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FORWARD TO THE ENGLISH EDITION 

 

Globalization of the international economy has brought about sweeping changes in 

the external circumstances of Japan.  In response to the changing world economy, 

Japan Bank for International Cooperation (JBIC) was established in October 1999 as 

an organization that conducts Japan’s economic policy and economic cooperation.  

JBIC is  pursuing a more enhanced role by integrating the functions of two merged 

organizations: The Export-Import bank of Japan (JEXIM) and the Overseas Economic 

Cooperation Fund, Japan (OECF). 

Upon the establishment of JBIC, the Research Institute for Development and 

Finance (JBICI) was created as its powerful research arm.  Its research activities are 

geared toward improving not only the overall quality of JBIC’s operations but also that 

of Japan’s external economic policy and economic cooperation through systematic 

analysis of various issues and policies related to JBIC’s activities.  JBICI was 

established  by merging the two former research institutes: the Research Institute for 

International Investment and Development (RIIID) of JEXIM and the Research 

Institute of Development Assistance (RIDA) of OECF. 

Both RIIID and RIDA had published their research findings as “Staff Paper Series” 

or “OECF Research Papers.”  Upon establishing JBICI, it was decided to release these 

research papers as a single publication entitled “JBIC Research Paper Series” with the 

aim of disseminating the findings of studies and research activities of JBICI. 

This paper titled “Issues of Sustainable Economic Growth from the Perspective of the 

Four East Asian Countries” is the first issue of the JBIC Research Paper Series, and it  

is a translation of the Japanese edition published in July 1999 as OECF Research 

Papers No. 36. 

We hope that this paper provides you with valuable information and viewpoints on 

the issues of economic recovery and future sustainable growth of East Asian countries 

and Japan’s role.  We look forward to your continuing support for our research 

activities as we step forward to further strengthen our roles. 

 

December 1999 

 

Koichi Kosumi 

Executive Director 
Research Institute for Development and Finance 

Japan Bank for International Cooperation 
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FOREWORD 
 
 

The Asian crisis, triggered in July 1997, threatened the development of this region, which 
had been described as the "East Asian miracle".  Thailand and Indonesia suffered substantial 
currency depreciation, turmoil in their financial systems, and a serious economic recession, and 
as a result, their economic and social losses are immeasurable.  In the Philippines, even though 
the impact of the currency crisis was comparatively small, its economic growth in 1998 came to 
a standstill.  Furthermore, while China did not reach the stage requiring currency depreciation, it 
is being pressed to overcome problems that are common to the above-mentioned countries, such 
as sluggish exports and NPLs (Non Performing Loans) in the financial sector.  Each country is 
currently tackling its problems with radical reforms, but for economic recovery and future 
sustainable growth, many problems still remain. 

This research paper aims at studying issues relevant to economic recovery and future 
sustainable growth, and examining OECF's role.  To that end, we first contracted with research 
institutions of these countries for an analysis of current conditions and policy suggestions.  The 
suggestions are the views of individual economists, but we endeavored to obtain the comments 
of each country's policy makers in a workshop held in Bangkok.  Moreover, to complement 
such policy suggestions, we conducted a questionnaire survey on 200 companies in each country 
from October 1998 to February 1999, and also examined problems that each enterprise is facing.  
In carrying out the company survey, we worked jointly with research institutions in each country, 
and staff members of RIDA actually visited 20 companies in each country and to grasp the local 
feeling. 

Such research is different from the conventional research, which has placed emphasis on 
the views of Japanese, U.S. and European researchers, and the trends of foreign-owned 
enterprises, and we believe that this is the distinctive feature of our research.  Moreover, we 
believe it will serve as a valuable reference when considering OECF's future role in the 
development of these four countries. 

In conducting this research, we received the multifaceted support of the governments and 
related institutions of Thailand, Indonesia, the Philippines and China.  Furthermore, in carrying 
out the corporate questionnaire and interviews, many companies spared us their time, under the 
busy situation in dealing with the crisis.  We could not have conducted this research without the  
cooperation of researchers in each country.  Moreover, a former visiting researcher of RIDA, 
Dr.Takatoshi Ito, kindly wrote Chapter 1, as well as offering various advice concerning the 
carrying out of this research. we would like to extend my sincere gratitude to all these people 
and the research institutions. 
 
July 1999 

 
 

 
 

Research Institute for Development Assistance (RIDA) 
The Overseas Economic Cooperation Fund, JAPAN 
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SUMMARY 
 

Background and objectives of the research 
In efforts to recover from the economic slump, Thailand, Indonesia and the Philippines are 

currently implementing a variety of policies.  Moreover, though it was not visited by a currency 
crisis, China faces problems common to these three countries: sluggish exports and NPLs in the 
financial sector, and it is still trying to stimulate slow economic growth. 

This research targets the four countries, which are the major borrowing countries of OECF 
loans, and examines future issues and OECF's role, based on the suggestions of local representative 
economists1 and a questionnaire survey2 of local firms. 

Chapter 1 examines the currency crisis from a theoretical viewpoint, while Chapter 2 makes 
suggestions concerning the macroeconomic policies of each country.  Chapter 3 onwards analyzes 
reinforcement of the industry structure from the viewpoint of considering the OECF's role.  That is, 
it makes an analysis based on the questionnaire survey concerning export promotion (Chapter 3), 
corporate finance (Chapter 4) and human resource development (Chapter 5), and makes suggestions 
concerning future policies.  Chapter 6 summarizes the OECF's role. 

 

CHAPTER 1 BACKGROUND OF ASIAN CURRENCY CRISIS 
 

(1) The recent currency crisis began with a speculative attack on Thailand, represented by hedge 
funds, but in the background are structural problems such as deterioration of the current balance 
and a weak financial system. 

(2) Since the recent crisis, several models or theories have appeared such as the theory that the 

government's implicit guarantee caused a moral hazard and the theory that liberalization of the 
domestic financial system accelerated the lack of bank liquidity, etc., as well as conventional 
currency crisis models.  Attempts were made to apply those models or theories to each 
country's situation. 

(3) Post-crisis currency policies are divided into three types, and their effects have both advantages 
and disadvantages. 

 
(1) Factors of the currency crisis 
Thailand: At the beginning of 1997, investors were concerned about the deceleration of exports and 

declining GDP growth rate, along with the sustainability of the current balance deficit.  In 
May 1997, there were large-scale speculative sales by investors, such as hedge funds.  
Foreign currency reserves declined rapidly, and by July, Thailand was forced to switch to a 
floating  system.  Questions were raised concerning the role of hedge funds in the currency 
crisis. 

                                                 
1 See “Persons in charge of the study” in the previous page. 
2 Due to the fact that questions to Chinese firms were different from those of other countries, China is not mentioned in 

Chapters 4 & 5. 
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Indonesia: When a large-scale rupiah sale came in mid-August 1997, the country switched to a full 
floating system.  In October 1997, the rupiah dropped in response to the impression that the 
Suharto regime was not observing its agreement with the IMF.  In January 1998, it was 
assessed by the market that the structural problem, which the IMF positioned at the center of 
attempts to recover confidence, was difficult to reform, and the rupiah nose-dived.  The 
distinctive feature was the leading role of the capital flight by mainly Chinese residents. 

Philippines: Through the financial reforms of the 1980s, financial institutions of inferior strength 
were weeded out, and the financial sector was comparatively healthy.  Nevertheless, by 
mid-July 1997, its currency and shares fell in response to devaluation of the Thai baht.  From 
November onwards, they fell in response to the effects of the dropping Korean won and 
Indonesian rupiah. 

China: Since the majority of capital inflows are direct investment, this did not develop into a 
short-term liquidity crisis.  Due to capital account regulations, the short sale of currency 
cannot be done, and the wealth of foreign currency reserves is banishing anxiety about current 
depreciation. 
 

(2) Application of theoretical models 
Thailand: Speculation of hedge funds was the direct cause of the currency crisis, but it is certain that 

investors had doubts about the sustainability of the current account deficit.  In such a case, a  
“sustainability approach” is applicable.  Moreover, in June 1996, Thailand ignored the 
insolvency of the Bangkok Commercial Bank and encouraged financial moral hazard, and the 
“moral hazard and asset bubble model” is applicable. 

Indonesia: Many private banks were established since 1988, and there were also many loans to 
crony-owned group enterprises, which can be explained well by the “banking crisis approach” 
and the “liquidity crisis model”.  Moreover, from the advent of the political crisis in 
December 1997, the “panic approach” is also applicable. 

Philippines: Given that its industrial structure is similar to Thailand, the “contagion approach” is 
applicable. 
(Note)  -  Sustainability approach: a model that assumes that currency crisis will occur 

when it is forecast that the current account balance and capital inflow cannot be 
maintained in the long-term (Milesi-Ferretts and Razin(1996)). 

 -  Moral hazard and asset bubble model: an explanation that assumes that the 
government's implicit guarantee to the financial sector gave rise to moral hazard 
of financial institutions, and led to the insolvency of the institutions 
(Krugman(1998)). 

 -  Bank crisis approach: a model that maintains that a priori deficit occurred in the 
government fiscal budget because of the government's implicit guarantee of 
banking system relief, which leads to speculative selling (Burnside, Eichen 
Baum and Rebelo(1998)). 

 -  Liquidity crisis model: an explanation that the liberalization of domestic finance 
and the inflow of overseas capital encouraged a maturity mismatch, which 
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accelerated the lack of banks’ liquidity and caused the crisis (Chang and 
Velasco(1998)). 

 -  Panic approach: a model that maintains that when the inflow of short-term 
capital by foreign banks exceeds the country’s foreign currency reserves, a crisis 
occurs because of rejection of roll over by foreign investors (Radelet and 
Sachs(1998)). 

 -  Contagion approach: a model that makes Thailand the crisis epicenter, which 
then spreads to high trade linkage Malaysia, Indonesia and the Philippines 
(Glick and Rose(1998)). 

 
(3) Post-crisis treatment 

We can also view the crisis as having occurred in trying to protect "dollar pegging", "capital 
liberalization" and an "independent financial policy" all at the same time.  Therefore, post-crisis 
treatment depends on which among these is to be sacrificed.  The policies after the crisis are limited 
due to the economic circumstances of each country, but the real situation is that there does not exist 
an all-purpose treatment plan. 

 

Table 1 Each country's post-crisis treatment 
Dollar 
pegging 

Capital 
liberalization 

Financial 
policy 

System Country which adopts Assessment 

× ○ ○ Fluctuating rate 
system 

Thailand, Indonesia, 
Philippines, etc. 

Cannot tackle the panic or liquidity 
crisis. 

○ × ○ Capital 
regulations 

China  
(influx regulations) 
Malaysia  
(outflow regulations) 

Inflow regulations of short-term 
funds are serviceable. 
There are arguments for and against 
Malaysia's outflow regulations. 

○ ○ × Currency board Hong Kong Cannot correspond to simultaneous 
speculation in exchange and shares. 
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CHAPTER 2 POLICY SUGGESTIONS OF EACH COUNTRY'S ECONOMISTS 

(1) Economists from each country put forward suggestions for the recovery of their own country's 
economy.  We held a workshop in February 1999 with the aim of discussing the contents of  the 
suggestions and sharing knowledge and experiences. 

(2)  Even though the suggestions are only the opinions of individuals, cited as urgent issues are political 
stability in Indonesia, unemployment countermeasures in Thailand, support of small and medium-sized 
enterprises in the Philippines and increased exports and financial sector stabilization in China.  In the 
long-term, it is considered important that Indonesia secures governance and transparency, that Thailand 
fosters supporting industries, that Philippines carries out structural reforms to build an economy that is 
strong against external shock, and that China achieves stable growth through stimulating domestic 
demand. 

(3)  This workshop, comments were made that in the case of Thailand, growth of the global economy holds 
the key to export promotion; for Indonesia, there were fears that inadequate governance may disturb the 
effects of policy under the current situation; for the Philippines, it was recognized that medium-term 
preparation of laws and creation of systems are essential, and for China, expansion of the taxation base 
was essential for policy execution. 

 

(1) Suggestions of economists 
We first commissioned the representative research institutions of these countries that have 

cooperative relationships with RIDA, and had them put forward policy suggestions for economic 
recovery.  We held a workshop in February 1999 concerning the contents, and created opportunities 
for discussions among the policy-makers of each country and aid staff members, and we strove to 
reflect reality as closely as possible, but the suggestions are only the views of the individual 
economists.  Below are their policy suggestions for economic recovery in their home countries. 

 
(2) Suggestion for policy in Thailand 
<Short-term> 

• Easing social instability by unemployment of countermeasures such as carrying out 
labor-intensive projects using public investment. 

• Ensuring the health of the banking system by establishing monitoring of bank business, 
audits, information disclosure, and warning functions under leadership of the Ministry of 
Finance and Bank of Thailand. 

• Stimulation and expansion of domestic demand by implementation of budgetary measures. 
• Promotion of exports by extending export credit and marketing support. 

<Medium-term & long-term> 
• Establish a reporting system of all trade transactions and capital transactions to the Bank of 

Thailand, and step-up capital transaction monitoring. 
• Draw up industrial policy including human resource development. 
• Foster supporting industries by establishing an organization aimed at technical support and  

information services to small- and medium-sized enterprises. 
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• Revision of the agricultural policy by establishing cooperative groups in rural villages and 
boosting the loan functions of the Bank of Agriculture and Agricultural Cooperatives 
(BAAC). 

 

(3) Suggestions for policy in Indonesia 
<Short-term> 

• Political stability.  
• Social Safety Net policy that places emphasis on supplying basic commodities, job creation 

and relief for women and children. 
• Stimulation of economic activities based on corporate debt restructuring, bank 

reorganization, and financial support to small- and medium-sized enterprises. 
<Medium-term & long-term> 

• Improvement of market system by appropriate principle of competition, improving the 
transparency of the financial sector, improvement of commercial laws, and improving the 
capability of the bureaucratic system. 

• Strengthening industrial structure by revitalization of small- and medium-sized enterprises, 
improving industrial competitive strength and improving efficiency through privatization. 

• Improvement of equity in agricultural development and development through training 
capable persons. 

 

(4) Suggestions for policy in the Philippines 
<Short-term> 

• Economic measures focusing on the export sector and supporting small- and medium-sized 
enterprises. 

• Mobilizing resources for the implementation of budgetary measures. 
<Medium- & long-term> 

• Revision of financial, banking and exchange policies, such as an early warning system, 
information system, etc. 

• Preparation of framework of competitive policies that include the infrastructure sector. 
• Reform of pension fund system, including liberalization of asset use within the scope of 

prudential measures. 
• Preparing regional infrastructure and agricultural development by promoting research in 

agricultural fields. 
 (5) Suggestions for policy in China 
<Short-term> 

• Diversification of Asia export destinations, export promotion by boosting export credit. 
• Expansion of domestic demand through implementation of budgetary measures by 

government bond issue, and increasing bank credit. 
• Stabilization based on boosted monitoring of the financial sector. 
• Reform of state-owned enterprises by establishment of property rights and separation of 

ownership and management. 
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<Medium- & long-term rights> 
• Development of rural villages and agriculture through promoting TVEs and preparing a 

distribution system. 
• Boosting the competitive strength of state-owned enterprises based on introduction of 

external credit and technological innovation. 
• Fostering of small- and medium-sized enterprises through technological development, 

creating markets and cultivating capable persons. 
• Stimulating domestic demand by development of inland areas. 

 
(6) Discussions in the workshop 
Thailand: In view of the fact that the nation's desire for consumption is waning due to employment 

anxiety, the speaker maintained the need to banish social anxiety in the immediate future by 
creating employment by the budgetary measures.  In the long-term, he believed that the 
country should change its industrial structure to one based on advanced technology and 
improved productivity.  In response to this, the commentator from the National Economic 
and Social Development Board (NESDB) pointed out that a policy to stimulate the economy 
based on budgetary measures is already being carried out, but unless growth of the global 
economy is achieved, the 4% increase in exports targeted by the government will be difficult.  
In the discussion, a comment was made from the floor on how Bank of Agriculture and 
Agricultural Cooperatives (BAAC) loans are also useful in building the Social Safety Net.  
Also, the export promotion policy in Thailand has become a focus of interest. 

Indonesia: At the same time as building a social safety net, the speaker suggested demand control 
through wage freezes and control of expenditure are essential in the immediate future.  He 
also maintained that in the medium-term, the country should reconstruct its financial system 
and enterprise debt upon increasing the transparency of administration through a monitoring 
system.  In response to this, the commentator from the Economic Planning Agency 
(BAPPENAS) questioned whether control of inflation could be achieved by demand control, 
and said that industrial policies or loans to small- and medium-sized enterprises may cause 
rent seeking under the current low-transparency system.  A discussion was held concerning 
the efficiency of IMF conditionality, and on measures for restructuring the financial system. 

Philippines: As a scenario, the speaker maintained that in the immediate future, the country should 
provide support for farming villages and small- and medium-sized enterprises by the 
implementation of budgetary measures, and give relief to the weak, who have been suffering 
from the economic crisis.  He also maintained that in the medium-term, the country should 
build an economic structure that is strong against external shock through enlarging the taxation 
base and modernizing export industries.  In response to this, participants from the National 
Economic Development Agency (NEDA) brought up the fact that a policy to stimulate the 
economy through budgetary measures had been decided upon, and maintained that unless 
there was preparation of soft fields, such as provision of laws and transparency of 
administration, these tasks could not be achieved in the medium-term. He took the stance of 
emphasizing the establishment of governance.  In the discussion, views were put forward that 
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the country's experience in the 1980s in restructuring the financial system would be useful for 
other ASEAN countries. 

China: As a scenario, the speaker maintained the need for improvement of the financial sector 
immediately, and also considered that in this respect the country could learn much from the 
methods to improve the financial sectors of other East Asian countries.  He also maintained 
that in view of the fact that 70% of the population resides in farming villages, the country 
should place emphasis on agricultural and regional development, and aim for sustainable 
growth through increasing domestic demand in the medium-term.  In response to this, 
participants from the Shanghai Academy of Social Sciences commented that in order to 
achieve such difficult tasks, expansion of the taxation base, improvement of savings, and a 
financial system to mobilize that, are necessary.  And in consideration of the aging of China's 
population, for sustainable growth it should aim from now on at improved productivity based 
on human resource development.  The discussion concentrated on points such as whether 
6-8% growth in China was possible, and that steady tax collection was necessary for the 
implementation of budgetary measures. 

Summary: Professor Ito stressed the following six points. 
1) Stimulus package by the government: Each country is individually stimulating its 

economy by budgetary measures.  However, by cooperating on a regional basis, a 
larger effect could be obtained because expanding demand provides a good chance to 
export to neighboring countries.  Therefore, a regional framework to coordinate 
policies is important. 

2) Restructuring of the financial sector: This is a common problem in Asia, including the 
NPL problem of China's state-owned banks.   Information sharing is important, and 
such workshops as this will be important in the future as well. 

3) Japan's role: As long as Japan provides funds, it should dispatch specialists to each 
country to monitor their use.  Moreover, in East Asia, it will become increasingly 
important for Japanese who understand regional restrictions to make knowledge 
contributions to cooperating governments, think tanks, universities, etc.. 

4) Currency systems: A strict currency board system and a full float system alone are not 
effective currency systems.  In order to maintain a good rate to the dollar, yen and euro, 
a managed float system should also be considered as an option. 

5) Is the miracle over ?: There is no change in the high rate of savings, the skilled labor 
force and the healthy fiscal and financial policies, and if the crisis fully subsides, high 
growth ought to be able to recover once again. 

6)  Long-term debt management: Yen loans are not free money.  Therefore, a long-term 
vision considering future repayment should be held when borrowing.  For repayment, a 
capital market should be fostered to invest savings efficiently.  At the same time, a 
currency market should be established where investment and savings are possible in 
currencies other than the dollar. 
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CHAPTER 3  MEASURES FOR EXPORT PROMOTION  
 

(1) As a result of the corporate questionnaire we carried out under this research, the declining 
demand of export destinations and intensified competition with neighboring countries, were 

cited as reasons why each country's exports were not growing despite the exchange rate decline. 
(2) Nevertheless, there is room for exports to grow in the future by 1) increased imports through a 

harmonized economic stimulus package by the governments in the region: 2) extension of 
export credit, and 3) technical support for enlarged sales in the market. 

(3) In the medium-term, boosting the competitive strength of exports through 4) technological 
innovation, and 5) human resource development are necessary to expand exports. 

 

(1) Reasons for the export slump 
As a result of the questionnaire survey conducted by the OECF to 169 manufacturing 

industries in Thailand, 248 in Indonesia, 198 in the Philippines and 78 in China (valid response 
base)3, the declining demand of the export markets was the major reason given for the decline in all 
countries, and we found the following to be significant factors: difficulty of L/C establishment and 
fund procurement in Indonesia; the competitive strength of other countries' enterprises; by currency 
depreciation, and lack of export market information in China. 

 

Table 2 Major reasons for the export slump 
(%) 

 Thailand Indonesia Philippines China 
1. Sluggish demand of export markets 38 42 27 36 
2. Increased price competition of foreign enterprises 33 17 36 31 
3. Price increase of imported raw materials  15 19 12 7 
4. Difficulties in establishing L/C, and procuring 

funds 
6 14 12 5 

5. Lack of export market information 1 1 1 15 
6. Other 7 7 12 6 

Total 100 100 100 100 
Source: OECF questionnaire survey 

 

(2) Measures for export promotion (short-term) 
1) Export expansion based on coordinated economic stimulus policies by each country’s 

government: The four countries are implementing plans to stimulate the economy by 
budgetary measures, and increased imports through greater domestic demand.  
Considering the trade relationship within the region, each country's cooperation to adopt 
a plan to stimulate its economy will allow export from neighboring countries and the 
possibility of a mutual export increase. 

