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Introduction

ThereexistscurrencyturmoilthroughoutallEastAsiancountries. Itstarted

fromspeculatingThaiBahtinjuly1997andnowishavinganinfluenceonKorean ,
HongKongandjapanesecurrencies. Thestoryofthisturmoiltellsustherealnaｭ

tureoftherecentchangingEastAsianworld. Doesthisreflectasignoftheendof

anagewhenEastAsianeconomicplannerslookforahugeamountofforeigncapital

todevelopeconomies?Wecananticipatethattherewilloccurintensecompetitionto

devaluetheexchangesratesoftheEastAsiancurrencies.))

ChinaisthemostimportantfactorcausingthedrasticchangeinEastAsia.

Chinaopeneditsdoortotheoutsideworldonly19yearsago. Sincethattime , it
hasbecomeandiamaticentrepreneurialpowerhouse. Theensuingyearsofsuper 幽

growthhaveleftChinawithoneoftheworld'sbiggestholdersofforeignreserves

andtradesurplus , however , thesefactsproducethefearthatChinaisbecomingthe

secondjapan.2
)

*Professor , FacultyofEconomics , KyotoUniversity.

1) However , manyeconomistsstillthinksthatEastAsiaisgrowingsteadly. JeffreyD.Sachsisonesuch

writer. In1950, followingdecadesofwarandturmoil , Asia'sshareofworldGDPwasamere17%.

Inthepastthreedecades , Asiafinallycaughtthetailwindsofglobalcapitalism. Rapideconomic

growthhaspropelledAsia'ssharetoaround40%. Moreover , Asia'seconomieswillbeproducing

morethanhalfoftheworld'sincomesometimeintheearlydecadesofthe21stcentury ぺhe says

(Sachs ,JeffreyD. , “Asia's MiracleisAliveandWell" , Time, September29 , 1997, p.40).

2) Theballooningcurrent-accountdeficitsofSoutheastAsiancountriesoverthepastfewyearshelpedinｭ

stigatetheregion'spresentcurrencycrisis. However , behindthesituationliesChina. “Our sales

havefallen80%fromtwoyearsago ," lamentsaThaifabricwholesaler. Naturally , thishastakenits

tollonThaitextileproducers. AccordingtotheThaiTextileManufacturingAssociation , atleast100

Thaitextilemakersandgarmentmakershavedroppedoutofthemarketlastyear. Inrecentyears ,
Chinahasimprovedthequalityofitsmerchandisethroughjointventureswithforeigncompanies. In

January1994 , thecountryalsodevalueditsconvertiblecurrency , theyuan , by33%againsttheU.S.

dollar. Asaresult , ChineseproductsbegantosupplanttheirSoutheastAsianequivalentsaroundthe

world. Thetrendwasnotconfinedtotextilesandothertraditionalexportsectors. HaierGroupCo.

ofShandongProvinceandGuangdongKelongElectricalHoldingCo.ofGuangdongProvince- two

m勾or Chinesemakersofconsumerelectronics- turnedtoexportsasawaytooffsetoversupplyconｭ

ditionsathome. Marketparticipantssayhistoryhasshownthatthereisoftenalagofabouttwo

yearsbetweenthetimeacurrencylosesvalueandthetimewhenthelossstartstohavearealimpact

ontrade. ChinaalloweditscurrencytodepreciateinJanuary1994inordertoboostthestrengthof

itsexports. Asaresult , Chineseexportsaregrowing , whileexportgrowthisslowinginThailandand

(Continued)
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I ShortageofMoneyforFinancingWorldGrowth

World-widefundsrunningaroundtheglobeisgrowing. About 別.5 trillionis

nowheldininternationalequityportfolios. Evenpensionfundsintheindustrial

countrieswhichweretraditionallycautiousinvestorsarelookingforoverseasopporｭ

tunitiestomeettheirsteepfundingobligations. Also , theneedamongdeveloping

nationsforinfrastructureisimmenseforthenextdecadeat$1trillion.

Nevertheless , moneyflowingintotheproductivebasiscouldbeshortagebeｭ

causeofitshighvolatility. Aboutthreeyears ago , BusinessWeekhadalready

pointedoutthepossibilityofcapitalshortageinfinancingworldgrowth. Fastdeｭ

velopingregions , suchasLatinAmericaandEastAsia , havebeenabsorbingmore

than$140billionannuallythatistripletheamountofcapitaltheyabsorbedinthe

late1980s. AlsosincethefalloftheBerlinWallin1989, theformerlycommunist

nationsofEasternandCentralEuropehavebeenlabouringtoproduceanattractive

investmentenvironment. Theseregioncouldeasilyabsorbupto$500billion(Busiｭ

nω Week ， October.3, 1994, p.42).

Thoughtheworldfacesanacceleratingdemandforcapitalthatisunpreｭ

cedented , nowadays , capitaltendstoflyawayeasilierandswiftlierfromthecountry

whichwasthecentralplanningone. Inadditon , Japaneseinvestorshavevirtually

disappearedfromtheglobalstage. Afterplayingaleadingroleasworldfinancers

duringthe1980s, today'sJapaninwardlyfocusesonrepairingitsdamagedfinancial

system. Eversince1991, theoutflowsoflong-termcapitalfromJapanhaveshrunk

tojustone-tenthoftheir1980speakof$137billion. Asaresult , theintensecomｭ

petitionforcapitalwillresultinhigherinterestratesandincreasedcurrencyvolatilｭ

ityasinvestmentdemandoutstripstheglobalsupplyofexcesssavings(BusinessWeek)

ibid., p.43).

