisis, did you think such tightening was effective in dealing with 
16.1 Curbing currency depreciation 
16.2 Preventing a rise in inflation 
16.3 Reducing foreign capital outflows 

Effective 4 3 2 1 Ineffective 

17. In the context of Thailand during the crisis, what might have been a more appropriate 
measure instead of a substantial rise in interest rate, in dealing with the following? 
17.1 Curbing currency depreciation 
17.2 Preventing a rise in inflation 
17.3 Reducing foreign capital outflows 

Alternative measures : 

18. Were there particular features of Thailand in the crisis that prevented monetary 
tightening from being effective? 
Please specify 
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19. The fbllowings have been idendSed as weak areas of the Thai Snancial market. How 
damaging were they (have they contributed) to the financial crisis? 
19.1 Absence of fuUy developed bond / equity market 
19.2 Under-regulated financial institutions 
19.3 Lack of international competition 
19.4 Lack of legal and regulatory reforms i.e. bankruptcy legislation 

Severely damaging 4 3 2 1 Damaging 
19.5 Other suggestions, please specify 

20. Was widespread closure of financial companies justiOed? 
Yes No 
If no, please specify 

21. It has now been 3 years after the crisis, at what pace do yon think the government 
should have pursued the financial liberalization scheme at Ais period? 
a. More rapidly than before the crisis 
b. Same pace as before the crisis 
c. Slowdown the liberalization phase until local firms have recovered 

D. Fiscal Dolicv 

22. Did you think it was necessary to reduce government spending during the crisis? 
Necessary 4 3 2 1 Not necessary 

23. How effective is the budget cut in dealing with the following issues? 
23.1 Increasing investor's prospects of repayment 
23.2 Balancing the composition of the current account adjustment between public and 

private sectors 
23.3 Reducing the external current account deficit and thus reducing the need for 

currency depreciation 
23.4 Reducing expectation of currency depreciation and country risk premium 
23.5 Reducing likelihood of monetization and thus lower expectation of inflation and 

currency depreciation 
Effective 4 3 2 1 Ineffective 

24. How much do you think the budget has been cut, on the average of the past 3 fiscal 
years? 
a. Less than 1% of GDP 
b. Between 1% - 2% of GDP 
c. Between 3% - 5% of GDP 
d. More than 5% of GDP 

25. On the average of the past 3 fiscal years, how much did you think government 
revenue collection has been declined as a result of the Gnancial crisis? 
a. Less than 1% of GDP 
b. Between 1% - 2% of GDP 
c. Between 3% - 5% of GDP 
d. More than 5% of GDP 
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P A R T I I I : Structural reform and long-term economic recovery plan 

E. Structural Reform 

26. The IMF has suggested 4 areas of structural reform. How essential do you think they 
are to economic recovery? 
26.1 Financial sector reform and corporate restructuring 
26.2 Governance and competition policy 
26.3 Current and capital account liberalization 
26.4 Social sector reform 

Essential 4 3 2 1 not necessary 

27. How do you think the IMF has prioritized the following, keeping in mind that there is 
not enough resource and capital to restructure all sectors at once? 
27.1 Financial sector reform and corporate restructuring 
27.2 Governance and competition policy 
27.3 Current and capital account liberalization 
27.4 Social sector reform 

High priority 4 3 2 1 Low priority 

F. Prospect for the future 

28. How do you think the government should prioritize the following as a strategy for 
economic recoverv during the aftermath of the financial crisis, keeping in mind that 
there is not enough resource and capital to do everything at once? 
28.1 Resuming high economic growth 
28.2 Restructuring financial market 
28.3 Reducing corruption in order to increase efficiency 

High priority 4 3 2 1 Low priority 
28.4 Others, please specify 

29. Corruption has been highlighted as one of the major drawbacks in promoting economic 
efficiency. In the context of Thailand, please indicate how essential are the following 
schemes in reducing corruption? 
29.1 Amend the election system / promote transparency of ballot 
29.2 Promote transparency of law and regulations 
29.3 Promote law enforcement 
29.4 Adjust compensation of government officials to private level 
29.5 Encourage awareness and education from the school level 

Essential 4 3 2 1 Inessential 
29.6 Other suggestions, please specify 

30. How effective are the following strategies in encouraging economic growth to resume in 
the aftermath of financial crisis? 
30.1 Promoting investment and exports 
30.2 Promoting foreign direct investment 
30.3 Increasing competitiveness of local firms through merging with international 

firm(s) 
Effective 4 3 2 1 Ineffective 

30.4 Other, please specify 
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31. How essential are the following options as key strategies in reducing vulnerability in 
the future? 
31.1 Introducing regional cooperation (trade-wise), re-emphasize the AFTA 
31.2 Encouraging foreign ownership in order to strengthen competitiveness and 

increase technical knowledge of the local firms at low cost 
31.3 Increasing government investment in human resources (World Bank suggestion) 
31.4 Encouraging capital intensive import substitution (World Bank suggestion) 

Essential 4 3 2 1 Unhelpful 
31.5 Other suggestions, please specify 

P A R T r v : Financial and social sector reforms 

G. Financial market sector 

32. How severely have the rising interest rate and exchange rate depreciation affected your 
institution? 
32.1 Rising interest rate 
32.2 Exchange rate depreciation 

Very severely 4 3 2 1 No impact 

33. Has the ownership of your institution been altered in any way as a result of the crisis? 
a. Merged with local financial institution(s) 
b. Merged with foreign financial institution(s) 
c. Merged with local bank(s) 
d. Merged with foreign bank(s) 
e. Ownership structure remains the same 
f. Other, please specify 

34. During the crisis in 1997, what kind of assistance did your institution need and receive 
from the government? 
34 (a) Assistance needed 
34 (b) Assistance received 

35. During the crisis in 1997, what kind of assistance did you think the government needed 
from the IMF in assisting the financial market recovery? 
Please specify 

H. Social sector 

36. Was your institution asked to take part in the social restructuring reform program by 
the government during the crisis? 
Yes N o 

37. Please indicate how sufficient are social safety nets in Thailand? 
Sufficient 4 3 2 1 Insufficient 
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38. Please indicate how urgency these social problems need correcting, keeping in mind 
that there are not enough resources to improve all areas at once. 
38.1 Narrowing income gap 
38.2 Reducing unemployment 
38.3 Reducing poverty 
38.4 Improving health / medical care scheme 
38.5 Improving education / training scheme 
38.6 Reform of the pension system 

Very urgent 4 3 2 1 Not urgent 
38.7 Other social problems, please specify 

39. What do you think is the problem in setting up social safety nets? 
Please specify 

40. How do you think the IMF has regarded the importance of social sector reform? 
High priority 4 3 2 1 Low priority 

41. What kind of assistance does the social sector need from international organizations 
like the IMF or the World Bank? 
41 (a) Assistance from the IMF 
41 (b) Assistance from the WB 

* This appendix is referred to in section 3.4 Results of the survey 
Note : The survey took place in June-July 2000 
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APPENDIX E : RESULTS OF QUESTIONNAIRES* 
(*For the open-ended answers, responses are reported as they were written by respondents. Also, see 
appendix D for the completed questionnaires.) 

PART I: Respondents* experiences with the crisis and the IMF 
A. General questions about the financial crisis in 1997 

1. When did you become aware of the speculative attack on the baht. 

LA 

over 3 years 
Q3_1996 Q4_1996 

1997 

b/f the crisis 
Q3_1996 Q4_1996 

Jan Feb Mar Apr May Jun Jul 

Private 

Fincos (72) 5 0 8 15 5 10 7 11 2 9 

Banks (41) 1 0 4 5 3 5 4 4 1 14 

Public 

FPO(24) 0 3 1 5 1 1 1 3 2 7 

BB (17) 2 3 0 1 1 0 1 1 3 5 

TDRI(8) 0 0 1 3 0 0 1 0 0 3 

Others 

Uni. (33) 1 2 5 6 6 3 2 2 1 5 

BOX (6) 0 0 0 2 0 0 0 0 0 4 

Total (actual) 9 8 15 37 16 19 16 21 9 47 

Percentage 4% 4% 7% 18% 8% 9% 8% 10% 4% 23% 

25% 

20% 

15% 

10% 

5% 

0% 
over 3 years Q3_1996 Q4_1996 

b/f the crisis 

Feb Mar Apr May 

2. What did you think caused the foreign capital outf lows? 
(choose whichever apply) 

2(a) 

2(b) 

2(c) 

2(d) 

2(a) 2(b) 2(c) 2(d) 

Private 

Fincos (72) 10 6 64 13 

Banks (41) 7 3 36 9 

Public 

FPO (24) 2 2 22 5 

BB (17) 4 0 15 5 

TDRI(8) 2 0 7 0 

Others 

Uni. (33) 6 1 25 8 

BOX (6) 0 0 6 1 

Total (actual) 31 12 175 41 

50 

number of respondents 

100 150 200 

1 

= 3 

1 

- 1 

a. A fall of the return of investment in production sector 
b. A narrower interest rate gap 
c. A fall of investors' confidence in the future prospect of the Thai economy 
d. Others, please specify 



2. What did you think caused the foreign capital outflows? Others, please specify_ 

MNCO BANK FPO BB Unl 

8 

1. Imbalance policy of interest rate or exchange rate which 
created an arbitrage opportunity on interest rate differential 

b/w on-shore and off-shore while exchange rate is fixed 
resulting non-hedge borrowing on such speculative. Then 

there is too m u c h capital after too little projects and a fall o f 

return on investment. 

2. expected crash in econ. and during the last govt. 

3. less confidence in the Thai government at that time . 

4. Lost of confidence of foreign exchange stability and level 
of short term debt. 

5. hard instruct -panic reactions 

6. crisis in banking system and its incompetence an the 
economy 

7. declining confidence starting from , problems of over 
supply and over value in property sector followed by the fall 

of confidence in the financial sector. 

over investment funded by debt / over-capacity 

a continuously weaken currency. 

massive short term extent debt (ciurent account deficit) 

current deficit and the problems in financial sector initiated by 
BBC. 

devaluation of Thai Baht 

uncertainty of Thai political system. 

1. Excessive current account 
deficits, speculative hedging effect, 
hedge fund operation 

2. The market was mis-priced due to 
the work economic fundamental. 

3. Rising foreign debt 

4. Bubble economy, short term 
foreign investment 

5. lack of confidence in the Thai 
government's handling of the baht 
exchange rate management 

6. financial PLC (keirutsu), the 
largest players in stock market, 
signalled loss/ broke down 

7. A lost of investors confidence in 
local corporate' loan repayment 
capability - a lost of investors' 
confident in exchange rate system. 

8. high spending on imported luxury 
items, capital control regulations. 

1. The Baht didn't reflect the real 
fundamental of economy or the Baht 
w a s m u c h appreciated due to higlily 

linking to the US $ at that time. 

2. Huge amount of short term debt 

3. Enlarging current account deficit; 
political outlook; condition of 
finance companies 

4. Bad fundamentals, classic first 
generation model of speculative 
attack 

5. financial system crisis 

"""B'OT'let the foreign "loan 
overwhelm in economic system 
cause of low interest rate and 
without controlling private sector 
invested on garbage projects. So 
when the pay back day start 
everything confront with the boom 
days is no economic security for 
anyone to trust. That why foreign 
capital outflow. 

2. spiral bond in Thailand 

3. Thai politic is not stable. 

4. structural problem declining 

investment when over investment 

5. The Baht flotation that increased 
the foreign exchange risk 

1. current account deficit 

2. short term foreign loan to finance 
long term projects (real estate etc.) 
then.. 

3. both Thai and foreigners moved 
their funds out of the country 

4. mismanagement of foreign 
reserve 

5. baht currency was overvalued 

6. prospect of baht devaluation 

7. a big deficit in current account 
followed by a remove of baht 
devaluation, then capital outflow to 
nav debt and latelv 

I. afraid of baht devaluation 

BOT 
I. Fall in financial performance of 
corporate sector 2. Surging of 
financial risks. 



3. What did you think triggered the speculative attack? (choose whichever apply) 

(a) (b) (c) (d) 

Private 

Fincos (72) 43 38 30 14 

Banks (41) 19 23 21 5 

Public 

FPO (24) 14 15 11 4 

BB (17) 12 9 7 2 

TDRI (8) 7 5 1 1 

NESDB (6) 4 4 2 5 

Others 

Uni. (33) 21 13 9 5 

BOX (6) 5 4 2 1 

WB(5) 0 0 1 4 

Total 125 111 83 37 

4. Did you think the Bank of Thailand had other alternatives than to 
float the Baht during the intense speculative attack in mid-1997? 

a. A narrower interest rate gap 
b. Accumulation of short-term debts 
c. Foreign capitals outflow, observable from the fall in stock market index 
d.Others, please specify 

No Yes 

Private 

Fincos (72) 39 33 

Banks (41) 31 10 

Public 

FPO (24) 14 10 

BB (17) 8 9 

TDRI (8) 8 0 

NESDB (6) 4 2 

Others 

Uni. (33) 28 5 

BOT (6) 4 2 

WB(5) 4 1 

Total 140 72 

Percentage 66% 34% 

Yes 

/ n o y 66% 



3. What did you think triggered the speculative attack? Other, please specify 

Fincos Bank FPO TDRI Uni. 

i 

1. mismatch of the maturity. There should not be a lay lasting arbitrage 
opportunity in the market. In the L-T, everyone to pay. 