2)  By extending export credit: As a way to achieve production recovery, many enterprises 

                                                 
3 Carried out by OECF jointly with local cooperating research institutions from December 1998 to February 1999.  At the 

same time, it also carried out an analysis of financial statements and interviews with 20 companies in each country.  
Analyses were all carried out by RIDA. 
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are responding "smoothing fund procurement".  Moreover, in the interview survey, 
many export enterprises in all the countries desire the extension of export credit (45% in 
Thailand, 44% in Indonesia, 27% in the Philippines, and 55% in China), and that 
percentage rises in proportion to the small- and medium-sized enterprises. 

 

Table 3  Factors for export and production recovery  
(up to 2 factors are selected by respondents) (%) 

 Thailand Indonesia  Philippines 
1. Recovery of domestic demand 39 74 68 
2. Increased competitiveness by lowering raw materials prices 26 28 31 
3. Smoothing of fund raising 24 16 20 
4. Improved distribution channels  12 11 10 

Source: OECF questionnaire survey 
 

3) Information provision and dispatch of specialists of marketing: The desire is observed in 
Indonesia and Thailand to export products that until then had been for the domestic 
market.  The desire to spread the market to Europe and North America was found in 
China.  The provision of information and dispatch of specialists to expand the market 
for such enterprises is useful for export promotion. 

 
(3) Measures to promote exports (medium-& long-term) 

４) Support for technological innovation: Price competition with foreign enterprises is the 
biggest factor in the Philippines and the second-biggest factor in other countries.  
Advancement of industry through technological innovation and human resource 
development is necessary in order to maintain export competitiveness. 

５) Human resource development: According to the questionnaire survey, the percentage of 
enterprises having an R&D section is no more than 38% in Thailand, 59% in Indonesia 
and 54% in the Philippines.  Moreover, budget restrictions are the biggest hindrance to 
human resource development, and this percentage grows in proportion to the small- and 
medium-sized enterprises.  The need for public  support for human resources is high. 

 

CHAPTER 4 MEASURES TO IMPROVE CORPORATE FINANCE  

 (1) Looking at the financial conditions of Thai, Philippine and Indonesian enterprises, the following 
special features can be seen: 1) the rate of foreign currency borrowing is high, 2) liability in 
respect to equity capital is large and 3) the ratio of short-term liability is high.  Under such a 
structure, high interest rates and the stringent lending stance of banks are fettering production 

recovery.  The credit crunch is having a serious impact on Thai small- and medium-sized 
enterprises in particular. 

(2)  The restructuring of corporate debt is an important task for each country.  Methods are being 
prepared for debt restructuring, such as 1) separate negotiations with banks, 2) arbitration by 

government institutions, and 3)  application of bankruptcy laws.  However, actual progress is 
not satisfactory.  
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(3) In regard to the lack of corporate liquidity due to shrinking credit, boosting public finance and striving 
to improve corporate finance are necessary in the short-term.  The preparation and promotion of 
direct financial markets (shares and bonds markets) are important in the long-term. 

 

 (1) Features of corporate finance 
As a result of the OECF questionnaire survey, we found the special features of Thai, 

Indonesian and Philippine corporate finance as follows: 1) the rate of foreign currency borrowing is 
high (enterprises whose loans are 50% or more in foreign currency terms: 17% in Thailand, 44% in 
Indonesia, 31% in the Philippines), 2) debt vis-a-vis self capital is high (debt/total assets ratio are 
0.69 in Thailand, 0.67 in Indonesia, 0.63 in the Philippines) and 3) the ratio of short-term debt is high 
(enterprises with 60% or more loans having a repayment period at maturity of less than one year: 
48% in Thailand, 55% in Indonesia, 60% in the Philippines).   It could be said that such structures 
worsened the financial status of enterprises under the recent currency devaluation, high interest rates 
and bank’s rejection of roll over. 
 
Figure. 1 Enterprises with 50% or more loans in 

foreign currency 
Figure. 2  Debt maturity composition 
         (as of January-February 1999) 
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Source: Both from OECF questionnaire survey 

 

As a problem relating to fund raising, a half or more of the surveyed enterprises in the three 
countries listed the high interest rate on short-term loans.  The next biggest problems are the banks’ 
reluctance to lend and the high interest rate of long-term loans.  Among these factors, enterprises 
citing the bank’s reluctance to lend made up 44% in Thailand, which was a higher proportion than in  
other countries.  Moreover, 55% of small-sized enterprises cited this problem, and we found that the 
credit crunch is more serious for small- and medium-sized companies than for large enterprises. 

 
Table 4 Fund raising problems (percentage of enterprises that replied each item was a 

problem.  multiple responses are allowed.) 
 Thailand Indonesia Philippines 
1. High interest rates on short-term loans 50% (48%) 61% 55% 
2. High interest rates on long-term loans 28% (39%) 38% 25% 
3. Bank bankruptcy 4%  (7%) 8% 1% 
4. Banks’ reluctance to lend 44% (55%) 33% 25% 
5. Rejection of roll over of short-term loan 17% (26%) 2% 11% 
6. Lack of collateral 8% (13%) 3% 19% 

Source: OECF questionnaire survey.  Figures in brackets (  ) show responses of small enterprises with 50 or fewer 
employees. 
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 (2) Status and processing plan of corporate debt 
Thailand: The number of liquidated (bankruptcy, closure, business stoppage) enterprises in Thailand 

in 1998 was 12,000, corresponding to 3% of the registered enterprises.  As for a future 
processing plan, it will be by 1) arbitration by the CDRAC (corporate debt restructuring 
advisory committee), 2) case-by-case negotiations between banks and borrowers, and 3) 
amendment and application of the bankruptcy law.  As of October 1998, debt restructured by 
1) & 2) was no more than 10% of the total amount of NPLs of commercial banks. 

Indonesia: Corporate debt restructuring is expected to be handled by 1) the INDRA scheme (creditors 
grant a 3-year period of grace for repayment, and the government guarantee foreign exchange 
risk), 2) Jakarta Initiative (streamlining of out-of-court negotiation between banks and 
borrowers), 3) introduction and application of a new bankruptcy laws.  Moves to watch the 
results of the elections were strong, and there are no application examples. 

Philippines: For corporate debt restructuring, there is 1) case-by-case negotiations between banks and 
borrowers, and 2) settlement in the courts under the civil code.  Since the NPL of the 
financial sector, at 12%, is not high compared with the other two countries, 46% in Thailand, 
70% in Indonesia, there are not many application examples. 
 

(3) Measures to improve corporate finance  
During the recent crisis, enterprises were troubled by lack of liquidity because of sudden 

shrinking credit and interest hikes.  Public financial institutions can perform an important role, but 
their absolute scale is small.  

Secondly, the provision of long-term funding is essential to strengthen the financial conditions. 
Because of the currently insufficient intermediary function of private banks, funding by public 
financial institutions can play a significant role.  The study demonstrates that public financial 
institutions have played a positive role in increasing fixed assets as well as fixed liabilities, mitigating 
financial vulnerability.  

Finally, from the medium- and long-term perspective, direct financing by the issuance of stock 
and/or debentures is important to help correct of the vulnerable financial structure of companies.  In 
all of the countries surveyed, the development of physical infrastructure for the securities market is 
relatively well-developed and what will be important in the coming years is the development of 
institutional infrastructure, including the improvement of regulations and supervision, disclosure, 
diversification of products, rating agencies and a clearance and settlement system. 

 

Table 5 Comparison of corporate finance before and after Development Bank of the 
Philippines (DBP) loans  

 Before loan After loan Difference P value Judgment 
Fixed assets/total assets  0.53 0.59 -0.06 0.049 ?? 
Fixed liabilities/total assets 0.16 0.24 -0.08 0.059 ? 
Operating profit rate 0.11 0.16 -0.05 0.055 ? 
Judgment: ***: 1% significant **: 5% significant *: 10% significant 
Source: OECF survey 
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CHAPTER 5 MEASURES FOR HUMAN RESOURCE DEVELOPMENT 
 

(1) Many enterprises lack engineers and skilled laborers in all three countries, and human resource 
development is an important issue for enterprises. 

(2) Many companies respond they want to use an external training system to train engineers, but 
because of budget restrictions, the use of external training systems does not prevail especially 
for the smaller enterprises. 

(3) From the perspective of human resources for enterprises: 1) enhancement of science and 

engineering education, 2) funding support for vocational training, and 3) the fostering of 
supporting industries for technology diffusion, are requested. 

 
(1) Labor sufficiency in enterprises 

In the OECF questionnaire survey, there were many replies that workers were "sufficient" or 
"too many" in response to the production slump.  Nevertheless, in the case of skilled workers, 
responses of "insufficient" make up 15-17% of the enterprises in all three countries.  As for 
engineers and the manager class, Indonesia has the most responses of "insufficient", followed by the 
Philippines and Thailand, and differences are distinct among countries.  Moreover, the shortage of 
skilled workers is high in capital-intensive business categories. 

 
Table 6 Labor sufficiency by job type (percentage of enterprises indicating shortage) 

(%) 
 Thailand Indonesia Philippines 
1. Unskilled workers 4 3 3 
2. Clerical workers 1 4 7 
3. Skilled workers 15 17 15 
4. Engineers 13 19 18 
5. Manager class 7 15 8 

Source: OECF questionnaire survey 
 

(2) Current state of human resource development in enterprises 
The foundation of internal training is OJT, but there are many enterprises that respond they 

wish to use an external training system in order to train engineers (31% in Thailand, 44% in 
Indonesia, and 44% in the Philippines).  However, the smaller enterprise do not use external training 
systems because of budget restrictions. 
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Table 7 Engineer training systems by enterprise size  
(Units: %) 

 

Company 
Size (No. of 
employees) 

Use of 
In-House 
Training 
Scheme 

Use of 
External 
Training 
Courses 

Short-Term 
Training 
Assignment at 
Another 
Company or 
Subsidiary 

Work Incentive 
Through 
Introduction of 
Performance 
Assessment 
System 

Others Total 

50 - 99 18 9 18 45 9 100 
100 - 199 19 48 19 10 5 100 

Thailand 

200 - 15 39 33 13 - 100 
50 - 99 47 13 13 27 - 100 

100 - 199 20 60 12 8 - 100 
Indonesia 

200 - 37 45 4 9 4 100 
Note: When we excluded enterprises that answered "unknown", that percentage exceeded half of enterprises with less than 

50 employees, and so was not referenced. 
Source: OECF questionnaire survey 

 
Table 8 Biggest constraining factors for human resource development 

(%) 

 Thailand Indonesia Philippines 
1. Budget constraints 35 58 61 
2. Frequent job hopping by employees 27 7 12 
3. Insufficient information on training programs  13 16 13 
4. Difficult access to external programs  6 1 2 
5. Other 19 18 12 

Total 100 100 100 
Source: OECF questionnaire survey 
 
 (3) Measures for human resource development 

1) Enhancement of higher education: Taking into account the fact that enterprises lack 
skilled workers and engineers, science education should be enhanced in vocational high 
schools and universities.  In Thailand and Indonesia in particular, the percentage of 
science and technology students is low. 

2) Support for vocational training: Financial support should be offered to facilitate the use of 
external training by small- and medium-sized enterprises.  However, from the interview 
results, it was found there are many cases where public vocational training centers are not 
meeting the needs of private enterprises, and the government must play a supplementary 
role in the private sector. 

3) Promotion of supporting industries: from the results of the OBCF questionnaire, there is 
almost no dispatching of employees to the parent company or other companies for 
training (companies which carry out training by the dispatching to other companies of 
skilled workers: 6% in Thailand, 5% in Indonesia, 2% in the Philippines.  This is 
because the promotion of supporting companies, or the grouping of backward-linked 
enterprises, is weak.  The fostering of supporting companies is also an important task to 
encourage technology transfer from a parent company to its subsidiaries. 
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CHAPTER 6  ROLE OF OECF 
 

(1)  In addition to conventional infrastructure development, economists from developing countries 
strongly request Social Safety Net support, support for small- and medium-sized enterprises, 

human resource development, agricultural development, and knowledge and technical support 
for the formulation and implementation of effective policies. 

(2) As a result of the corporate questionnaire, the following issues are requested in the short-term: 
the extension of export credit and providing liquidity to the corporate sector in Thailand, 

long-term-loans in local currency in Indonesia and the Philippines, and provision of information 
on the export market in China.  In the middle- and long-term, the preparation of direct financial 
markets and the human resource development are important issues for Thai, Indonesian and 
Philippine enterprises. 

(3) In East Asian countries, there are many common issues, such as sluggish export, weak corporate 
finance structure and human resource development.  Therefore, experiences of one country 
becomes an important lesson for other countries.  The OECF is requested to provide support 
reflecting regional trends, and contribute to the establishment of systems where the experiences 

of other countries can be shared. 
 

(1) Requests from economists of developing countries 
At the workshop held in Bangkok in February 1999, there were many requests for 1) 

conventional infrastructure development, 2) establishment of a social safety net, promotion of 
agriculture and regional development, and support for administrative reform, 3) fostering small- and 
medium-sized enterprises in order to build up supporting industries, and 4) support for the human 
resource development to advance the level of industry.   Moreover, expectations are also growing 
for knowledge cooperation, such as formation of a knowledge-transfer network to share experiences 
and knowledge of each country, and technology transfer for the promotion of small- and 
medium-sized enterprises and industrial policy.  

 
(2) Requests from the questionnaire survey 

For the purpose of economic recovery, export expansion, improvement of corporate finance 
and human resource development are important issues.  The measures to deal with these respective 
issues have already been stated including, 1) provision of liquidity support through two-step loans, 2) 
export credit through public financial institutions, and 3) improvement of corporate finance by 
extension of long-term credit. These are important for Thailand, Indonesia and the Philippines.  In 
the case of China, an admittedly limited analysis shows that lack of information on the export market 
is one of major issues, and support for information provision is desired.  In the middle- and 
long-term, it would be fair to say that support is being anticipated by Thailand, Indonesia and the 
Philippines, for 1) infrastructure development for establishment of a direct financial market 
(communications apparatus, human resource development), 2) enhancement of science education 
and funding support for vocational training, and 3) provision of funds and technical support in order 
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to foster supporting industries.  Corporate interview results indicate that human resource 
development and technical innovation are long-term issues in the case of China. 

 
(3) Support in a regional framework 

Export promotion, improvement of corporate finance and the human resource development 
are to some extent issues common to these four East Asian countries, and the experiences of one 
country will surely also be useful to other countries.  Development of export markets and 
establishment of financial markets should be considered within a regional framework.  Therefore, 
the following should be carried out: 1) contribution to the building of a network for sharing the 
knowledge and experiences of each country, 2) mobilizing the knowledge of various genre, such as 
private think tanks, universities and the government, and 3) enhancing the functions to advise 
developing countries in a timely way.  
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PREFACE 
 
 

1.  BACKGROUND AND OBJECTIVES OF THE RESEARCH 
 

The East Asia economy had been showing brisk activity thanks to a large inflow of capital, but 
from the latter half of 1997, it plunged into crisis.  The currency crisis, which began with the July 
1997's crash of the Thai baht, soon spread to neighboring countries (Indonesia, the Philippines, 
Malaysia, and Korea).  Because of the substantial currency deprecia tion, non-performing loans of 
the banking sector rapidly increased in Thailand, Indonesia and Korea, which had been excessively 
dependent of short-term external loans, and the vulnerable financial systems were driven to 
bankruptcy.  Immediately after the currency crisis, as a conditionality, IMF support plans called for 
rigorous structural reforms along with tightening financial and fiscal policies.  The economies of 
each country rapidly receded due to high interest rates and tightening policies.  In 1998 when 
currencies began to recover stability, each country's government carried out economic stimulation 
policies based on the implementation of budgetary measures and finance relaxation.  However, in a 
stage where export demand is shrinking, and adjustment is proceeding in production equipment, 
employment and finance, full-scale economic recovery still has not been achieved. 

The Asian currency crisis developed into a financial crisis and an economic crisis that far 
exceeded initial predictions, and seized the  world's attention.  The currency crisis developed into a 
political crisis and an economic crisis in Indonesia, and both created a most serious situation.  
Thailand escaped a political crisis but is at the stage of a social crisis. The Philippines felt a 
comparatively small effect of the currency crisis and its problems stop at an economic crisis.  The 
seriousness of the crises differed from country to country, and this difference also appears in the 
speed of economic recovery.  

Based on the above points, there is first of all a need to study the most effective policies and 
support plans for the respective countries, upon gaining a good understanding of not only the donor 
side’s perspective but each country’s own thinking.  To this end, in this research we invited 
economists from Thailand, Indonesia, the Philippines and China1, the major borrowing countries of 
ODA loans in East Asia, in order to analyze the current situation and put forward suggestions 
concerning policies necessary for the economic recovery of each country.  

Second, in order for each country to make a full-scale recovery and embark on a path of 
sustainable growth, it will be particularly important to strive to revitalize the real economy sector, 

which is essential for improvement of economic fundamentals.  Taking this into account, this 
research focuses on manufacturing industries, upon which the impact is greatest among industries, 
from a viewpoint of production, finance and employment .  We try to grasp the real state of 

corporate activities, and examine policies necessary for production recovery.  
Lastly, based on an analysis of both macro and micro economic aspects as mentioned above, it 

                                                 
1 As was mentioned previously, China has not reached currency devaluation, but it is facing similar problems as the these 

countries, such as sluggish exports and the non-performing loans in the financial sector. 
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classifies the issues for sustainable economic growth as seen in these four East Asian countries, and 

also specifically examines OECF’s role for support plans. 

 
2. THE METHOD OF SURVEY 

 
First of all, we commissioned local research institutions in a cooperative relationship with 

RIDA to make an analysis of 1) the causes of the currency crisis and 2) the current policies to tackle  
the crisis, and 3) suggestions on policies necessary for economic recovery based on their personal 
views. 

Second, from October 1998 until January 1999, we conducted a questionnaire survey on about 
200 (valid response basis) manufacturing enterprises in each country.  We commissioned local 
research bodies to dispatch and collect question forms and sum up of the questionnaire results.  
RIDA, after getting the results, conducted an analysis of the questionnaire results.  In order to 
supplement the questionnaire survey, we selected 20 companies from each country’s enterprises 
which had responded to the questionnaire, and carried out on-site visits for interviews to probe into 
the points at issue. 

Third, based on results of the questionnaire and interview survey, we analyzed and compiled a 
report on future issues and response measures according to each sector: export promotion, 
improvement of corporate financial affairs and human resource development. 

Fourth, we got cooperation from Prof. Takatoshi Ito, Hitotsubashi University and a visiting 
researcher of RIDA to analyze factors of the currency crisis and theoretical models. 

Lastly, we held a workshop in Bangkok in February 1999, inviting policy-makers from each 
country, international aid organizations and OECF officials. At the workshop, the economists from 
each country's research institutions made presentations on the above-mentioned policy suggestions, 
and exchanged opinions with the participants.  This occasion contributed to not only strengthening 
the policy suggestions, but exchanged and shared the knowledge and experiences of the each 
country.  

 
3.  THE COMPOSITION OF THE REPORT 

 
First, Chapter 1 examines the political meaning of the theories to explain the crisis, after 

making an analysis of the background and factors of the Asian currency crisis according to the 
factors common to all countries and specific circumstances of each country.  In Chapter 2, 
economists from Thailand, Indonesia, the Philippines and China analyze the causes of the currency 
crisis and current policies, and propose suitable policies which are necessary for economic recovery; 
including specific action plans, both in the short-term and in long-term. 

In contrast to analyses from these macroeconomic viewpoints, Chapters 3, 4 and 5 consider 
policies necessary to revitalize the real economy sector from the viewpoints of export promotion, and 
improvement of corporate financial and the human resource development, respectively, based on the 
corporate questionnaire survey and interviews.  Lastly, Chapter 6 examines the role of OECF in 
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each country's economic recovery based on analyses in the previous chapters. 
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CHAPTERⅠ 
 

BACKGROUND OF ASIAN CURRENCY CRISIS 
 
 

The Asian currency crisis began on 2nd July, 1997 with the devaluation of the Thai baht 

(change to a managed floating system of exchange). Despite this decision, the actual devaluation 
rate was about 15% in one week. In the following month, as the program designed by the IMF for 

Thailand began to take effect, it was estimated that devaluation of the Thai baht, which had dropped 
about 20%, would stop. At that time, it was predicted that the currency crisis in Thailand would not 
be as severe as the currency crisis in Mexico in December 1994, during which the devaluation rate 

hit the 50% level immediately after the peso devaluation. However, the Thai currency crisis has 
extended into an economic crisis, additionally the contagion of the crisis spread into the other Asian 

countries, Russia and Brazil. Thus, the Thai currency crisis indicates problems in the current 
operations of international financial institutions; such as IMF and the World Bank. 

After the devaluation of the Thai baht and before the formulation of the IMF program, the 

floating system was adopted by neighboring countries (Malaysian ringgit, Indonesian rupiah and 
Philippine peso). Even after the formulation of the IMF program, the value of the Thai baht 

continued to depreciate, along with the currencies of neighboring countries. 
In October 1998, Indonesia requested IMF assistance and an agreement was reached on 

October 31st. Due to this coordinated intervention, the Indonesian rupiah temporarily appreciated. 

On October 23rd and 24th, a speculative attack was made against the Hong Kong dollar. Although 
the value of the HK dollar was defended, stock prices sharply declined, triggering similar declines 

in the stock markets of Europe and the US. This was the first case of the Asian crisis’ contagion 
spreading worldwide. 

In late November, the South Korean won depreciated sharply, together with other Asian 

currencies. An IMF program for South Korea was introduced in early December, however, the won 
depreciation was accelerated after the IMF program. This currency crisis in South Korea finally 

began to be controlled from the 24th December when “administrative guidance” on loan rollover, 
based on suggestions by the IMF, was issued for South Korea banks. 

In the case of the Indonesian rupiah, its value had depreciated to one-sixth of the level before 

the crisis by the end of January 1998 due to uncertainties regarding the health of President Suharto. 
In December 1997, announcement of the budget deviated from the IMF program, and an additional 

agreement with the IMF was formulated. Unfortunately, the rupiah did not recover smoothly, due to 
internal instability in Indonesia, such as that caused by the resignation of President Suharto in May.  