Ontheonehand ラa largeamountoftheforeigncapitalisflowingintoChina ,
butontheotherhand , hugequantityofthecapitalalsohasbeenflowingoutof

SoutheastAsiancountries. AccordingtothereportoftheNRI(NomuraResearch

Institute) , thevolumeofthecapitaldrainfromthefourcountriesinSoutheastAsia:

Thailand , Philippine , Malaysiaラand Indonesiaisestimated$22billionin1997(Nipｭ

ponんたの Shinbun ， 1997.8.30). IIF , thesubsidiaryoftheWorldBank , reported

thatthenetprivateforeigncapitalinflowintotheEastAsiawoulddiminishin1997

by25% (NipponKe

othermembersoftheAssociationofSoutheastAsianNations(ASEAN)thatlinkedtheircurrenciesto

thedollar(Goto , Takuhiko , “China weavesexportsuccess ぺ The NikkeiWeek!J, September29 , 1997, p.
23). ThevolumeofexportfromChinatoNorthAmericaroseby29%inthefirsthalfoftheyearin

1997thanthepreviousyear , thoughthatofThailandroseonly4%. SharpCo.Ltd. drastically

shiftsitsoutsoucingfromtheSoutheastAsiatoChinabecauseofitslowcosts(NipponKei とai Shinbun,
1997.9.10).
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n LessonsfromtheTurmoilovertheThaiBaht

9

ThaiPrimeMinisterChavalitistobeblamedfordelayingthetimingofthe

devaluationoftheBahtconsciousnesslyinordertosavehisfavouritebigcompanies.

ManycompanieshavebeenborrowingforeignmoneywithoutanyhedgingandChaｭ

valithaspouredhugeamountof0伍cial moneytothempriortothedayofthe

Baht'sdevaluation. ThaiCentralBankhascontinuedtolendmoneywithoutany

qualificationtofinancialinstitutionswiththeoutcomebeingadisaster. Thetotal

amountofsuchmoneypouredinto58nonbanksnowputundersuspensionhas

reachedBt43billionwhichwassaidtobepouredintoestateagentswhichsuffered

frombeingshortofmoney(NipponKei ζai Shinbun, 1997.8.24). Evensomehigh

governmentofficialsweresaidtohavespeculatedusingtheBaht. Thecurrencytu ト

moilinThailandisnotonlyduetounskilledmoneymanagingtechniquesbutalso

duetomalignantpoliticalhabitudeofthiscountry(NipponKe たai Shinbun, 1997.9.

11).

Thailandhasbeenpraisedforitsopennesstoforeigninvestment. Theaccessiｭ

bilityofitsdomesticmarkethasbeenwidelyheldupasanexampletootherdeｭ

velopingcountries. However , asoneofthebiggestmistakes , theThaigovernment

hasraiseddomesticinterestrateshightodefendtheBaht'speggedexchangerateat

atimewhenexportsweredecreasingandthecurrentaccountdeficitbeganwidening.

ThisencouragedThaifinancialinstitutionsandlargecorporationstoborrowforeign

currencyatlowinterestratesinordertofundtheirdomesticinvestments. Thai

banksandfinancecompaniesraisedfundsinoverseasmarketsfrom2to3% interest

ayearandthenlentmoneytoThaifirmsatdomesticinterestratesofmorethan

15% ayear.

Atpresent , 21JapanesebanksareoperatinginThailand , andtheircreditbalｭ

anceswere$37billioninJuly1997, 30to40% ofThailand'stotaldebtwhichwas

estimatedtobeabout$90billion. ManyJapanesebankswhichhavenobranch

officeinThailandhavebeenfinancingvianon-banksinThailand. However , they

didnotadvanceforlong-termfinancing. TheamountofThai'sshort-termdebt

fromJapanesebankswhichwastoberepaidwithinayearwas$15billionorso.3)

Despitelargeforeigncapitalinflows , tomakemattersworse , muchoftheseinｭ

vestmentswentintoBangkok'soverheatedpropertymarket. Whenaseriousmis-

3) ThegreatestcumulativeamountofJapanesedirectinvestmentstoAsiain1995wasthattoIndonesia ,
$18.6billion. Theyinvested$15billioninHongKong ， 事13.2 billioninChina , and$10.6billionin

Singapore. ThatofThailandwasthe 自白h inAsia ， 事8 .4 billion , and$6.9billioninMalaysia ， 事5.7 bilｭ

lioninKorea , $4.4billioninTaiwan ， 事3.5 billioninPhilippine. Japanisthegreaestexporterto

ThailandandthesecondbiggestimporternexttotheU.S. JapanesedirectinvestmentstoThailand

haveincreasedsince1994and72.5%morein1995amountingtoBt243.1billion. TotalJapanese

bankingloanstotheEastAsiaexceed$120billionandtheshareofJapan'sexporttothisareaisaｭ

bout40%. However , theexportvolumeofJapantoThailandinJuly1997decreasedby14.6%of

thatofthepreviousyear. AsforthemutualfundsintheU.S. , $5.6billionflowedintoAsianstock

marketsin1993whentheboomprevailedintheseemergingmarkets. Butin1997$2.1billionflowed

outfromthesemarketsuntilthemiddleofAugust(NZ 伸on Kei:::.aiShinbun, 1997.9.8).
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matchbetweensupplyanddemandinthecapital'spropertymarketoccurredin

1996, pricesofofficesandcondominiumsdroppeddrastically. Also , ittriggereda

financialcrisisthatexertedstrongpressureontheBaht. OnJuly2, thispressure

forcedtheThaigovernmenttoabandonitspeggedexchangeratesystem. However ,
thegovernmenthascontinuedtomaintainhighdomesticinterestratestopreventthe

currencyfrombeingdevalued.

ThesharpdepreciationoftheThaiBahthasmademanyThaibanksandfiｭ

nancecompaniesscramblefornewcapitaltocovertheirincreasedloanrisks. The

Bahtdepreciationhasalsoforcedmanyofbank'scorporatecustomerstodefaulton

theirforeigncurrencyloans. Inaddition , theloandefaultscouldgreatlypushup

theamountofnon-performingloans(NPLs)assetsofbanksandfinancecompanies.

Thaicommercialbanks'non 司performing loansaresaidtohaverisentoBt560billion

($19.31billion) , equivalentto14% ofalloutstandingloans.

