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Wherethec<αuses oftheAsi αn financialcrisisareconcerned, webelieveth αt a

structuralaccumulationoftradedeficitsis αmorefund αment α1 causeth αn αfailure offiｭ

nαnc l， αl controls. AmongAsi αn countriesth αtare tαrgets ofintern αtion αl arbitrage ,
chronictradedeficitshαve ledtoα shortα .g e offoreigncurren の， reserves, makingitimposｭ

sibleforsuchcountriestopropuptheirowncurren りthrough buying.

Thus,forecastingfuturemovementsinthesestructuraltradedeficitshαs relev αnce

toforecastingthecourseofthecurrentlyd里pressed exch αnge rates.Predictedresultspro ・

ducedbythe"KyotoUniversityP，αcific RimEconometricModel"mαint αined bythe

αuthor reve ，αI anoverallst αbiliz αtion αnd moder ，αte improvementinthereα l exchange

rα tes oftheAsi αn currencies.

Usingthesα me model, weinvestig αted the 買ffects ofcαpit αl flightonindividual

Asi αn countries, bαsed onatheoryth αt ariseinproductivityintheU.S.attrαcts cαpitαL

whichhαs αneg ，αtive effectonsever ，α1 othercountries.Resultsindio αted th αt theASEAN

countries'cris おwill notcontinueinthelongrun ， αnd th αt thecrisisinSouthKore α

shouldbeseenastheoriginof αn over αII declineinther，α te ofgrowth.

*Professor.GraduateSchoolofEconomics.KyotoUniversity.
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IForei伊Trade BalanceandExchangeRate

TheprincipalfactorsheldupasthecausesoftheAsianmonetarycrisisare(1)

the“ bubble" economy , itsexcessiverelianceonshort-termcapital , andotherfailures

infinancialcontrol , and(2)readjustmentofexchangeratesintendedtobringaboutbalｭ

ancedforeigntrade.Theauthorsbelievethatthefirstsetoffactorsisnomorethana

proximalcause , whilethesecondsetisfundamental.Thereasoninghereisthatevenif

financialcontrolswerelargelyinplace , tradedeficitscouldnotpersistinthelongrun ,
andexchangerateswouldultimatelyhavetobeadjusted. Theargumentalsostems

fromtherealizationthatamongtargetsofinternationalarbitrage , chronictradedefiｭ

citshaveledtoashortageofforeigncurrencyreserves , makingitimpossibleforsuch

countriestopropuptheirowncurrencythroughbuying.Thisreasoningwouldindicate

thatlong-termtradedeficitsarethebasiccauseoftherecentcurrencyfalls.

ItisalsotruethatTaiwanandothertrade-surpluscountrieshavefelttheeffects

oftherecentturmoil ,albeitslightly , butratherthanascribingthesetocountry-specific

causes ,wesuggestthatthepervasivecurrencyfallsinotherAsiancountriesmaybedue

toapredictednegativeeffectoperatingthroughcapitalmovementsandtrade.Thisexｭ

planationwouldalsoaccountfortherelativelyunscathedtransitionthroughthecrisis

insuchcases.ThedepthoftheIndonesiancrisisresultsfromamiscalculatedpolitical

response.

Evenifsuchtradedeficitsareindeedafundamentalcauseofthecrisis , webeｭ

lievethatifcurrencieswerenotpeggedtothedollarandslow ,orderlycurrencyfallsreｭ

sulted , pervasivecrisisconditionslikethoseofthepresentwouldnothavedeveloped.

Thesignificanceofthisisthatwhilethepresent “governmental failures"derivingfrom

thedollarpegsystemareanimportantlessonforthefuture , thesuggestionthatafunｭ

damentalcauseofthecurrencyfallsdoesnotlieswithinthedollarpegsystemitself

mustbecorroboratednow.

Statedinreverse , previouslyovervaluedAsiancurrencieswereafundamental

causeoftradedeficits ,andthepresentcurrencyadjustmentshavebroughtaboutaconｭ

traryimprovementintradebalances.Inreality , areductioninimportsafterthecurｭ

rencycrisisgaveThailanditsfirstcurrentaccountsurplusinfourteenyears , inOctoｭ

ber , 1997.Malaysiain1997alsorecordeditsfirstt
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Figure1:ExchangeRatesoftheAsianCurrenciesafter1994

shown , adjustmentspeedoftheAsiancurrenciesversusotherprincipalcurrenciesisexｭ

tremelyslow.Inotherwords , adjustmentoftradebalancestoexchangeratesisrapid ,
whileadjustmentofexchangeratestotradebalancesisincomplete.Eventhoughthis

divergencefromunderlyingfundamentalsiscentraltothecrises , theessenceofthe

situationremainsthatthecrisishaveservedasameanstoadjustthisdivergenceto

suchfundamentals.