The exchange rate of Asian currencies, except for the Indonesian rupiah, has gradually 

recovered since early 1998 and been stable since summer of 1998. However, declines in growth 
rates of the real economies were recorded in all countries. 

Countries with IMF programs recorded substantially negative economic growth, and 
Malaysia, Singapore and Taiwan, while not suffering recessions, did not achieve expected growth. 
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Only China recorded 7% economic growth. In the second half of 1998, currency crises occurred in 

Russia and Brazil, indirectly influenced by the currency crisis in Asia. 

While there are many differences, there are also similarities between the Asian countries 

suffering currency crisis. IMF assistance was inevitable for Thailand since it lost its foreign reserves 

through forward contracts. In the case of Indonesia, its foreign reserve level indicated that it did not 

necessarily require IMF assistance. It is true that Thailand requested the IMF assistance when the 

economic situation had already deteriorated, in spite of the IMF’s early warning. Indonesia agreed 

to an IMF program as a precaution, but it did not work as expected. In the case of South Korea, its 

fundamentals were not particularly bad, but “a dollar liquidity crisis” nevertheless occurred due to 

the refusal of European, American and Japanese banks to rollover their huge short-term loans. 

This Asian currency crisis differs from past currency crises on several points. Firstly, the 

crisis has extended more widely than in the case of past crises. Secondly, this Asian crisis generated 

much wider spread  criticism of the IMF and its conditionalities than in previous international 

balance of payment crises. This paper explains the background of the Asian currency crisis. 

Part I analyzes the general causes of the Asian currency crisis. In Part II, a theoretical model 

is examined for a proper understanding of the currency crisis. Part III is the conclusion of this paper. 
 
1.1.  BACKGROUND OF CURRENCY CRISIS 
 
1.1.1. Economic Fundamentals 
 

The economic fundamentals of Asian countries were very sound from the mid-1980’s to 

1995. While the economic growth rate was high, a low inflation rate was maintained, the 

macro-fundamentals were quite favorable. Despite the current balance deficit, the size of the foreign 

reserves had increased because high capital inflows exceeded the substantial current account deficit 

in the countries with a small current account deficit ratio to GDP (approximately 3 - 4%: South 

Korea and Indonesia, etc.) and countries with a large ratio (8%: Thailand and Malaysia, etc.) 
 

Figure 1-1 GDP Growth Rate 
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Figure 1-2 Ratio of Current Account to GDP 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
In Latin American countries, which have often experienced economic crisis, the fundamental 

cause has always been fiscal deficit. However, the fiscal balance has generally been in surplus in the 

Asian countries. The higher level of private sector investment, which is more than the level of 

savings, has meant accumulation of foreign debts in the private sector. Mexico suffered a 

consumption boom, but Asia experienced an investment boom. 

As in the case of the 1994 - 1995 Mexican crisis, the currency crisis in Asia was caused by a 

rapid outflow of capital, although this rapid capital outflow was preceded by an equally rapid 

capital inflow. It can, therefore, be argued that the rapid outflow of capital, which had earlier been 

optimistically invested by large amounts, resulted in a deepening of the Asian currency crisis. 

Accordingly, analysis of capital inflow is essential before the analysis of the capital outflow. 

The worldwide capital inflow to developing countries increased sharply from $31billion in 

1990 to the $120 billion level in 1991/92, and $160 billion in 1993/94. Even though the currency 
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1995 increased to $190 billion. The amount of the capital inflow to developing countries reached 

$240 billion in 1996, but declined by 30% in 1997 to $170 billion due to the impact of the Asian 

currency crisis. This fact implies that the Asian currency crisis has been influenced to the global 

economy more than the Mexican currency crisis. 
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Table 1-1 Net Capital Inflow to Emerging Markets 
(Unit: US$ billion) 

 1990 1991 1992 1993 1994 1995 1996 1997 
Emerging Markets 
Total 
 - FDI1) 
 - Portfolio 
 - Others 

 
31.0 
17.6 
17.1 
-3.7 

 
126.9 
31.3 
37.3 
58.4 

 
120.9 
37.2 
59.9 
23.8 

 
164.7 
60.6 

103.5 
0.7 

 
160.5 
84.3 
87.8 

-11.7 

 
192.0 
96.0 
23.5 
72.5 

 
240.8 
114.9 
49.7 
76.2 

 
173.7 
138.2 
42.9 
-7.3 

Asia 
Total 
 - FDI 
 - Portfolio 
 - Others 

 
19.1 
8.9 

-1.4 
11.6 

 
35.8 
14.5 
1.8 

19.5 

 
21.7 
16.5 
9.3 

-4.1 

 
57.6 
35.9 
21.6 
0.1 

 
66.2 
46.8 
9.5 
9.9 

 
95.8 
49.5 
10.5 
35.8 

 
110.4 
57.0 
13.4 
39.9 

 
13.9 
57.8 
-8.6 

-35.4 
(of the above) 
Countries in Crisis2) 
Total 
 - FDI 
 - Portfolio 
 - Others 

 
 

24.9 
6.2 
1.3 

17.4 

 
 

29.0 
7.2 
8.3 

18.5 

 
 

30.3 
8.6 
6.3 

15.4 

 
 

32.6 
8.6 

17.9 
6.1 

 
 

35.1 
7.4 

10.6 
17.1 

 
 

62.9 
9.5 

14.4 
39.0 

 
 

72.9 
12.0 
20.3 
40.6 

 
 

-11.0 
9.6 

11.8 
-32.3 

Latin America 
Total 
 - FDI 
 - Portfolio 
 - Others 

 
10.1 
6.7 

17.5 
-14.0 

 
26.1 
11.0 
14.7 
0.3 

 
56.0 
13.6 
30.4 
12.0 

 
64.3 
12.8 
61.1 
-9.5 

 
47.4 
24.3 
60.6 

-37.5 

 
35.7 
25.3 
-0.1 
10.5 

 
80.5 
36.9 
25.2 
18.5 

 
91.1 
51.2 
33.5 
6.5 

Notes :1)  “FDI” means direct investment. “Portfolio” means investment in bonds and shares, etc. “Others” includes 
short-term and long-term credit offers, loans (other than IMF loans), bank deposits, credits receivable and 
debts payable. All indicate net inflow. 

 :2)  The figures for countries in crisis indicate the totals for Indonesia, South Korea, Malaysia, the Philippines 
and Thailand. 

Source: IMF, International Capital Market, September, 1996 
 

Since 1993, capital flows to developing countries have mainly been concentrated in Asia and 
Latin America. Comparison between these two regions indicates that capital flows to Latin America 

exceeded that to Asia in the period from 1991 to 1993. Capital flows to Latin America declined 
after the Mexican currency crisis in 1994 and, in the period from 1994 to 1996, capital flows to Asia 
far exceeded that to Latin America. In fact, as capital inflow to Asia increased, and more than 

compensated for the decline in capital inflow to Latin America, the overall capital inflow to 
developing countries did not decline. Capital inflows to Latin America in 1995, after the Mexican 

crisis, declined by 45% compared to the level in 1993. Meanwhile, capital inflows to Asia in 1996 
were as high as $110 billion. However, the Asian currency crisis in 1997, suddenly decreased the 
amount of capital inflow to mere $14 billion in 1997, approximately one-eighth of the previous year. 

On the other hand, capital inflow to Latin America in 1997 slightly increased. 
Capital inflow can be divided into (i) direct investment, which aims at controlling the right of 

management with a view to conducting production/service activities and (ii) portfolio investment 
which aims at earning profit simply through asset management. Unlike Latin America, direct 
investment has always exceeded to portfolio investment in Asia. As the majority of direct 

investment has been for China, it is not observed that direct investment exceeds to portfolio 
investment in other Asian countries. 
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The total amount of private capital inflow to four ASEAN countries (Thailand, Indonesia, the 

Philippines and Malaysia) and China increased remarkably in the second half of the 1980’s. Capital 
inflow to China, during 1993 in particular, increased far above the capital inflow to China and other 

Asian countries before 1993. Another significant increase of capital inflow was observed in 
Thailand, which had experienced a rapid increase of capital inflow from 1988 to 1995, and suffered 
a capital outflow in 1997 due to the currency crisis. 

With regard to only the five countries (four ASEAN countries and South Korea), which 
suffered from the currency crisis, it can be observed that these countries received large capital 

inflows as portfolio investment and “others”, which included borrowing from banks. In other words, 
Asian countries in the currency crisis show similarities to Mexico in terms of low levels of direct 
investment. 

The devaluation in Thailand, which triggered the Asian currency crisis, could easily have 
been predicted from the country’s macro-fundamentals. While the annual export growth rate 

exceeded 20% by 1995, it experienced a drastic decline in 1996 to zero growth. This sharp decline 
of the export growth rate led to a decline of the economic growth rate. Moreover, Thailand was 
experiencing a decline in asset prices, including real estate prices and stock prices, which reached a 

peak around 1994, and private financial institutions were beginning to accumulate potential bad 
debts. In the summer of 1996, the Bangkok Bank of Commerce (a middle-size commercial bank) 

was practically bankrupt, exposing the vulnerability of the Thai banking system. It can be argued 
that speculative attacks on the baht commenced against the background of this vulnerability of the 
domestic financial sector and the large current deficit. The speculative move in May 1997 was 

massive and the central bank lost $20 - 25 billion through future trading out of its foreign reserves 
of some $30 billion at that time (Nukul Commission, 1998), making the devaluation of the baht 

inevitable. 
 
1.1.2. Spread and Deepening of Asian Currency Crisis 
 

Following the devaluation of Thai baht in July 2, 1997, the Philippine peso, Malaysian 
ringgit and Indonesia rupiah devaluated by 15 - 20% between mid-July and August 1997. However, 

this scale of devaluation could be considered within the scope of correction of the over-valuation of 
the local currency in countries, where the current deficit was increasing. The IMF assistance 

program for Thailand was introduced in late August. Although it was believed that IMF program 
would stabilize the currency crisis, the devaluation of the baht continued. From October to 
November, the extent of the devaluation of the Indonesian rupiah exceeded that of the baht and the 

currency crisis spread to Hong Kong and South Korea. The speculative pressures on the Hong 
Kong dollar in late October led to an interest rate increase, causing a crash of stock prices. The US 

and European stock markets were also affected, causing a simultaneous global decline in stock 
prices. Meanwhile, the currency crisis had reached South Korea, forcing the preparation of an IMF 
program in early December. However, the program (agreed on 3rd December and officially 

introduced on 4th December) failed to calm the currency crisis and the essentially forced rollovers 
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of bank loans, which took place on 24th December, was required to stabilize the local currency. The 

fall of the currencies of all these countries derived from a banking crisis because of the decline of 
stock prices and increased debts arranged in foreign currencies. 

By January 1998, the Indonesian rupiah was devaluated to one-sixth of its level before the 
crisis. The Thai baht, Malaysian ringgit and Korean won also devaluated by more than 50%. This 
currency crisis, however, has been stabilized by February 1998. 

In Indonesia, the IMF program, including the abolition of the energy subsidy, was 
implemented in April, causing a political unrest. Consequently, the Suharto administration collapsed 

in May 1998. 
The Asian currency crisis caused a serious impact on emerging markets in other regions. In 

late October 1997, the crash of stock prices in Asia (particularly in Hong Kong) induced similar 

crashes in the US and European stock markets, and also seriously affected the bond market in 
Brazil and Russia. Even though the IMF prepared measures for Russia to maintain a fixed exchange 

system in July 1998, the Russian government forced renewal of government bonds (de facto 
default) and devaluation of the ruble. In September, Malaysia introduced a strong capital control 
regime, rather than implement IMF oriented-policies. In the case of Brazil, which like Russia, was 

facing pressure on its currency, an IMF program was implemented in November 1998. Nevertheless, 
it was forced to devaluate the Brazilian currency two months later. 

Thus, the Asian currency crisis from 1997 to 1998 exposed serious problems with IMF’s 
ability at  crisis prevention as well as its crisis management capability. In the modern global 
financial market, characterized by huge amounts of investment funds and speculative money, it is 

clear that traditional IMF programs cannot stabilize currencies in crisis easily. In this context, the 
Asian currency crisis is a typical “21st century type crisis” caused by drastic changes of the capital 

account balance. 
 

1.1.3. Common Causes of Asian Currency Crisis 
 

Many papers have been published on the causes of the Asian currency crisis. This chapter 

explains the common causes and specific conditions of each country based on the analysis of 
Thailand, Indonesia and South Korea, all of which eventually implemented IMF assistance, and of 

other countries. (While the main argument is based on Ito (1999), analysis of the Asian currency 
crisis is also found in publications by the World Bank (1998), the Institute of Developing 
Economies (1998), Corsetti, Pesenti and Roubini (1997) and Radelet and Sachs (1998), etc.) 

The three common causes of the currency crisis examined are: (1) foreign exchange system 
(dollar peg), (2) vulnerable financial system and (3) excessive short-term foreign debts. 
 
(1) Problems of Foreign Exchange System 

 
Essentially, many Asian countries adopted the dollar peg system (fixed exchange system 

pegged to the dollar). In Thailand and South Korea, the basket system was nominally adopted, 
however since the US dollar is the highest weighted currency in the basket of currencies, the Baht 
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and Won are practically pegged to the US dollar. In Indonesia, the rupiah was linked to the dollar 

through a crawling peg at an annual rate of 3 - 5%. The weight of each major currency in the basket 
is estimated through changes of the market value. According to Frankel and Wei (1994), from 1979 

to 1992, currencies to which the dollar-weight was low (79 - 80%) were the Singapore dollar and 
Malaysian ringgit, and currencies to which the dollar-weight was high (more than 90%) were the 
Indonesian rupiah, Korean won, Thai baht, Philippine peso, Hong Kong dollar and Taiwanese 

dollar. 
Due to the dollar peg system, domestic and foreign investors did not recognize the exchange 

risks in emerging markets, on the other hand, dollar-peg countries are restricted their policy making. 
Firstly, the nominal exchange rate is fixed to the dollar, the export competitiveness weakens if the 
domestic inflation rate is higher than the US, due to appreciation of the real exchange rate. Secondly, 

even if the exchange rate is stabilized by the dollar peg, the dollar peg system does not always 
stabilize the export competitiveness in terms of the real effective exchange rate, unless trade is 

restricted to the US. For example, the four ASEAN countries share 15 - 30% of their exports to 
Japan and 15 - 35% to the US. The share of exports to Japan is particularly large in the case of 
Indonesia, while the share of exports to the US is remarkable in the Philippines. In Singapore and 

Hong Kong, the share of exports to Japan is less than 10%. On the other hand, in most Asian 
countries, except South Korea, import from Japan exceeds those from the US. With such a strong 

trade relationship with Japan, the dollar peg means that the exports of these countries are 
considerably affected by fluctuations of the yen-dollar exchange rate. A strong yen enhances the 
price competitiveness of commodities produced in Asian countries, and increases their export 

growth rate. In contrast, a weak yen adversely decreases the export growth rate (confirm the stable 
progress of the baht-dollar rate and the correlation between the baht-yen rate and export 

performance of Thailand). In terms of the current balance, a strong yen generates surplus, while a 
weak yen generates deficit in Asian countries. Thirdly, due to the dollar peg system, investors deem 
that there are no risks in the exchange rate, consequently  causing a huge inflow of short-term 

capital as well as direct investment. In high economic growth, a higher local interest rate than the 
US interest rate makes it possible to gain huge profits in a short period by borrowing dollars in the 

US and investing them in Asian countries. 
 
(a) Current Account Deficit 
 

The real effective exchange rate is calculated by the weighted average of currency 
fluctuations of trading partners, based on the weight of trade with individual trading partners. Figure. 

1-3 indicates the trend of the real effective exchange rate.  
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Figure 1-3  Real Effective Exchange Rate 
 
 

 
 

 
 
 

 
 

 
 

 

The figure shows that the currencies of the four ASEAN countries had been over-valued 
since July 1995. This was because of the strong influence of Japanese Yen, which these trade 

weight was high. The yen-dollar exchange rate shows that the strong yen had been kept from 1993 
to April, 1995, after that, it was substantially devaluated (¥80/dollar to ¥130/dollar) from the second 
quarter of 1995 to 1997. As this result, the Asian dollar-pegged counties increased their exports 

from 1993 to 1995, and sharply decreased from 1995 to 1996. (See the case of Thailand in Fig. 3). 
Needless to say, the weak yen was not the only reason for the sharp export decline from 1995 to 

1996, low semiconductor prices and specific reasons in each country were other reasons. (Refer to 
Ito (1998b) for analysis of the exports of Asian countries.) However, it is a fact that the export 
growth rate of Asian countries declined due to the significant yen devaluation. 

The current balance/GDP ratio from 1995 to 1996 indicates -8.1% for both years in Thailand, 
from -1.9% to -4.7% in South Korea, from -3.2% to -3.4% in Indonesia and from -2.7% to -4.8% in 

the Philippines. Only Malaysia improved its ratio from -9.7% to -4.6% (based on the IFS database 
of the IMF). Thus, it is difficult to argue that dollar-pegged exchange system could not be 
maintained due to the current account deficit land ratio in GDP in the Asian countries. 

In fact, there is another argument that the exchange rates were not over-valued in the Asian 
countries. It is not observed that the size of the current account deficits are not sustainable in the 

Asian countries except in Thailand and Malaysia. In addition, the large current account deficit did 
not generate in 1997 in Thailand. The sudden collapse of the dollar peg system in 1997 was not 
inevitable. In this argument, the main reason for the exchange rate collapse was the attack by hedge 

funds in Thailand and the crisis contagion effect in other countries, thus, the deterioration of 
fundamentals was not considered the reason for the exchange rate collapse. This argument implies 

that it is not necessary to devaluate local currencies, rather what is needed is “last resort lending”. 
Meanwhile, examining the level and changes of the current account deficit with (gross) 

changes of the export performance and economic growth rate, it is possible to argue that an 

over-valuation of local currency occurred, in the sense that the current account deficit/GDP ratio 
was unsustainable. In the case of Thailand in particular, the current account deficit/GDP ratio of 8% 
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is the same level as that in the Mexican peso crisis. The current account deficit/GDP and the gross 

export growth rate (dollar basis) dropped from 20% to 0%, and the economic growth rate 
significantly slowed down from 8.8% to 5.5%, therefore, it is clear that the baht was over evaluated, 

and as a result was targeted by speculators. A current account deficit/GDP ratio of 8% had already 
been recorded in 1995 in Thailand. Although the “tequila effect” after the Mexican crisis pressured 
the foreign exchange market (January, 1995), the Thai baht successfully resisted the speculative 

pressure for devaluation. The export growth maintained more than 20% annually, and there was no 
sign of the end of high growth of economy, therefore it was estimated that the current account 

deficit/GDP ratio would be improved. The subsequent slow-down of the economic growth rate and 
the sharp decline of the gross export growth rate indicate the different nature of the crisis. Although 
it did not display the same clear conclusions of the Thailand experience, it is true that the current 

account balance was expanded in South Korea. 
 
b)  Problem of Capital Inflow 
 

The dollar peg system can also influence the balance of the capital account. As foreign 

exchange risk was not recognized under the dollar peg system, investment may have entered in 
Asian countries without risk consideration. It is true that the complete capital liberalization under 
the fixed exchange rate should align domestic and foreign interest rates through arbitrage.1 In 

reality, however, the interest rate in Asian countries was higher than the US interest rate. From 1996 
to the second quarter of 1997, the short-term interest rate in Thailand, South Korea and Indonesia 

was higher than 11%, while it was less than 6% in the US (federal fund rate). Thus, investors in the 
Asian countries had an opportunity to earn 5% profit margin without exchange rate risk. 
Additionally, the short-term interest rate in Japan was less than 1%. In the period of weak yen, 

investors could earn double profit from the investments in dollar-pegged emerging markets with 
yen-dominated funds. 

As described above, large capital inflow occurs easily when the interest rates in emerging 
markets are substantially higher than in advanced countries. However, it is not necessarily true to 
say that low interest rate policies are effective to prevent excessive capital inflows into emerging 

markets. In the period from 1994 to 1995, the economies of emerging markets were already 
over-heating, and low interest rates were not preferable due to domestic circumstances (probably, 

low interest rate policy would have caused severe inflation). There are many arguments regarding 
the difficulty of macro-policy management under “excessive” capital inflow from the Mexican 
crisis.2 Based on the arguments, it is clarified the basic problem of open macro-economics, capital 

liberalization, fixed exchange rate regime and independence of finance cannot be simultaneously 
sustained in these emerging markets. Under these circumstances, the transition from the fixed 

exchange rate system (dollar peg) to the flexible exchange rate system was a matter of time. The 

                                                 
1The mechanism of strict interest rate arbitration only works when the maturity and credit risk of bonds are identical. 
2Refer to Ito (1997) and papers included in this publication in regard to the difficulty of managing macroeconomic policies 
when there is a huge capital inflow. 
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problem was that capital inflow exceeded to the level of the current account deficit. Introduction of 

“flexible” exchange rate would at least temporarily appreciate the local currency, resulting in a 
larger current account deficit. Moreover, the opportunity to earn appreciation profits for investors 

due to the difference in interest rates may have attracted more speculative money. Therefore, it was 
very difficult to decide the timing to introduce flexible exchange rate system. This is a problem in 
policy management in emerging markets, which face to “excessive” capital inflow and it is the basis 

for capital control policy. 3 
Under the dollar peg system, when the amount of capital inflow exceeds to the current 

account, the foreign reserve increases. Since increase of foreign reserves is usually considered as 
healthy fundamentals, it is difficult to recognize risk of increasing foreign debts. 
 

Figure 1-4  Foreign Reserve (end of the period) 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Figure 1-5  Foreign Reserve (South Korea plus ASEAN4) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Corsetti, Pesenti and Roubini, “What Caused the Asian Currency and 
Financial Crisis” 

                                                 
3Detailed arguments on capital control as inflow control can be found in Ito (1997) and IMF (1995). 
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 (2)  Vulnerable Banks and Financial Institutions  
 

Kaminsky and Reinhart (1996) argue that banking crisis and currency crisis are “twin crises” 

based on the examination of many historical events, and many researchers have interests in the 
conclusion. 