Thaifinancecompaniesareworsethanthebanksbecauseoftheirmoreaggresｭ

sivelendingpolicies. Thefinancecompanies'badordoubtfulloanswillriseto

Bt440billion , or30% oftheirtotalloanportfolios. Thatwouldbringthecombined

non-performingloansto20% , orBt1.1trillion , ofThailand's(1996)grossdomestic

product(GDP).4)

AccordingtotheJuly15, 1997GoldmanSachs(Asia)report , intheworstcase

scenario , thedevaluationoftheBahtthreatenstopushNPLsto35% ofGDP , onthe

otherhand , inthebestcasescenariowouldseeNPLsreach26% ofGDP. Bycomｭ

parison , duringtheworstoftheMexicancurrencycrisisin1994, theMexicanNPLs

wereat18% ofGDP. SotheThaisituationismuchworsethanMexico'sinterms

ofoveralldebtheldbybusinesses. TheratiooftotalloanstoGDPforThailand

4) InthecolumnsofadvertisementsintheTimes , October6, 1997, themessageaboutThailand'sdeciｭ

siontoacceptanIMF- imposedrecoveryplanwereannouncedbytheThailandBoardofInvestｭ

ment , theDepartmentofExportPromotion , TheBankofThailand , andtheTourismAuthorityof

Thailand. Themessagesstartedbysaying ,
land'seconomythispastyear 刊 ， andexpressedThaiGovernment'sresolvetoaccepttheIMFplan.

“ O n August5, ourGovernmentfinallydecidednottogoitalone , andacceptedanIMF- imposed

recoveryplaninexchangeforaloanpackage. Inthedaysahead , theThaipeoplewillsharethepain

causedbytheIMF'medicine' , butwillemergestrongerforit"(p.7). Themessageconfessedabout

thecircumstancesinJulyandAugust , 1997, andexplainedthedetailsoftheIMFplan. “By early

August , itwasapparenttheGovernmenthadnochoicebuttoseekemergencyaidfromtheIMF.

TheIMFrecommendedstrongmedicine , packagedinacomprehensivestandbycreditandrecovery

plan. ThatplanwasapprovedbytheThaiCabinetonAugust5, andbytheIMFitselfonAugust

20". Theplanincludesaconsortiumofloansvaluedat$16.7billion. However , thisisnosimple

handout;theI恥1F hasrequiredThailandtoabidebystringentrulesifrecoveryistohaveachance.

TheGovernmentsaid , “the IMFplanisbittermedicineindeedforouroncehighflyingeconomy. It

includesaVATincreasefrom7to10% , toraiserevenue;areductionofthecurrentaccountdeficit

from8%ofGDPin1996to5%in1997and3%in1998. Meanwhile , inflationmustbekeptat8・

9% , andtheeconomicgrowthratemaintainedataminimumof23%. Moreover , theIMFrequires

thatpublicspendingbereducedexceptforessentials(e.g.publichealth , education , socialwelfare , inｭ
frastructure)andthatthemanagedfloatoftheBahtcontinue"(p.9). Themessageendedwithacall

forforeigninvestmentstoThailandoftenreferredtoastheLandofSmiles. Themessageexplained ,
“ Literally translated , Thailandmeans'LandoftheFree' 吋p.ll).
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was140% attheendof1996. Mexico うs ratiostoodat45%duringitscrisis(Asian

Busin 何人 Augus t， p.24).5)

Thailand'sbankruptcylawshaveseriousshortcomings. Underthecurrent

law , creditorsshouldwaitupto20yearstoseizeassets. Ifacompanygoesbankｭ

rupt , itsassetsarefrozenfor20years(AsianBusiness)ibid., p.23).

ThereishardlyanypositiveeffectscomingfromthedevaluationoftheBaht.

TheimportcontentofThaiexportsisabout40% ofthetotalvalue , somanufacturｭ

ingfirmsarevulnerabletohighercostsofimportedrawmaterials , partsandproducｭ

tionmachineries. Labour-intensivemanufacturerswillbeespeciallyvulnerableto

theeffectofthewage-costpressuresthatarelikelytodevelopfollowingadepreciaｭ

tion. Typically , whenthere'sa depreciation , cost-pushpressurestendtoarise.

Thesepressuresalwaysoccurregardlessofwhetherthereisasignificantimportconｭ

tentintheproductornot. Theyaregoingtoputseverepressureonwagedeｭ

mands. MeanwhiletheBahtdepreciationishurtingthelabour-intensiveindustrial

sectorsinunexpectedways. TheThaishrimpfarmingindustry , forexample , has

beenhitbyJapanesebuyers'demandsfora10% pricecut(AsianBusiness)ibid. ラ p .

23).6)

ThetotalforeigncurrencyborrowingsbytheThaicorporatesectoramountto

about$67.5billion. However , mostThaicorporationshavenothedgedtheirforeign

currencyborrowingsagainstforeignexchangeriskslargelybecausetheydidnotex-

5) PaulKrugmanpointedoutthatsomethinglikethe1994 ・95 Mexicanpesocrisiscouldhappenindeｭ

velopingcountrieswithcurrent-accountdeficitofmorethan5%ofGDP. Also , hethinksthatthe

epidemicof“ bah tulism" sweepingacrossAsiaisbynomeansthefirstsuchoutbreakinmoderntimes.

“ Even ifweexcludethecurrencyspeculationthatbroughtdowntheBrettonWoodssystemin197 ト

73, ortheattacksontheEuropeanMonetarySystemin1992 ・93 ヘhe says , “the currentfinancialupｭ

roarinAsiastronglyresemblesboththe‘ tequila ' crisisthatfollowedMexico's1994devaluationand

thecollapseofbanklendingthatprecipitatedthe1982Latindebtcrisis". Heunderstandsthetwo

criseswerecausedbytheuncriticalenthusiasmbyinternationalinvestors(banksinthelate 1970s,
mainlymutualfundsintheearly1990s). However , storiesappearafterthat. ThoughLatinAmerｭ

ica'sdebtsituationin1982wasnotreallysevere , therefollowedsevenleanyearsofeconomicstagnaｭ

tion , duringwhichthedebtorcountriesremainedeffectivelyexcludedfromworldcapitalmarkets. In

the1990s , bycontrast , thecrisiswasterriblebutshort-lived:Overthepastyear , Mexico'seconomy

hasgrownmorethan8%. Whatmadethedifferencewasthecreditors'confidenceindebtors'govｭ

ernmentbehavior. Inthe1980s , creditorsdidnothavesuchconfidence , andtherelationshipbetween

thedebtorsandtheircreditorswaspoliticized. Moreover , whenthesecondcrisisstruck , Latinleadｭ

erswerewiseenoughnottolookforsomeonetoblamebuttotrytorestoreconfidence. Krugmaninｭ

sists , “the returntonormalcymaybedelayedforalongtimeifleadersstartlookingforvillainsinｭ

steadofsolutions. ManyAsianleadersdoubtlessunderstandthis , butsome , abovealltheMalaysian

primeminister , apparentlydonot" (Kr 時man ， P. , "LatinLessonsforAsia" , FarEasternEconomicReｭ

view, September25 , 1997, p.34).