IITradeBalanceandLong-termExchangeRateProjection

Whatwefirstmustascertainiswhetheritwasinevitablethatthesenecessary

currencyadjustmentsoccurredprecipitously.Inotherwords ,evenifacurrencyfallit 司

selfwasinevitable , itwasdifficulttopredictwhenthecurrencywouldfall.Wethereｭ

forebeginwithaquantitativeanalysisaddressingtheissueatalevelexcludingthe

questionofwhenacurrencyfallwilloccur;essentially , alevelmerelyinquiringwhether

adeclineisatrendornot.Forthispurpose , thisreportusestheinternationallinkage

modelthatwehaverecentlydeveloped , the“ Kyoto UniversityPacificRimEconometric

Model(KYPAC-5.3)."

Sincespacedoesnotpermitadetaileddescriptionofthemodelhere , detailsare

lefttoOhnishi(l 998a , 1998b)andtheKyotoUniversityPacificRimDatabase(http:

//pacific.kyoto-u.ac.jp/text /index.htm) , andonlythefollowingcharacteristicsofthe

modelaredescribedhereinbrief.

(1)Theprimaryobjectiveofthemodelistotracklong-termchanges.Therefore , GDP

isdeterminednotbydemandsidebutbysupplysidethroughCobb-Doublasproducｭ

tionfunctionswhoseexplainingvariablesarecapitalstockandlabor.Then ,growth
rateofcapitalstockandlaboraredetermined by macrosavingrateand
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(marginal)productivityofcapitalandlabor.Functionsoflaborforcegrowthrate

arebasedonBarro=Becker'sfertilityratetheory(Barro&Becker(1989) , Becker
&Bar・ro (1988)).

(2)Thismodelwasbuiltnotasatradelinkmodelbutasacapitallinkmodelwhichfo ・

cusesoninternationalcapitalmovement.Here , capitalisassumedtoshiftfrom

lowerprofitrate(i.e.marginalproductivityofcapital)countriestohigherprofit

ratecountries. Therefore , capitalbalanceisafunctionoftheratiosofitsconｭ

cernedcountry'sprofitratetoothercountries'profitrates.Tradebalanceisdeterｭ

minedbyastatisticalequationasafunctionofcapitalbalance , becausebalanceof

paymentsplusbalanceofcapitalmustbezerobyitsdefinitionandtradebalance

isthemajorpartofbalanceofpayments.Explainingvariableofrealexchangerate

functionistradebalance/GDPratio.

(3)TheteneconomiesoftheU.S. , Japan ,SouthKorea , China , Taiwan , thePhilippines ,
Thailand , Malaysia , Indonesia ,andAustraliamakeupthestudiedregion , andeach

RatioofBalanceofTradetoGDP
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Figure2:ResultoftheFinalTest
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Figure2:ResultoftheFinalTest

region'smacromodelhasthesamestructure.However , weuseonlyeightAsianreｭ

gions'resultsofourprojectionamongtenregions.

Themodelisalsocharacterizedbyadeportofexogenousvariables , excluding
sevendummyvariables , buttheforegoingthreecharacteristicsaretheimportantones

inthecontextofthispaper.Thefirstamongthesethreecharacteristicsisexpressed

graphicallyinthefollowingFigure2.Inthisfigure , thesegmentsconnectedbythe ム

symbolrepresenttheactualhistory , andthoseconnectedbythexsymbolrepresentan

expostestimationcalculatedbythismodel.Thoughsmoothfluctuationslikethoseof

thecapital-laborratio(themostimportantvariableinthismodel)aretrackedrelaｭ

tivelywellininterimperiods , onlytheoveralltrendistrackedsuccessfullyforwidely

fluctuatingvariablessuchasthetradebalance/GDPratio;however , thisisnotunsatｭ

isfactoryforestimatinglong 国term movements.Thesignificanceofthisisthatwhile

themodelcannottracksuddenchangeslikethoseoccuredinthiscrisis , itcanstillpreｭ

dictlong-termmovements.Itisimportanttoknowwhetherthecurrentcrisisistranｭ

sientorlikelytopersistindefinitely , andtherelevantresultsoflong-termprojections

madeoutthrough2025usingthismodelareshowninTables1through3.

Table1showsrealexchangerateprojectionscalculatedbythismodelforthe

eightAsianregions. Here , “real exchangerates"aredefinedbyassumingidenticalinｭ

flationratesineacheconomy. Theendtothedeclineandthemodestrecoveryof
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exchangeratesthatwehaveseenforindividualAsianeconomiesarewellpredictedexｭ

ceptfortheIndonesianrupia , althoughtheseprojectionswerecalculatedattheendof

1997.Especially , theprojectionsforthecurrenciesofJapan , Taiwan , ThailandandKoｭ

reaaresurprisinglyclosetothepresentrates.Asmentionedabove , theseprojections

forexchangeratesarebasedontheprojectionsfortradebalance.