There are bidirectional causality between banking crisis and currency crisis. Once a currency 
crisis occurs, it leads to a banking crisis. When banks and companies with bank loans have a large 
amount of foreign currency dominated debts (under the pegged system), the local currency 

devaluation considerably expands the domestic currency dominated debts, as a result, it leads to 
generate excess debts or bad debts. On the other hand, when a bank crisis occurs, currency crisis is 

easy to occur due to the following reasons. 
Firstly, banking crisis provides residents with an incentive to overseas capital flight for 

seeking safer financial institutions. Capital flight is one factor of currency devaluation. Secondly, 

financial policies tend to be released (low interest rate policy and assistance for liquidity), as this 
result, capital inflow from overseas decreases. Thirdly, if the financial condition of banks is poor, it 

is practically impossible to implement a policy to defend the currency against pressure to currency 
by increasing interest rate. 

This hypothesis of “twin crises”, in fact, happened in the Asian currency crisis. All countries 

which asked the IMF assistance, Thailand, Indonesia and South Korea, experienced the fact that 
substantial depreciation of the local currency resulted in generating huge bad debt in the foreign 

currency dominated loans, since foreign exchange risks are not easily visible under the dollar peg 
system, and low interest dollar-dominated loans have expanded debts without a proper hedge. 
Therefore, the currency devaluation prompted companies to hedge against the foreign exchange 

risk, which generated further currency devaluation in all countries. Particularly in Indonesia, it was 
found that local private companies had borrowed huge amounts of money from foreign financial 

institutions after the devaluation of the rupiah, which accelerated further the devaluation of rupiah. 
More detailed analyses clarified that banking and financial crises occurred before currency 

crises. In Thailand the collapse of the asset bubble caused a considerable decline in real estate and 

stock prices in 1996. Stock prices (SET index) dropped from over 1,400 points in January, 1996 to 
520 in June, 1997, just before the currency crisis. It can be assumed that a similar price decline 

occurred in the real estate prices. (There is no reliable data on price of land in Thailand.) During the 
process of the collapse of the bubble economy, banks which had given loans to the construction 
sector and real estate sector for the purchase of real estate (or using real estate as security) 

accumulated non-performing loans and consequently saw deterioration in their financial conditions. 
This was experienced in both Thailand and Japan. 

In May, 1996, the Bangkok Bank of Commerce failed. In this case, the moral hazard of the 
financial sector was heightened because the central bank did not introduce any measures to deal 
with the BBC’s bad debts, and after the failure the central bank did not implement fundamental 
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solutions (for example, liquidation).4  In 1997, non-bank financial institutions (finance companies) 
suffered poor business performance, with substantial bad debts due to their involvement in the real 
estate sector. They began to have liquidity problems as the inflow of funds decreased. As this crisis 
gained momentum, the central bank provided huge “liquidity assistance”, via the FDIF, about 300 
billion bahts (US$ 12 billion at the exchange rate at that time) between January and June, 1997. 
Approximately, half of this assistance was loaned to the 16 worst performing finance companies. 
“Finance One” the largest finance company, alone received 37.5 billion bahts.5 On June 27th, the 
central bank ordered these 16 worst finance companies to suspend their business activities. The fact 
that suspension of 16 finance companies and the “liquidity assistance” occurred before the 
devaluation of the baht is a clear evidence that the currency crisis preceded the banking crisis in 
Thailand. Moreover, on August 5th, the additional business suspension order was issued to 42 
finance companies before the introduction of the IMF assistance program. However, the final 
decision on the business suspension of the 58 finance companies had to wait until December 8th, 
when the liquidation of 56 companies was decided, and the reconstruction plans for two companies 
were approved. It can be said that the currency crisis and financial crisis in Thailand amplified each 
other from August 20th to December 8th, when the IMF program was finalized.  

Indonesia showed a similar pattern, with the currency crisis also occurring after the banking 
crisis. The problem of bad debts in Indonesia had already arisen in the 1980’s, mainly in the 
state-owned banks. Since the liberalization of the financial sector in 1998, many private banks were 
established, but it is doubtfully that the loan screening processes of these new banks were 
sufficiently supervised. In December, 1992, Bank Summa, one of the major private banks, was 
liquidated.6  Moreover, policy finance and many loans to banking group companies were provided 
without ensuring their profitability.7 Thus, it is clear that the banking sector has been vulnerable for 
a long time in Indonesia. Potential banking crisis had long existed in Indonesia. In effect, the 
wide-spread banking crisis was triggered when 16 banks were closed as a result of the IMF 
agreement on October 31st. Since the government did not declare the protection of all deposits, 
distrust of the banking system was extended throughout the country. In addition, there was political 
instability and large capital outflows, with the consequence of a significant devaluation of rupiah 
during December and January. 

It is possible that the “bubble” phenomenon occurred in the real estate sector of Jakarta, 
although it seems smaller than in Bangkok.8 However, unlike Thailand, share prices did not decline 

                                                      
4 Detailed analysis of the situation surrounding the Bangkok Bank of Commerce can be found in Nukul Commission 

(1998, Chapter 4). 
5 Nukul Commission (1998, Chapter 5) 
6 MacIntyre and Sjahrir (1993) provides a detailed account of this incident. 
7 For example, Fane (1994, p. 31) writes that both the President of the central bank and the Minister of Finance admitted 

that bad debts had increased as a result of not only normal commercial lending but also collusion between bankers and 
borrowers and corruption. He also points out the problem of illegal loans made by Bapindo, a state-owned bank. 
Nasution (1995, pp. 26 - 27) writes that state-owned banks were weakening as they were demanded to rescue 
entrepreneurs with political connections and to provide them with loans at a preferential interest rate at the time of their 
attempt to take over other companies. 

8 During interviews in Jakarta, several local economists pointed out a sharp increase of real estate prices. This increase, 
however, cannot be quantitatively shown because of the lack of land price data or alternative variables. 
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before the currency crisis in Indonesia. (The share index actually rose from 580 points in January, 
1996 to 725 points in June, 1997). As far as the share prices are concerned, no substantial fall 
occurred in either Malaysia or the Philippines as was the case in Thailand. 

In South Korea, business entities called “merchant banks” accumulated bad debts through 
borrowing money on foreign-dominated currency and lending to the real estate sector. 
 
(3)  Excessive Short-Term Foreign Debts 
 

The third factor common to Thailand, Indonesia and South Korea was huge short-term 
foreign debts in the private sector. Assuming that these short-term debts are mainly bank loans, this 
part analyzes the borrowings from banks in developed countries by BIS statistics. Table 2 shows 
lending from international banks in developed countries to banks, companies and the public sector 
in emerging markets in Asia and Latin America. Panel A indicates the total loan balance of recipient 
countries; both capital inflow as well as the balance of short-term debts (repayment period within 
one year). The total loan balance/GDP ratio and short-term debt balance/foreign reserve ratio are on 
the right-hand side of the Panel A. 

 
Table 1-2 Lending by International Banks to Emerging Markets 
 
Panel A: Balance as of End of June, 1997 
Lending to Emerging Markets 

Share of Lending 
Banks by Nationality 

(%)  Loan Balance 
(US$ million) 

Short-Term 
Loans (less 

than one year)
Japan US Europe

Loan 
Balance/GDP 

Ratio 

Short-Term 
Loans / Foreign 
Money Reserve 

Ratio 
China 57,922 30,137 32 5 48 0.071 0.234 
Indonesia 58,716 34,661 39 8 38 0.265 1.629 
South Korea 103,432 70,182 23 10 35 0.213 2.106 
Malaysia 28,820 16,268 36 8 44 0.293 0.609 
Philippines 14,115 8,293 15 20 48 0.162 0.726 
Taiwan 25,163 21,966 12 10 57 0.092 0.243 
Thailand 69,382 45,567 54 6 28 0.381 1.411 

Asia Total 389,441 242,273 32 8 40   
Argentina 44,445 23,891 4 23 59 0.158 1.303 
Brazil 71,118 44,223 7 23 45 0.096 0.772 
Chile 17,573 7,615 8 23 51 0.146 0.447 
Colombia 16,999 6,698 8 20 59 0.105 0.674 
Mexico 62,072 28,226 7 28 43 0.185 1.187 

Latin 
America 

Total 
251,086 131,304 6 24 50   
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Panel B: Changes from 1993 to 1997 

Loan Balance/ 
GDP Ratio 

Short-Term Loan / 
Foreign Money 
Reserve Ratio 

Japanese Share 
(%) 

US Share 
(%) 

European 
Share (%) 

1993 1997 1993 1997 1993 1997 1993 1997 1993 1997
China 0.047 0.071 0.509 0.234 40 32 2 5 36 48
Indonesia 0.192 0.265 1.622 1.629 55 39 8 8 27 38
South Korea 0.119 0.213 1.397 2.106 30 23 10 10 33 35
Malaysia 0.166 0.293 0.210 0.609 41 36 10 8 34 44
Philippines 0.108 0.162 0.499 0.726 17 15 44 20 32 48
Taiwan 0.069 0.092 0.175 0.243 27 12 16 10 41 57
Thailand 0.207 0.381 0.733 1.411 55 54 8 6 24 28

Asia   40 32 9 8 34 40
Argentina 0.107 0.158 1.198 1.303 7 4 32 23 49 59
Brazil 0.118 0.096 0.930 0.772 17 7 17 23 43 45
Chile 0.227 0.146 0.557 0.447 9 8 33 23 42 51
Colombia 0.140 0.105 0.433 0.674 17 8 28 20 31 59
Mexico 0.138 0.185 1.029 1.187 7 7 35 28 42 43
Latin America   10 6 28 24 45 50

Notes : 1. Here, Europe consists of Austria, Belgium, France, Germany, Italy, Luxembourg, Spain and the UK. 
     2. The loan balance/GDP ratios are as of June, 1993 and June, 1997.The country share compares the figure 

for  December, 1993 with the figure for June, 1997. 
Source: Bank for International Settlements, “The Maturity, Sectoral and Nationality Distribution of International 

Bank Lending, First Half, 1997”, Basle, January, 1998 
 

In terms of the total loan balance/GDP ratio, Thailand is the highest among Asia and Latin 
American countries, illustrating that the larger the size is the country’s economy, the more it 
borrows from foreign banks. The short-term debt balance/foreign reserve ratio is more than 2 for 
South Korea, 1.6 for Indonesia and 1.4 for Thailand. Since loans by more banks are based on the 
currencies of developed countries, rejection of loan roll-over to a developing country means that 
private banks and companies of the developing country are obliged to acquire dollars for their loan 
repayment. A short-term debt (repayment period within one year) balance/foreign reserve ratio of 
more than 1 means that these private banks and companies could possibly default within one year, 
even if the assistance of the foreign reserves in the central bank is extended. It is, of course, 
extremely rare that all lenders simultaneously refuse loan roll-over or the central bank lends its 
foreign reserves to the private sector. However, this situation actually happened in South Korea 
from November to December, 1997. The South Korean central bank loaned foreign currencies to 
commercial banks as the foreign currency deposits, however, this measure could not prevent sharp 
depreciation of the Korean won since the short-term debt balance/foreign reserve ratio was more 
than 2 in South Korea. It can generally be said that a high short-term debt balance/foreign reserve 
ratio indicates not only the absence of any defense against the sudden herd behavior of investors but 
also the inducement of herd behavior. 

Panel B, comparison of the situations in 1993 and in 1997, shows that borrowing from 
foreign banks rapidly increased in Thailand. The total loan balance/GDP ratio increased from 0.20 
to 0.38, while the short-term debt balance/foreign reserve ratio doubled from 0.7 to 1.4. These 
increases can be mainly attributed to the lending competition to Thailand via the offshore market 
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(BIBF) established in 1993. Such a rapid increase was not observed in Indonesia or South Korea. 
Statistics on the loan share of cross-border bank lending by nationality indicate that Japanese 

and European banks occupy a high share of lending in Asia, and European and American banks 
occupy a high share in Latin America. In Thailand, the share of Japanese banks is more than 50%. 
Changes of these shares from 1993 to 1997 indicate a decline in the share of Japanese banks and an 
increase in the share of European banks. Thus, it is considered that it was European banks which 
provided loans to these countries at the final stage of the “bubble” economy. 

South Korea was characterized by a high short-term debt ratio. According to BIS statistics, as 
of the end of June, 1997, South Korea had $103.4 billion debts to international banks, of which $70 
billion consisted of short-term debts, which were mainly held by the banking sector.9 

In the case of Indonesia, it is difficult to accurately determine the actual amount of foreign 
debts since the capital account was liberalized in the 1970’s. As of the end of October 1997, when 
the IMF assistance package for Indonesia was designed, the short-term foreign debts in private 
banks and companies and state-owned banks and companies at the end of June is estimated about 
$14 billion. On the other hand, BIS statistics indicates that the short-term foreign debts at the end of 
October 1997 was $34.7 billion, there is a large gap between the two figures. The estimated amount 
of debts in the private sector was subsequently increased. According to the figures by the 
Indonesian central bank in April, 1998, the total amount of short-term foreign debts is $80.2 billion 
at the end of January, of which foreign debts in the private sector is $67.7 billion, $8.9 billion in the 
banking sector and $58.8 billion in the non-banking sector.10 As these figures suggest, Indonesia’s 
problem was huge borrowing by private companies directly from foreign banks, unlike Thailand 
and South Korea where the banking sector was at the center of the foreign debt problem. 

 

Figure 1-6  Total Debt Stocks and Debt Service Ratio 
 
 
 
 
 
 
 
 
 
 
 

Source: ‘’Global Development Finance (GDF)’’ World Bank 

                                                      
9 According to the Nihon Keizai Shimbun (29th January, 1998), a survey by the Bank of Korea found Korean short-term 

debts of $80 billion as of the end of December, 1997, of which $37.4 billion and $25.6 billion were debts of Korean 
banks and Korean companies respectively (the remaining amount consisted of debts held at Korean branches of foreign 
banks). 

10 Reuter’s News Agency, 16th April, 1998 
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The important index regarding foreign debt is the debt service ratio, which served during the 
Latin American crisis in the 1980’s as an index for the possibility of snowballing, i.e. unsustainable, 
debts. The debt service ratios of Thailand, Malaysia and the Philippines were about 10% in the 
1990’s, on the other hand, in Indonesia, the ratio was over 30%. However, this figure does not 
include the roll-over portion of short-term debts, therefore, the repayment burden was substantially 
under-estimated, when the repayment of short-term loans was requested as the schedule. 
 
1.1.4. Specific Conditions of Currency Crisis in Each Country 
 

Based on the common factors mentioned above, this part examines the specific conditions of 
each country regarding the crisis. Firstly, the fundamental cause of the Thai baht crisis has many 
similarities with the causes of the Mexican peso crisis in 1994 and 1995. In the Thai case, there was 
doubt regarding the sustainability of the current account deficit generated by the dollar peg system. 
The vulnerability of macro fundamentals was masked by the huge capital inflow from overseas 
investors, who felt the security to the dollar peg system. The slow down of exports and the decline 
of the GDP growth rate gradually led to mistrust of the central bank on the part of the market, which 
intended to maintain the dollar peg system. In 1997, speculators began to sell the Thai baht 
concertedly. In May, 1997, the foreign reserve was totally depleted due to selling in forward market 
by speculators, mainly by hedge funds. (Because of the forward position, which is off-balance sheet, 
the foreign reserve on the official base did not decrease.) Thailand’s biggest mistake was to 
maintain the dollar peg in spite of the fact that capital movement had shifted from a huge inflow to 
a huge outflow. The introduction of floating exchange rates after the loss of the new foreign 
reserves would have made it difficult to restore confidence or to stabilize the exchange market. This 
is a lesson which had already been taught by the crisis of the Mexican peso. The collapse of the 
pegged system due to huge exchange speculation was not observed in Indonesia or South Korea. 
The case in Thailand exemplifies the role of hedge funds at the time of a currency crisis.11 

The largest problem of the Indonesian currency crisis was that the economic problem led to 
political problems. When Indonesia accepted the IMF program, its foreign reserves were sufficient, 
and it seemed there was no short-term problem in Indonesia. In regard to Thailand, the excuse (by 
those defending the IMF) that “the measures of the IMF were not fully effective because Thailand 
requested IMF assistance when the situation had already deteriorated” may be relevant. The case of 
Indonesia may be described as “the health conditions deteriorated after the IMF called for an 
ordinary health check”. Initially, the impression that the Suharto administration would not keep the 
agreement with the IMF caused the devaluation of the rupiah, but the question of the credibility of 
the Suharto administration gradually became a question of the credibility of the rupiah. The IMF 
measures agreed on October 31st did not specifically address “the structural problem”. There is no 
denying that the increasing stress of the IMF on “the structural problem” as the central issue to 
restore confidence following the devaluation of the rupiah made the problem more complicated. 

                                                      
11 IMF (1998) examines the role of hedge funds but expresses a negative view in regard to the demand for access to 

information on hedge funds and the control of their activities. 
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direct link between the uncertainty of the survival of President Suharto and the restoration of 

credibility in the Indonesian financial market. The fact that the IMF pointed out “the structural 
problem” as the key issue for the restoration of credibility in the agreement reached on January 15th 

gave investors, who had taken “the structural problem” for granted up to that point, the impression 
that “the structural problem,” was the fundamental cause of the Indonesian crisis. However, the 
immediate implementation of “structural reform” would not have achieved a positive result. In 

reality, there were many different questions, and as soon as the market judged that the reform would 
be difficult, the credibility of the IMF program was lost, resulting in the significant devaluation of 

the rupiah. However, the main issue this, huge devaluation of the rupiah, is considered the capital 
outflow by Indonesian residents. Similar massive capital outflows by residents were not observed in 
Thailand and South Korea. 

The problem in South Korea is explained by the run on banks, that is, “panic among 
investors”. This was not a long-term problem of the sustainability of the current account deficit but 

a crisis of dollar liquidity. Generally speaking, as the liquid assets of banks are limited, the loan 
roll-over is simultaneously rejected by all creditors, and this obviously creates a crisis. Why then 
did foreign banks suddenly begin to refuse loan roll-overs from November to December, 1997? The 

contagion effect from Thailand and Indonesia (selling of assets in Asia by European and American 
investors) and extension of the financial crisis in Japan (withdrawal of Japanese banks from 

overseas operation) may have been the causes. Even though the financial conditions of companies 
belonging to various financial groups and other companies, were not particularly healthy they 
would not have constituted a reason for the blanket refusal of bank loans. This liquidity crisis of 

foreign currency did not happen in Thailand or Indonesia. 
Despite the huge capital inflow, Malaysia and China did not experience a crisis of the same 

magnitude as the previous three other Asian countries. The main reason is considered that 
short-term capital was a small proportion of the massive capital inflow to these two countries. The 
rate of depreciation of the Malaysian ringgit was larger than that of the Korean won in October and 

November, 1997. The rate of the stock price fall in Malaysia was the largest among all Asian 
countries, where President Mahatir attacked speculation by hedge funds, in the mass media as “a 

means to ruin the nation”. In September, 1998, one year after the occurrence of the currency crisis, 
Malaysia introduced the wide-ranging capital controls. In addition, Malaysia essentially prohibited 
offshore share trading (in Singapore) and the overseas remittance of money obtained by means of 

the stock sales by foreign investors in the Kuala Lumpur stock market for one year (sales revenues 
were frozen in accounts of the central bank). Such capital controls of the capital “outflow” had 

never occurred throughout the peso crisis and the Asian currency crisis. Any capital controls are 
usually considered undesirable as they reduce confidence among investors. It is interesting to see if 
investors return to the Malaysian Market after the capital controls are liberalized and Malaysian 

economy is stabilized. 
On October 23rd and 24th, 1997, three months after the beginning of the currency crisis in 

Thailand, there was a huge short selling of currency in Hong Kong. Although the Hong Kong dollar 
was successfully defended, the local interest rate increase caused a massive fall of stock prices. As 
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Hong Kong has adopted the currency board, the local currency supply has increased or decreased to 

match the scale of intervention, conducted to maintain the fixed rate. The government intervention, 
in the form of buying Hong Kong dollars (reduction of the foreign reserves) to protect the currency, 

decreased the money supply and increased the interest rate, in turn, leading to a decline in stock 
prices. The massive fall of stock prices in the Hong Kong market spread to stock markets in not 
only Asia but also in Europe and New York, then, this is the first case of the contagion effect from 

Asia to the worldwide financial markets worldwide. 
The case of China is similar to that of Malaysia since the large proportion of the capital 

inflow was direct investment, and it prevented the occurrence of a short-term liquidity crisis. 
China’s foreign reserve was the second largest after Japan and, at first glance, there was no obvious 
factor causing currency devaluation. Moreover, capital controls meant that speculators were unable 

to short sell local currency. In the second half of 1998, the control of current account transactions 
(remittance of dividends on direct investment) was tightened. It may have been that such tightening 

of control was introduced to counteract the overseas parking of foreign currencies through 
import-export leads and import-export lags (delay of the transfer of export earnings home and the 
acceleration of dollar conversion to pay import costs). Supporting evidence of import-export leads 

and lags is the significantly smaller increase of the foreign reserves ($5.85 billion) than the trade 
surplus ($43.6 billion) in 1998. (Up to 1997, any increase of the foreign reserves fairly accurately 

reflected the size of the trade surplus.) The decision in the autumn of 1998, which forced investors, 
including foreign creditors, to carry the loss as part of the bankruptcy administration of the 
Guangdong International Trust Investment Corporation (GITIC), may cause a substantial decline in 

foreign investment. Whether China can maintain the dollar peg system will depend on its 
sustainable export competitiveness, and the slow down of economic growth, to reduce imports. 
 