2. As explain above, imbalance of capital try to find its equilibrium 
although their result in some from of transition surge 

S.expectational profit due to support by Thai government with known 
limited resource to maintain such low exchange rate effectively 

4.1 think there are a lot of resons. speculators knew lots off our 
information onl. Government tried to should firm not to devalue Baht; 2. 
Thailand has limited foreign reserves ; 3. Baht was overvalued ; 4. Other 

5. weakness in financial institutions, fixed exchange rate 

6. all of the above. The high short term debt, large current account deficit 
saving economy and lack of confidence about macro policy made the 

baht peg unsustainable 

7. The view that Thailand could no longer keep " basket of currency 
system " as it was against the country's fundamental 

8. THE peg policy which was unsustainable -private sector did manage 
market rate exposing 

9. Baht fixed to USD in declining economic environment 

believe the Thai baht cannot remain pegged. 

the previous Dollar pegged exchange rate 

small country is easy to be attacked. 

baht over valued 

1. Opportunity to make 
profit by fund management 

2. rigid fix exchange of the 
Baht, stubbornness of the 

authorities to depreciate the 
fix exchange rate 

3. unrealistic level of the 
Gxed exAange rate 

4. rising 'short dollar- long 
Baht' swap agreements of 

the bank of Thailand 

5. fixed currency (fixed 
exchange rale system) 

1. Triple deficits 
(fiscal,A/C, bop) 

2. A significant reduction oi 
export volume. 

3. the likelihood of the burst 
of the bubbles 

4. meltdown of the financial 
system 

1. econ. Gr. 1. shadow exchange rate (based on ppp) 
exceeded the official exchange rate by 

1995 

2. all above are interrelated 

3. exportation of baht devaluation 

4. all above 

5. a and b and with the ratio of short term 
debt to foreign exchange reserve 

BB NESDB BOT 

1. lack of confidence in the 
government (corruption ) 

2. a crash in real estate and 
property sector and the 
postponement of debt 

repayment by the financial 
institution and private 

sector. 

1. mismatch used of capital: used short 
term capital to lend long term investment 

2. all of the specified cause are party 
attributed to (of course) macroeconomics 

mismanagement and as well poor 
management in private sector itself. 

3. government policy's weakness in using 
fix exchange rate while allowing free 

financial movement 

4, over interest in real estate, when Baht 
was depreciated, these became heavy debt 

burden and bad debt finally 

export slump in 1996 (in an environment 
of fixed exchange rate, large current 
account deficit are short term debt) 

1. BBC, Finance, default in inter payment 
on some Baht of ECDs 

W B 

1. Let to portfolio outflows self fall jealous 
expectations. Then, it because obvious that 

got will need to Pet the Baht go 

2. Loss of confidence in repayment of debt 
; short fixed exchange of ( long) 

investment in real estate with Baht reserve. 

3. Misallocation of resources/ mis-
financing of investment of projects / a, b 
caused long fixed exchange rate regime 

and opening of capital account. 

4. panic 



4. Did you think the Bank of Thailand had other alternatives than to float the Baht during the intense 
speculative attack in mid-1997? Other, please specify 

Finco Bank FPO UmL 

the govt should slow down the scon, growth 2-3 years 
bcAiethecnasin 1997 andmmmgetkoounliy 

capital fimds, 

fixed the exchange rate system 

let loose the bubble air gradually i.e., devalue 
Baht wiAatradiag band (not GeeSoat) and smne 

control. This will fence ofF^)eculative 
attack which result transition, surge. 

float it earlier 

closed down some weak financial companies and 
gradually devaluate the Baht 

Accelerated export in order to increase capital 
reserve and investors' confidence in Thailand 

economic. 

devalue Baht at a certain amount 

change the currencies portion in basket 

to ad) u s t A e w e i ^ of basket of currency 

change the Baht of currencies target 

monitoring foreign exdiange transaction, and 
doing swap only with onshore( banking portions) 

but, BOT should have taken some measure to 
.clam down the bubble economy in Thailand earlier 

devalue and raise interest rate 

try to find other ways out to 
boost the market and sentiment 
first. Take some period to look 
at the cause and try to resolve 

it. But if it is no way, the 
devaluation may be the last way 

out. 

capital control 

capital control 

set interval range 

use of currency and capital 

control 

prevent outflow of currency 
like Malaysia did 

The government should have 
let THB to float to a certain 
extent, that they can control, 
before the worst hit in March 

1997 

exchange control like Malaysia 

do the same like Malaysia did 

govt announced Baht devaluation by fixed % 

Increase the exchange bond 

capital controls followed by government and IMF 
negotiating an extension of debt repayment 

schedule / govt guarantee 

closed the door and reduce the debt 

like Malaysia 

readjust the composition of the basket, if world 
also make the Baht weaken at some controllable 

they could have consider capital control- but that 
would have attracted enormous criticism 

should be a managed devaluation to prevent a too 

strong impact on real economy 

like Malaysia did 

float the baht and not defend it 

by using capital control policy 

BOT mw UK semi floating Q'Slan (floating within 
some interval) 

control float with capital control 

FINCO continue 

Devalue by a fixed percentage 

the floating is inevitable, but 
the timing was bad and how 

BOT people handled the 
situation was disappointing 

capital control policy as applied 
in Malaysia 

widen trading band of currency 

capital control 

the BOT may chose to fix Thai 
Baht with major foreign 

currencies similar to Malaysia's 
case. 

BOT should expand the 
exchange rate band. 

float with range (certain 
level) 

controlled capital flow and 
devalued the Thai Baht 

It could widen the 
exchange rate .... First to 

see whether that could help 
alleviate the consequence 

of those speculative attacks 
on the Baht 

devalued by some 
percentage 

temporary Sxed exchange rate 
(pegged system) 

or very little, under that 
condition, in the short run 

exchange rate control 

step devaluation of baht 

capital control 

TDRI (none) 

capital control during the 
phase of the crisis 

pegged to a fixed rate 

system with in a band 

as Malaysian did 

BB 

devalue the Baht by some 
percentage 

Through I am a patriot, I 
don't like other countries 

than Thailand. But to solve 
this problem 1' d like the 
way the Malaysian did, it 

work. 

keep stable value of Thai 
baht, because the crisis 

happened before floating, 
(wr )̂ 

devalue Baht 

devalue the Baht and kept 
interest rate at high level a 

controlled the foreign 
exchange markeL 

NESDB 

instead of floating Thai Baht, 
BOT might use wide range for 
exchange rate : identity the min 
and max of the rate of exchange 

rate 

peg Baht to the Japanese Yen 
could have been one possible 

way 

BOT 

of Baht parity and restructuring 
of foreign debt under 

government guarantee(ST->LT) 

WB 

float the currency when the 
liberalisation of financial sector 
earlier these foreign reserve can 

be saved, could be allocated 
into more productive sectors. 

209 



5. Did you think the Baht should have been freely floated or devalued by some percentage during the crisis in 1997? 
Freely floated 
Devalue down by 10% 15% 20% 30% over 50% 

S) 
o 

1 Freely floated | Devalue Devalue down by 

Private 10% 15% 20% 30% over 50% 

Fincos (72) 25 45 2 3 20 15 4 

Banks (41) 15 26 1 7 7 6 6 

Public 

FPO (24) 12 12 0 2 3 4 1 

BB (17) 7 10 0 1 3 4 0 

TDRI (8) 4 4 0 0 2 2 0 

Others 

Uni. (33) 18 15 0 1 6 3 3 

BOX (6) 4 2 0 0 2 0 0 

Total 85 114 3 14 43 34 14 

Percentage 1 43% 1 57% 3% 12% 38% 30% 12% 

floated 

Devalue 

Note; only 1-2 % of respondents did not answer 



7. How do you rate the Thai government's handling of the crisis? 
Good 4 3 2 1 Bad 

6. Was the crisis worse or better than you anticipated? 
Worse Better 

4 3 2 1 
Private 

Fincos (72) 7 13 34 18 
Banks (41) 2 14 16 9 

Public 
FPO (24) 3 11 3 7 
BB (17) 0 4 4 9 
TDRI (8) 0 3 3 2 
NESDB (6) 0 4 1 1 

Others 
Uni. (33) 3 10 11 9 
BOT (6) 1 2 3 0 
WB(5) 0 5 0 0 

Total 16 66 75 55 
Percetage share (%) 8% 31% 35% 26% 

Worse Better 
Private 

Fincos (72) 54 8 
Banks (41) 33 8 

Public 
FPO (24) 22 2 
BB (17) 14 3 
TDRI (8) 6 2 
NESDB (6) 4 2 

Others 
Uni. (33) 33 0 
BOT (6) 5 1 
WB (5) 5 0 

Total 176 26 
Percentage 87% 13% 

B. General perception o f the I M F ' s assistance and its 

condit ions 

8. Did you, at the time of the crisis in 1997, agree with the 
government acceptance of the IMF assistance? 

Yes No 
Private 

Fincos (72) 58 12 
Banks (41) 34 7 

Public 
FPO (24) 17 7 
BB (17) 7 10 
TDRI (8) 5 3 
NESDB (6) 6 0 

Others 
Uni. (33) 28 5 
BOT (6) 5 1 
WB(5) 5 0 

Total 165 45 
Percentage 79% 21% 



N) 

9. H o w appropriate are the fo l lowing alternative policies the g o v e r n m e n t could have pursued in handl ing the crisis? 

9.1 Devalue baht to a certain level and maintain the pegged system 
ApDroDriate InaDPropriate 

4 3 2 1 
Private 

Fincos (72) 16 19 14 23 
Banks (41) 5 11 15 10 

Public 
FPO (24) 2 S 2 12 
BB(17) 3 11 0 3 
TDRI (8) 1 1 1 5 
NESDB (6) 1 1 2 2 

Others 
Uni. (33) 5 5 8 15 
EOT (6) 0 2 2 2 
WB(5) 0 0 0 5 

Total 33 58 44 77 
Percentage 16% 27% 21% 36% 

9.2 Borrow from other sources 
Appropriate Inappropriate 

4 3 2 1 
Private 

Fincos (72) 7 20 26 19 
Banks (41) 1 12 13 15 

Public 
FPO (24) 3 12 5 4 
BB (17) 0 5 5 7 
TDRI (8) 1 4 1 2 
NESDB (6) 1 3 2 0 

Others 
Uni. (33) 10 11 5 7 
BOT(6) 1 2 2 1 
WB(5) 1 3 1 0 

Total 25 72 60 55 
Percentaee 12% 34% 28% 26% 

9.3 Impose capital control like Malaysia 
Appropriate Inappropriate 

4 3 2 1 
Private 

Fincos (72) 13 14 13 32 
Banks (41) 8 10 9 14 

Public 
FPO (24) 3 3 3 15 
BB (17) 5 7 2 3 
TDRI (8) 2 1 3 2 
NESDB (6) 1 1 1 3 

Others 
Uni. (33) 9 3 2 19 
B0T(6) 2 1 1 2 
WB(5) 0 1 0 4 

Total 43 41 34 94 
Percentage 20% 19% 16% 44% 

40% 

30% 

20% 

10% 

0% 

-36%-

27% 

21% 

Appropriate 
1 

Inappropriate 

40% 

30% 

20% 

10% 

0% 

34% 

mm 28% 

12% • 
, 1 

Appropriate 
1 

Inappropriate 

50% 

40% 

30% 

20% 

10% 

0% 

-̂ 44%-

20% 19% 
16% 

Appropriate 
1 

Inappropriate 



9. What other alternatives the government coald pursued in handling crisis? 

Finco Bank UNI 
float and move freely 

capital control and not guarantee debt by foreign/ international investor but guarantee only ordinary 

people 

don't disclose BOX swap cotract until the crisis is under control 

no short term solution - long term structural reform was required 

none, because the Thai government does not follow the plan anyway 

to implement the policy to protect currenciesspeculation, especially from hedge funds, 

conduct in depth analyis regarding effect of crisis on the overall econ. & bus. sector. 

intense public communication for cause and 

effects. 

capital control 

Alloowed financial institutions to collapse 

let the baht float 

the government should solve NPL first 

none, they only have money.They should understand the local legal and financial framwork before 

facing countries to sign letter of intent or shut down finance firms. 
don't spend foreign reserve on Baht spectculative 1 

attack and freely float as soon as possible 

There are lots of things the government could do to prevent the 97 crisis, warning signs eveiywhere.By 

ignoring them we did not have any choice left in 1997. 
float with capital control 

FPO EOT 

Before the crisis, the government intened to liberalise the country in various aspects i.e. the financial 

sector, relaxation on imported goods through AFTA scheme, and etc. However, the government did not 

impose any proper regulations or guidelines to develop those industries.There were no long term plans 

to develop those industries. 

capital control 

may be replaced by ST~>LT debt swap 

utilize the loan wiselly in needed sectors BB WB 

Ignore to loan from foreign fund floating exchange rate 

control the foreign exchange transaction could be done only the government is committed 

to reform. I am not sure whether W /O 

conditionalities imposed in the LOI, Thai 

government alone could enable the reform 

program. 