Table2showsGDPprojectionsona “real dollar"base ,wheretheword“ r eal" inｭ

dicatesadjustmenttotheU.S.rateofinflation.Thefirststrikingresultisthatgrowth

ratesintheperiodof1995-2000inThailand , Malaysia , Indonesia , andSouthKoreaare

negative , althoughthoseintheperiodof1995 ・1997 werehigh. However , growthrates

recoverthereafter.Theimplicationisthatthecurrentcrisisisbestperceivedasaonly

Table1:ProjectedRealExchangeRatesthrough2025
(eachcurrency/dollar)

actual projection

Bottomrate1999,April 2000 2005 2010 2015 2020 2025

JAPAN 145 118 118 105 98 94 91 89

KOREA 1739 1217 1124 1083 1053 1029 1011 1000

CHINA 8.29 8.28 8.23 8.39 8.28 7.91 7.41 6.87

TAIWAN 34.9 32.8 32.5 33.5 32.5 32.7 33.0 33.5

PHILIPPINES 43.8 38.1 32.6 31.9 31.5 31.2 31.1 31.0

THAILAND 55.7 37.5 38.1 37.1 36.3 35.8 35.4 35.1

MALAYSIA 4.61 3.80 3.36 3.30 3.26 3.24 3.23 3.23

INDONESIA 14975 8650 3382 3439 3493 3534 3564 3586

Table2:ProjectedGDP(billiondollar , atconstantpricesin1995)
(eachcurrency/dollar)(averagegrowthratesbefore5yearsagoinparenthesis)

YEAR 1995 2000 2005 2010 2015 2020 2025

JAPAN 4711 4130 4488 4813 5115 5401 5673
(-2.6) (1.7) 0.4) 0.2) 0.1) (1.0)

KOREA 456 440 558 666 767 863 958
(-0.7) (4.9) (3.6) (2.8) (2.4) (2.D

CHINA 691 849 1273 2117 3623 6428 12328
(4.2) (8.4) 00.7) 01.4) 02.2) 03.9)

TAIWAN 261 292 350 399 443 483 523
(2.3) (3.7) (2.7) (2.D 0.8) 0.6)

PHILIPPINES 74 84 117 161 224 314 446
(2.6) (6.8) (6.6) (6.8) (7.0) (7.3)

THAILAND 167 153 213 288 384 503 653
(-1.7) (6.9) (6.3) (5.9) (5.6) (5.4)

MALAYSIA 80 74 93 114 120 128 195
(-1.5) (4.7) (4.0) 0.0) 0.4) (8.7)

INDONESIA 201 139 184 257 381 411 1029
(一 7 . 0 (5.7) (7.0) (8.D (9.5) 01.4)
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short-termshock.Amongthesefourcountries , however , theSouthKoreanrecoveryis

weakandcanbetakenasthestartofalong-termdeclineintherateofgrowth.Inthis

table , forecastingessentiallylowergrowthratesthemoredevelopedthecountry , and
highergrowthratesthelessdevelopedthecountry.Thissituationcanbealsoseenas

aprocessofgrowthratedeclineinaSouthKoreathatrepresentsaquasi-developed

country.

Inaddition , table1showsthateveryAsiancurrencywillriseinthelongrunexｭ

ceptfortheIndonesianandTaiwanesecurrencies.Thereisapossibilitythatsucha

trendinthefuturewillnothappenbythestrengtheningofthesecurrenciesbutbythe

longtermfallingofthedollar'svalue.ItisbecauseUStradedeficitswillnotbecome

betteraccordingtoourprojection(notshown).Now , USaccumulateddeficitshavebeｭ

comearound1.5trillion , anditmeanstheUShastogain75billiondollareveryyearto

keepitsdeficitlevel , ifinterestrateis5percent.BecausetheUSisregularlygaining

mintrevenueofabout20billiondollarseveryyear , necessarytradesurplusisabout55

billiondollars.However , thisamountisalsotoolargefortheUStogaininafewyears.

Inthissense , theUScannotavoiditsstatebankruptcyfollowedbyasuddenfallofthe

USdollar.