1.2.  EXAMINATION OF THEORETICAL MODELS 
 

In this chapter, let us consider what kind of questions have been raised by the Asian currency 
crisis through examining crisis-related literature, which will be classified into pre-crisis and 
post-crises ones and be analyzed separately. (For example, Krugman (1997) and Flood and Marion 

(1998) offer a convenient general view of the various theories on the currency crisis.) Many 
materials written prior to the Asian currency crisis appear to have been stimulated by the ERM 

crisis in 1992 and 1993 and the Mexican crisis in 1994. 
 
1.2.1. Various Theories on Currency Crisis: Understanding Prior to Asian Currency Crisis 
 

Here, models to explain the currency crisis and major empirical research prior to the Asian 
currency crisis are reviewed. A currency crisis is usually understood to be a collapse of the domestic 

monetary system together with the drying up of foreign reserves in a country adopting a fixed 
exchange rate. Moreover, sizable fluctuations of the exchange rate beyond the theoretically 

appropriate range under a floating rate may constitute a currency crisis in a broader sense. 
Furthermore, even if there are no currency fluctuations, a substantial decline of the foreign reserves 
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to fend off speculation may be described as a currency crisis in the sense that the country’s 

monetary system is subject to a speculative attack. 
 
(1) First Generation Model 

 
The model called the first generation model to explain the crisis of a fixed exchange rate 

system is a group of models beginning with that proposed by Krugman (1979). Krugman showed 
the mechanism for the occurrence of a currency crisis under the situation where expansionary 
money supply by the central bank finances a chronic fiscal deficit. Krugman became famous for 

modeling the process where speculation occurs in response to a reduction of the  foreign reserves to 
a certain level, instantly drying up the reserves instead of their gradual decrease to zero to cause a 

collapse of the fixed exchange rate system. This model was further developed into a linear model 
by Flood and Garbor (1984) who introduced the concept of “a shadow floating rate” and formulated 
the mechanism whereby a shadow floating rate in response to changes of fundamentals eventually 

leads to a collapse of a fixed exchange rate system. However, they failed to explain how this 
shadow floating rate could be observed. 

The first generation model appears suitable to explain the crisis of the Mexican peso in 1994 
where a growing fiscal deficit dried up Mexico’s foreign reserves, making it impossible for Mexico 
to maintain a fixed exchange rate. In particular, the substantial dwindling of the foreign reserves in 

the last several weeks is well explained by the Krugman model. 
 
 (2) Second Generation Model 
 

The so-called second generation model was presented by Obstfeld (1986) who used a 

multiple equilibria model to show that a currency crisis may occur from a self-fulfilling speculative 
attack by speculators when the market detects the motivation for policy makers to adopt arbitrary 
financial policies. The second generation model indicates that economic conditions are not 

necessarily determined by fundamentals alone but the behavior of speculators can change the state 
of equilibrium. To explain the European currency crisis from 1992 to 1993, Eichengreen and 

Wyplosz (1993) and Obstfeld (1994), etc. assert that the first generation model cannot explain the 
crisis for which a fiscal deficit was not a specific cause and that it is more properly explained by the 
multiple equilibria model. 

It is difficult to judge whether the first generation model or second generation model is more 
suitable to explain the crisis in Thailand. The fact that a fiscal deficit was not the fundamental cause 

does not favor the Krugman model. Moreover, the drying up of the foreign money reserves due to 
huge speculation made by non-residents in 1997 makes the second generation model appear more 
suitable. However, it is uncertain how long the fixed exchange rate system would have been 

sustained if the speculation in May, 1997 had not taken place. This is because no model existed 
until the occurrence of the Asian currency crisis to incorporate the situation of a huge inflow of 

private capital. 
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 (3) Contagion Model 
 

While the two models described above may be appropriate to explain the occurrence of a 

currency crisis in a single country, the third model tries to explain the contagion of a currency crisis 
across national borders. An early attempt to establish such a theoretical model was made by Gerlach 

and Smets (1995). Having examined currency crisis contagion in Scandinavian countries, they 
showed the mechanism of contagion whereby a currency crisis occurring in one country spreads to 
another with strong trade linkages, thereby explaining that rapid depreciation of the nominal 

exchange rate can occur even if the factors to generate a currency crisis are not present. In the case 
of the Mexican crisis in 1994, the phrase “the tequila effect (tequila hangover)” was invented to 

draw attention to the phenomenon of “contagion”. Considering the fact that the Mexican currency 
crisis was followed by strong pressure for devaluation on such Latin American countries as 
Argentina and Brazil, theoretical as well as empirical analyses of the currency crisis causes made 

good progress. Eichengreen, Rose and Wyplosz (1996) theoretically and empirically explained that 
currency crisis contagion is likely to occur in countries with strong trade links and also in countries 

with similar macroeconomic conditions. 
 
(4) Causal Model of Banking Crisis 
 

While various analyses were conducted from around 1990 on the problem of financial and 
banking crises in developing countries, Kaminsky and Reinhart (1996) explicitly analyzed the link 

between a currency crisis and banking crisis using the nickname “twin crises”. Using data on 20 
countries in Asia, Europe, Latin America and the Middle East for the period from 1970 to 1995, 

they put forward the argument that a banking crisis is likely to occur during a recession after 
long-term economic boom supported by the expansion of domestic credit and inflow of foreign 
capital and can further deteriorate due to the emergence of problems related to deposit insurance, 

insufficient supervision of banks and moral hazard. They also showed that a financial crisis may 
constitute a leading indicator of a currency crisis but that the reverse case where a currency crisis 

occurs prior to a banking crisis is a rare phenomenon. (Mishkin (1997) and Caprio (1997) describe 
the problem of a banking crisis in developing countries in more detail.) 

Meanwhile, Goldfajn and Valdes (1997) argue that financial institutions which create 

liquidity enable a large-scale capital inflow and increase the risk of a large-scale capital outflow at 
the same time by extending the bank run model of Diamond and Dibvig (1983) to an open economy, 

suggesting that the balance of payments-type currency crisis explained by the first generation model 
and a banking crisis could simultaneously occur. 
 
(5) Sustainability Approach 
 

This approach tries to explain the mechanism of a currency crisis by examining whether or 

not the levels of the current account deficit and capital inflow can be maintained or if they are 
sustainable for a long period of time. Milesi-Ferretti and Razin (1996a,b) show that the likelihood 
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of a currency crisis is high when various macroeconomic and financial indicators predict the likely 

outcome of a major imbalance of the current account. The link between the occurrence of a 
currency crisis and subsequent substantial improvement of the current account deficit (current 

account reversal) is explained by Milesi-Ferretti and Razin (1998) who show that such a current 
account reversal due to a currency crisis often takes place in Latin American countries using data 
for the period from 1970 to 1996 prior to the Asian currency crisis. 

According to Ito (1997), the Mexican crisis had a characteristic of a consumption boom 
rather than an investment boom, together with an increase of the foreign debt/GDP ratio. It is 

suggested here that market judgment on the loss of sustainability was the main cause of the 
currency crisis. 
 
(6) Herd Behavior 
 

There is also an approach to analyze the mechanism of a currency crisis from the viewpoint 

of herd behavior. Devenow and Welch (1996) classify this approach into the following patterns. 
There is the “payoff externalities” pattern where the behavioral payoff increases with an 

increased number of people following the same behavior. In addition to the bank run model of 
Diamond and Dibvig (1983), the “information acquisition” models of Brennen (1990), Froot, 
Scharfstein and Stein (1992) and Hirshleifer, Subrahmanyam and Titman (1998) fall under this 

pattern. 
This is the pattern where people follow the behavior of others while ignoring their own 

information in order to maintain their reputation when there is incomplete information in the market. 
The models put forward by Scharftsein and Stein (1990), Rajan (1994) and Zwiebel (1995) fall 
under this pattern. 

Under this pattern, people make an optimum decision on whether or not they will copy the 
behavior of others by conjuring information from the past behavioral pattern(s) of others. The 

models put forward by Bikhchandani, Sushil, Hirshleifer and Welch (1992) and Welch (1992) fall 
under this pattern. 

All of these herd behavior models take notice of the process where people determine their 

own behavior based on the assumed behavior of others, which render their linkage with 
conventional macroeconomic models difficult. In addition, the most crucial point is related to the 

role of expectations, making positive analysis more difficult. Consequently, the concrete application 
of herd behavior to currency crisis analysis has so far been far from sufficient. 
 
(7) Main Positive Research 
 

The currency crisis in Europe provided the stimulus for positive research and econometric 

analysis of a currency crisis. However, special attention is required when dealing with the positive 
analysis of a currency crisis as each researcher tends to analyze using his own definition of a 

“currency crisis”. For example, Eichengreen, Rose and Wyplosz (1995,1996) include “an 
unsuccessful speculative attack” in the definition of a currency crisis because it can be argued that 
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they experienced a crisis by substantial pressure for devaluation due to a large decline of the foreign 

reserves even if the currency was not devaluated. 
Eichengreen, Rose and Wyplosz (1995) conducted the first large-scale econometric analysis 

of a currency crisis using panel data on 20 OECD countries for the period from 1959 to 1993. This 
analysis shows a close relationship between a currency crisis and deterioration of the current 
account and that both a current account deficit and decline of the foreign reserves are related to an 

expansionary monetary policy, supporting the theoretical conclusions of the above mentioned first 
generation model. 

Frankel and Rose (1996) analyzed the factors of a currency crisis in developing countries 
using panel data on 105 countries for the period from 1971 to 1992. They detected a close link 
between a currency crisis in developing countries and a decline of the direct investment/foreign 

debt ratio, lowering growth rate, increase of domestic lending and interest rate increase among 
developed countries. 

Econometric analysis of currency crisis contagion was first conducted by Eichengreen, Rose 
and Wyplosz (1996). Here again, panel data on 20 OECD countries for the period from 1959 to 
1993 was used to find that contagion of a currency crisis from one country to another occurs with a 

probability of 8%. 
 
1.2.2. Theoretical Models of Asian Currency Crisis 
 
(1) Moral Hazard/Asset Bubble Model 
 

It was Krugman (1998) who pointed out that the recent Asian currency crisis was a new type 

of currency crisis beyond explanation by conventional models. Krugman argues that financial 
institutions, which had fallen into a state of moral hazard by obtaining an implicit government 
guarantee vis-a-vis lending, caused an asset bubble through excessive investment and that the 

eventual bursting of the bubble led to the bankruptcy of such financial institutions via the collapse 
of asset prices, causing a currency crisis. 

In his own first generation model [Krugman (1996)], excessive government expenditure 
supported by an increased money supply by the central bank causes domestic inflation, in turn 
becoming the prime mover in the collapse of a fixed exchange rate system. In East Asian countries 

where no significant fiscal deficit problem existed, the new model [Krugman (1998)] asserts that 
excessive investment by the private sector caused an asset bubble. The appropriateness of this 

argument depends on whether or not there was a government guarantee, be it either explicit or 
implicit, regarding lending by financial institutions.12 If the new model intends the incorporation of 
the generation and bursting processes of an asset bubble, this model must be compared to the credit 

cycle model to be described later for evaluation of its validity. In any case, the appropriateness of 
this model can only be assessed by empirical analysis of the causes of the Asian currency crisis. In 

                                                 
12 Krugman (1999) presents a new model which incorporates the role of the balance sheet for investment decisions 

by companies and the role of capital movement to affect the real exchange rate in response to the progress of positive 
research on the Asian currency crisis. 
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reality, however, it is difficult to prove that investors in the Asian economy where the bankruptcy of 

financial institutions was a rare phenomenon were well aware of the possibility of the insolvency of 
the banks in which they had invested. 

Corsetti, Presenti and Roubini (1998) showed the mechanism whereby excessive investment, 
excessive foreign debts and the occurrence of a current account deficit lead to a crisis, assuming the 
moral hazard described by Krugman (1998). 
 
(2) Liquidity Crisis Model 
 

Chang and Velasco (1998b) modeled the mechanism whereby a lack of international 
liquidity in the banking sector leads to a financial crisis and point out that the liberalization of 

domestic finance and inflow of foreign capital accelerate this shortage of liquidity of banks. They 
show that a collapse of banks stalls the economy through a credit crunch as well as destroys asset 
prices. They also showed that when the central bank plays the role of “lender of last resort” under a 

maintained fixed exchange rate system, “a run on banks” will result in “a run on the economy”. 
Chang and Velasco (1998c) demonstrated the process of a banking crisis turning into a 

currency crisis and also verified that the Asian currency crisis fits the model proposed by them 
(1998b) and that the maintenance of the fixed exchange rate system and preserved function of the 
central bank as the lender of last resort constituted the background of the crisis.13 
 
(3) Banking Crisis Approach 
 

The Asian currency crisis was characterized by the accompanying collapse of the financial 
system in the form of the bankruptcy and closure of banks as well as non-banks. While the liquidity 

crisis model discussed in (2) above is closely linked to the inherent problems of the financial sector, 
other research related to the banking crisis is summarized in this section. 

Burnside, Eichenbaum and Rebelo (1998) argue that an implicit government guarantee to 

save the banking system will burden a prospective deficit in the fiscal sector and that a speculative 
attack will occur when the present value of the future fiscal deficit increases. This model is based on 

a combination of a banking crisis and the first generation model. 
Miller (1998) goes beyond the conventional argument of crisis transformation from a 

banking crisis to a currency crisis or from a currency crisis to a banking crisis and points out the 

possibility of crisis contagion through twisting at the border from a banking crisis in country A to a 
currency crisis in country B or from a currency crisis in country A to a banking crisis in country B. 

While the positive analysis of a banking crisis put forward by Demirgüç-Kunt and 
Detragiache (1998) and Eichengreen and Rose (1998) uses domestic macroeconomic indicators and 
external indicators, including the real exchange rate and growth rate as well as the interest rate, of 

                                                 
13 Based on Diamond and Dibvig (1983), Chang and Velasco (1998a) examine the financial vulnerability, foreign 

exchange system and financial policy in an open economy from the viewpoint of maximizing social welfare. According 
to their argument, while a fixed exchange rate system can optimize social welfare as in the case of a flexible exchange 
rate system, it is vulnerable to runs on banks and currency crises. 
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advanced countries, etc. as explanatory factors, Caprio (1998) argues that the occurrence of a 

banking crisis should be analyzed using the capital-asset ratio of banks and the level of the 
supervisory system of the financial sector, etc. as direct explanatory factors. Although the scoring 

method used by Caprio appears to be rather crude, his approach suggesting the possibility of 
currency crisis contagion due to the vulnerability of the financial sector instead of real factors, 
namely trade relationship, provides a new viewpoint. 
 
(4) Contagion Approach 
 

The latest Asian currency crisis originally commenced in Thailand and then spread to other 
ASEAN countries and South Korea. The fact that a large number of countries suffered the collapse 

of monetary system and countries with relatively good fundamentals like South Korea got involved, 
made us pay more attention to the role played by contagion. It can also be said that the Asian crisis 
spread as far as Russia and Brazil with the passing of time. (From another point of view, it may be 

argued that the policies employed by Brazil and Russia could not have been sustained were it not 
for the Asian crisis.) The phenomenon of contagion is explained, for example, by Glick and Rose 

(1998) who show that the cause of currency crisis contagion can be positively explained by finding 
out high-rankings of Malaysia, Indonesia and South Korea in the trade linkage points assuming 
Thailand as the seismic center of the currency crisis. Analysis was also conducted by Masson 

(1998) who attempts to define and demonstrate contagion solely by its linkage with multiple 
equilibria. 
 
(5) Panic Model Approach 
 

The financial panic model describes a currency crisis as the result of a spreading domino 
effect caused by the sudden withdrawal of short-term funds by a lender. When the amount of 
short-term capital from banks in advanced countries exceeded their outstanding foreign reserves in 

South Korea, Thailand and Indonesia, it was obvious that the foreign reserves would soon be dried 
up if all these banks uniformly refused the roll-over of invested capital. The panic model appears to 

be particularly relevant to South Korea where the refusal of roll-over by foreign financial 
institutions, despite the fact that the fundamentals were not too bad, was almost exhausted foreign 
reserves. This kind of panic model is expanded by Radelet and Sachs (1998), originating from the 

panic model for domestic finance proposed by Dybvig and Diamond (1983). 
 
(6) Credit Cycle Approach 
 

A characteristic of the latest Asian currency crisis is that it was accompanied by the boom 

and bust of the asset bubble involving shares and real estate as in the case of Thailand. Edison, 
Luangaram and Miller (1998) investigated the mechanism of rising asset prices above equilibrium 
prices by incorporating asset investment relying on bank lending in the credit cycle model of 

Kiyotaki and Moore (1997). In presenting this multiple equilibrium model, they also argued for the 
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necessity for policy intervention because of the possibility of involving prudent companies in the 

revision of bubble prices. 
 
(7) Various Positive Research 
 

Sachs and Radelet (1998a) point out that the problems faced by East Asian countries were 

not serious prior to the currency crisis, from both the macroeconomic and microeconomic aspects 
and that (i) the central role played by the panic behavior of overseas financial institutions in the 
crisis and (ii) the worsening of the vulnerability to panic due to the substantial capital inflow from 

overseas prior to the crisis, shaped the characteristics of the Asian crisis. In another paper (1998b), 
they also point out that there were three factors to the crisis: (i) changes of the international market 

environment, (ii) inappropriate growth policies adopted by Asian countries and (iii) inherent 
instability of the international capital market. 

Meanwhile, Ito (1998a) summarizes the three causes of the Asian currency crisis as: (i) 

employment of a fixed exchange rate system pegged to the dollar by Thailand and many other East 
Asian countries, (ii) vulnerability of financial institutions in these countries and (iii) predominance 

of short-term capital in the capital inflow. The mechanism of the collapse of the dollar peg system 
was modeled by Ito, Ogawa and Sasaki (1998) using the duopoly model which proposed the 
desirable currency basket formula after the crisis. Ito (1998b) describes the process where the 

maintenance of the dollar peg system and the weak yen have slowed down the export growth of 
East Asian countries since 1995. 

By comparing the Asian currency crisis with the Latin American currency crisis, Kaminsky 
and Reinhart (1998) argue that the structure of the crisis in these two regions is becoming 
increasingly similar as, in the 1990’s, short-term borrowing rapidly grew in Asia, where direct 

investment used to be the main force of capital inflow, while in Latin America direct investment 
expanded its share, partly due to the implementation of inflation stabilization programs. 

Whether it was possible to predict the Asian currency crisis has been dealt with in a series of 
papers on the early warning signals. Kaminsky and Reinhart (1998) and Kaminsky, Lizondo and 
Reinhart (1998) pointed out the foreign reserves, real exchange rate, domestic lending, lending to 

the public sector and inflation rate as the most significant leading indicators of a currency crisis, 
which is likely to occur within the next 24 months. When these indicators rise above certain 

threshold values. 
Through comparative analysis of the Mexican currency crisis and Thai currency crisis, 

Goldfajn and Valdes (1998b) disclose that while over-valuation of the real exchange rate could 

constitute a leading indicator of a currency crisis, it is difficult to believe that the expected exchange 
rate plays the role of predicting a currency crisis. Montes (1998) describes the background of the 

Asian currency crisis in a comprehensive manner, pointing out the mis-management of “twin 
liberalizations”, i.e. liberalization of domestic finance and liberalization of international capital 
transactions, as a special cause of a financial crisis. 
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(8) Criticism of IMF 
 

During the Asian currency crisis, the IMF prepared assistance programs for Thailand, 

Indonesia and South Korea (and the Philippines prior to the occurrence of a crisis). Criticisms of the 
IMF’s prescriptions are outlined in this section. Although the extreme argument that the IMF 

completed its mission with the collapse of the Bretton-Woods System in 1971 is not put forward 
here, it must admit to have made some mistakes in dealing with Asian currency crisis.14 

Criticism of the IMF centers on whether or not the conditionalities of economic policies 

imposed on Asian countries facing a currency crisis were appropriate. To be more precise, criticism 
of the IMF is classified into (i) whether the tight macroeconomic policy imposed on Asian countries 

was appropriate and (ii) whether placing emphasis on the structural policy rather than on the 
macroeconomic policy was appropriate. 

With regard to the first point, Ding, Domaç and Ferri (1998) criticize the IMF that some 

Asian countries advised to tighten monetary policies after the occurrence of the crisis faced a credit 
crunch which resulted through the propagation channels of monetary policy, such as credit rationing 

and flight to quality by both banks and depositors, worsening the overall activities of the economy.  
With regard to the second point, Feldstein (1998) points out that in the face of the Asian 

currency crisis, the IMF mistakenly responded by demanding structural reform which was 

essentially inappropriate as a short-term measure because it had extended its new business to 
arranging economic structural transformation through its dealings with the Latin American debt 

crisis in the 1980’s and assisting transitions of the former Soviet Union and East European countries, 
exceeding its original role as a guardian of the fixed exchange rate system.15 

The IMF counter-argues such criticism mainly through its web site. The IMF (1998) admits 

that the conventional supervisory system of financial institutions was insufficient in view of the fact 
that the vulnerability of the financial system was one factor causing the Asian currency crisis and 

that it made the mistake of under-estimating the post-crisis contraction of the real economy and the 
contagion effect. However, it defends its prescriptions by pointing out that it made the necessary 
swift decision on assistance to restore confidence in the economy.  

Similarly, from the point of view of the IMF, Goldfajn and Baig (1998) argue that there was 
little evidence for the excessively tight financial policies introduced after the crisis as the real 

interest rate had become negative in some countries after that and that the introduction of tight 
financial policies was then urgently required to rectify the undervalued level of the real exchange 
rate which had over-swung from the overvalued level of the pre-crisis period. 

 
 

                                                 
14 Krueger (1998) studies the establishment purposes of the IMF and World Bank, their changing role in their 50 years of 

operation and future prospects although reference to the Asian currency crisis is limited. Ito (1999) and Corden (1999) 
criticize the IMF in relation to the Asian currency crisis in order. 