6) Tohelpgrowthinthenextgeneration , Thailandneedstoimproveitsschools , whereThailandlagsbeｭ

hindotherEastAsianeconomies. Thecountrγcan nolongerrelyoncheaplabouralone. Rising

wagesaremakingThaimanufacturersuncompetitiveinlabour-intensiveindustriessuchasshoesand

textiles;Firmsneedtomoveuptheladdertohigher-valueproducts , suchasconsumerelectronicsand

computerchips , asotherEastAsianshavedone. Thisishamperedbyashortageinskills. In1993

only40%of1
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pectthecurrencypegtodropinthisway. Moreover , thelackofalong-termdebt

marketinBahtmakeshedgingagainstforeignexchangerisksprohibitivelyexpensive.

Touseshort 咽term hedgesforlong-termloanscostsabout10% oftheloanamounta

year , soitwasreasonablethattheydidnothedge.

Fornow , persistenthighbankinterestratesinThailandhavecontinuedtoimｭ

pedeeconomicgrowth. TheBankofThailandraisedbankinterestratesbytwo

percentagepointsinadefensivemovebeforefloatingthecurrency. Overthenext

sixto12months , interestratesarelikelytoclimb. Thisisbecausetheshi 丘from a

stableexchangeratesystemtoamorevolatilefloatingexchangerateenvironmentinｭ

creasestheamountofrisk. Investorsneedtoseekmoreincreasedrewardinthe

formofhigherinterestrates. Also , adropincurrencyvaluewillproducehigherinｭ

flation , whichmakesithardertoreduceinterestrates. Higherinterestratesalso

causescorporateprofitstoshrinkatatimewhenmanycompaniesarealreadysufferｭ

ingfrompainfulforeignexchangedebtrepaymentsthathaveswollenduetothedeｭ

valuation.

Themovetofreerexchangeratepoliciestendtoleadtotheso-called‘competi

tivedevaluations¥TheBahtdevaluationledtosizablelossesamongThaicorporaｭ

tionswithhighforeignexchangedebts. Tomakegoodonthoseforeigndebtobligaｭ

tions , manyThaicompanieshavehadtotrimtheirprofitmarginstoboostthecomｭ

petitivenessoftheirproductsinoverseasmarkets. Thisputspressureonexports

fromotherSoutheastAsiancountriesanderodescorporateearningsthere. This , in
turn , willputpressureonthecurrenciesofthosecountries(AsianBusiness, ibid. , p.

27).

m TheChangedEconomicEnvironmentinAsia

Thisisthetimewhenweshouldacknowledgethattheworldhaschanged.

FormanySoutheastAsiancorporations , cost , riskanduncertaintyhavebecomethe

keywordsofthecurrencydrama. AftertheThaiBahtwascutdownfromitsUS

dollar-ledpeg , investorsturnedonthePhilippines , andthen 孔1alaysia ， forcingcenｭ

tralbankerstoletcurrenciesslidedownfromthecarefullymanagedlevels. Invesｭ

torsseemtohaveabeliefthatweaknessintheeconomywillleadtoaweaknessin

thecurrency(GeogeSoros'saying. Busin ωWeek ， October3, 1994, p.46). They

thoughtthatMalaysiaandthePhilippineshadalsoabigproblemwithbankloans

pouredintooverheatingpropertymarkets , oneofthekeycomponentsbehindThaiｭ

land'seconomicsufferings.

TheweekofAugust25 ラ1997 ， wasthemostbrutaloneindecades. Malaysia's

governmentattemptedtostabilizeitsi吋ured stockmarketbylimitingshortselling

byforeigninvestors. However , thewaveofsellingfeltfromManilaspreadto

HongKong. TheBankofIndonesiaAugust18decisiontoraisetreasuryratesto

30%wastoattractinvestorstoholdrupiah , andtopreventthenation'scurrency

fromfallingfurther. TheKualaLumpur ラBangkok ラand ManilaBoursesplunged

nearly40% overacoupleofmonths. Theyareheadedforapossiblerecession
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themselves.

In facts , thingsarecomingtoacrisisintheSoutheastAsia. A decisive

changeinthepsychologyofSoutheastAsiahasoccurred. Notlongago , theecono ・

miesofthisregionseemedunstoppable. Today , slowergrowthandvulnerabilityto

globalmarketforcesarecommonthroughoutthisarea. 、Global investorsareastonｭ

ishedtoseehowtheregion'sgovernmentshadbeenunpreparedforthiscrisis. Now

itisnolongereasytoboostexportswithforeigninvestmentandcheaplaborcomｭ

binedandtospendthemoneyfreelyongovernmentprojectsofquestionableworth.

ThepressurefromChinahasbeenincreasinglygrowing. Itsexportsareexpectedto

increaseby25% in1997, whileThaiexportswillriselessthan4%. Muchofthat

istheresultofChina うs growingglobalmarketshareofgarments , shoes , andtoysbut

also reflects China's rise as a cheap manufacturing base for electronics , teleｭ

communicationsequipmentandmachinery.

ProtonBerhad , Malaysia'sprotectednationalcarmaker , alreadyplanstocut

costsby30% overthenextthreeyears. However , asitstillheavilydependsonimｭ

portedpartsthatnowaremoreexpensive , itwillhavetobecomeevenmoreaggresｭ

sive. Thailand'sSiamCementCo.wroteoff$1billioninforeignexchangelosses.

TelecomAsiaCorp.hasmorethan$850millioninforeign-denominateddebt. Allof

itwas unhedged , andshouldberepaidoverthenext 10years (Business Tfセ ek ，

September15, 1997 , p.20).

TheslowdowninSoutheastAsiangrowthwillhitmanymultinationalsaswell.

GeneralMotorshaspoured$750millionintoanewcarplantinThailandatatime

whendemandwasbeginningtofall. HongKong-basedFirstPacific , aconglomerｭ

ateintelecomsandpropertyacrossAsia , willhavea$20milliondeclineinprofits

thisyear.