W 
w 



10. Did you tliink USD17.5 biliion loan from the I IMF was sufficient? 11. Did you think the announcement of the government 
acceptance of the IMF's assistance helped to increase 

ts> 

More than 
sufficient 

Sufficient insufficient 
far below what 

was needed 
Private 

Fincos (72) 9 29 27 7 

Banks (41) 11 21 5 4 

Public 
FPO (24) 5 11 8 0 

BB (17) 4 9 4 0 

TDRI(8) 0 4 4 0 

NESDB (6) 0 5 1 0 

Others 
Uni. (33) 6 17 g 2 

BOX (6) 1 4 0 1 

WB(5) 2 3 0 0 

Total 38 103 57 14 
Percentage 18% 49% 27% 7% 

helpful Unhelpful 

4 3 2 1 
Private 

Fincos (72) 20 33 11 8 

Banks (41) 7 22 12 0 

Public 
FPO (24) 8 7 7 2 

BB (17) 1 5 6 5 

TDRI (8) 0 4 2 2 

NESDB (6) 1 3 2 0 

Others 
Uni. (33) 6 17 8 2 

BOX (6) 0 4 2 0 

WB(5) 3 2 0 0 

Total 46 97 50 19 
Percentage 22% 46% 24% 9% 

60% 

40% 

20% 

0% 

18% 

49% 

27% 

7% 

More than sufficient Sufficient insufficient far below what was 
needed 

Note; only 1-2 % of respondents did not answer 



u» 

12. Did you think it was appropriate that the I IMF imposed 
conditions, such as monetary and fiscal t ightening and 
structural reform, with the loan? 

13. How essential were the IMF conditions in assisting recovery? 
Essential 4 3 2 1 Unhelpful 

Yes No 
Private 

Fincos (72) 34 38 

Banks (41) 20 21 

Public 
FPO (24) 11 13 

BB(17) 6 11 

TDRI (8) 2 6 

NESDB (6) 3 3 

Others 
Uni. (33) 13 20 

EOT (6) 1 5 

WB(5) 3 2 

Total 93 119 

Percentage 44% 56% 

Essential Inessential 

4 3 2 1 
Private 

Fincos (72) 6 23 24 19 

Banks (41) 0 18 13 10 

Public 
FPO (24) 3 11 6 4 

BB (17) 1 3 5 8 

TDRI (8) 0 2 4 2 

NESDB (6) 1 1 3 1 

Others 
Uni. (33) 3 8 10 12 

BOX (6) 0 1 3 2 

WB(5) 0 2 2 1 

Total 14 69 70 59 
Percentage 7% 32% 33% 28% 

40% 
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14. What other assistance could the IMF have offered the government in dealing with the crisis? Please specify. 

Fmco BANK F P O T D R I U N I 

W 
0\ 

morepracdcmlcoodidMi: 

goard ofFdxwe gpecobdvo mMmck, &ee mmke* a bngm pool of reserve via a 
amfvcnrrmcYacnMsAerq̂  

wQikckm̂ wilhdKgoveamuaAtDinooilof dMmtnadooaodâ î  
condiliootoreSectlherealmlaatioB 

special ediKadon piugiaw to prew peopk as woD a: pobHc. Thm ghould be 

cootiouoom process, kwcAfbanknvtcvlawa, ok. 

d * monetary and Gscal policy kmdnmlate domestic cuumuoipUon 

how to manage Enancialnd(6fGBaacialinstitiAiom and how to regolato 

IMFm Msatance package was the tighten pdiqf that caused Thai economic 
so worsen. Therefore, It dionld provide some social and wel6re package to 

help naenq)kQ«d/Emners who got (Krec^eEkctkm this crisis. 

IMF should pursue the &ods to invest in mal sector l i e a A r e ^ direct 
investmenlwidi the & r price 

Aee fund to restructure real sector md financial sector 

get wmditiooBovmnment can not get the private debt come to puWic(M*. 
icstnxABrmR the corporate before AebmkinRsvstan 

p ^ kss stringent ooodAiow to the connuy so AatThsicmtoEphsescouW 
have survived sod been protected AomAeArmgn shoppers 

balance GscaX monetary policies more with sodal items. 

to stop outSow like South Korea did( supporting the goveaumeot to 
goara:dBeA*gotia*ion with gxeign creditor to reediedale their loans. 

IMFprescriptiooofvoiyhighmaaDpoliciM wasinq^Nopriate. ItAoWd 
have woHmd the Thai govmnmeut to bring about an ordeity outSow of 

capAal th^ did not cm collq)ee of the Thai econony in 1998 

AWdngoftheprivateand p#Alicd*tsomnch 

force poWcalrevtAntion/ca down corruption 

give more reasonable conditions 

basically, I behevo we need more discipline in handy mon^my and Gscal 
imue as woU a* strucknalioArm. However some IMF conditwus could be 

handled with more fimrAility Le. high irderest rate policy. 

loans w#KMd Sacaltightemngpoliqfcondaions. 

socid wdAre m^ieciany imempkyed person. 

IMF underestiiiMiled security of the probkm and their measmw wwe heoce 
h) austere which led to more economK construction than necessary. 

cosirdinate with other orgarnsatioo to set q* the mitial plan to recova^ 
private businesws which were eActed by they policy. 

the IMF dKwM provide some grarK to refbrm essential sectors in Thaihmd 
such as sodaL aKricuWnrd or even Amncial sectors. 

providing s(me amount ofmoney to guarantee exteniddditpaymerA so drat 
thiscouldrBdocedxuptiy cafAaloutfkMvandmarketpanic. 

recnmrnnuded Ae otgectivos to qxproach and hdp to evabate die 
performance Thailand. 

not mtertring too much on our monetary and Gacal policy. Swuld pve us 
moreOex&Oily to dnokarNldoiL 

provide strong tedmical sod pro&ssionalKlvico in dedirig with the crisis. 

I) never apply a Aock treatment to a weak patient 2) 
Step by step correction in Anancial 

3) Cut down imports and stimulate exports r%ow^.4) 
Ap;dy Qexade exchange rate scheme to attain the 
Baht^ appropriate vahe, 5) AurniWe economic 

activities at larme 

knowledge trsm&r 

lower irrkrwtrMe policy to SEfport real sector to 
servMethroufdi crisis period. 

IMF dxMdd suggest have some confidence A a t h ^ 
the Snaodal system especially AMoceaiNl security 

company stq) by stq),o<^ too tight 

the consulAnt team 

low interest rate 

k*% term and low iaerest rate 

Thai mtuation 

the Bigbenmg period was too long 

der^ulation 

Bee 5md to compensak part of govenunerA loss 

asked the govmnmeotiMit to guarantee Aecoontrys 
A*eigi private loans 

Aould be only advice and not k) do LOI. that cause 
ThaihmdineSicieiK to more and past economic 

recovery 

capital control later 

contnmous strategy advisory 

comment on our monetary policy, 

guarantee p^ment on Thai government 

Do more homework diout Thai econony and 
accept that Aeecononuc structure aiMl 

cmxKbon are very 6om country to country. The 
measures nnpoacd by IMF should have been 

Qexible and ac^usted according. 

didnoftinyoseany con&ionstoThaBsnd, 
and let the Thai goveriiiHmt rehabilitate 

economy by himself 

more loans 

maoro economic data base maiuigement 

more loam 

lemeocy and more QexAOiiywah record to 
nnpm«Mt rnfMIN 

thelMFshouldhavelooseaedAef tight 
polities 

any other but Sscalt^xtmnng 

loms restructuring measures 

im assistance 6om IMF 

aAerdw likely recovery ofthecriMarKl more 
need Ay loan &om IMF(LOI 8 % IMF could 

assist ly not irmervemngwidiThm government 

give some technokgymd management 
mssi stance 

NESDB 

technical assistarKe in handlmg monetary policy 
md supervisory GnancialinstAutioM 

technical assistance and techxucal support ir 
government reBarm 

consuaharBcy, learn rrwre Aout the suuctuie of 
Thai economy could have hdp them better 

understand the nature of the crisis. 

BB 

Thai govemmeiK should rwt solve probkms by 
borrowing more loan 

The IMF should have imposed less conditians 
particularly on Gscal tightening since the 
govemmeid had needed money Arson* 

fems&lemvestmentssuchasirrvestmemson 
agrL- industry ar*! agriadtural produclMm 

With having the bad condition to T k i 
government. A must do everydm% without 
conscious consideratioafbr6eborxe5t to 

Thailaod such M Thai educWmninstkution 
nmst out of control 6om govermneot.(!t 

ef&cted to ± e 6e, tuition) 

debt &eo loM( it possAk) 

soliciting Armgnrnvestor to invest more in Thm 

ecorMmy 
d*trrxyatorinm 

Tighten monetmy poliq^ k) discourage low 
return loans arxl in order to deaeaseNPLs, 

however, level of hghtming has to be i yarded 
by HquidiQf. 

more relax wkh the Gscal t i^enmg 

IMF should considn the Gscal poli^ more 
saious^ as the monetary tightening caused the 

situation become worse. IMF Aould impose 
kss strict condrtimi on Gscal pdides. 

IMF and its staff should have d)k to idnxti^ 
diat Aman crisis and South American's over 
diSerent term of sources of foreign debt, with 
hiiidsighL The econougr was billed because 

the prescrqition not by the disease 

techmcal assistance's 

mtiate private sector mvestment in provide 
liquidity. More technical assistmce in policy 
dwign, surveillance activi^, irdomation an 

iruemational data ard best practice 

d * t restructuring of Boreign loans (creditors to 
cut lorn previous loans arwl allow debtors to 

restructure thdrbumness) 

more nn gnnfWHnn*l« 
yowth and process mweefGKtivesodalsa&ty 

nAwork. 

gradual dowdown of Gscal arwl monetary policy 
with out closing down GnaxKO c o m p a r t and 

commercial 

givmg advice to the government to h ^ the real 
sector rrmre or less rather than conceuuaUug 

hearing on AeGnancial sector as it did. 

IMFhasAe American bmeGt on thw back 
they give advice on that b a ^ AsianFtaxlis 

more sn^abk 

evaluate the microecono™pWicies and 
structure 

stui^ the aRiropri^ monetmy pohq' which 
mAs to the Asian courAries 

let a crisis hit courdry has more GexAilityK) 
manage ther economy 

try to reduce mqwrt and promote export and 

financial se^ir re&rm and increase 
nroductivitv in real sector 

how to do with 6 e iMm performing kaiw of the 
Grmncial instil utiuns 

BOT WB 

since Thailmd crisis is imique which makes 
Thmlaal a precedeiA case, the IMF should 

listen more to die Thai peo|de. Be a lot more 
GexiWewhenevmeadicoodkionadversdy 

affects the econcnv etc. 

tecbucal assistance and consultative temn 

The IMF has a restricted the baht and others 
provide most ofdiehchrucal support md 

monitoring of structural refbrm. 



15. Overall, has the IMF assistance been successful in assisting recovery? 
Successful 4 3 2 1 Failure 

w 
- J 

Successful Failure 

4 3 2 1 

Private 

Fincos (72) 1 24 34 13 

Banks (41) 1 17 17 6 

Public 

FPO (24) 1 7 11 5 

BE (17) 0 2 9 6 

TDRI (8) 0 3 2 3 

NESDB (6) 1 2 2 1 

Others 

Uni. (33) 1 7 15 10 

BOT (6) 0 1 2 3 

WB (5) 0 3 2 0 

Total 5 66 94 47 

Percentage 2 % 31% 44% 22% 

50% 

40% 

30% 

20% 

10% 

0% 

Successful 

44% 

31% 

• 22% 

• 

2% 

• . 