15 Feldstein (1999) assets that it is necessary for developing countries to secure sufficient liquidity through their own 
efforts instead of relying on the help or aid of the IMF and other international organizations in order to strengthen their 
resistance to speculative attacks and proposes the establishment of a credit facility by private financial institutions using 
trade receivable as security as a means of securing liquidity at a relatively low cost. 
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1.3.  POLICY IMPLICATIONS OF THEORIES 
 

The Asian currency crisis is explained from various theoretical models in Part II. This part 

examined how effective these theoretical models are to explain the Asian currency crisis. As 
described in Part I, the Asian currency crisis has many aspects, therefore, analysis of the 

applicability of the theories to the Asian currency crisis on each country is necessary. Firstly, the 
relationship between the specific conditions of each country discussed in Part I, and the theoretical 
models described in Part II is summarized below. 

Thailand’s experience indicates a mixture of the old aspect where the traditional currency 
crisis model applies (unsustainability of a fixed exchange rate due to the drying up of the foreign 

reserves) and new aspect (possibility of the emergence of a moral hazard due to the large movement 
of private capital). Facing the situation where the inflow of a large amount of short-term capital 
supported the domestic bubble, followed by a huge outflow resulting from the bursting of the 

bubble, it is difficult to demonstrate how much overseas investors made investments simply based 
on optimistic forecasting or how much moral hazard existed. While speculation by hedge funds 

played a major part in the collapse of the fixed exchange rate in Thailand, it is not certain whether 
the fixed exchange rate system could have been maintained if no such speculation had taken place. 
The high current account deficit/GDP ratio of 8% strongly suggests that the fixed exchange rate 

could have been unsustainable without policy changes. It is clear that hedge funds did not give 
enough time for such changes. In the case of Thailand, a banking crisis and currency crisis 

simultaneously occurred. 
The problem in Indonesia was not purely economic because of the growing importance of 

political issues (sustainability of the Suharto regime), in addition to economic issues. However, the 

banking crisis approach appears to be appropriate in the sense that a banking crisis and currency 
crisis simultaneously occurred. There was also strong contagion from Thailand. The situation from 

December 1997 to January 1998 when the political crisis deepened, may be suited to the panic 
model approach. 

The liquidity crisis model and panic model approach are the most appropriate for South 

Korea. Although the fundamentals were not particularly bad, the crisis deepened because of the end 
of dollar fluidity (also drying up of the foreign money reserves), in turn caused by refusal of the 

roll-over of short-term capital by Japanese, American and European banks. The presence of a 
flexible exchange rate did not solve the problem. 

The most important point is that the contagion effect of the Asian currency crisis was very 

strong. The impacts of the Asian currency crisis, which started in Thailand and which spread to 
neighboring Asian countries, were stronger than in the case of any earlier currency crises. The fact 

that many economists believe that South Korea would not have experienced a currency crisis were 
it not for the crisis in Thailand and Indonesia illustrates the strength of the contagion effect. 

From a slightly different viewpoint, it can be argued that the cause of the Asian currency 

crisis lay with the pursuit of the “impossibility” of meeting all the requirements of (i) the dollar peg 
system, (ii) capital liberalization and (iii) the independent financial policy. As taught by any 
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standard textbook on international macroeconomics, it is impossible to simultaneously meet the 

requirements of these three issues. Accordingly, the Asian currency crisis was inevitable and its 
solution was considered as removing one or two of these three principles. This situation is 

summarized in the table below. 
 
Table 1-3  Policies after the Crisis 

Dollar Peg 
Capital 

Liberalization 
Independent 

Monetary Policy  Asian Examples 

Yes Yes Yes Crisis! Asian countries before 1997 

No Yes Yes 
Adoption of flexible 
exchange rate system 

Post-currency crisis 
Thailand, Indonesia, 
Philippines, Taiwan, South 
Korea and Singapore 

Yes No Yes Capital control 
China and post-crisis 
Malaysia 

Yes Yes No Currency board Hong Kong 

 
The first option to escape from this “impossibility” is to abandon the dollar peg system in 

order to shift to a completely flexible exchange system. Many Asian countries which have 
voluntarily or under force abandoned the dollar peg system have since maintained a flexible 
exchange rate system. Many economists believe that a shift to a flexible exchange rate system 

eradicates a currency crisis in developing countries as well as emerging markets. However, from the 
point that violent fluctuations of the exchange rate are undesirable even under the flexible exchange 

rate system, a shift alone does not eradicate “a currency crisis in a broad sense”. The last point was 
clearly demonstrated in Indonesia and South Korea where a currency crisis occurred after the shift 
to a flexible exchange rate system. 

The second option is to introduce “capital control” while maintaining a fixed exchange rate 
system. If the inflow and outflow of short-term capital based on yield differential can be controlled, 

it is possible to maintain both an independent financial policy, i.e. detachment of the domestic 
interest rate from the interest rate in the global market, and a fixed exchange rate system. China has 
long maintained capital control since before the crisis, while Malaysia introduced capital control in 

September 1998, when it restored the fixed dollar peg system. As capital control mainly focuses on 
short-term capital, the control of direct investment does not enter the arena of the debate on 

currency defense. In regard to crisis prevention measures, the effectiveness of controlling “the 
inflow” of short-term capital as a preventive measure is often advocated. While there is increasing 
support for inflow control in the aftermath of the Asian currency crisis, there is controversy 

regarding the Malaysian capital control because of its inclusion of outflow control. 
The third option is to abandon an independent monetary policy, an example of which is the 

currency board system employed by Hong Kong. Under this system, the central bank intervenes to 
maintain the fixed exchange rate system in response to the amount of capital which freely moves in 
and out of Hong Kong. The currency board system automatically increases or decreases the 
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monetary base of the domestic currency in response to an increase or decrease of the foreign 

reserves as a result of intervention. The mechanism of declining the domestic money supply due to 
capital outflow automatically provides an incentive for capital inflow to take advantage of the rising 

interest rate has earned the reputation of being highly resistant to speculation. In fact, such strong 
resistance of the currency board system to speculation has so far been proven in Argentina and 
Bulgaria, which adopt this system. Even so, intervention in the stock market was necessary in Hong 

Kong as speculation simultaneously occurred in the foreign exchange market and share market, 
illustrating the fact that the currency board system is not a universal remedy.  
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CHAPTER II 
 

POLICY SUGGESTIONS OF EACH COUNRTRY’S ECONOMISTS  
 
 

This chapter introduces the policy suggestions for the economic recovery by economists 
representing each country (Thailand, Indonesia, Philippines, China).  We consigned the writing 

from the following persons: Thailand, Dr. Kitti Limskul Chulalongkorn University, Indonesia, Dr. Sri 
Mulyani, Director,Institute for Economic and Social Research, University of Indonesia; the 

Philippines, Dr. Mario B. Lamberte, Acting President, Philippine Institute for Development Studies; 

and China, Dr. Huijiong Wang, Vice President of Academic Committee, Development Research 
Center of the State Council.  In this chapter, only the main points of their suggestions are 

summarized, and the originals can be read in the appendix. 
Also, these policy suggestions were presented at the Bangkok workshop in February 1999, 

and discussed among the participants, including the policy makers of each country.1  This chapter 
also introduce the substance of this discussion. 

Finally, we summarize the common issues for the economic recovery of each country, and  

general comments of the workshop as the regional approaches to these issues. 

 

                            
1 Main attendants were as follows. 

Thailand:  H.E. Mr. Tarrin Nimmanhaeminda, Minister of Finance (Guest Speech) 
 Dr. Kitti Limskul, Faculty of Economics, Chulalongkorn University (Presenter) 
 Mr. Sasnsern Wongcha-um, Deputy Secretary General, National Economic and Social Development 

Board (Commentator) 
Indonesia:  Dr. Sri Mulyani Indrawati, Director, Institute for Economic and Social Research, Faculty of 

Economics, University of Indonesia (Presenter) 
 Dr. Soekarno Wirokartono, Deputy Chairman for Fiscal and Monetary Affairs, Badan Perencanaan 

Pembangunan Nasional, BAPPENAS (Commentator) 
Philippines:  Dr. Mario. B. Lamberte, Acting President, Philippine Institute for Development Studies (Presenter) 
 Ms. Ofelia M. Templo, Assistant Director-General, National Economic and Development Authority 

(Commentator) 
China: Dr. Huijiong Wang, Vice President of Academic Committee, Development Research Center of the 

State Council (Presenter) 
 Dr. Xuejin Zuo, Vice President, Shanghai Academy of Social Science (Commentator) 
Japan:  H.E. Mr. Hiroshi Ota, Ambassador Extraordinary and Plenipotentiary of Japan to the Kingdom of 

Thailand (Guest Speech) 
 Prof. Shiteru Ishikawa, Emeritus Professor of Hitotsubashi University (Commentator) 
 Prof. Takatoshi Ito, Hitotsubashi University Concluding Remarks) 
OECF:  Mr. Toru Shinotsuka, Vice President, Member of the Board, OECF (Opening Remarks) 
 Mr. Yuji Morimoto, Chief Representative, OECF Bangkok Office (Moderator) 
 Mr. Kaoru Hayashi, Director, 1st Division, Operations Dept. II, OECF (Moderator) 
 Mr. Junichi Yamada, Senior Economist, Director, Research Institute of Development Assistance 

(RIDA), OECF (Moderator) 
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2.1. THAILAND 
 

2.1.1. Policy suggestions for the economic recovery in Thailand (Dr. Kitti Limskul, Faculty of 

Economics, Chulalongkorn University) 
 

As of December 1998, the exchange rate of Baht is stable and the current balance has been 
improving, but the domestic economic recession has continued.  Below, we propose policies which 

are necessary for Thailand in order to prevent the economy breaking in the short term, to achieve 
structural adjustment in the medium term, and to start the sustainable economic growth in the 

long-term. 

(1) Short-term action plans 
Stimulation of domestic demand and job creation through public investment 

• Implement labor-intensive projects both in cities and rural areas. 
Eliminate social unrest through relief to individual debtors, and employment policies 

• The government establishes a council to promote debt restructuring in the local level. 

• Improve the efficiency of job introduction systems through the computerization. 
Strengthening of banking system 

The Ministry of Finance and the Bank of Thailand establish a monitoring system of financial 
institutions and a credit reference system to publicize the soundness of borrowers. 

• The Ministry of Finance and the Bank of Thailand carry out reeducation of the auditors and 
bank examiners. 

• Transfer the role of the FIDF (Financial Institution Development Fund)2 to the Deposit 

Insurance System. 
• Introduce a system that discloses the soundness of financial institutions anytime, and 

reinforce monitoring functions, in addition to preventing bank runs and panic as much as 
possible. 

Export promotion 

• Grant export credit. 

 
(2) Medium-term action plans 
Monitoring of capital inflow 

• All trading transactions and capital transactions must be reported to the Bank of Thailand 
compulsory, and monitoring of capital movement is strengthened. 

• Grant tax preferential measures to companies which transfer their funding procurement 

structure from short-term funding to long-term funding. 
• Establish the early warning system in respect to instability of the capital market. 

                            
2  An internal organization of the Bank of Thailand established in 1985; accepts capital increase of commercial banks and 

finance companies that have fallen into management crisis, as well as acquiring new stocks, dispatching management 
teams and providing low interest loans. 
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Financial policies 
• In order to stimulate domestic demand, start the fiscal stimulus as well as financial 

deregulation. 

 
(3) Long-term action plans 

Human Resource Development for advance industry 
• The Thai government formulated an industrial structure adjustment master plan in order to 

build an export production based on high value-added products by 2002.  However, there 
are some restrictions for this objective.  First is the difficulty of stable supply of the low 

interest, and long-term fund.  Second is the lack of human resources to foster industrial 

enterpreneurs capitalists.  Third is the lack of specialists industrial technology, finance, 
marketing, and product development fields.  In order to overcome these restrictions, the 

following action plans are necessary. 
• Establishment of a training system in order to modernize the technology and knowledge of 

human resources in the private and the public sectors. 

• Establishment of a technology transfer agency which provides fundamental know-how of 
R&D to companies. 

• Supply long-term industrial funding using ODA loans. 
Promotion of small- and medium-sized enterprises as supporting industries 

• Organize groups of small- and medium-sized enterpries according to type of industries 
through private leadership. 

• Establish financial institutions to invest specialized for small- and medium-sized enterprises 

and venture companies. 
• Establish agencies for technical support for small- and medium-sized enterpries to support 

development product design, new products, and overseas marketing, and networks for 
collecting and sharing of information. 

Revision of agricultural policy 

• Encourage systematization of cooperative unions by farmers, and their activities.  
Specifically, separate financing for cooperative unions from BAAC (Bank of Agriculture 

and Agricultural Cooperatives), and establish an exclusive financial institution for 
cooperatives. 

• The repayment period all short-term debt of individual farmers, should be carried over, and it 
should be included a cooperative finance scheme in the long term. 

• Carry out comprehensive agricultural reforms which include land reform, forest protection, 

reform of water supply policies, and integration of governmental agencies. 
Independent protection of natural resources and environment by regional communities 

• Based on partnership with related governmental offices, entrepreneurs and other interest 
groups, regional residents independently manage to protect resources and the environment. 

 



 36

2.1.2. Discussions in the workshop 
 

The opinion was roughly agreed that a policy of economic stimulation through government 

spending is necessary in the short-term.  However, it is necessary to judge the proper timing of 
financial deregulation and fiscal measures in accordance with the recovery from the economic crisis.  

Dr. Kitti stated that just after the economic crisis occurred, a high interest rates policy was 
unavoidable for currency stability, however, since the macroeconomy is been stable currency, 

economic recovery by financial deregulation should be priority.  On the other hand, Deputy Director 
General Sasarn of the National Social Development Agency (NESDB) pointed out that the 

government has already been implementing policies to stimulate the economy through the fiscal 

measures, and as a result, the 1999 ratio of financial deficit to GDP is 3%.  In addition, he 
mentioned that the recovery of the global economy is important for Thailand's economic recovery. 

Secondly the participants were interested in the role of the agricultural cooperatives and the 
role of BAAC (Bank of Agriculture and Agricultural Cooperatives).  At present, the Thai Ministry 

of Agriculture and Agricultural Cooperatives is attempting to strengthen the role of the agricultural 

cooperatives as the main actos of the ministry’s policies based on the structural reform plan.  In 
particular, it encourages farmers to save through agricultural cooperatives, and establishes a fund 

jointly with government savings banks, based on the collected savings, in order to reinforce finance 
for farmers.  Dr. Kitti’s proposal is basically in agreement on the point of reinforcing the role of the 

agricultural cooperatives.  However, the direction differs from the Ministry of Agriculture and 
Agricultural Cooperatives, which is trying to increase the functions of agricultural cooperatives until 

they can compete with BAAC in the future.  Dr. Kitti criticizes the BAAC’s movement to a 

commercial bank, and proposes BAAC as a financial institution which specializes in loans for the 
agricultural cooperatives.  On the other hand, the participants from BAAC refuted that less than 

20% of BAAC's total loans is for the agricultural cooperatives, but this is because of the result of 
strict examines of the operating ability of the cooperatives, and it is difficult to increase the loans to 

the cooperatives in order not to increase overdue credit.  On the other hand, the participants of 

BAAC, pointed out that under the new Agriculture and Agricultural Cooperative Law, not only loans 
for agriculture, but also loans for education, medical care, housing and other public welfare are 

possible, and BAAC’s loans are useful for the construction of the social safety net. 
Thirdly, in regard to policies for export promotion, it is agreed that the granting of credit to 

export enterprises is important, but on the other hand, NESDB Deputy Secretary General pointed out 
that unless 2% growth of the global economy as a whole, and 4% growth in world trade are not 

achieved in 1999, it is difficult to achieve 4% export increase which is the government goal.  And in 

regard to the fact that exports stops its growth due to the currency stabilization, the discussion was 
held regarding the appropriate exchange rate level. 
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2.2.  INDONESIA 
 

2.2.1. Policy suggestions for the economic recovery in Indonesia (Dr. Sri Mulyani Indrawati, 

Institute for Economic and Social Research, Faculty of Economics, University of 
Indonesia) 

 
The Indonesian crisis has increased its seriousness due to the political crisis as well as the 

economic crisis.  Unless the political, stability is difficult to overcome the economic crisis, and at 
the same time, efforts to promote the structural reform for economic recovery is necessary.  The 

following part mentions the policies which are necessary in order to achieve the economic stability in 

the short-term, and to achieve the sustainable development in the long-term in Indonesia. 
 

(1) Short-term action plans 
Macroeconomy stabilization plans 

• Stabilize the exchange rate (maintain the float system which sets an exchange rate target 

range) 
• Control the overall demand by the prudent government spending (provide subsidies with 

checking the degree of priority). 
• Improve balance of payment.  In regard to the current balance account, export promotion 

(working capital support to export enterprises, etc.) and reschedule of interest payment on 
foreign debt are important.  As for capital account, increase of direct investment and 

avoidance of capital flight are necessary. 

Promotion of economic activities 
• Carry out corporate restructuring for the good corporate governance. 

• Proceed with restructuring in the banking sector.  Ensuring the transparency of bad debt 
restructuring, injection of the public capital with clarifying the bank management and 

shareholder responsibility. 

• Utilize existing small-scale finance and regional financial institutions, and reinforce loans for 
small and medium-sized enterprises. 

Construction of the social safety net 
• Supply daily necessities to socially weak groups 

• Carry out labor-intensive projects in order to ensure employment for socially weak groups. 
• Ensure medical care, education and other social welfare services for socially weak groups. 

System reform 

• Carry out reform of various systems in order to ensure transparency and fairness in the 
corporate and banking sectors. 

 
(2) Medium-term action plans 

Ensuring the economic growth (reinforcement of the supply side) 

• Promote export industries (infrastructure development, financial support, technology 
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development support, etc.). 
• Invite export-oriented foreign direct investment. 

• Ensure the government revenue sources by expanding tax collection and issue of the 

government bonds. 
Reinforcement of the industrial structure 

• Improve the competitiveness of small and medium-sized enterprises (infrastructure 
development, abolition of unnecessary regulations, discontinuance of inefficient transaction 

practices, etc.). 
• Improve corporate competitiveness through human resource development and technological 

development. 

• Improve efficiency of domestic industry through privatization of the state-owned enterprises. 
Construction of the market infrastructure 

• Introduce fair competition policy (abolition of monopoly by large companies, etc.) 
• Promote information disclosure regarding corporate finance. 

• Establish the legal system for corporations, such as the Commercial Laws. 

• Improve the administrative efficiency. 
 

(3) Long-term action plans 
Improving fairness in the development 

• The government promotes development of agriculture and in the rural communities through 
financing for farmers, and resolves the problem of poverty in the rural communities. 

• Carry out human resources development, which matches the industrial development 

(education and training which emphasizes industry-university co-operation, introduction of 
tax preferential measures for the internal education, etc.). 

Environmental protection 
• Introduce preventive measures for environmental pollution (introduction of the clean 

technology, establishment of environmental assessment of projects, etc.). 

Structural reform in the public sector 
• Ensure the transparency and fairness of the administration. 

• Downsize the public sector as much as possible, and concentrate provision to the more 
specialized areas. 

 

2.2.2. Discussions in the workshop 
 

First, discussions were held concerning on the short-term macroeconomic stabilization 
policies.   According to the suggestion of Dr. Sri Mulyani, prudent management of the 

governmental expenditure is necessary for control of overall demand; on the other hand, Dr. 
Soekarno mentioned that the fiscal expenditure is necessary for the stimulation of the domestic 

demand and construction of the social safety net.   

Regarding the IMF structural reforms, which request to reduce the governmental subsidies for 



 39

foods and fuel, Dr. Sri Mulyani commented that IMF policies are agreed basically; on the other hand, 
it is important, to recognize the industries which reduce the governmental assistance. 

Second, it was agreed that establishment of government and corporate governance is 

extremely important in Indonesia.  In particular, the establishment of administrative transparency 
through a monitoring system is an essential condition in order to effectively utilize Japanese 

assistance.   In regard to the governance problem, it was also indicated that careful treatment was 
necessary for the financial support to small and medium-sized enterprises.   BAPPENAS Deputy 

Chairman for Fiscal and Mastery Affairs, commented opposite to the loans to small-medium sized 
enterprises under the current low transparency administrative system since these loans were highly 

likely to cause rent seeking. 

Lastly, it was confirmed that the economic recovery is difficult unless the political stability 
was achieved.  In this regard, the participants indicated that the political role of the Indonesian 

Military should be downsized. 
 

2.3. PHILIPPINES 
 

2.3.1. Policy suggestions for the economic recovery in the Philippines (Dr. Mario B. Ranberts, 

Philippine Research Institute for Development Studies) 
 

The impact of the recent economic crisis on the Philippines was comparatively low.  This is 
because when the Philippines faced the economic crisis in the 1980s, the structural reforms of the 

economy, including strengthening of the financial system, had already been implemented, so the 

effect that the recent crisis on the domestic economy was alleviated.  However, when the crisis 
initially occurred, the financial authorities adopted the high interest policy in order to defend the local 

currency, and so the economy went into recession.  The following part proposes policies necessary 
for the economic recovery in the short-term, and for sustainable development in the medium-term. 

 

(1) Short-term action plans 
Policy for the economic stimulation 

• Economic stimulation policies should focus on the sectors which are important for the 
economy.  For example, invest in the agricultural sector, which is broadly related to other 

sectors (investment in agricultural infrastructure) should be focused.  Also, supporting the 
small and medium-sized enterprises, which have potentials to absorb employment 

(improving access to formal finance and modern technology, etc.) is important. 

Mobilization of domestic resources 
• The government should negotiate to convert to longer-term loans from the one-year bridge 

financing obtained from Foreign Currency Deposit Units of domestic banks (610 million 
dollars). 

• Promote privatization of the government assets (selling off remaining shares of Philippine 

National Bank and Petron Company; privatization of the national electric power corporation 
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and the Philippine National Oil Co., etc.). 
• Prepare finance-related laws (enactment of General Banking Law, New Securities Law, New 

Investment Company Law). 

 
(2) Medium and long term action plans 

Finance and exchange policies 
• Maintain flexible exchange rate policy. 

• Develop an early warning system in respect to international balance of payments crises and 
financial crises. 