InthePhilippines , three-monthratesroseto19% asaresultoftheCentral

Bank'sattempttodefendthePeso. Itsstockmarketplungedasliquiditydriedup

andinvestorsfearedthatcorporateearningswouldtakeahugefall. Arecessionis

comingifthecentralbankersdonotstopit. Infactinterest-ratehikesarecrude

weaponsforpreventingcurrencydeclines.

Unlikeintheeraofgallopinggrowth ラtoday ラs Asiancompaniesinaslow

growthclimateneedfullerfinancialdisclosuresandmoretransparencytorestorethe

foreigninvestors うconfidence. InMalaysia , thefearsthatthebalancesheetsoftop

banksandconglomeratesarefalseisoner
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Week)ibid., p.21).7)

WhileallattentionisbeinggiventoSoutheastAsia , thesituationinSouth

KoreaandJapanhasbecomeworse. Korea'sforeigndebttowers3.5timesabove

itsforeignreserves. Fiveconglomeratesslippedintobankruptcyin 1997. The

eighth-largestchaebol , KiaGroup , andotherchaebols , includingSsangyoung , Hanｭ

wha , andHaitai , areunderstrainastheircashflowsworsen. TheWonhasbeen

tumbling , andcouldtumbleevenfurtherinthefuture. Koreaneconomyisstillfar

fromhittingbottom.

Bankslost$13billionduetofailingchaebol , equivalentto60% oftheircomｭ

binedcapital. Tenof25Koreancommercialbanksshowedlossesinthefirsthalfof

1997. KoreaFirstBankmadeastunning$395millionlossasaresultofchaebol

failures.

TheKoreanWondroppedtoarecordlowof910totheU.S. dollarinlate

August1997beforethecentralbankstruggledtobringitbackto900onSept. 3.

TodefendtheWon , theBankofKoreaused$3billionofitsforeignreserves. The

Won'sdecline , down8% thisyear , causedadecreaseinprofits. Hyndai'scarand

electronicsunitslost$180millioninthefirsthalfof1997(BusinessWeek, September
15, 1997, p.21).

Ontheotherhand , thankstotaxhikesandtightergovernmentspendingimｭ

posedbyJapanesePrimeMinisterRyutaroHashimotoinApril ラweak consumer

spendingandfallingindustrialproductionhavetheeconomydeceleratingoncemore.

Withgrowthunlikelytoexceed1.7% thisfiscalyear , thebenchmarkNikkeiindex

hasbeenfallingsinceitsJunehigh. Now , withtheturmoilintheSoutheastAsia ,
Japanfacesnewuncertaintiesoveritseconomy.

Japanesemanufacturers , foradecade , havebeenestablishingproductionbases

intheSoutheastAsiatoprofitfromthecheaplaborandfast 聞growmg consumermarｭ

kets. Japaneseexportstothisregionshareabout44% ofallherexports. Also ,
Japanesemultinationals'Asia-basedoperationsgenerated40% oftheiroffshorepro ・

日ts in1996. ManyJapanesecompanieshavetriedtomakesupplierssetupshops

inthisregionandtocreatevastprocurementnetsoflocalpartnersthere.

However , Japa山companies feelthatthisstrategyismoreandmoreineffecｭ

tive. TheslowergrowthinSoutheastAsiameanslessdemandfortheJapanesepro-

7) ButevenbusinessmeninKualaLumpur , traditionallyamongMahathir'sgreatestfans , fearhisunｭ

orthodoxapproachmightnowbringpoliticaluncertaintyandfinancialdisaster. When , inAugust

1997, herespondedtotheslumpinthestock-marketbyintroducingabanoncertaintypesoftrading ,
themarketfellsharply , andthebanhadtobelifted. Mahathirtendstoseeapocalypticwarningsof

aThai-stylecatastropheasthepropheciesofinternationalconspiratorsbentonthwartingMalaysia's

modernisation , andonsubvertinghisauthoritarianstyleofrule. HeisnotaloneinSoutheastAsiain

blamingforeigners , butinThailand , thePhilippinesandIndonesiasuchviewsaremoretactfullyexｭ

pressed. Also , when , atthemeetingsofthelastweekofSeptember , hemadehis , bynowfamiliar ,
attackoncurrencyspeculators , notablyAmerica'sGeorgeSoros , withathreattobandealinginthe

Malaysiancurrency , theringgit , forpurposesotherthantrade. Whentheforeignexchangesopened

twodayslater , theringgitpredictablyfelltoanewlowrecord , some19%loweragainstthedollarthan

ithadbeeninearlyJuly(TheEconomist, September27, 1997, p.29).
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ductssuchasconstructionequipmentandmachinetoolswhichshareroughly60%

Oぱf Japμan 山export 臼s tωo thisregion. Moreover , thecurrencydevaluationalsomeans

thatconsumersinThailand , Malaysia , andelsewherefinditdifficulttobuythe

TVs , computers , andothergoodsthatmakeuptherestofJapan'sexports. Toyota

MotorCorp.inThailandbegantoreduceproductionby20% in1997. Honda

MotorCo.andNissanMotorCo.alsomadesimilarmoves.8
)

Thingsaremoredangerousinthebankingsector. Japanesebanks'lending

exposuretotheSoutheastAsiancompaniesisthreetimesmorethanthatoftheir

u.S.counterparts. Theregiontakesupsome70% , or$120billion , ofJapanese

lenders'foreign-loanportfolio. Also , ifregionalborrowersstarttodefault , itcould

addtotheheavyproblemsofJapanesebanksarefacing , whicharestillburdened

with$236billioninbadloansfortheirownmarket. SuchdefaultsintheSoutheast

Asiacouldsurelydelayamuch-neededimprovementintheJapaneselenders'balｭ

ancesheets(BusinessWeek, September15, 1997, p.22).9)

IV IncreasingFearsofHugeCapitalMigrationfromSoutheastAsiatoChina

TheSoutheastAsiaisnowundergoingasuddenchangeinfinancialsituations

duetothenewfinancialopportunitiesinChina , whichareattractinghugeforeign

companies. GECapitalCorp.gotanequitystakeinthe$250billionZhabeipower

plantnearShanghai , whichisthefirstChinesepowerplanttobefinancedentirely

bytheprivatesectorwithoutanygovernmentguarantee. Inaddition , inMay1997,
GECapitalalsogotpermissiontoopenafinancecompanywhichistheChina'sfirst

whollyownedforeignonebasedinShanghai. Itwillbeabletolendmoneyforevｭ

erythingtoanyforeigncompany. OthergiantinvestmentfundsbackedbyAmerｭ

icanInternationalGroup , PeregrineInvestmentHoldingsandNewWorldDevelopｭ

mentarepouringbillionsofdollarsintoroad , port , andbridgeprojectsinChina

(BusinessWeek, September29, 1997, p.43).