Failure 



PART II: Policy tightening — immediate response to the financial crisis 
16. In the context of Thailand during the crisis, did you think substantial rise in interest rate was effective in dealing with 

16.1 Curbing currency depreciation 
Effective Ineffective 

4 3 2 1 
Private 

Fincos (72) 5 15 29 23 
Banks Mil 4 11 14 12 

Public 
FPO (24) 1 11 8 4 
BB(17) 1 5 9 2 
TDRI (8) 0 3 4 1 
NESDB (6) 0 2 3 1 

Others 
Uni. (33) 7 9 6 11 
BOX (6) 0 0 3 3 
WB(5) 0 2 0 3 

Total 18 58 76 60 
Percentage 8% 27% 36% 28% 

Curbing currency depreciation? 
40% 

30% 

20% 

10% 

0% 

27% 28% 

• 
8% • 

• 
effective Ineffective 

bo 
00 

Effective Ineffective 
4 3 2 1 

Private 
Fincos (72) 12 29 15 16 
Banks (41) 4 11 14 12 

Public 
FPO (24) 3 14 2 5 
BB(17) 2 9 4 2 
TDRI (8) 1 1 4 2 
NESDB (6) 4 0 2 0 

Others 
Uni. (33) 15 12 5 1 
BOT (6) 0 3 0 3 
WB(5) 0 0 1 4 

Total 41 79 47 45 
Percentaee 19% 37% 22% 21% 

16.3 Reducing foreign capital outflows 
Effective Ineffective 

4 3 2 1 
Private 

Fincos (72) 7 10 24 31 
Bank (41) 0 11 12 18 

Public 
FPO (24) 1 5 9 9 
BB(17) 3 4 7 3 
TDRI (8) 0 0 6 2 
NESDB (6) 0 1 4 1 

Others 
Uni. (33) 4 6 13 10 
BOT (6) 0 1 1 4 
WB(5) 0 0 2 3 

Total 15 38 78 81 
Percentaee 7% 37% 38% 

40% 

30% 

20% 

10% 

0% 

- m t -
Preventing a rise in inflation? 

19% 
22% 21% 

Ineffective 

40% 

30% 

20% 

10% 

0% 
Effective 4 

-47%-
Reducing foreign capital outflows' 

18% 

1 Ineffective 



17.1 Alternative measures in dealing with currency depreciation? 

F m c o 

o 

regulations such as offshore- onshore split to limit supply of THB 
offshore is efficient 

fixed the exchange rates 
devaluation and capital control (tight) 

central speculative demand of financial derivative products, let go 
target foreign exchange range swap, set a global fund to support to 

prevent economy attack 

discipline in monetary and fiscal policy 

the volume of export 

step- by- step devaluation 

change the portion of currencies in basket 

blacklist who do currency speculation 

devalue at the target and next step go to float system 

impose capital control 

devalue and widening currency exchange bond width 

orderly outflow of capital at a "reasonable" pace 

Implement control on capital outflow / capital outflow restriction 

to devalue baht at a certain level and remain the pegged system, 
tightening offshore T/ market 

follow portly the Malaysian way 
capital control-peg fixed exch. rate 

limit the percentage of devaluation and apply the capital control. 

maintain the pegged system at a certain level 

can not curb depreciation but can provide less fluctuation which would 

reduce risk ~>lower depreciation 

fiscally supported stimulate packages to export oriented industries. 

BANK 
boosting export and promote tourism 

Improve confidence and expectation with structural 
reform 

let the currency float before the attack 

subsidise exporter to export more 

recall creditability by giving support to real sector with 

tax policy, and some privilege or in business 

tighten rule and regulation on fund transfer 

confidence, prompt reaction 

currency control 

implement shorter holding period for exporter in order to 

increase supply of hard currency 

capital control (*5 responses) 

managed float cun ency 
short term capital control 

currency and capital controls 
To deal witli currency devaluation, controlling inflation 
and reducing capital outflows, the authority should keep 

balance between Baht devaluation and interest rate 
hike.(Interest rate hire should work only to a certain 

extent.) 

legal restriction on fund cross boarder transfer 

do something that can build the confidence of the 
foreigner (I don't have the specific idea also). 

interest rate should be kept low to enhance debt 
restrictions/ improvement in local banks' balance sheet 
> weak currency will result in lower unnecessary imports 

, higher export hence trade surplus 

FPO 
strictly tighten the private spending 

Devalue the Baht to a certain level and 
keep the pegged system. 

float to certain level 

controlled capital flows and stimulated the 

real economy 

capital control, balance of deficit budget 

promote export and raise tariff on import 
duty esp. in unnecessary and luxury thing 

increase interest rate not helping increase 
investors confident 

all these three measures are inter related. 
Though, there could be an alternative 

where the Malaysian model pop up into my 
head. 

BB 

reserve fund 

rise m reserves 

I don't believe in quick fix measure by 
they tend to have negative later. The best 

way is fo establish a LT program to 
improve national competitiveness aim for 
sustainable growth. Every measure taken 

control the foreign exchange market / 
transactions. 

TDRI - none 
NESDB - none 

UNI 
do not thing 

It is the matter of timing. Rise in interest 

rate was adopted too late and too long. 

let market determined 

what ever measures raise exports; 

control measures for a short period 

the exchange must be more flexible (over 

wider band) 

capital control 

temporary capital control 

stabilise exchange rate I.e. flexible rate 

short run capital control 

increase foreigners capital 

very difficult to find an alternative policy 
because, during the crisis was a short 

period 

BOT 

Baht is supposed to be realigned 



17.2 Alternative measures in dealing with rising inflation? 

FEWCO BANK 
to keep the price of goods stable 

maintain supply for basic need while let levy good price 
monitor volume of money in the market and use interest rate as a tool from time to time , not 

very tight interest policy. 

the CPI index 

don't have to worry about it because Thailand is over capacity on producing consumer goods 

price control in necessity items 
persuade people to an only fundamental necessitate 

not manage float 
price control in key sectors 

as long as there are no unusual panic, riots or social unrest, unusual extreme high inflation 
might not be the case 

no problem here. If inflation had been straighter tighter, investor confidence would not have 
been affected 

to strictly control price on key economy items 

some from of price control, high but not excessive must late 

to promote the sufficient economy measurement. 

reduce money supply in the system gradually. 

effect ~> difficult to control 

retail price ceiling approach towards basic goods and heavier taxation on luxurious goods. 

supply side policy 
Inflation is not a major problem for Thailand 

keep price of essential goods low and let other prices rise 

encourage people to save, higher import tax (for non-report), lower 
export tax. 

Pay more concern about the budget ...to slow down the economy, 

but have to consider the budget which not effect for the foreign 

necessary goods price control 

rising interest rate is OK. 

high tax rate 

if 17.1 is success, 17.2 success 

no impact of inflation due to asset price slowdown 

free and increase of market mechanism in domestic trading on 
goods and services 

control commodity price to stable 

declared capital control 

restriction on import goods 

credit control 

keep interest low to create " demand-pull" inflation rather than a 
cost push " increase consumption to help growth in real sector. 

not necessary | 

very difficult to find an alternative policy because, I 
during the crisis was a short period 1 

1 control measures for a short period | 

FPO 
good fiscal policy (tax increase) 

price control 
control price by allowed goods and services price rose in 

line with real production cost. 
all these three measures are inter relatted. Though, there 
could be an alternative where the Malavsian model non 

capital control, balance of deficit budget 

B B 

Issuing motes 
Let it float not exceed 15% 

keep cost and keep demand, (Thai government can not 
stop it except releasing floating price) 

keeping low price of electrical for consumption products 

decreasing import goods 
no need to implement any measures the inflation will not 

rise so high. The slump of the economy caused the 
slump in demand. 

T D R l 

BOT 

depreciation may include cost-push inflation but striking 
in the demand may bring about counter excite imports 

UNI 
do not thing 

let market determined 
unavoidable to correct the economy to its realist 

(equilibrium).So far the contraction demand played significant 
rate. 

balance budget policy 
reduce tne interest rate msteao ot increasing tne interest 

using fiscal policy 

stimulate productivity 



17.3 Alternative measures in dealing with foreign capital outflows? 
Finco FPO rni 

restrain 1-2 years capital oytflow 
tigh the capital control and debt restructuring. 

promote country for capital inflow 

let go foreign exchange rate to float to an appropriate level 

bring conSdence by solving repidly the NPIV strategic N P L . properly cure the non pmducdvc 

sector 

the SET index and the FDI 

control on short term financing and regulate flnancingon maturity mismasdring** 
strengthen in foreign exchange control 

issue the clearly policy to solve problems 
capital control 

let fi-ee flow with actual loss to creditor lenders. 

capital control 

IMF could support Thailand by providing Stand by credit USD 100 billion to speculators that 
no matter what happen, Thailand is role to cope with this situation.This can gain lots of 

confidence 

capital control or government to support private sector to negotiate 

to build up confidence in Thailand's economy and government by nominating a well qualified 
experience BOT's governor and Finance Ministry. 

faster structural reform and new laws to support the reform should be finished and 

importanted in a faster and more effective manner. 

capital control 
to lift up Thai's business law to be more inter'l standard to strengthen investors / creditors' 

confidence. 
stimulate economy and create confidnce of the country's economy. 

capital control 
I cannot think of any other way than rising interest rate 

suitable rule and regulations on foreign exchange 
and business law 

Declare debt Moratorium 
the Of income tax with the certain ... 

capital control 
controled capital flows 

all these three measures are inter relatted.Though, 
there could be an alternative where the Malasian 

model pop up into my head. 

through early fiscal stimulus; early closure ..insolve 

capital control 
capital control, balance of deficit budget 

impose moderate capital control 

BANK 

build up investors' confidence 
same above 

strengthening economic activities by select government spending i.e. keep the economy 
rutming to prevetmt loss of confidence 

great investment confidence like stable stock market 

capital control policy by central bank but not more strictly .(debt moratorium) 

Issue or change relations wich could convince the foreigner to invest in Thailand, 
capital control (8 responses) 

increase investment opportunity in real sector {Ira's auction, etc.) 
moratorium- Malaysia's control policy. 

do not thing 
let market determined 

control measures for a short period 
consistency of macroeconomic policy 

put an upper limit to the capital outflow 

capital control or other direct measures,capital ba.. 

temporary capital control 

reduce NPL 

capital control 
Sthrengthen fin. Insti. 

very difficult to find an alternative policy because, 
during the crisis was a short period 

BB 

pomoting sound investments and expots 

garthering home capital, convince the multi -
billionaire in Thailand to invest in the real sector 

without paired by foreigner but in high rate of 
economy return. 

lower B/T 

refinancing short loan 

the government should have stopped the rumors 

about the financial institution collasped 

restructuring debts and change the maturity from 
short term to long term loans. 

BOT 

swap againnst Baht denominated financial assets 
held by non resident 

TDM 

restructuring debt 
capital control 



18. Were there particular features of Thailand in the crisis that prevented monetary tightening from being effective? 
Finco 

monet. tightening might not be the right medicine, to begin with. 

we are agree, economy related country 

" psychological fear. Deficiency and huge S/t borrowing 

political risk influences confidence of investors and people 

speculative attack by using derivative products in speculative. It 

create large amount o f " pure speculative" transaction without real 

need by real sector 

too high domestic interest rate 

cut back government budget on public work too much and too fast 

There is no confident in the Thai financial system 

direct investment by govt and reduce VAT 

fundamental structure 

losing - confident situation 

panic, no directions, no appropriated various long term scenarios 

(way out) to prevent the crisis diving down further 

excessively high interest rate (23%) while economy was already 

over leveraged (loan/GDP rate was > 130%) meant certain collapse 

of the real sector 

Yes, BOT could prevent it but no experience to trade 

afraid to do it aggressive 

lack of confidence Thailand's economy and government by 

foreign and local investors. 

too much politics the obstruct the pace to recovery. 

It basically killed the banks and weaker companies, giving rise to 

deep recession 

corruption 

financial institutions system of Thailand was not well developed 

for liberalisation. 

business sector is highly leveraged. High interest rate caused 

business to be in trouble 

the same logic as bankrupting finance firms giving very high 

interest rate but people still look their money to strong foreign 

banks during the crisis. 

no monetary tightening effectively works with the above negative 

outcomes. 

Bank 

lack of investers' confidence 

We would never have high inflation since food in a large 

portion of CPl. We did't have run away depreciation 

foreign capital outflows will occur anyway .... Of the 

..level (10% or 15%) if nudity....they believe that they 

will be lose more from continue devaluation 

1) It wipe out growth and accelerates depression. 2) It 

cuts short export revival and worsens the already weak 

compettitiveness.3) It encourage foreign -debt default and 

business bankruptcy. 4) It ruins the already fragile 

economics system. 

foreign capital outflows still happened, in spite of high 

interest rate. The major reason is lack of confidence in 

Thailand 

consumption down, more NPL ->real sector dead - > less 

than creditability - > capital outflows ~> worse cycle 

exchange depreciation. And rate raise 

gigantic amount of foreign loans was already schedule 

and the risk to invest in Thai assets over the high interest 

rate 

capital control 

fell into the liquidity trap 

confident crisis 

yes, there were for example, the government's budget 

surpluses, little short term debt of government, large 

part of current accoimt deficits came from private 

sectors. 

lack of investment confidence (rate of return could not 

offset the very high risk) 

In circumstance that Thailand needs to boost economic 

growth, monetary tiglitening does not seem to be 

effective. 

the capable team to handle the issue 

corporate' debt repayment capability 

FPO 

excess spending of Thai exporters 

Money corporate company were closed 
down due to the higher fin. cost. The 
FIDF distorted the mkt mechanism by 
borrowing via inter-bank and pushing 

the int. rate much higher. 