• Improve the information system concerning capital flow and level of corporate debt. 

Framework of competition policies  
• Prepare consistent framework of competition through revision of the Monopoly Prohibition 

Law and establishment of executive agencies of the Monopoly Prohibition Law and the 
regulations. 

• Should cover its competition policy on the infrastructure areas (for example, electric power, 

communications, water supply, drainage and transport), which the government plans to 
promotes the entry of the private enterprises. 

Improvement of executive taxation 
• The government ought to reinforce supervision of stopfilers through development of a 

taxpayer master list; introduction of selective auditing; information collection and analysis 
 by a third party; improvement of assessment system of actual results of revenue officers; 

training of government officials aimed at response to computerization; establishment of data 

processing centers, etc. 
Taxation to the financial sector 

• For further efficient improvement of financial mediation functions and development of the 
capital market, the government must attempt to resolve the following issues regarding tax. 

• Appropriate tax processing concerning the bad debt reserve funds of banks; discontinuation 

of revenue-stamp duty against financial transactions; abolition or an alternative plan of gross 
receipts tax. 

Reform of pension fund system 
• In particular to the two pension funds which the government is supporting, it should 

recognize and revise the necessity of integrating the funds, and the necessity of investment 
liberalization of pension funding to foreign assets in order to minimize the risk exposure of 

pension assets. 

Industrial structural reform 
• In order to reinforce industrial competitiveness, the following reforms are necessary: 

Promotion of private entry into infrastructure investment to eliminate the infrastructure 
bottleneck, which has caused the increase of the public costs in the Philippines ; transfer of 

profitable technology to the private sector; increase investment in education, and in science 

and engineering education in particular; and improve science education at all stages, etc. 
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Agricultural development 
• Revise policies concerning land sale and transfer (maintaining ownership of land with a 

gradient of more than 18 degrees; prohibiting the sale of land transferred to persons who 

have received benefits from the agricultural reforms, etc.). 
• Improve regional infrastructure. 

• Increase R&D investment in agriculture. 
• Revise policies of trade in agricultural products. 

 

2.3.2. Discussions in the workshop 
 

First, in regard to the suggestion that a policy to stimulate the economy through the fiscal 
stimulus in the short-term, the Assistant Director-General, NEDA, Ms. Templo added the agreement 

to the short-term fiscal stimulus, and the Philippines agreed with the IMF that the governmental 
expenditure is used mainly for agriculture, infrastructure and social services in FY1999, and kept the 

fiscal deficit the same level as that of 1998 (3% of GNP).  In the case of the agricultural sector in 

particular, he pointed out that the immediate issue is that farmers are able to access low interest loans. 
Second, the Assistant Director-General NEDA indicated that alleviating the impact of 

economic recession on the poor is important, and criticized the governments policies was devising to 
alleviate drought damages such as ensuring government expenditure for rice imports and social 

services were not enough, and mentioned the need of more specific policies. 
Third, as the medium- and long-term issues, the Assistant Director-General, NEDA pointed 

out that 1) reorganization of the corporate and banking sectors; 2) agricultural development; 3) 

establishment of good governance; 4) improvement of industrial productivity (technology transfer, 
increase R&D expenditure, human resources development, etc.) were important, and in particular, 

the good governance is the most important since the soft aspects, such as legal system and a 
transparency of administration are necessary for inviting foreign investment. 

Lastly, the participants were interested in the reasons why the economic crisis in the 

Philippines was not as serious as in Indonesia and Thailand, and the policies for the sound the 
financial system in the 1980s.  The IDRC researcher suggested whether the Philippines' experience 

might be used as a reference in restructuring the corporate and financial sectors in Thailand and 
Indonesia.  In response to this, Dr. Ramberte introduced the experience that so-called “crony 

capitalism” was developed in the Philippines, but because the liberalization of the economy has been 
promoted since the economic crisis of the mid-1980s, the corporate restructuring has been proceeded.  

However, he additionally expressed that the Philippines also required the further corporate 

restructuring particularly in the retail sector, etc., where liberalization was delayed, to reinforce its 
corporate governance.  Dr. Sri Mulyani the University of Indonesia, pointed out that while he 

agreed with the importance of corporate restructuring for the economic recovery, there was a limit to 
the action of individual companies, and the administrative restructuring and improvement of 

efficiency were necessary in the long-term. 
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2.4.     China 
 

2.4.1. Policy suggestion for the economic recovery in China (Dr. Huijing Wang, Vice 

President of Academic Committee, Development Research Center of the State Council) 
 

Though China was not influenced by the currency crisis, it does have issues in common with 
the countries mentioned above of export slump3 and bad credit of the financial sector.  Below, we 

will discuss the necessary policies in order to restore the sluggish economic growth in the short-term, 
and achieve the sustainable economic growth. 

 

(1) Short-term action plans 
Export promotion policies 

• Promote diversification of export destinations (discovering new markets, increasing 
competitiveness through quality improvement). 

• Implement tax preferentials to the products for export. 

• Reinforce trade finance for exporters and support working capital. 
• Further promote improvement in the trade. 

• Promote technology transfer, and the introduction of plant and equipment and materials 
using ODA. 

Encouragement of foreign investment 
• Deregulation for foreign investment (opening regulated areas, such as service industries, and 

encouragement of foreign investment in inland areas, etc.). 

Increase the domestic demand 
• Implementation of fiscal measures by issue of the government bonds. 

• Increase bank credit with lower interest rates. 
Stabilization of the financial sector 

• Strengthen monitoring currency stability and financial risk. 

• Promote the financial sector reform including the state commercial banks. 
Reforms of the state-owned enterprises 

• Clarify the concept of corporate property, and establish property rights. 
• Separation of ownership rights and management rights 

• Form corporate groups with international competitiveness (mutual sharing of stocks, support 
formation of multi-national enterprises). 

• Support the small- and medium-sized enterprises (M&A by foreign-owned companies, 

consigned production factories, etc.). 
Establishment of the social security system 

• Prepare systems and laws including old-age pension, medical insurance and unemployment 

                            
3 Though China's exports in 1998 maintained a slight increase at 2% overall, exports to Asia including Japan decreased 

significantly.  Exports to ASEAN in particular fell drastically by 16.1%. 
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insurance. 
 

(2) Medium- and long-term action plans 

Development of agriculture 
• Increase the income of the rural areas through promotion of local businesses and 

improvement of distribution systems. 
Strengthening the competitiveness of the state-owned enterprises 

• Consolidate competitiveness of large enterprises through grouping, and of small- and 
medium-sized enterprises by introduction of foreign investment. 

Fostering small and medium-sized enterprises 

• Support technology development, discover new markets and human resource development. 
Economic development led by domestic demand 

• Make efforts to develop the inland areas (inviting direct foreign investment, economic 
cooperation with the developed coastal cities). 

Promotion of science & technology and education 

• Promote science and technological development in priority industries such as machinery, 
electronics, petrochemicals, construction, housing, automobiles and infrastructure, etc. 

 

2.4.2. Discussions in the workshop 
 
Dr. Xuejin Zuo, Shanghai Academy of Social Sciences commented that stimulating the 

domestic consumption is important for China's sustainable growth, and that this point differed from 

other countries, driven by export-led economic operation.  At the same time, Dr. Wang stated that 
stimulating consumption alone would have no immediate effect in China; therefore, supporting 

business conditions by the implementation of fiscal measures was necessary.  And he emphasized 
that financial support should be given to the strategic industries within the framework of cooperative 

trade and industrial policies with ASEAN countries. 

In regard to this point, the participants discussed that stable tax revenue was necessary for the 
implementation of fiscal measures, but whether that was possible.  In response to this, Dr. Xuejin 

mentioned that tax system reform for increasing tax revenue was also an important theme in the 
economic conferences at the central government level. 

The IDRC researcher asked that in terms of Chinese sustainable economic growth, what level 
of GDP growth rate was targeted.  In response, Dr. Wang answered that an annual rate of about 7% 

was appropriate. 

Second, as lessons from the currency crisis, Dr. Wang pointed out: 1) the importance of 
ensuring the soundness of the financial sector; 2) capital market regulations; and 3) corporate 

governance.  Dr. Xuejin Zuo agreed to Dr. Wang on the point that China's financial sector was 
extremely weak and required protection, and stressed that in order to prevent speculation by foreign 

capital, liberalization of capital transactions should not be hurried.  In response, Professor Emeritus 

Ishikawa of Hitotsubashi University commented that the reform of the financial sector should be 
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advanced for liberalizing capital transactions, and that in regard to financial reform, the experience of 
the Philippines, which historically had similar financial sector weaknesses as China, would be useful. 

Third, opinions were in accord on the point that, for the medium- and long-term, support a 

"weak" sector, such as activation of the agricultural sector, support of small- and medium-sized 
enterprises, investment in the inland areas, build the social security system, etc., was also important 

for the sake of social stability.   It was also pointed out that in consideration of China's aging 
population, it needs to increase productivity by human resource development. 

 

2.5. STRATEGIES FOR ISSUES COMMON TO EACH COUNTRY 
 

Above are various suggestions reflecting the real state of affairs in each country from 
economists of the four countries; we will now focus our attention on common points therein. 

First, as causes of the currency crisis, economists from each country indicated the following in 
common factors: 1) exchange policy represented by dollar pegging; 2) weak domestic financial 

system; and 3) excessive external borrowing. 

In response to them, the policy suggestions of the economists from each country have the 
following three points in common: 1) establishment of exchange and finance policies that transfer 

from short-term funds to long-term and manage investor panic; 2) construction of a sound financial 
system that corresponds to banking crises and liquidity crises; 3) reinforcement of the real sector, 

which is essential for improvement of economic fundamentals. 
Lastly, we introduce the summary statement of the Bangkok workshop by Professor Ito of 

Hitotsubashi University as demonstrating strategies from the regional framework to economic 

recovery. 
First, each country is currently implementing policies to stimulate the economy by fiscal 

expenditure, but a greater effect is anticipated through the regional cooperation. 
Second, the problem of recovery of the financial sector is one common issue in all the 

countries, including the bad credit problem of China's state-owned banks; it is therefore important to 

continue the forums for opinion exchange, such as this workshop, and to share information. 
Third, Japan is providing a large amount of aid to Asia, but since it is providing funds, it 

should also dispatch specialists to each country to monitor the usage of the aid.  Moreover, it will be 
increasingly important for Japanese, who have a good understanding of the regional circumstances in 

East Asia, to make an intellectual contribution based on the association of government and academia. 
Fourth, a strict currency board system and the full float system alone are not effective currency 

systems.  In order to maintain a slow correlation between local currency and the dollar, yen and 

Euro, a managed float system should also be considered as one option. 
Fifth, the crisis can be overcome and it can recover their economic growth, since the high rate 

of savings, skilled labor force and healthy monetary and fiscal policy have not changed since the East 
Asian miracle. 

Lastly, yen loans should not be received with no interest, and consider the long-term vision, 

and so a long-term vision must be above the future repayment.  For the sake of repayment, it is 
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important to foster a capital market to efficiently transfer savings to investment.  Moreover, it is 
important to form a currency market whereby such investment and savings is possible in the Asian 

currencies other than the dollar. 
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Chapter Ⅲ  
 

MEASURES FOR EXPORT PROMOTION  
 
3.1. GOVERNMENT POLICIY INITIATIVES  
 

Export promotion measures in the four countries considered in this study are all 
predicated on two assumptions: (1) rising demand in the international marketplace linked to 
economic recovery in Japan and China; and (2) stabilization of currency values, making it easier 
to import raw materials and components. Private-sector input such as direct investment can 
only achieve so much in these areas, so government financial support is important. 

This chapter describes the measures used to address exporting difficulties in Thailand, 
Indonesia, the Philippines and China, as revealed in the questionnaire and  interview surveys. 
The following areas are focused: i) problems common to all four countries and measures to 
solve them; ii) the differing impact of the currency crisis in each country and the measures 
taken to counter its effects; and iii) structural issues in each country and measures taken to 
cope with them.  

 

3.1.1. Problems common to all four countries 
 

Thailand, Indonesia and the Philippines all have experienced a downturn in domestic 
demand due to the currency crisis, which in turn has affected demand for imports in Asia. Poor 
domestic and overseas demand has impacted heavily on exports, that is normally the driving 
force for growth; in 1998, these three countries recorded either negative economic growth or 
very marginal growth (Except China). 

Thus, a common requirement in all countries is government assistance designed to 
promote exports. Export companies needs support in areas such as: (mainly in the form of 
financial assistance for import settlement such as working capital and L/C guarantees); 
developing new markets (more information on export markets); human resources development 
(subsidies towards training expenses); and technology (sending consultants to advise firms 
working towards international quality accreditation (such as ISO)).  These strategies are 

summarized in Table 3-1. 
In terms of timing, the three areas of finance, new markets and human resources 

development represent short-term or even urgent measures, while the quality accreditation 
consultancy scheme would need to continue into the medium and long term. 
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3.1.2. Differing impact of the currency crisis 
 

Of the above four countries, only Thailand and Indonesia were directly affected by the 
currency crisis, although economic growth also tapered off in the Philippines as a result of the 
indirect effect. Thailand and Indonesia now face the bad debts problems in the financial sector 
due to the crisis, with the shrink of domestic funding liquidity and the real economy badly 
affected. The Philippines, on the other hand, has not experienced turmoil in the finance sector, 
although exports have suffered due to slower demand from the rest of Asia. China, meanwhile, 
posted economic growth (GDP) rate of 7.8% in 1998 and shows no sign of economic disruption 
in the short term. Focusing on the differing impacts by country is crucially important as pointed 

out at OECF- RIDA’s international workshop at Bangkok, Thailand on February, 19991. 
It is thus Thailand and Indonesia who are most in need of short-term export promotion 

strategies. In the Philippines, where the finance sector has not suffered any major damage, 
ongoing medium to long-term support for the real sector is required. Although China has enjoyed 
strong economic growth, reform of state-run commercial banks and other state enterprises—an 
unavoidable part of the transition from a planned economy to a market economy—remains a 
serious problem, which was compounded by the 1998 credit crisis at certain financial institutions 
(non-banks) that severely curtailed credit creation in the private sector. Certainly, private 
companies (chiefly small to medium-sized firms) is experiencing considerable difficulty 

procuring fund through indirect financing2. 
 

3.1.3. Structural issues in each country  
 

The recent currency crisis originated in Thailand and quickly spread to the other three 

countries3. It should be noted that the way in which the crisis manifested itself in each country 
was directly related to structural problems that already existed. In developing support measures 
to deal with the effects of the crisis, we need to understand the nature of the existing structural 
issues in each country.  

Thailand has been encouraging foreign investment from industrialized countries since the 
1980s, and a large number of processing and assembly industries were in operation. The trade 
structure in Thailand is such that higher exports of finished products necessarily means higher 
imports of raw materials and components. As the value of the baht (which was to all intents and 
purposes linked to the US dollar) rose before the currency crisis, exports became less price 
competitive and the current account balance worsened, leading to turmoil in financial sectors. 

In Indonesia, although exports of oil and related products kept the current account 
balance in surplus, the massive and inefficient state-run sector and lack of transparency in 
government administration, fueled by a change in government, eventually led to a flight of ethnic 

                                                 
1 Former professor of Hitotsubashi University, Dr. Ishikawa’s comment at the workshop 
2 For more details, see the discussion of the questionnaire survey of Chinese businesses in Section 4. 
3 Professor of Hitotsubashi University, Dr. Ito’s discussion in Chapter 1 



 48 

Chinese and foreign capital, causing economic turmoil and, in turn, a downturn in the real sector. 
Indonesia is most in need of properly transparent medium to long-term economic  and industrial 
policies. 

In the Philippines, the former Ramos administration was successful on a number of fronts, 
restoring peace, relaxing restrictions on foreign capital and introducing policies clearly modeled 
on a Western-style market economy. The resulting influx of direct foreign investment was highly 
beneficial to the manufacturing sector. The finance sector also enjoyed a substantial presence 
of Western capital and bad assets were not a major problem. 

China, as noted above, is in the process of transition from a planned economy to a market 
economy. Smaller state-owned enterprises, so-called non-agricultural enterprises 
(private-enterprise operations in rural districts not involved in agriculture), private companies 
and foreign-owned companies now provide more exports than the major state-owned 
enterprises. The lack of resources—funding, human resources and technology—for these 

companies constitutes a serious structural problem. Table 3-1 and 3-2 summarize the major 
issues in each country and corresponding steps being taken to address same.  
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Table 3-1 Problems common to all four countries and action plans 
 

Problems 

common to all 

Short-term action plans Medium and long-term action 

plans   

The options for  

cooperation 

Restructuring 

trade 

policies 

A. Inviting foreign investors 

B. Focusing the competitive 

export goods 

C. Developing export markets 

  (Japan, USA, Europe etc.) 

a. Developing infrastructure for 

Improving business activities 

b. Expanding favorite treatment 

for foreign investors 

c. Expanding no-goods trade 

d. Constructing competitive 

industrial structure 

e. Developing business 

environment in remote areas 

・ Know-how providing for 

short-term 4 

・ Yen credit can be 

utilized for a, d, e 

Enhancing 

export 

competitive- 

ness 

 

<Support to firms> 

D. Financing SME for import 

 (working capitals, trade, 

  L/C guarantee, interest 

  financing etc.) 

E. Financing for marketing 

1. Foreign consultants 

2. Constructing data-base 

3. Promotion expenses 

4. Transportation costs 

  to overseas markets 

F. Human resource 

development(management) 

G. Technical Assistants  

1. Procuring inspection 

  equipment for quality 

  control for export-goods 

2. Financing to procuring 

  high-quality components  

<Financial support to firms> 

g. Database for export markets  

h. Technical transfer and 

 intellectual property for 

 competitive products  

1. Procurement of intellectual 

  property 

2. Procurement of equipment 

3. Same as for consultants for 

ISO qualification 

<Financial assistance for 

 regional economy> 

i. Infrastructure development 

  and inducement of FDI 

j. Vocational education in rural 

area 

1. Procurement of consultants 

2. Same as for equipment 

・ D and E-4 can 

  be implemented 

  through 2-step loans. 

・ Sector and commodity 

loans can be for G-1 and 

2.  

Sources: discussion in section 3-2 

 

                                                 
4 Presentation paper for the OECF Work shop dated Feb.22, 1999, University of Indonesia Paper 
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Table 3-2 Unique problems and action plans in each country 

 
Problems Short-term action plans Medium and long-term action plans The options for cooperation

Thailand ・Restructuring non-performing 

commercial debt  

・Improving commercial banking 

transparent and efficient  

・Hiring consultants for ISO and 

enhancing export  

・Setting-up of trade agencies for 

networking with MNC 

・Subsidy to training programs 

・SAPI for short-term 

  action  

・Sector loans for 

  educational facility 

  

Indonesia ・L/C guarantee 

・Credit guarantee for 

  foreign exchange  for 

  imported components 

・Support to foreign exchange 

denominated debt 

・Support to overseas 

  trade-shows, marketing 

  data-base, vocational 

  training program 

・Hiring international consultants for 

ISO and export enhancing 

・Assisting technical transfer and 

intellectual property 

・Assistance for business- 

  management training 

・Assistance for vocational 

  education (staff, equipment) 

・2 step loans for 

L/C guarantee and 

importing component  

・Financing importing 

  intellectual  

  property  

   

Philippines ・ Cutting tariffs for import and 

simplifying its scheme 

・ Developing vocational 

  training 

・Expanding industrial zones 

・ Inducing FDI  

・ Deregulation of infra- 

  structure for FDI 

・Supporting to R&D activities 

・ Conventional yen 

   loans may be 

   extended to training 

   program with 

   equipment. 

China ・Financing to SME for equipment 

and working capitals 

・Database construction of overseas 

market, technologies and partners 

for JV 

・Overseas education for engineers 

・Financing to procurement of 

intellectual property 

・Financing for R&D and setting-up 

the organization  

・Infrastructure development in rural 

area and setting-up inland Industrial 

zones  

・Support to rural manufacturers 

・Financing to municipal governments 

in education and technology 

development 

 

・ Same as Indonesia’s case 

in short-term  action 

plans 

・ Conventional yen loans 

for long-term action plans

  Source：section 3-2
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3.2. CURRENT STATE OF EXPORTS AND PROMOTION PLANS IN 
THAILAND 

 
3.2.1. Current export 
 

Both imports and exports began rising rapidly in the latter half of the 1980s. In the 
decade from 1986 to 1996, for instance, the value of customs -cleared exports rose from 
US$8.9 billion to US$55.7 billion, an increase of over six times. Many had hoped that 
exports would provide the driving force to help the economy out of the crisis; instead, 
as of the end of 1998, exports have been steadily declining in annual terms amidst the 
continuing fallout from the currency crisis. The first hint of a turnaround was seen in 
1996, and in fact the overall level remained fairly constant from 1995 through 1997. 
1998, however, saw exports fall again by US$54.5 billion, a drop of 6.8% in annual 
terms. The stagnation in exports can be partly attributed to the increasing number of 
exporters avoiding trade with other countries in a bid to minimize exchange rate risk 
during the currency crisis. In terms of individual product categories, four specific 

factors contributed to the general decline in exports5: 

 

(1) Structural change: Falling price competitiveness relative to newcomer Taiwan in 

labor-intensive products such as textile products, shoes and accessories  

(2) Bottoming out of product cycle: Product cycle for ICs and similar products bottoms 

out, causing downturn in demand  

(3) Backlash factor: Exports such as rice and rubber drop due to backlash against rapid 

increase of previous year 
(4) Unrela ted factors: Demand for frozen prawns plummets following outbreak of  
   infectious disease 

Figure 3-1 Trends of Thai Trade (1970 – 1998) 

 
              Source: International Monetary Fund, “International Financial Statistics” 

                                                 
5 From JETRO White Paper on Trade: Japan and Global Trade. 
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Imports, meanwhile, have fallen even faster than exports due to contracting 
demand and domestic liquidity problems. The drop has been particularly noticeable in 
imports of raw materials used to make industrial machinery for export, leading to 
concerns of a further downturn in exports. 