Insum , thecurrentcrisisdoesnotappeartobefundamentalorlong-term , with
someexceptions.Theyarecorrectlyviewedasanadjustmentofexchangeratesdiverｭ

gentfromthe“ fundamenta ls " , andtheyshouldnotbeseizeduponasevidenceofessenｭ

tialweaknessintheAsianeconomies(seeSachs(1997)andRadelet&Sachs(1997)).

illCapitalFlight-relatedSimulation

Whiletheforegoingexplanationshowsthatthecurrent“cr isis " isbasicallynot

irreversibleinAsiandevelopingeconomies , ourmodelalsoallowsoneotherextremely

interestingsimulation. ResultsareshowninTable3, andtheseindicatehowa

Table3:InternationalAffectsofOtherCountries'ProductivitySchock

SchockSustainingCountries

USA JPN KRA CHN TWN PHL THI MLS IND AUS

USA +

JAPAN + + + + + 。 +

-ロ.... KOREA + + +

~同ぢω CHINA + +

TAIWAN +

-OddHMHh
PHILIPPINES + +

THAILAND +

MALAYSIA +

INDONESIA 十

AUSTRALIA + + +
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Figure3:EffectsoftheIncreaseintheUSProductivityontheOtherCountries'GDP

macroeconomicincreaseinproductivityintheeconomiesintheleftcolumnwouldafｭ

fecttotalproductionintheeconomiesinthetoprow.Foreachoftheteneconomies ,
Table3indicatesthe+/-directionsoftheeffectofsuchincreasedproductivity , and
amongthese ,noteshouldbetakenoftheeffectoftheU.S.onothereconomiesinthetop

row.

Specifically , manynegativeeffectsareshownforeveryeconomyotherthanJaｭ

pan , meaningthatincreasedproductivityintheU.S.raisesitsprofit , whichattractsa

flowofcapitaltotheU.S.RecenteconomicconditionsintheU.S.arenaturallyinterｭ

pretedas “increased productivity"insomesense , andthisevokesacausalrelationship

inwhichsuchincreasedproductivitytriggeredthecrisesinThailandandSouthKorea ,
pullingbackitscapitalfromthesecountries.Multi-countryeconometricmodelsallowｭ

ingadirectsimulationofsuchinternationalcapitalmovementsinAsiandeveloping

countriesareextremelylimited.Apartfromourmodel , thereisonlythatofTakenaka ,
etat.(1986) , butthismodelisextremelyold , leavingonlyourmodel.Thisisthereason

forcarryingoutsuchasimulationhere.

Inadditiontoasimple+/-indicationofU.S.-inducedeffectsontheGDPsofthe

eightotherAsianeconomies , moreinterestingresultsdescribingtheextentandcourse

oftheeffectscanalsobeobtained.ResultsareshowninFigure3andindicateacourse

oftheeffectofaUS$100billion(1995value)increaseinproductivityintheU.S.in

1994.

Acloseexaminationoftheseresultsrevealsaveryinterestingfactthatinthe

initialperiod , thenegativeeffectsaregreatestonSouthKoreaandThailand. Thisis

becausethecapitaloutflowphenomenonatthestartofthecrisiswasthemostproｭ

nouncedinthesetwocountries.Alsoofgreatinterestisthefactthatwhileaninitially

largenegativeeffectonChinalatershiftstoapositiveeffect. Thiswouldseemto
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reflectfundamentalgrowthpotentialinChina.

Oneotherinterestingfactinacomparisonoftheseeventpatternsisthatthe

negativeeffectonThailandandthenegativeeffectonTaiwanareoppositesintermsof

earlyversuslateperiods.ThisindicatesthatrecoveryismorerapidinThailand , or

perhapsthatthefundamentalgrowthpotentialinTaiwanisweakerthanThailand.It

isalsopossiblethattheThaicrisisisaffectedbydeficienciesinpolicyandisnothelped

inthisrespect , butitisinanyeventinterestingthatafterthefifthyearinthefigure ,
thelargestnegativeeffectsareseeninthesemi-advancedeconomiesofSouthKoreaand

Taiwan.Long-termglobalconditionsofoverall“ convergence" illustratethatgrowth

ratesareessentiallylowerthemoredevelopedtheeconomy , andtheresultsmayalso

reflectsuchlatentgrowthratelevels.

Inaddition , theJapanesepathwayinthisfiguredeservescommentbecauseitis

quitedifferentfromthatoftheotheradvancedorsemi-advancedeconomies.Thisdifｭ

ferenceseemstostemfromJapanesefinancialindependencefromUSfinance.Withreｭ

gardtotheUS , Japanisacapital-exportingcountry , notacapital-importingcountry.

Insum , ithasbeenshownthattheASEANcountrycrisiswillnotcontinueforan

extendedperiod , thattheSouthKoreancrisisshouldbeseenaspartofanoverallprocｭ

essofgrowthratedecline , andthatthecapitalflightincitingthesecrisismayberelated

toatemporaryincreaseinproductivityintheU.S.
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