Soundness of financial institution and 
expectation of investors 

politic and the basic of economics 

Bank of Thailand should increase 
money supply in the economy 

poor banks' conditions 

public confidence in policy maker, people's 

lack of public awareness (selfish base) 

political inconsistency 

mal&nction of the financial system 
without contingent credit facilities 

provided by the government 

Thai politics, bribery and Thai people 
are only their own sake 

yes, money market (and that of 
domestic capital market) 

no, I don't think so 

BB UNI 

corruption problem and low efficiency 
of government agencies 

The foreign outflows still go on until 
now because the deadline of loan 

become effective so this is why we can 
not the money tightening policy. 

no 

corruption 

debt moratorium 

a fall of confidence in Thai economy 
included Thai monetary instabilities. 

effect to cost of production and 
investment 

Thailand was one of the countries who 
feed the world so inflation would not 
increase rapidly especially in the real 
sector. The damage in the financial 

sector was so serve that high interest 
rate had weakened the real sector and 
the ability to pay debt of the private 

sector. 

T D M 

the fixed exchange rate 

according to my understanding, 

monetary 

political power and relationship 
between business owner and politician 

BOT 

such high interest rate will destroy 
payment ability of firm, leading to 

high NPL,collapse of domestic 
trading credits and finally production 

offimi. 

people looking confidence 

capital control 

private debt 

the corporation from the commercial 
banks to raise the interest rate as they 

face non performing loans in substantial 
amounts. 

being a vey small countiy 

political and social structure may!(note: 
any policy must be changed (modified) 

ftom time to time since dynamism of the 
economy. 

NPL's are overwhelms 

social pressures 

(money) laundering and corruption 

monetary liberation 

why showed there be tightening 

monetary policy to start with ? 

we already have some lesson from the crisis 

dump Prem's administtation, the increasing 

interest rates don't help reduce capital 

outflow 

NPLs and public sector inefficiency in 

dealing with private financial institutions 

Floating exchange rate 

incredible government policies 

loss confidence 



19. The following have been identified as weak areas of the Thai financial market. 
How damaging were they to the financial crisis? 

19.1 Absence o f fu l l y developed bond / equity market 
Severely 

damaging 
Not damaging 

4 3 2 1 
Private 

Fincos (72) 18 24 24 6 
Banks (41) 16 13 9 3 

Public 
FPO (24) 5 10 7 2 

BB(17) 7 7 3 0 

TDRI(8) 0 7 1 0 
Others 

Uni. (33) 9 13 10 1 

BOX (6) 0 6 0 0 
Total 55 80 54 12 
Percentage 26% 38% 25% 6% 

ihmmging ScvBidy damaging 

19.2 Under-regulated financial institutions 
Severely 

damaging 
Not damaging 

4 3 2 1 
Private 

Fincos (72) 49 18 3 2 

Banks (41) 26 13 1 
Public 

FPO (24) 16 7 0 

BB (17) 12 4 0 1 

TDRl (8) 3 0 1 

Others 
Uni. (33) 24 5 0 

BOT(6) 1 0 

Total 135 SO 11 5 
Percentage 64% 24% 5% 2% 

19.3 Lack of in ternat ional competit ion 
Severely 

damaging 
Not damaging 

4 3 2 1 
Private 

Fincos (72) 18 30 20 4 

Banks(41) 12 17 9 3 

Public 
FPO (24) 2 14 6 2 

BB (17) 8 4 5 0 

TDRI(8) 3 4 1 0 

Others 
Uni, (33) 9 10 13 1 

BOX (6) 0 5 1 0 

Total 52 84 55 10 
Percentage 25% 40% 26% 5% 

19.4 Lack o f legal and regulatory reforms i.e. bankruptcy legislation 
Severely 

damaging 
Not damaging 

4 3 2 1 
Private 

Fincos (72) 40 22 8 2 

Banks (41) 21 17 2 1 

Public 
FPO (24) 9 8 5 2 

BB(17) 11 4 1 1 

TDRI(8) 0 3 4 1 

Others 
Uni. (33) 19 9 5 0 

BOT (6) 2 2 2 0 

Total 102 65 27 7 
Percentage 48% 31% 13% 3% 

J—L 
Severely damaging 

40% 1 
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49% 
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m 
Severely damaging Not damaging 

223 



19.5 The following have been identiSed ag weak areas of the Thai Gnancial market. How damapng were they to the Gnamcial crisis? Others, 
please specify 

FFc) FDVCO 

the prudent political system that allows right people to do the right jobs without influenced 

by political pressure. 

too aggressive BOT's activities to support exchange rate, beyond capability. 

no implement on financial risk management 

lack of accountability from the BOT. Executive for the people of Thailand 

mismanagement of the Thai governor and BOT 

Financial institutions in Thailand doesn't't regulated in terms of reporting and flexibility's 

in doing business. Thailand doesn't't have good measures or mechanism to monitor and 

prevent hot many flow in and out of Thai financial system 

no appreciation of volatile in interest rate fixed exchange 

corruption 

dependence hearty on foreign capital control 

lack of strong punishment on wrong doers. People will try to cheat it they don't have to go 

to jail. 

management m wank of i nauana 
unproductive spending and investment 

BANK 

1) Unsophisticated risk management. 2) A mistake to allow Baht to be traded outside 

Thailand (important!!!!). 3)Too much government stimulation on the BIBF growth (easy $ 

debt creation). 4) Too fast liberalisation policy. 

Regulate about the liquidity ,also the asset /liability management and the ... .and interest rate risk. 
Lack of the concerning and knowledge about the risk (both system management and officer) 

serve punishment, free of political concern 
lack of engineering innovation, copyrights law, and wrong incentive systems. 

big corruption / in. of the bond of Thailand 

BB 

lack of control foreign capital outflow (ouOin) 

the knowledge and capabilities of the financial 

authorities and their mismanagement caused 

servile damage to the financial crisis. 

U N I 

Effective enforcement of 

regulations. Control the level of | 

political involvement in financial 

market. 

lack of the penalty to corruption in 

financial institution 

rules and regulations for 

commercial banks activities should 

be revised 



20. W a s w i d e s p r e a d c losure of f inanc ia l compan ies ju s t i f i ed? If no , p lease specify 

Fmco 

it is the main problemmthat accelerate the pace of crisis. 
This is because depositor are protected while borrowers are 

no, resulting a big gap b/w assets annd liability 

However, it can be less if the last government implemented 
proper measure more quickly and support good governance 

and spirit of bankrupcy laws. 

it was discrimination 
the BOX should regulate throughly financial companies and 

gave advices before the crisis 
it blocked money flow 

quick but dirty 

but not back up policy to help good entity where borrow 
from these financial companies 

it impacted the good businessmen who were also dragged 
into the ruin 

This aggravated financial crisis 

closure was OK. If new / intension** management ensure 
that loans continued to perform.In other words, there was a 

need to maintain asset quality of closed finance** 

not all the case were justified, some were caused by a 
mistake of authority 

stops money velocity. Collapse the interlocking 

financial system. IMF and BOX know that failure now. 

BANK 

not transrency,the standard regulations for closing were not 
clear and not explain to the public clearly. 

widerspread closure of financial companyles with out 

immediate measurement that how to bring credit and 

people confident back lead financial crisis, 

no appropriate procedure to manage the financial 
companies after clc 

FPO 

no certain criteria for the closure 

too late to close the companies and too many companies 
were closed 

BB 

A lot of financial companies, that closed, the owner and 
executive board are rich.They are trausfued the precious 

asset out of the company before closed. So customer have 
to enfronted with collapse. 

Actually, it was not justified for people who deposited and 
invested in those copanies. 

most of the copanies that have been ordered to lose had 
shown signs of the problems long before 1997.1n other 
hands, the authrity should tackled these problems much 

earlier. 

Some companies hadonly the liquidity 

problem.Closing down some companies after other 

companies under the announcement of no more 

companies being could made the public worried and 

anticipated of the next round of events.Then, the 

confidence in the financial system was collapsed 

UNI 

Unjudged implementation caused no confidence among 
people 

n creaked close doen of thousands of corporation that 
borrowed from them 

it isn't affect the real sector 
not sufifecient measures followed 

A case by case basis should be considered 

limit widespread closed of fiance company 

it make everything worse than expected 

it was a misjustment to close them down at once 
some have not insolvency if credits are extended 

the closure should be on selective measures 

BOT 

their major problem at that time was short of adegnate 
-Liquidity to back public who's in widespread stock, not the 

Fis' fiindamental weakness.Many people ones chose 
resualted in fiirther economic crisis. 

selection eriteria should focus more on Fis with seriously 
structed weakness. 

the 56 finances should have been taken care of by other 
financial institutions(bank). 



g 

20. Was widespread closure of financial companies justified? 

Yes No 
If no, please specify 

21. It has now been 3 years after the crisis, at what pace do you think the government 
should have pursued the financial liberalization scheme at this period? 

Yes No 

Private 

Fincos (72) 49 22 

Banks (41) 37 4 

Public 

FPO (24) 15 9 

BB(17) 14 3 

TDRI(8) 7 1 

Others 

Uni. (33) 20 13 

BOX (6) 3 3 

Total 145 55 

Percentage 73% 28% 

More rapidly Same pace as before Slower than before 

1 2 3 

Private 

Fincos (72) 36 9 27 

Banks(41) 10 6 25 

Public 

FPO (24) 2 3 19 

BB (17) 4 0 13 

TDRI (8) 0 0 8 

NESDB (6) 1 1 4 

Others 

Uni. (33) 7 3 23 

BOX (6) 1 0 5 

WB(5) 0 1 4 

Total 61 23 128 

Percentage 29% 11% 60% 

same pace as before 11% 

e rapidly 
29% 

public 
acadimics 

slower than before 



22. Did you think it was necessary to reduce government spending during the crisis? 
N e c e s s a r y 4 3 2 1 N o t n e c e s s a r y 

S 

Necessary Not Necessary 
4 3 2 1 

Private 
Fincos (72) 4 9 14 20 
Banks (41) 8 3 30 0 

Public 
FPO (24) 1 3 8 12 
BB (17) 5 2 1 9 
TDRI (8) 0 2 4 2 
NESDB (6) 1 1 0 4 

Others 
Uni. (33) 7 2 11 13 
EOT (6) 0 0 2 4 

WB(5 ) 0 0 0 5 
Total 26 22 70 69 
Percentage 14% 12% 37% 37% 

40% -



23. How effective is the fiscal tightening in dealing with the followings? 

K 
00 

10% 

I M 
Effective Ineffective 

Average score on the effectiveness of fiscal tightening 

1 1.5 

Ineffective 

2.5 3.5 4 

Effective 

31.1 increasing investors' prospect of repayment 

p 1.2 Balancing the composition of C/A deficits adjustment between public and private sector 

31.3 Reducing the external C/A deficit and thus reduces the need for currency depreciation 

31.4 Reducing expectation of currency depreciation and country risk 

31.5 Reducing likelihood of monetization and lower expectation of inflation and currency depreciation 



24. How much do you think the budget has been cut, on the average of the past 3 Hscal 
years? 

25. On the average of the past 3 fiscal years, how much did you think government 
revenue collection has been declined as a result of the financial crisis? 

a. Less than 1% of GDP 
b. Between 1% - 2% of GDP 
c. Between 3% - 5% of GDP 
d. More than 5% of GDP 

a. Less than 1% of GDP 
b. Between 1% - 2% of GDP 
c. Between 3% - 5% of GDP 
d. More than 5% of GDP 

\o 

Less than 1 % B/w l % - 2 % b/w 3 % - 5 % M o r e than 5 % 
Not Answered 

o f G D P o f G D P o f G D P o f G D P 
Not Answered 

Private 

Fincos(72) 7 10 16 6 8 
Banks(41) 6 15 14 5 1 

Publk 

FPO(24) 6 4 8 5 1 
BB (17) 4 6 4 2 1 
TORI (8) 1 1 4 1 1 
NESDB (6) 2 1 3 0 0 

Others 

Uni. (33) 3 3 11 9 7 
B0T(6) 1 0 1 1 3 

WB(5) 0 2 0 1 2 
Total 30 42 61 30 24 

Percentaee 16% 22% 33% 16% 13% 

Less than 1 % b/w 1 % - 2 % b/w 3 % - 5 % M o r e than 5 % 
Not Answered 

o f G D P o f G D P o f G D P o f G D P 
Not Answered 

Private 

Fincos (72) 3 4 11 24 5 
Banks (41) 1 8 13 18 1 

Public 

FPO (24) 0 4 8 8 4 
BB (17) 0 7 6 3 1 
TORI (8) 0 1 1 4 2 
NESDB (6) 1 2 2 1 0 

Others 

Uni. (33) 2 6 7 11 7 
BOT(6) 0 0 0 3 3 

WB(5) 0 0 3 1 1 
Total 7 32 51 73 24 

Percentage 4% 17% 27% 39% 13% 

s S § 



PART III: Structural reform and long-term economic recovery plan 
26. The IMF has suggested 4 areas of structural reform. How essential do you think they are to economic recovery? 