Moreover , itisnotasurprisethattheWorldBankisabigChinabooster.

8) EffortstoestablishtheproductionbasisinEastAsiaonthepartoftheJapanesecompanieswere

payedsincethePlazaAgreementthattheYenshouldappreciateagainsttheU.S.Dollar.Atthattime ,
Japan'slargetradesurpluswiththeU.S. , nearly$50billionin1984, wassimplytoolargetoignore.

Japan'sglobaltradesurplus , $61.6billioninJapanfiscalyear1985, wasonly$12billionabovethe

$50billionsurpluswiththeU.S. AmbassadortoJapanatthattimewarnedthatitwasaburdenon

theworldtradesystem , andifitwouldcontinuetogrowitwouldthreatenabreakdowninthatsystem

(MasumiMuramatsu , MansfieldSpeech , SimulAcademy , 1987, p.10). Sincethen , highvaluedYen

drovemanyJapanesecompniestoEastAsiatoproducetheirgoodscheaply.

9) JapanesebankslendmoreinHongKongthaninanyotherAsianeconomybeyondJapan. Accordｭ

ingtotheNikkeiWeekly , attheendof1996Japanesebankshad$87.4billioninoutstandingloansto

HongKongcompanies. Contrastthatwiththe$37.5billioninloansextendedbyJapanesebanksin

Thailand. Japanesebanksmake50 ・60% oftheirloansinHongKongtoreal-estatedeVelopersand

localbusinesses , 20・30% tomainlandChinesecompaniesandpublicagencies , andtheremainderto

JapanesecompaniesinHongKong. So, therecentvolatilityinHongKo 時's economy , traditionally

oneofthemoststableinAsia , hasshakeninvestorsandexposedJapan'svulnerablefinancialinstituｭ

tions(MasatoIshizawa , ‘Investorsrunningfromrisk' , TheNikkeiWeek?>"Nov.3.1997, p.19).
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Now , Chinaisthebank'sbiggestcustomer. Thebankhasrecentlydecidedtolend

China$2.8billionmore , addedtothetotalof$28billioninChinatobuilddams.

Chinaalreadyattracted$42billionforeigninvestmentin1996andhas$121billion

incurrencyreserves , notincludingHongKong'sown$80billion.

TheWorldBankestimatesChinaneeds$600billiontodevelopitsprojects.

However , thebankdoesnotthinkthathugeamountcanbemetbypublicfinancing

withinChina. ThebankbelievesthatChinaneedsareasonablefinancialsystemto

facilitateforeigninvestment. Also , theWorldBankisbringingininnovativefinanｭ

cialtechniquestodealwithprivatelyfinancedprojects. Forexample , Chinasigned

a$700millionagreementinSeptember1997withaconsortiumheadedbythepower

utilityElectricitedeFrance. Chinawilllettheconsortiumbuildandoperatea

powerstationinLaibin. Onlyafter15years ラthe Chinesegovernmentwillbeable

toassumeownership. Thistechniqueiscommonindevelopingnations , butitisthe

firsttimeforChinatodothis.

TheInternationalFinanceCorp.(IFC) , thearmoftheWorldBankthatlends

toprivatecompanies , isbackingtheemergenceofaprivatelyownedfinancialservice

industryinChinaandtryingtoexpandlendingtosmallercompanies. Itisalso

tryingtodevelopthefirstdom 側ic bondratingagencyinChina (Busi 附Week ，

September29, 1997, p.46).

PerhapstheWorldBank'sgreatfavourtoChina'sreformsderivesfromitsphiｭ

losophyofamarket-orientedeconomy. Itdoesnotrecognisetheotherpossibilityof

anon-marketpolicy. OnSeptember11 ラ1997 ， theWorldBankwarnedthatbecause

inSoutheastAsialendersandborrowersareofteninrelationofconglutination ,
financialsystemsareveryfragileandneedtobechangedintomuchmarket-oriented

ones. Italsosaidthatthemarketwouldlooseconfidenceinsuchuncleanedsystems

inthisregion , andasaresultalargequantityofforeigncapitalwouldflowoutof

thisregionintotheotherregionswhichhaveamorefunctionalmarket-orientedeco ・

nomy(NipponKei ζai Shinbun, 1997.9.12).10)

10) PaulKrugmanwroteinTimethattherecentcrisesprovesthere'snothingsuperioraboutAsian

values. Heexpressedhissurpriseatthemoodoftheexecutivesfromthemultinationalcorporations

thenattendingtheregionalconferenceheldinMexicoin1993. Hesaid , “the executivesweregiddily

upbeat;theysawnothingbutboundlessopportunitiesinaregionenjoyingunprecedentedgrowthand

transformation. Theywereinnomoodtolistentoconcernsaboutproductivitygrowththatdidnot

seemtobeashighasadvertised , abouttradedeficits , aboutaworrisometendencytoborrowabroad

andinvestthemoneyinspeculativeprojects. Inretrospectitseemsalmostincrediblethatneither

governmentsnorinvestorstookthe‘tequila ' crisisthatengulfedLatinAmerica20monthslaterasa

warningforAsia". Andthenhewarned , “Asians hadandhavearighttobeproudofwhatthey

haveachieved. ThedoctrineofAsianexceptionalism , however , turnsouttohavebeennotmerelysilｭ

ly , butdangerous. Partlythiswasbecausetoomanyinvestors , domesticandforeign , tookitasanexｭ

cusetobelievethatthegoodtimescouldjustkeeponrolling-inparticular , thattheoverheated

SoutheastAsianboomofthemid ・90s ， whichdroverealestatepricesandtradedeficitstowhatshould

havebeenseenasclearlyunsustainable heights , couldcontinuewithoutlimit" (Krugman , Paul ,
“ W rong, ItNeverExisted" , Time , September29 , 1997 , p.41).
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Conclusion
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IdonotthinkMalaysia'sPrimeMinisterMahathir'sdenouncementofglobal

investorsiswrong. Thailand'sFinanceMinisterThanongatthattimealsosaid

thatitwasthefailuretoliberalizefinancialsystemtoofastandmakeThaieconomy

dependentonforeignshort-termloanstooquicklywhenhecametoTokyotocallfor

relieffundsinJuly1997.