26.1 Essential Notemeodal 
4 3 2 1 

Private 
Fincos(72) 32 13 5 2 
B«nk5(41) 32 3 6 0 

Poblic 
PPO(24) 19 5 0 0 
BB(17) 11 3 3 0 
TDRI(8) 4 4 0 0 
NESDB(6) 5 1 0 0 

Others 
Uni. (33) 21 11 1 0 
B0T(6) 5 0 0 0 
WB(5) 5 0 0 0 

Total 154 40 15 2 
Percentage 73% 19% 7% 1% 

26.2 RiwewAml NotCMcntW 
4 3 2 I 

Private 
Fincos (72) 40 23 9 0 
Banks (41) 21 16 4 0 

Public 
FPO(24) 13 9 2 0 
BB(I7) 8 6 3 0 
TDRI(8) 3 3 1 1 
NESDB(6) 3 2 1 0 

Others 
Uni, (33) 18 12 1 2 
B0T(6) 4 1 0 0 
WB(5) 4 1 0 0 

Total 114 73 21 3 
Percoitage 54% 34% 10% 1% 

263 EssoKial Not essential 
4 3 2 1 

Private 
Finco:(72) 9 37 24 2 
Bank* (41) 8 19 8 5 

Public 
4 6 10 3 

BB(i7) 4 6 6 1 
TDRI(8) 1 6 1 0 
NESDB (6) 2 2 2 0 

Others 
6 11 11 5 

EOT (6) 1 3 1 0 
WB(5) 1 2 2 0 

Total 36 92 65 16 
Permttage 17% 43% 31% 8% 

Financial retbrm and corporate restructuring 

GoYGTiance and competition pohcy 

Current and capital account liberalization 

26.4 Essential 
4 3 2 1 

Private 
Fincos (72) 24 29 17 2 
Bada(41) 17 15 6 3 

Public 
FPO (24) II 9 3 0 
BB(17) 6 6 5 0 
TDRI(8) 2 5 1 0 
NESDB (6) 2 3 1 0 

Others 
Uni. (33) 19 11 2 1 
BOT (6) 2 1 2 0 
WB(5) 4 1 0 0 

Total 87 80 37 6 
Percentage 41% 38% 17% 3% 

Social sector rcAnn 

Note : only 1-2 % has not answered 
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27. How do you think the IMF has prioritized the following? 

27.1 Esseodal Notememial 
4 3 2 1 

Private 
Fincos (72) 50 13 6 0 
Banks (41) 25 13 1 1 

Public 
FPO(24) 19 5 0 0 
BB(17) 13 1 1 1 
TDRI (8) 4 3 1 0 
NESDB (6) 5 1 0 0 

Others 
Uni. (33) 21 11 1 0 
BOX (6) 4 1 0 0 
WB(5) 5 0 0 0 

Total 146 48 10 2 
Percentage 69% 23% 5% 1% 

Financial reform and corporate restructuring 

30S 

20% 

10* 

27.2 Emmtial Not essential 
4 3 2 1 

Private 
Fincos (72) 2C 3t IC 2 
Banks (41) IC 18 11 1 

Public 
FPO(24) 1 10 7 0 
BB(17) 5 7 3 1 

TDRI (8) 0 5 2 1 
NESDB (6) 2 2 1 1 

Others 
Uni. (33) 12 14 5 2 
B0T(6) 2 0 3 0 
WB(5) 1 2 2 0 

Total 59 94 44 8 

Percentage 28% 44% 21% 4% 

27.3 Essential Notesseotial 
4 3 2 1 

Private 
Fincos(72) 10 19 30 10 

Bada(41) 7 14 13 5 

Public 
FPO (24) 6 8 4 5 
BB(17) 4 6 4 2 
TDRI (8) 2 4 2 0 

NESDB (6) 2 3 0 1 

Others 
Uni. (33) 6 14 10 3 
B0T(6) 2 2 0 I 
WB(5) 0 4 1 0 

Total 39 74 64 27 

Percentage 18% 35% 30% 13% 

Governance and compctAicm policy 

higĥwiQ' lowprtarity 

40% 

30% 

20% 

10% 

0% 

Current and capital account liberalization 

35% 

18% 

30% 

13% 

higĥ ffiQ' 

27.4 Essential NotcssoAial 

4 3 2 1 

Private 
Fincos (72) 9 19 24 17 

Banks (41) 3 17 11 8 

Public 
FPO (24) 5 8 8 2 
BB(17) 1 5 5 5 
TDRI (8) 1 1 3 4 
NESDB (6) 0 1 3 2 

Others 
Uni. (33) 8 8 11 6 
B0T(6) 1 2 1 1 
WB(5) 0 2 0 3 

Total 28 63 66 48 
Percentage 13% 30% 31% 23% 

Social sector reform 

40% 

30% 

20% 

10% 

0% 

30% 31% 

13% 

23% 

4 
high priority 

lowprioriy 

Note: only 1-2 % has not answered 
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How people think the IMF has prioritied each of the structural reform vs. how essential people think these reforms are to economic recovery 

26. The IMF has suggested 4 areas of structural reform. How essential do you think they are to economic recovery? 

27. How do you think the IMF has prioritized the following? 

5 
N) 

80% 

60% 

40% 

20% 

0% 

Figure F1: Financial reform and corporate restructuring 

wm^ 

1 
1 19% 

23% 

1 
™ 5% 

r ~ i — 1 

essential notosenhal 

Figure F3 : Governance and competition policy 

essoAial not essential 

Figure F2 : Current and capital account liberalization 

MS am 

essential 
I 

not essential 

Figure F4 : Social sector reform 

caseAial 



28. How do you think the government should prioritize the following strategies? 

3&I High priority Low priority 

4 3 2 1 

Pnv#te 

Raoom(72) 1 3 10 

Banks(41) 2C 1 i 
PnbUe 

PP0(24) 3 8 S 5 

BB(17) 5 4 5 : 
T c a u w C 1 5 2 

N E S m ( Q c 1 5 ( 

UnL03) 10 10 6 1 
B0T(6) 0 2 1 3 

WB(5) 3 2 0 ( 

Total 3# 66 * 31 

Percentage 1S« 31W M S %7% 

High priority Low priority 

4 3 2 1 

Fincos (72) 47 17 6 ( 

Banks (41) 25 IC 5 

Public 

PP0(24) 14 9 2 ( 

BB (17) 8 4 4 ( 

TDRI(8) 3 4 1 ( 

N E S m ( Q 4 2 C C 

Others 

UnLOS) 15 15 3 ( 

B0T(6) 3 2 1 ( 

WB(5) 5 0 C c 

Total 124 62 32 1 

Percentage | 51% 1#% e * 

restoring high economic growth 

0%-! Id 
1 kmrpdodly 

Restructuring financiai market 

high priority low priority 

High priwiQ' 

Fmco#(73) 

Banks (41) 

FPO(24) 

BB(I7) 

TDRIW 
NESDB(6) 

Vm.(33) 

BOT(Q 

WB(3) 

Perceatage 

Low priority 

1 Reducing corruption in order to increase efficiency 

I 
high priOTity low priority 

Classified by percentage share 

II I . 
D economic growth • Financial market restructuring H Increase efHciency by reducing corruption 

Classified by ranking 

Resuming high econcHnic growth 

Reducing comiptioa in onkr K> increase efficient 

Restructuring fina&cid nuuket 

1 1.5 2 1.5 3 3.5 4 

Note : only 1-2 % has not answered 

2 3 3 
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PTNCO FPO UNI 

restructuring real sector directly, not pass through 
financial institutions. 

public policy management 

corporate restructuring with high priority 

proactive government role indirectly helping real sector 
to restructure effectively 

good governance is very important. 
privatisation 

focus on regional economic Cupertino particularly 
among neighbouring countries as markets for our export 

social and public sector reform 
building up domestic cushion domestic and and equity 
market 
increasing competitiveness 

small and medium enterprises encouragement 

restructuring long term plan in production (real) sector 

28.2 and 28.3 are very important but not for economic 
recovery 

move on social spending 

public sector reform BB 

restructuring long term plan in production (real) sector 

28.2 and 28.3 are very important but not for economic 
recovery 

move on social spending 

public sector reform 

education and infrastructure 
Human Development 
We should focus on more self reliance and less on the 
outside world. Moderation, social value before economic 
growth. 
Should improve / develop long term planning strategies 
for the country particularly on the education system 
(social reform). Focus on long term sustain rather than 
growth. 
policy the major ministry and allocate major budget tc 
them. 

social and political development 

calculation to improve LT competitiveness of economy, 
legal reform to ensure level playing fixed bt effective 
economic, public sector reform to improve effective 
efficiency of bt* remain delivery etc. 

public administrative reform 

real sector 

BANK TDRI BOT 
law aiib' regulations 

give more assistance to real secto,esp. SMEs. Stop 

attract foreign investment, regain investor confidence, 
liberalize foreign ownership laws, the corporate cultures. 

governance 
following IMF advices. Learn lessons from neighbour 

promotion of self efficiency ( The King's Initiatives) 
capital control (the second priority) - lowest cost 

restructuring production sector, provide social safety net. 

legal reform / bankruptcy act 



29. How essential are the following schemes in reducing corruption? 

29.1 Eaeotial libtewmlial 
4 3 2 1 

Private 
Fincos(72) 33 23 10 3 
Banks (41) 22 15 3 1 

Pnblic 
FP0(24) 17 7 0 0 

12 2 3 0 
TMUW 2 5 1 0 
NESDB (6) 4 1 1 0 

Others 
UnL(33) 18 10 5 0 
EOT (6) 4 1 0 0 
WB(5) 3 1 c fl 

Total 115 6! 23 4 
Percentage 54% 31% 11% 2% 

2&2 Esamdiml Notewential 
4 3 2 1 

Private 
FiDoo8(72) 38 27 5 0 
Bants f41) 23 9 4 1 

Public 
fP0(24) 16 8 0 0 
E B U n 11 4 2 0 
TDRI(8) 4 4 0 0 
NESDB (6> 5 0 1 c 

Others 
22 10 I 0 

B0T(6) 4 1 0 1 
WBf5) 3 2 0 0 

Total 126 65 13 2 
Percentage 39% 31% 6% 1% 

29J Not essential 
4 3 2 1 

Private 
Fincos (72) 49 17 4 0 
Bank:(41) 25 11 4 I 

Public 
EPO(24) 19| 3 2 C 

15 2 0 0 
TDRI(8) 6 2 0 0 
NESDB (6) 5 0 1 0 

Others 
Uni. (33) 26 7 0 0 
B0T(6) 4 1 0 0 
WB(3) 4 0 1 0 

Total 153 43 12 1 
Percentage 72% 20% 6% 6% 

29.4 Egsmtiml Notcsscotial 
4 3 2 1 

Private 
Rncos(72) 2f 25 18 2 
Banks (41) 14 17 & 2 

Public 
FP0(24) H 8 2 0 
BB(I7) IC 2 4 1 
11X11(8) 5 3 C 0 
NESDB (6) 2 4 0 0 

Others 
Urn. (33) 12 11 9 1 
EOT (6) 2 2 1 1 
WB(5) 2 1 1 0 

Total « 73 43 7 
Percentage 41% 34% 20% 3% 

2 9 j Essential Notesseotiml 
4 3 2 1 

Private 
finco@(72) 51 16 6 0 
Banks (41) 28 9 4 0 

Public 
19 5 0 0 

14 3 c 0 

T D R I ( 8 ) 5 3 0 0 
NESDB f 6) 4 2 c c 

Others 
Uni. (33) 23 6 2 2 
EOT (6) 4 0 1 0 
WB(5) 5 C C c 

Total 153 44 13 2 

Percentage 72% 21% 6% 1% 

80% 

60% 

40% 

20% 

high priority low priority 

80% 

60% 

40% 

20% 

0% 

59% 

I 31% 

I 6% 

m 1% 

4 
high priority 

3 2 1 
low priority 

80% 

60% 

40% 

20% 

- 9 9 * -

20% 

6% 

high priority 
2 1 

low priority 

80% 

60% 

40% 

20% 

0% 

41% 
14% • 20% 

1 3% 
1 1 

4 
high priority 

3 2 1 
low priority 

80% 

60% 

40% 

20% 

- 9 2 * -

21% 

6 * 
1% 

high priority 

2 1 

low priority 

29.1 Promote law enforcement 
29.2 Encourage awareness and education from the school level 
29.3 Promote transparency of law and regulations 
29.4 Amend the election system / promote transparency of ballot 
29.5 Adjust compensation of government officials to private level 
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5 as 

29. How essential are the following schemes in reducing corruption? Other, please specify 

FINCO 

encourage of spirit of the laws more than what were written. 

encourage nationalism and elected people who has capacity 

and moral to govern the country 

best way to fight comnpho** is to priivatize government 

function and maximize transparancy of government process 

Monitor use of government budget plus eliminate waste and 

inefficiencies in government sector. 

distribute the authority to the provincial areas. 

serious punishment for corrupt people 

Must have a serious penalty that effective for the bad guy. 

The law that base on the major side of the people not the 

senator and must be moderize.Finally these must have 

cooperate from the Massmedia. 

punish the corruptive person seriously 

public sector reform, increase compensation in order to 

decrease corruptions, moral of politicians 

BANK 

Encourage the education to realized about thr transparancy oi 

consumption have a big effect to the country, people and 

themselves.From the school level by practice not just a 

theory. 

suspeending democretic elections, hire professional 

economist/ manages to manage the country 

also emphasizing on the code of ethic and standards of 

practice of the financial-related professionals. 

Increase penalty for corrupted officials wheter they can be 

fired / promoted based on their " performance." Therfore, 

need to development performance evaluation sys t em- a 

transparent one. 

FPO 

promoting and encouraging people's participation 

BB 

TDRl 

NESDB 

developing and strengtening corruption law 

The problem was not of too few education, but of low quality 

education 

UM 

economic growth is away out 

morality prob. 

BOX 

social sanctions or those who are dishomest and corrupt. 



30. How effective are the following strategies in encouraging economic growth? 

30.1 Effective IneRiective 

4 1 3 1 2 1 

Private 

Fincos (72) 39 21 8 2 

Banks (41) 16 12 3 0 

Public 

FPO(24) 12 7 4 1 

BB(17) 8 5 3 0 

TDRI (8) I 6 0 0 

NESDB (6) I 4 1 0 

Othere 

Uni. (33) 14 8 8 3 

B0T(6) 2 3 1 0 

WB(5) 3 2 0 0 

Total 96 68 28 6 

Percentage 45% 32% 13% 3% 

30.2 Effective Ineffective 

4 1 3 1 2 1 » 

Private 

Fincos (72) 21 35 11 2 

Banks (41) 11 15 1 1 

Public 

FPO{24) 8 1 5 4 

BB(17) 4 7 3 2 

TDRI (8) 0 5 2 0 

NESDB (6) 0 1 4 1 

Others 

Uni. (33) 9 10 12 2 

B0T(6) 1 1 3 1 

WB(5) 2 3 0 0 

Total 62 84 47 13 

Percentage 29% 40% 22% 6% 

30.3 Effective Ineffective 

4 3 2 1 

Private 

Fincos(72) 16 27 22 5 

Banks(41) 5 21 12 2 

Public 

FPO(24) 7 7 5 5 

BB(17) 4 5 5 2 

TDRI (8) 4 1 1 1 

NESDB (6) 1 2 2 1 

Othei? 

Uni. (33) 7 n 11 4 

B0T(6) I I 1 2 

WB(5) I 2 0 1 

Total 46 77 59 23 

Percentage 22% 36% 28% 11% 

Classified by percentage 

Promoting investment and exports 

t t 

Promoting FD I 

4 3 

higbphonly low priority 

increasing compedtiveness of local firms through 
merging with international firms 

4 3 
hi^pnon^ kxwpnonly 

60% 

50% 

40% 

30% 

20% 

10% 

0% a 
I promoting investment and exports O Promoting FDI • Increasing competitiveness througii merger 

Note : only 1-2 % has not answered 
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FINCO FPO UNI 

more research and development, find a base sector that 
competitive and pot all weight behind. Including R&D 

reconsider the local firms pack to compete with 
conglomerate firms. This is a better way to build jobs. 

more research and development, find a base sector that 
competitive and pot all weight behind. Including R&D 

BB improve rules, regulation and enforcement 

allow some sector such as property development, to have 
some business in order to maintain done resources at 

sustainable level in long term 
promoting labouring aboard 

the strategies are important but the implementation of 
those strategies much to desire 

only long term, not portfolio investment. 
increase government spending to stimulate the economy. 

more investment in technical training 1 

strengthen the medium and small enterprises 

TDRI 

to solve the route problem over leverage of corporate, reduce 
debt sell off non core asset/ non viable business increasing productivity in all level of economy 

restructure weak companies and liquidate enviable sustainable development and sufficiency economy also BOT 
companies to create investment opportunities and enhance 

economic competitiveness 
important Revitalise and promote capital market,reduce NPLs. 

Also see 34.4 

promoting investment and exports should be the key 
strategies, but the government has failed to promote both 

sector 

make banks lend again, demand for money is high formal 
sector but nn loans WB 

economic growth driven by foreign investment which not 
benefit Thai or all profits will be re... out. We get nothing. 

competitiveness is expectation ... the medium team ( 
shifts development) 

re-educate workers 

the government agencies act as the middle man to encourage NESDB 
or ever enforce to the debt restructuring process. 

promoting domestic product and expand market 

BANK 

need to stimulate certain key industries create jobs 
(reconstruction) increase consumer spending 

speeding up technological improvement and stress "quality" 

restructuring industrial 

increasing competitiveness of local enterprises to meet an 
international standard 



31. H o w essential are the fol lowing in reducing vulnerabilities in the future? 

31.1 Essential Not essential 

4 3 2 1 

Private 

Fincos (72) 14 36 15 3 

Ba:±B(41) 9 26 5 1 

Public 

FPO(24) 6 9 6 2 

BB(17) 7 7 3 0 

TDRI(8) 3 5 0 0 

NESDB (6) 1 3 2 0 

Othera 

Uni. (33) 5 13 7 5 

EOT (6) 2 1 3 0 

WB(5) 0 3 2 0 

Total 47 103 43 11 

Percentage 22% 49% 20% 5% 

31.2 Essential Not essential 

4 3 2 1 

Private 

Fincos (72) 8 19 36 5 

Bunks (41) 6 17 17 1 

Public 

FPO (24) 3 11 6 4 

BB(17) 5 6 5 I 

TDRI(8) 0 3 5 0 

NESDB (6) 0 3 1 2 

Others 

Uni, (33) 4 9 10 9 

BOX (6) 0 2 2 2 

WB(5) 1 4 0 0 

Total 27 74 82 24 

Percentage 13% 35% 39% 11% 

31.3 Essential Not essential 

4 3 2 1 

Private 

Fincos (72) 40 21 6 1 

Banks (41) 23 13 4 1 

Public 

FPO (24) n 9 4 0 

BB{17) 9 7 1 0 

TDRI(8) 4 2 2 0 

NESDB (6) 4 2 0 0 

Others 

Uni. (33) 22 10 1 0 

BOX (6) 3 2 0 0 

WB(5) 3 0 1 0 

Total 119 66 19 2 

Pei^entage 56% 31% 9% 1% 

31.4 Essential Not essentia] 

4 3 2 1 

Private 

Fincos (72) 15 36 11 6 

Bmks(4I) 10 17 11 13 

Public 

FPO (24) 6 11 7 0 

BB(17) 3 9 4 1 

TDRI(8) 1 5 2 0 

NESDB (6) 1 4 1 0 

Others 

Uni. (33) 3 11 12 4 

BOX (6) 0 3 3 0 

WB(5) 0 1 2 0 

Total 39 97 53 24 

Percentage 18% 46% 25% 11% 

Regional cooperation (tradewise) 

high priority 

Encouraging Foreign ownership 

Government investment in R&D 

50* 

40S 

30* 

2 0 * 

10* 

55% 

3 1 * 

9 * 

1 * 

Encouraging capital intensive IS 

high priority 

Note : only 1-2 % has not answered 
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31. H o w essential a r e the fol lowing in r educ ing vulnerabi l i t ies in the f u t u r e ? O t h e r , please specify 

s 

FINCO FPO u m 

separate trade issue from many market. Many market is 

rather relate, short term and speculative 

strengthening politic system, good governance and 

sustainable development 
separate trade issue from many market. Many market is 

rather relate, short term and speculative 

strengthening politic system, good governance and 

sustainable development EOT 
separate trade issue from many market. Many market is 

rather relate, short term and speculative 

set up the Asia Monetary Fund (AMF ) 

support export of production which we are competitive, 

against unfair barrier of imports 

good fundamentals would be the best policy 

mitigating social disparity and incomes distribution 

diversify foreign markets ,goods and services. Proper 

exchange rates. Careful monetary and fiscal policies. 

WB 

reforming regulations and politic BB strengthen financial system flexible exchange rate 

control import goods especially in the luxury items/ 

promote local products 

the best policy for this crisis is " Stand on your own legs " 

from the King's policy. 

current pricing of foreign capital i.e. don't peg the Baht 
Encouraging the international commercial between trader 

countries. 
again promote good governance in public and private sector 

education TDRI 

reduce con uption NESDB 

we should aim for Stability not growth. More reliance on 

domestic demand not export or foreign investment, self 

restrained development. 

enhancing macroeconomic management and encouraging 

good governance in both private and public sector. 

encouraging good governance in all sectors 

BANK 

government should decide the regulation and the auditing 
way to get some signal and be aware to find the way out 
before crisis occurred, human resource is very important, 

emphasise the industrial which are competitive in the 
world market 

increasing high value - added production, ie., agricultueral 

related industries 



PART IV : Financial and social reforms 

Very severely No impact average score 

4 3 2 1 

Finco 35 17 14 6 

% of total 49% 24% 19% 8% 3.1 

Bank 12 13 10 6 

% of total 29% 32% 24% 15% 2.8 

Grand Total 47 30 24 12 

% of total 42% 27% 21% 11% 3.0 

50% 

40% 

30% 

20% 

10% 

0% 

49% 

Voy K w d y 

32% 

24%-

1 
No impact 

32.2 How severely have the exchange rate depreciation affected your institution? 

i C t 

Very severely No impact average score 

4 3 2 1 

Finco 29 19 19 5 

% of total 40% 26% 26% 7% 3.0 

Bank 11 15 11 4 

% of total 27% 37% 27% 10% 2.8 

Grand total 40 34 30 9 

% of total 35% 30% 27% 8% 2.9 

50% 

40% 

30% 

20% 

10% 

0% 

Bank 

40% 
_37% 

^ " 9 7 % 7fi%l _ 2fi%J!7% 

• n 
1 I • TV. • • • w 

4 3 

Vay scverdy 
2 1 

No impact 

Bank 



33. Has the ownership of your institution been altered in any way as a result of the crisis? 
Finco Bank 

actual % share actual % share 

Merged with local FINCO 1 1% 1 2% 

Merge with foreign FINCO 9 13% 6 15% 

Merge with local BANK 4 6% 0 0% 

Merge with foreign BANK 4 6% 0 0% 

Ownership structure remains the same 35 49% 18 44% 

Others 9 13% 11 27% 

Not Answered (do not know?) 10 14% 5 12% 

Total 72 100% 41 100% 

0% 10% 20% 30% 40% 50% 

Merged with local FINCO 

Merge with foreign FINCO 

Merge with local BANK 

Merge with foreign BANK 

Ownership structure remains the same 

Others 

Not Answered (do not know?) 

FINCO 

• BANK 



34. During the crisis in 1997, what kind of assistance did your institution need and receive from the government? 
34 (a) Assistance needed 
34 (b) Assistance received" 

BANK 

w 

Assistance needed 

some kinds of communication to foreign 

investors to bring back direct investment 

two way communication, real problem 
acknowledge 

some guideline, the discussed section with 

the reference entity (corp. and financial 

sector) before making any decision or issue 

new/ change regulations.(At least to get 

some feed back or to brain storm some 

concern which government management or 

office may forget or don't realise for some 

bit/ price in all area 

Malaysia government 
capital fimd 

no need 

N/L 

regulatory reform, banking sector reform. 

N/A 

Expedition of good - international standard 

bankruptcy act. 

Assistance received 

one way only problem solving from 

government side 

full support with real / in DEEP 

understanding in Thai situation 

Thai government 
capital ftind 

N/L 
A/L 
N/A 

OK but the pace could have been managed 

by the government 

F I N C O 

Assistance needed 

increase in capital, from the ministry of finance 

-I capital support 

tax waiver for restructuring both assets and bad debt, fresh capital, 

lenient and friendly regulating body 

less corruption/ higher moral 

financial support through equity injection 

sofe loans 

soft loans 

the concessional fimd 

capital increased and concessional fimd from government 

soft loans 

financial assistance 

funding support 

capital 

long term source an fixed cost of fimd 

no red tape 
liquidity support 

hquidity 

no need, BOT can not suggest anything because it is the long way 

no ( a s a foreign bank) 

Thai baht funding for bank's liquidity 
no specific assistance 

capital injections to s t rengthen the BIS ratio 

financial reform I.e. bankruptcy law 
no 

none 
none 

We need government supports by providing soft loans, loans 

guarantee. 

recapitalization, funding 
cheaper source of fimd 

financial support 

fimding 

Assistance received 

-I assistance 

fresh capital 

the last government 

enter into Aug 16 package by applying tier 1 support for a finance 

company affiliate. 

sofe loans 

we got the soft loans and capital injection from government as we 

are the development institutions which take major rules in helping 

industrial sectors. 

the concessional fund 
the same as we need 

soft loans 
financial assistance 

funding support 
inject new capital 

had the chance and opportunity for bidding and won the of 

portfolio 

liquidity support 
liquidity 

NTG 
no { as a foreign bank) 
Nil for foreign banks 

more option for equity funds to invest such as " flexible fund " 

capital injections 

passing of bankruptcy law 

none 

none 

buying local bank guaranteed by government 

both loans and guarantees 
soft oan 

some source of loan with low interest, guarantor of bond issuing 

by our institution so that we can do funding easily 

financial support 

funding 



35. During the crisis in 1997, what kind of assistance did you think the government needed from the IMF in assisting the financial market recovery? 
Please specify 

£ 

BANK 

no need IMF assistance (letter of intent), just only money for | 

reserve. 