Thailandsetupanoffshoremonetaη T marketasasymbolofliberalizationof

thefinancialsystemin1993. Throughthatmarket , ahugeamountofforeigncapitｭ

alflowed in , and thatamountwas farlarger than thegovernment expected.

However , Thaieconomyisnotbigenoughtoabsorbsuchalargeamountofcapital.

Somuchofcapitalwasspentonthepropertymarketandtheso-calledbubbleecoｭ

nomycameintobeing. Foreigncapitalrushedinhurridlyandfledawayfrightening

fashion. TheydidnotthinkaboutthepositiveroletheycouldhaveplayedinThaiｭ

land. Theywantedonlyinstantreward. Idonotbelievethattheirflatteringbeｭ

haviourrepresentsareasonableeconomicmovement. Idaretosaytheyareno

morecapitalistthanthe“ pap arazzi".
ThePrimeMinisterofMalaysiabelieveshimselftobeavictimofthecapriｭ

ciouscurrencymarkets. InaspeechduringtheopeningweekendoftheWorld

Bank/IMFmeetinginHongKong , hepaintedavividconspiracytheoryinwhich

WesternbankersandgovernmentshaddonetheirbesttoknockoffMalaysia.

However , whentheyopenedonMonday , themarketsinKualaLumpurpromptly

continuedtheirlate-summercollapse.

Still , Mahathir'sspeechhadsomeresonanceintheregion , giventhebrutal

economicbatteringithastakenoflate. Theemotionalurgetosubduethebloodless

speculatorsanddosomethingtorestoretheflaggingEastAsianeconomicmiracle

thatonceexisted. Thatishardlysurprising- inpartbecauseMahathir'sconvicｭ

tionthatthecountriesinSoutheastAsiaarevictimsisnotentirelywrong. Byeffecｭ

tivelylinkingtheircurrenciestotheU.S.dollar , nationslikeMalaysiaandThailand

becamebitplayersinamuchbiggergame. Theythoughtthedollarpegwouldgive

themsomemonetarystability. However , thatisnotthemainreasonforrecent

troubleinSoutheastAsia. ItcomesfromthechangedstrategiesoftheU.S.and

JapantowardChina.
ll
)

II) Mal 凶hir allegedthatMrSorosismotivatedbythepoliticalagendaofhispersonalfoundation , which
supportseffortstobuild “ open societies"intheformerSovietUnionandelsewhere. TheSoros

FoundationhastakenaninterestinMyanmar , whichisrunbyarepressivemilitaryregime , andMr

SorosdisapprovesofASEAN'ScontroversialdecisiontoadmitMyanmartomembershiponJuly23 ,
1997. Thereis, StanleyDruckenmiller(theSorosFund'schiefinvestmentofficer)whoinsiststhatｭ

thereisnoconnectionbetweenSorosFundManagement'sinitiativestomakemoneyandthefoundaｭ

tion'sattemptstodistributeit. DrMahathir , however , seemstoresentbothactivities , whichmakes

MrSorosapoliticallyexpedienttarget. Somehistoricgrudgesmayalsobeatwork. Malaysia's

CentralBankandtheSorosfundsclashedin1993. Inaddition , thepreviousSeptember , theCentral

Bank , BankNegara , lostafortunebettingonsterlingwhentheBritishcurrencyfelloutoftheEuroｭ

(Co仰nti7初加nuedのj
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TradeandcapitalflowswithinAsiaandacrossthePacificaredominatedby

JapanandtheUnitedStates. Thedollar/yenexchangeratehasbecomethesubject

ofintensepoliticalinterestbuthasrarelybeenstable. Twicesincethemid-1980s ,
theexchangeratehasshifteddrastically. WhenSoutheastAsiancountriestiedup

withthedollar , itwasaweakcurrency , andforatimeitsuitedtheminabeneficial

way. Exports(manyfromtransplantedJapanesefactoriesinsearchoflowercosts)

boomed , overallgrowthratessurgedandthatvirtuouscombinationattractedenorｭ

mousamountsofportfolioinvestmentsfromtheWest.

Regionalgovernmentsforgotthecentralfactaboutmarkets:theyoftentumble

excessively. 恥tIoving inonedirectionortheother , theytendedtoshiftthevalueofa

currencyorcommoditybeyondtheboundsthataresetbyunderlyingeconomicfun ・

damentals. Also , speculatorstriedtoappearasa friend , helpingtheotherout.

Theyhopontowhatmaybeaneconomicallyrationalmoveinthemarketanddrove

ittoextremes. ThatwasseenintheOPEC- drivenoil“ crisis" ofthelate1970s.

Thepriceofabarrelofoilskyrocketedfarbeyondanythingthatwaseconomically

rational , drivingupinterestrates. Then , onthewaydown , theoilpricesimplycolｭ

lapsed , andbythelate1980scitieslikeHouston , Texas , cametolookalotlike

Bangkok , Thailand , andstilldoestoday , fullofnewlybuiltoffiicebuildingsthatno

oneevermovesInto.

Whatwasoncetrueofoilhasalsobeentrueofthedollar. By 1995, the

greenbackhadfallento78againsttheyen. Thatwastoolow. Soacorrectionwas

inevitable , andoffficialnudgesinWashingtonandTokyohelpeditalong.12
)

Todaythedollarhasstrengthenedto120 ・50 percentswingintwoyears- and

peanexchange-ratemechanismandwasdevalued. ThisisamovethatissaidtohavemadeMr

Sorosafortune(TheEconomist,August2, 1997,p.62).