IMF consulting team to suggest and follow the situation, 

which would help them to understand the problem. And then 

for compromising in the commitments should be more easily. 

Need to help us resolved not just control. 

relevant information for planning and implementing strategy 

and fund for reserve 

IMF should be more study Asia economy 

market confidence 

better solution, not on the job training solution, time is crucial 

financial assistance 

fund, policy recommendation 

technical assistance to improve and reduce NPLs 

how to manage the non performing loans of and the under 

capitalised financial institutions without requiring foreign 

funds 

restructuring financial sector 

strategic advice but not implementation governance. 

monetary support, good governance support. 

Law enforcement and transparency 

guarantee payment of Thai government 

financial market reform model - base on condition of 

historical successful past incidents which are similar / dose to 

situation in Thailand, 

FINCO 
guidelines( but not instructions) Confidence fi-om international market after 

joining IMF program .Capital ( for liquidity) 

not comment negatively but privately 

boost in confident ,verbal support esp. last resort, more moderate measure 

loan package from IMF to encourage loan extension or not early call for debt 

repayment 

restrictive measure to ensure encouragement of good governance, such as 

implementation of bankruptcy laws and capital regulations of owners if poor 

financial institutions straight forwardly 

fund available for foreign currency reserve 

likely to you need help from others but not from yourself For get all about the 

help from foreigners, please foreigners are foreigners. 

relaxation in monetary policy 

fund for establishing Asset Management Corporate(AMC) that help government 

to buy NPLs from commercial banks. 

soft loans 

financial assistance with fair conditions 

|loans, presure to reform, recommendation to solve problems. 

loan with a less stringent of term and conditions 

in my opinion, Thailand should do like Malaysia, an support fund from IMF 

more relaxing rule 

liquidity support ( than 176n.). help to stop ST outflows, easing monetary 

policy than IMF really did 

more than $ 17.2 ..,help to negotiate debt extension, less serve development 

policies. 

Good suggestion only how can I do? No need more money to solve the problem 

because it is our long term loans in the fiiture 

enforcement for political reform 

more reasonable condition, not every condition can be applied to every country 

FINCO 
a part from loans IMF should help in advising us but not through strict measures, I 
which was used in the past, but more flexible measures which are more adaptabfcj 

to our problem 

It's a Thai political problems while the IMF can not help with. 

more suitable policies to comply with Thailand economic situation. 

a more flexible method to deal with the crisis, through analysis of the problem, 

causes of problem, method to solve problem and later on effect. 

just the money 

financial assistance with reasonable free hand at Thai government. 

Needed more money to manage NPLs {establish AMC by government) I 

more supervision in use of funds. I 

more appropriate monetary policy requirement /guidelines( which should be tailoi 

made to Thailand) 

more flexible scheme to handle the crisis, taking into account the local limitation. 

advisor role about pros and cons of each alternative solutions tlie government 

came up with. 

grants and loans with less restriction but reasonable utilisation condition and soft | 

interest and expenses. 

as mentioned inno.19 page 2 

public sector reform, corporate restructuring 

strategy and financial support 

stand-by falcate and teclmical assistance. 

political recommendation, strong guarantee 



36. Was your institution asked to participate? 
Yes No 

TDRI(8) 8 0 

NESDB(6) 6 0 

WB(5) 5 0 

Ut 

37. Please indicate how sufficient are social safety nets in Thailand? 
1.9* 

80% 

60% 

40% 

20% 

0% 

Sufficient Insufficient 

4 3 2 1 

TDRI(8) 0 1 7 0 

NESDB(6) 0 1 4 1 

WB(5) 0 0 3 2 

Total 0 2 14 3 

Percentage 0% 11% 74% 16% 

Sufficient 
2 1 

Insufficient 



38. Please indicate how urgently these social problems need correcting, keeping in mind that there are not enough resources to improve all areas at once. 
38.1 Narrowing income gap 

Very urgent Not urgent 

4 3 2 1 

NESDB(6) 2 3 1 0 

WB(5) 0 5 0 0 

Total 2 g 1 0 

% share 18% 73% 9% 0% 

38.2 Reducing unemployment 

Very urgent Not urgent 

4 3 2 1 

NESDB(6) 5 1 0 0 

WB(5) I 3 1 0 

t o Total 6 4 1 0 

% share 55% 36% 9% 0% 

3 8 3 Reducing poverty 

a 

Very urgent Not urgent 

4 3 2 I 

NESDB(6) 4 1 1 0 

WB(5) 2 3 0 0 

Total 6 4 1 0 

% share 55% 36% 9% 0% 

I d 

38.4 Improving health / medical care scheme 

Very urgent Not urgent 

4 3 2 I 

NESDB(6) 2 3 1 0 

WB(5) 1 4 0 0 

Total 3 7 1 0 

% share 27% 64% 9% 0% NO* Urgarn 

38.5 Improving education / training scheme 

Very urgent Not urgent 

4 3 2 1 

NESDB(6) 4 2 0 0 

WB(5) 4 1 0 0 

Total 8 3 0 0 

% share 73% 27% 0% 0% 

38.6 Reforming of the pension system 

Very urgent Not urgent 

4 3 2 I 

NESDB(6) 1 1 4 0 

WB(5) 1 3 1 0 

Total 5 0 

% share 18% 36% 45% 0% 

In terms of average score, the urgency of problems can be prioritized as follow; 

Reforming of the pension system 

Narrowing income gap 

Improving health / medical care scheme 

Reducing poverty 

Reducing unemployment 

Improving education / training scheme 

m 
• n • 

* no lespondcnt has indicated any problem as not urgeoL 



39. What do you think is the problem in setting up social safety nets? 
Please specify 

40. How do you think the IMF has regarded the 
importance of social sector reform? 

TDRI government don't take social problem seriously 

no money 

NESDB 
reaamess oi impiementmg agencies to neip alleviate social problem both the Ministry 
of education and of labour and welfare. 

I think there is any problem in setting up but not necessary for Thai cultural 

political incentive, lack of appreciation toward long term effect of social problems, 
we nave lo arcniieci social saieiy net program wnicn is conereni anu lu m inai 
society never to adopt the western style welfare system ; it won't work 

the schemes do not response directly to the poor. 

WB 
co-ordinating Between implementation agencies, appropriate targetmg mechanisms 
we lacking. 

targeting the poor those employed in the informal sectors. 

Weak public inst. 

financing, government's militaries. 

financial resources 

High Priority Low priority 

4 3 2 1 

NESDB(6) 0 0 3 3 

TDRI (8) 1 1 3 4 

WB(5) 0 2 0 3 

Total 1 3 6 10 

Percentage 5% 16% 32% 53% 

60% 

40% 

20% 

0% 

High priority 
1 

Low priority 



41. What kind of assistance does the social sector need from international organisations like the IMF or the World Bank? 

41 (a) Assistance from the IMF 

41 (b) Assistance from the WB 

00 

( m n ( W B ) 

TDRI fund 

money, soft loans 

special assistant in setting up a proper programme 

NESDB 
relaxing certain macroeconomic policy to favour the poor and as 
low interest rate to induce investment, low inflation by not insisting 
high tax rate ( V A T ) 
Does IMF have any role in this ? From, our experience dealing with 
IMF regarding financial crisis I don't think IMF should put the 
hands ..this area. 

financial restructuring 

allowing socially responsible macroeconomic policy as 
conditionally 

technical and financial assistance 

financial and technical assistance especially in preparing the 
project. 

The bank is learning to understand now to apply the social sector 
reform concept to Thailand in the way that fits with Thai's society. 
Learning attitude is acceptance. But not ' you have to do this " 
attitude like expressed by money of IMF' staffs 

technical, assistance and financial assistance 

social reform 

technical, assistance and financial assistance 

WB Macroeconomic stabilisation policies that do not increase growth at 
the expense of widening income inequality. 

none, except an understanding of social effects of policy 
recommendations. 

technical assistance 

poverty targeting alleviation, skills development, community 
investment projects. 

Differentiation's required at different phases of crisis. Education/ 
development most caution young children 



Appendix F* : Thailand Letter of Intent 

Letter of intent Date Important content Letter of intent Date 

monetary policy / financial sector fiscal policy / social scheme other remarks 

1 August 14, 1997 Monitoring of exchange markets and financial 
sector reform. 

Tight financial policy aimed at an orderly 
reduction in the external current account deficit. 

Request of a 34-month Stand-by An-angement 
in an amount equivalent to SDR 2,900 million 
or 505% of quota. 

2 November 25, 1997 maintain tight monetary stance in order to 
stabilize exchange rate and restore confidence. 

Maintain the objective of budget surplus of 1% 
(of GDP in 1997/98) Request for technical 
assistance from the Fund - efficient tax 
structure. Though duties on luxury items and 
small surcharges have been temporay 
increased, this is consistent with obligations to 
the WTO. 

The new government headed by Prime Ministry 
Chuan. Key economic indicators are less 
favorable than originally anticipated. Persuance 
on privatization. Announcement of social sector 
reform by early 1998. Considerable effort in 
bringing the legal and regulatory reform in line 
with inter'l standards. 

3 February 24, 1998 

Maintainance of tight monetary stance. Closure 
of insolvent financial companies, intervention in 
the weakest banks and abolishing two-tier 
foreign exchange market. 

Ensure higher social spending while maintain a 
sound fiscal position. 

Increase in transparency in a number of ways, 
full publication of letters of intent and economic 
data. 

4 May 26, 1998 

Implementation of tighter loan classification and 
provisioning rules which will be gradually 
brought up to full observance of inter'l best 
practice over next 2 years. 

In light of the larger c/a surplus, there is a room 
to adjust the fiscal target.. Thus, deficit target 
under the programme for 1997/98 is proposed 
to be changed from 2% of GDP to 3% of GDP. 

Deteriorating real economy. Legal and 
institutional framework is being strengthened 
and made more supportive trhough reform of 
the bankrupcy act and other laws. 



o 

Letter of intent Date Important content 

monetary policy/ financial sector fiscal policy / social scheme other remarks 

5 August 25, 1998 

Money market interest rate have already 
declined substantially (20%) and this should 
improve the liquidity condition. The strategy for 
corporate debt restructuring includes removal 
of institutional obstacles and tax disincentives. 

Fiscal policy will continue to aim at supporting 
domestic demand. Expansion of spending 
through the central government and the public 
enterprises is being carefully designed to 
maximize the impact of the real economy and 
on the social safety net. 

Although export recovery is emerging, there are 
severe constraints from the decline in 
commodity prices and depressed regional 
demand. Unemployment is still rising. 

6 December 1, 1998 

Help increase corporate liquidity and provide 
carefully targeted support to key sectors. Allow 
money market interest rate to decline further. 
Regarding corporate debt restructuring, 
monitoring system has been introduced to 
balance the system of incentives, penalties, 
and arbitration among creditors. 

Allow for higher deficit in order to ensure the 
maintenance of al well targeted fiscal stimulus 
with a focus to boost demand and improve 
social safety net. 

Amendments to key legislation essential to 
financial and corporate restructuring are 
expected to be in place shortly. 

7 March 23, 1999 

Full implementation of financial sector reform 
by enhancing prudential rules and supervision 
through recapitalizing the banking system 
toward levels consistent with inter'l practice. 
Speed up corporate debt restructuring and 
revive credit to the real economy. 

Adopting expenditure package in strengthening 
the social safely net, especially in the rural 
area. Boosting domestic demand through labor-
intensive investment projects. 

Parliament has now approved the key 
amendments to the Bankruptcy Law, 
Corporatization Law and the Condominium Act. 

8 September 21, 1999 Maintain a supportive monetary stance, assist 
banks to reduce NPLs 

Maintain a supportive fiscal stance including 
continued expenditure for the social safety net 

policies are starting to bear fruit with a range of 
indicators showing that economy is turning 
upwards. Therefore, further drawings of funds 
will not be required at this point. 

Note : See IMF (http://www.imf.org) for the complete documents of Thailand Letters of intent 
* This appendix is reffered to in section 3.4 and 3.5 

http://www.imf.org
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