12) TheEconomistaccuratelygaveanexplanationonthespeculation. Accordingtothatpaper , hedge
funds , suchasMrSoros'sQuantumFund , havebeenblamedformuchofthefinancialturmoilinreｭ

centyears. MahathirtoldtheannualmeetingsoftheIMFandWorldBankinHongKongthatcurｭ

rencytrading(beyond , heco 配eded ， thelevelneededtofi 田町e trade)was “unnecessary ぅunproduc

tiveandimmoral". TheIMFestimatesthathedgefundscanmobilisebetween$600billionand$1

trillion. SinceBritain'sprobleminthe1960s, thevolumeofcurrencytradinghasburgeonedrelative

totrade. In1995, $1.2trillionofforeignexchangechangedhandsonatypicalday. Thatisroughly

50timesthevalueofworldtradeingoodsandservices. Intheearly1970s , priortotheliberalisation

oftheworld'scapitalmarkets , thevalueofcurrencytradingwasonlysixtimesgreaterthanthevalue

of“ rea l" trade. Currencytradingislikelytousetobetagainstcurrenciesandotherassets , forexamｭ

ple , sellingacurrencyforwardinthehopethattheycanbuyitbacklateratacheaperrate. Thatis

saidtoplayanimportantroleinprovidingliquidityinthemarketforforeign-exchange , helpingto

matchbuyersandsellers. However , itdoesnotmeancurrencymarketsareperfect. Financialmarｭ

ketsarevulnerableto “bubbles" andexcessvolatility. Insuchcases , pricesmovemorethaniswarｭ

rantedbytheunderlyingfactorsinvestorssupposedtoreflect. Differencesincountries'inflationrates

andcurrent-accountdeficitsexplainexchange-ratemovementsquitewellinthelongrun , butinthe

shorterruncurrenciesseemtodisregardthesefundamentals. Forexample , thedollar's 仏11 from

￥260 in1985to ￥80 in1995, anditssubsequentreboundtoaround￥ 1 20ラ cannot reallybeexplained

bythefundamentals. Theproblemisthatallfinancialmarkets , fromcurrenciestoshares , aresubject

towavesofexcessiveoptimismfollowedbyexcessivepessimism(TheEconomist, September27, 1997,
p.93).
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Southeast Asia , not surprisingly , gotwhiplashed. Exports slowed and current

accountdeficitsmounted. Underthesecircumstances , delinkingfromthedollarwas

inevitable. Whentwosupertankers(U.S.andJapan)changetheircourse , thelittle

boatsinbetweencantakeonwaterinahurryiftheydonotgetoutoftheway.

However , toobigswingsinthepartofAsiancurrenciesshouldbepreventedassoon

aspossible. TorealizesuchaconditionIbelieveitisnecessarytoestabilishakind

ofAsiaFundisnecessary.13)
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Table1 Trouble in Southeast Asia's Stock Markets

(weeklyclose)

Mar.7, '97 Aug.29, '97

Bangkok bt700 bt500

KualaLumpur rt3300 rt2000

Manila ps1250 ps800

Jakarta rs700 rs500

(BloombergFinancialMarkets.citedinBusinessWeek,
Sept.15, '97, p.19)

Table2 Korea'sWonperU.S.Dollar

(weeklyclose)

21

お1ar. 7, '97

870

(ibid., p.21)

Aug.29, '97

905

Table3 China'sEconomicQuandary

(billionsofdollars)

'87 '91 '96

MerchandiseExports 30 60 170

CDP 300 420 800

ForeignDirectInvestment 2 4 43

Hard-CurrencyReserves 20 48 135

(BusinessWeek, Sept.29, '97 , p.42)
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Table4 BalanceofPaymentsofSeveralCountries

(billionsofdollars ， 企=deficit)

currentalc capitalalc reserves externaldebt exports GDP

Thailand '90 企 7 . 3 9.1 13.3 28.1 23.1 85.6
'96 企 1 4 . 7 18.0 38.6 78.5 55.7 182.6

民1alaysia '90 企 0.8 1.7 9.7 16.4 29.4 42.9
'96 企 5 ， 1 9.2 23.1 28.7 77.8 98.1

Indonesia '90 企 3 .0 4.5 7.4 69.9 25.6 106.1

'96 企 7 . 7 11.0 18.2 (n.a.) 49.8 (n.a.)

D且 hili・ ppl・ neνs '90 企 2 . 7 2.1 0.9 30.6 8.1 44.3

'96 企 5 . 2 9.2 10.0 (n.a.) 20.5 83.5

Korea '90 企1. 7 2.9 14.8 31.7 65.0 253.7
'96 企 23 . 7 17.2 33.2 102.0 129.7 484.8

Mexico '93 企 23 .4 33.7 25.1 118.0 30.2 403.2

'95 企 29 .4 15.8 6.3 133.7 34.5 421.7

(Data:SakuraResearchInstitute)

Table5 CurrentAccountDeficitComparedtoGDP(%)

Thailand 恥1a lays ia Indonesia Philippines

'94 ..5.6 ..6.3 企1. 6 企 4 .6

'95 企 8 . 1 企 8 . 5 企 3 . 5 企 2 . 7

ラ96 ..8.2 企 6.0 企 3 .4 ..4.2

(Data:Dept.ofEconomicPlanning , AsianEconomy1997)

Table6 ExternalDebtRatiotoGDP(%)

Thailand お1alaysia Indonesia Philipp 且 ines Singapore Korea Taiwan China

43.0 29.3 48.4 50.2 0.0 21.0 9.5 14.3

(Data:ibid.)
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Table7 ChinaasNO.1

Exports , ExportGrowth NetForeign Average

2ndQuarter , from Investment , HourlyWage ,
1997 AYearAgo 1996 1997

(billiondollars) (%) (billiondollars) (dollars)

China 46.1 25 38.5 0.9(Shanghai)

HongKong 47.8(a) 4 6.2(b) 7.3

Indonesia 13.1 7 5.3 1.8Oakarta)
恥1alaysia 19.7 企 0 . 2 3.3 4.6(KualaLumpur)

Philippines 5.9 24 1.2 1.3(Manila)

Singapore 32.1 4 2.0 5.2

Korea 35.8 9 企1.6 6.2(Seoul)

Taiwan 30.7 7 ....0.5 7.5(Taipei)

Thailand 14.0 0.8 1.3 3.0(Bangkok)

(a)includeslargenumberofgoodsre-exportedfromChina.

(b)1995figure.includesinvestmentforChina , viaHongKong.

(Data:Time, Sept.29 , 1997, p.39)
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