The Thai balance of trade has traditionally been in constant deficit; when exports 
rise, imports generally rise faster. In 1996, the deficit peaked at a record US$15.1 
billion, before declining during 1997 as imports fell. Then the first surplus (in monthly 
terms) came in September 1997. In 1998, with imports falling sharply, the surplus 
reached a record US$12.1 billion. However, the balance of trade is expected to return to 
deficit as industry picks up, because the underlying structure of the Thai economy, 
characterized by dependence on imports of raw materials and intermediate goods, 
remains unchanged. 

The export breakdown by commodities has gradually changed during the 1990s. 
Foodstuffs and animals fell from nearly 30% of all exports by value in 1990 to less than 
20% in 1997, while machinery and transport equipment rose from 22% to 38% (up 16%) 
over the same period. The latter increase is particularly impressive considering that this 
category accounted for less than 10% of the total in 1980 and 1985. 

Figure 3-2 Thai Exports by Major Commodity 

         Source: Asian Development Bank, “Key Indicators of Developing Asian and Pacific Countries” 
 
The breakdown of export markets has changed in a number of significant ways 

during the 1990s. The United States has dropped slightly from over 20% to around 
18-19%, while Japan has remained stable at around 15ó17%. Singapore is the third 
largest export market with just over 10% of all exports, although this figure is slowly 
declining. While the graph below does not show exports by region, the ASEAN market 
share has grown strongly; ASEAN currently takes around 20% of all exports, making it 
Thailand’s biggest export market, ahead of the United States, Europe and Japan.  
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Export markets can be Classified as follows: 
 
(1) High growth markets 
   ASEAN: Malaysia, Indonesia, the Philippines and Cambodia 
   New markets with healthy trade growth in recent years: Israel, Denmark, South    
   Africa, Nigeria, Ireland, Mexico, Finland, Hungary 
(2) Stable growth markets 
   Industrialized western nations: The United States, the Netherlands, Germany,    
   Australia, Belgium, Italy, France 
   Asia: Japan, South Korea, Hong Kong, China, Taiwan, Vietnam, Laos 

   Brazil6 
(3) Declining export markets 
   Singapore, Canada, United Arab Emirates, Switzerland, Spain, Burma, Saudi   

   Arabia, India, Pakistan, Bangladesh, Sri Lanka, Russia, Poland, Panama7 
 
Thus, Thailand’s main focus in opening up domestic markets will be to target the 

high-growth markets while improving product differentiation in the declining markets. 
 

Figure 3-3 Thai Exports by Destination 

        Source: Asian Development Bank, “Key Indicators of Developing Asian and Pacific Countries” 

 

                                                      
6 Exports to the United States and Europe are unlikely to increase dramatically given that Thailand has been 

 
  

removed from the GSP preferential duty scheme. 
7 Many of these importers are developing countries, where Thai imports are starting to be replaced by 

 
  

domestically-produced articles. With Thailand shifting its focus towards products at the mid to high end of the 
 

  
scale (with higher added value), exports to these countries have declined. 
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3.2.2. Issues and measures for export promotion 
 

When the exchange rate fell, Thai exports became more price competitive and 
export volume was expected to rise; however, growth was decidedly poor in 1998. An 
interview survey conducted by the OECF identified a number of significant issues. 

The survey was conducted between November 1998 and January 1999. The 
sample of about 20 firms was selected on the basis of responses to an earlier 
questionnaire survey (described above). The interview examined problems companies 
were facing in the aftermath of the currency crisis, particularly with respect to 
production, domestic and international sales trends, funding procurement and 
operational finances, and human resources training. The survey was designed not to 
identify obstacles to export activity, but rather to illustrate problems currently faced by 
industry, since an understanding of these problems is most important when de veloping 
strategies to promote exports. Helping industry to tackle problem areas will lead to 
improved performance, which in turn leads to more exports. Table 3-3 shows the 
characteristics of each respondent company and summarizes the effect of the currenc y 
crisis and human resources training for each. 

 
 Table 3-3 Current Business Situation of Thai Firms in Interview  

 

SurveySource: Interview Survey in Thailand 

 
The survey found that even companies using domestic materials to make products 

primarily for export (who would be expected to benefit the most from the fall in the 
baht) have also been hit hard by falling demand. In all cases, employment levels are 
either level or dropping. The fact that domestic sales are down across the board 
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illustrates how difficult things have been for Thai industry. Concerning funding 
procurement, several respondents reported difficulties repaying burgeoning debts from 
dollar-denominated loans. Many companies are worried about recouping sales on 
account of their client’s funding procurement difficulties as opposed to their own. Some 
respondents have extended financial assistance to trading partners in difficulty, for 
instance by offering longer payment options. Meanwhile, research and training 
programs geared towards human resources development have been scaled down in a bid 
to cut costs during the currency crisis.  These are serious problems in terms of the 
long-term development of the industry.  

Based on the problems identified in the survey, Table 3-4 summarizes the medium 
to long-term issues that need to be addressed in order to get businesses back on track. 

Table 3-4 Medium and Long Term Issues for Recovery of Business 

 
Source: Interview Survey in Thailand 
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As Table 3-4 indicates, few companies are willing to stake their revival on exports. 
Many are looking to spread the risk by diversifying export markets beyond ASEAN and 
Asia to regions such as Australia and the Near and Middle East. Key issues in funding 
and finance identified in the study include switching to low-interest financing, obtaining 
new sources of finance and improving cash flows. Human resource management issues 
include job-hopping and the need for suitable training for marketing managers, technical 
staff and skilled workers, suggesting that corporate staff training and development was 
not very successful during the earlier period of rapid economic growth. This can be 
attributed to the increased emphasis at the time on technology as a means of improving 
quality levels. Other issues identified as important include product diversification and 
coordination of supply capacity.   

 
We shall now examine two other issues: lack of funding liquidity and competition 

from China. 
 

(1) Lack of funding liquidity 
The liquidity problem in Thai industry should be viewed as a problem affecting 

not just exports but all aspects of production. Difficulties in opening lines of credit for 
importing, and financial limitations restricting the volume of raw materials that can be 
imported, are preventing companies engaged in international trade from boosting export 
levels. Similarly, in the long term, declining imports of equipment and machinery, raw 
materials and intermediate goods, the necessary ingredients for boosting production will 
have a negative effect on exports well into the future. 

In the questionnaire conducted with local Thai firms 8 as part of this study, 

respondents were asked the main reasons for the downturn in production and sales. The 
most common response was, as expected, “falling domestic demand,” nominated by 
36% of responde nts as either their most important or second most important factor. The 
next most common response, nominated by 18% of respondents, was “funding 
procurement difficulties.” Respondents were more much likely to see falling domestic 
demand as the most importa nt factor ahead of funding procurement difficulties. This 
suggests that although funding is important, given the present state of the Thai economy, 
the drop in demand would still have caused a downturn in production and sales even if 
funding were freely available. 

 

                                                 
8 Surveys sent to local Thai firms between November 1998 and February 1999; 169 responses received. 
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Figure 3-4 Major Factors of Decline of Production and Sales after the Crisis 
 

 
 

Source: Interview Survey in Thailand 

 

For those on the lending side, this problem is linked to the highly cautious stance adopted 
by financial institutions, a position which is hindering procurement of raw materials and 
components used in export products and hence holding back export growth. The total value of 
loans extended by the 13 commercial banks to the end of 1998 was 3,943.9 billion baht, some 
15.7% (736 billion baht) down on the previous year. Despite pressure from the government, the 
banks are still cautious, to the extent that even the modest target of a 7% increase in 1999 
seems unlikely to be achieved. Further analysis shows that 12 of the 13 commercial banks 
recorded a drop in lending in annual terms, led by the Bangkok Bank (16.3%) and the Thai 
Farmers Bank (15.8%), while the state-run Krungthai Bank was the only one to increase 
lending. Deposits, meanwhile, rose to 4,393.2 billion baht, up 7.6% from the end of 1997, 
indicating that financial institutions had sufficient access to funds for lending. 
 
 (2) Competition from China 

Thai exports were already becoming less competitive against Chinese exports prior to the 
currency crisis. In order to determine the winners and the losers from China’s spectacular 
economic growth, we need to consider which countries are competing with China and which 
are in a complementary trading relationship with her. In general, nations within ASEAN at a 
similar level of economic development to China will tend to have a similar trade structure and 
therefore be in competition with China, while nations at a different level of economic 
development will have a different trade structure and be more likely to have a complementary 
relationship. Thailand is strongly influenced by China precisely because it is Thailand’s most 
powerful competitor within ASEAN. 
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Our interview study revealed that persistent rumors of the impending devaluation of 
the yuan in early 1998 created considerable panic in Thai industry circles and in 
government. A Thai Farmers Bank Research Center (TFRC) report at the time 9 claimed 
that the devaluation would impact heavily on Thai export and tourist industries. Broadly 
speaking, Thailand and China export essentially the same products to the same markets. 
Had the yuan devaluation gone ahead, Thai products would simply not have been able to 
compete with the cheaper Chinese equivalents. 

The major export markets for both China and Thailand are the United States, Japan, 
the EU, Hong Kong, Taiwan and Singapore; these countries take some 70% of all Thai 
exports, worth the equivalent of 1 trillion baht per year. The categories in which Thailand 
and China compete directly including clothing, cloth, IC components, televisions, radios, 
metal, steel products, shoes and toys represent one-fifth of total Thai product exports (300 
billion baht). 

The report concluded that if the yuan were to be devalued, Thailand would be likely 
to lose market share to China unless steps were taken to adopt international quality 
standards in order to differentiate Thai from Chinese products in terms of quality.  
 
3.2.3. Export promotion measures 
 

The official Thai Government export target for 1999 is US$56.6 billion, an increase 

of 4% over last year. However, it already seems unlikely that this will be achieved, in light 

of the economic downturn in Japan (a major export market) and the expected effect of the 
massive trade deficit in the United States (which accounts for 22% of total Thai exports by 

value). The trade deficit in the United States is currently US$300 billion (3.5% of GDP) 

and economic growth is expected to fall from 364% last year to 162% this year10. 
The Thai Government has already brought out a number of strategies designed to 

arrest the rapid decline in the domestic economy following the currency crisis. To date, 

however, the strategies have not produced any specific successes such as a positive 
turnaround in export growth. Here, we describe the strategies currently in place and 

present several strategy proposals of our own. 
 

(1) Existing export promotion measures 
Export assistance from the Industrial Finance Corporation of Thailand (IFCT) and 

the Thai Export-Import Bank (EXIM) 

                                                 
9 Thai Farmers Research Centre Co.,Ltd., The Japanese Yen and the Chinese Yuan: A New Possible Financial 

  
  

and Economic Bomb Threatens Asia, June 15, 1998 
10 IMF forecast as at December 1998 = 1.8%, OECD forecast as at December 1998 = 1.5%. 
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In March 1998, IFCT and EXIM took out special loans totaling •80 billion from the Japan 
Export-Import Bank and 14 private-sector banks to help relieve the funding liquidity problem in the 
Thai export industry. Foreign financial institutions have provided the IFCT with credit limits in the 
form of export finance worth US$165 million (as of July 1998). The FY1999 small business 
financing plan released at the end of November 1998 featured a ceiling of 30640 billion baht, more 
than triple the 1998 ceiling of 11.3 billion baht, indicating a genuine commitment to providing 
assistance for small business. With commercial banks adopting an increasingly cautious attitude 
toward lending, the IFCT has shown that it intends to provide substantial small business financing. 
Some 60% of the funds will go to small business, with the remainder for export-related firms.  

The FY1999 IFCT funding program was compiled with financial assistance from countries 
around the world, including 7.2 billion baht from the local central bank (the Bank of Thailand or 
BOT), 3.6 billion baht from the OECF, US$25 million from the Development Finance Corporation 
of the Netherlands (FMO), 200 million baht from the United States and US$30 million from the 
Redevelopment Finance Corporation of Germany (Kreditanstalt fur Wiederaufbau or KfW). 

Exporters also sought financing from the Thai Export-Import Bank (EXIM), which approved 
590 of 1,646 applications during 1998. Lending increased by a factor of 1.7 between 1997 and 1998, 
from 37,523.9 million baht to the end of 1997 to 62,464 million baht in the following year. EXIM 
also received two capital injections from the Thai Ministry of Finance during 1998, boosting capital 
from 4,138 million baht to 8,138 million baht. 

 
<Export assistance from the Export Development Committee and the Ministry of   
 Commerce> 

In July 1998 the Export Development Committee released details of an export assistance 
package for the coming financial year designed to bolster the flagging export industry, which had 
been failed to reap the expected benefits of the fall of the baht. The main components of the package 
were: export assistance strategies in 14 categories including auto parts; financial support schemes for 
exporters experiencing funding difficulties; improved coordination among government departments 
and organizations connected with exporting; and measures to reduce distribution costs. The package 
also set out mid-term strategies for 1999 to 2003, including: the development of new markets in 
Central and South America, Africa, Eastern Europe, ASEAN and China; expansion of the overseas 
marketing network; and measures to improve the image of domestic brands overseas in specific 
categories such as processed foods, medical supplies, shoes, leather products, jewelry and electrical 
goods. 

The Product Champion initiative, launched in February 1998, was developed by the Ministry 
of Commerce, the Ministry of Industry and the Ministry of Agriculture and Cooperatives together in 
an attempt to simplify export procedures. It provides a “one-stop service” combining all export 
procedures at various government bodies, which greatly simplifies the process of exporting. Within 
the support strategies of the Export Development Committee, the Product Champion program seeks 
to extend the range of participating product categories and facilitate communication and 
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administrative procedures between ministries. 
The following 14 categories are eligible for export assistance: 

 
Foodstuffs  Household goods and decorations Construction materials 
Printed materials  Pharmaceutical products and medical equipment 
Jewels and jewelry      Auto parts Household furniture 
Packaging  Shoes and leather products Electric and electronic goods 
Plastic products  Toys Cosmetics and soap 
 
<Promoting cross-border trade > 

Cabinet is currently debating a government plan to upgrade infrastructure in the vicinity of 
national borders to promote cross-border trade. Thailand shares borders with Burma, Laos, 
Cambodia and Malaysia. The total value of trade with these four countries in the period January - 
April 1998 was 62,889 million baht (up 13% from the corresponding period in 1997), of which 
exports contributed 50,233 million baht. The government, recognizing that better infrastructure will 
bring increased earnings, is expected to allocate a budget of around 500 million baht to the 
infrastructure development plan. Deputy Prime Minister Suwit Khunkitti has already spoken about 
the need to improve water and electricity supplies along the entire length of the border with Burma 
in order to boost cross-border trade. Similarly, the governments of Thailand and Malaysia are 
working on simplification of complex tariff regulations between the two countries and shortening of 
customs procedures. 

 
<Regional tax exemptions for export industries> 

In May 1998, Cabinet approved the Amend Tariff Law, which waives duties on machinery 
and equipment used by export industries. Specifically, the Law waives import duties, value-added 
tax (VAT) and excise tax on industrial machinery and equipment, and gives the Director-General of 
the Customs Bureau (part of the Ministry of Finance) power to grant regional tax exemptions as 
appropriate in order to stimulate commerce and industry.  

 
(2) Proposed export promotion measures 

As we have seen, the Thai Government is pursuing a number of export strategies. 
Existing strategies developed by the Export Development Department of the Ministry of 
Commerce, however, only provide lists of projects by export market and product category or 
field, giving precious little detail. Furthermore, export strategies are predicated on continuing 
demand in tradit ional markets such the United States and Europe, where demand is in fact in 
decline. The top priority at present should instead be to make Thai exports more competitive 
and to boost quality levels in line with overseas markets. 

Our interviews with local small businesses in Thailand suggested a great deal of 
effort is being made to re-fashion products designed for domestic markets into 
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products suitable for export, most notably by cutting costs (to make products more 
price competitive) and upgrading technology (to improve quality levels). Many firms 
are endeavoring to obtain internationally-recognized quality accreditation such as 
ISO9000, which is seen as a good way to become more competitive in the global 
marketplace. The government, rather than attempting to promote exports and develop 
new markets, should instead shift its focus to support for initiatives such as these at 
the production level, for instance by subsidizing consultancy expenses associated with 
working towards ISO accreditation and providing expert advisors to industry.  

In this context, we propose the following export promotion strategies, which we 
believe will help to boost export levels. Note that some aspects of these proposals are 
already present in the existing strategies. 

 
<Export credit> 

As a short-term export support scheme, rather than support export activities as 
such, the government should facilitate the provision of funds that companies can use 
to improve their general financial standing. In their 1998 study, Dollar and 
Hallward-Driemeir 11  found two significant trends (notwithstanding the lack of 
objective data quantifying the extent of the lending squeeze). Firstly, companies that 
previously could sustain high rates of borrowing are bringing their borrowing rates 
down, which is to be expected; yet it is the companies that borrow the least who have 
been hardest hit by the lending squeeze. Secondly, although borrowing rates are down 
across all industries, many of the companies expected to have be among the first to 
shake off the effects of the crisis have in fact become increasingly reliant on 
short-term debt. These two factors illustrate the difficulty of accessing new funds, 
particularly long-term funds. 

The interview study revealed considerable expectations of funding from EXIM; 
however, those respondents who had applied for funding also reported that direct 
negotiation with EXIM was extremely time-consuming and often unlikely to lead to 
approval anyway. The actual approval rate in 1998 was 35.8% (590 of 1,646 
applications). Applicants must obtain a recommendation from their commercial bank 
in order to be approved for EXIM funding. Private -sector banks were also said to have 
deficient screening procedures, and this was claimed to be a cause of the 
long-standing disbursement problem with two-step loans. 

It is worth noting that the downturn in exports may not be directly connected to 
the funding procurement difficulties identified by the questionnaire study; only two of 
the 169 respondent companies actually nominated funding procurement as the reason 

                                                 
11 David Dollar and Mary Hallward-Driemeir, Crisis, Adjustment, and Reform in Thai Industry, November 

 
   

1998. 
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for poor export performance. 
 
 

Figure 3-5 Factors for Sluggish Exports 

 
Source: Questionnaire Survey 

 
Respondents were more concerned about issues such as the downturn in 

demand and competition from other companies. The funding procurement proble m 
should be discussed in terms of corporate activity itself; as we saw earlier, funding 
procurement is seen as the second most important factor behind the downturn in 
production and sales. Certainly, improved access to funds is a factor that should not 
be ignored by the government as it endeavors to restore production and sales levels. 

 

Figure 3-6 Conditions for Recovery of Production and Exports 
 

 
Source:Questionnaire Survey 
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In order to stimulate exports from the private sector, it is vital that companies  
tackle restructuring to reduce debt levels, which have risen steadily during the crisis, 
and that a solution be found to the lending squeeze which ensures that funds are 
ploughed back into industry. Private-sector debt restructuring could include deferment 
of debt repayments (so that repayment funds can instead be directed to production 
activities) and supplementary interest payments (for instance, using Japanese money 
to establish a special fund). 

The lending squeeze confronted by export industries can be addressed in a 
variety of ways, for instance by tightening up the screening process at private-sector 
banks and by increasing the availability and accessibility of EXIM funding. One of 
the causes of the lending squeeze identified in the interviews was the number of high 
risk applications received as the rapidly worsening economy took its toll on business 
performance. One support initiative considered feasible is to significantly boost the 
administrative capacity of lenders to improve the screening proc ess in the face of 
increasing funding demand. At all financial institutions (not just EXIM), proper 
administrative capacity means: (1) sufficient staff numbers; (2) properly trained staff; 
(3) appropriate screening procedures (i.e., regulations and procedural flow); and (4) 
more efficient data processing systems. We will now look at each of these in turn.  

Firstly, required staffing levels should be determined by calculating the number 
of applications received and the average number of days to process each application. 
Shortages should be covered by hiring more staff on a temporary basis for fixed 
periods. Both existing and newly hired staff should then be provided with skills 
training to ensure each and every staff member is capable of performing his or her 
work quickly and accurately. With regard to procedural flow, the efficiency of existing 
procedures should be reviewed by outside financial screening consultants dispatched 
especially for the purpose. Finally, office automation equipment and administration 
systems should be upgraded. Japan could provide funding in areas such as dispatch of 
consultants and equipment purchases and/or upgrades at government financial 
institutions.  

 
<Making exports more competitive > 

Once industry has recovered its equilibrium to some extent, the next step is 
developing new export markets. The critical point here is that Thai industry must be 
competitive, that is, capable of consistently and reliably producing exports that are 
acceptable in the global marketplace. Although the baht is still cheaper than prior to 
the currency crisis, currencies in neighboring countries are also falling and Thai 
products consequently do not enjoy a competitive advantage. Thus, measures to 
reduce business costs should be one of the first areas for consideration. Singapore, for 
instance, substantially lowered the contribution ratio levied on corporations and 
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employees (the equivalent of pension premiums in Japan), while the Chinese 
Government, looking to stimulate export growth, announced in January 1999 a 
significant reduction in the refund tax on exports (a 17% value-added tax applied at 
the distribution stage). Thailand needs to introduce similar policies designed to help 
reduce corporate expenses, such as the tax review discussed below.  

In addition to the absence of price advantage, the quality of Thai exports is 
often not to global standards. The interview study found that lack of international 
accreditation was in many cases a significant barrier to accessing international 
markets. There are natur ally many more such hurdles faced by Thai companies in their 
attempts to develop exports from products hitherto distributed only in the domestic 
market. 

The following are our proposals for government measures designed to help 
make exports more competitive. 

Firstly, the government can help to reduce costs in industry, and therefore make 
exports more price competitive, by lowering tariffs on imported raw materials and 
lowering corporate income tax from the present level of 30%. Although the corporate 
tax rate  is similar to those of neighboring countries, import duties are far higher, as 
shown in Table 3-6. The government will be loathe to bring in wholesale cuts on 
account of domestic industry protection issues, but tariffs on raw materials and 
components are so high that there is still plenty of scope for reductions that would 
help make exports more competitive.  

 

Figure 3-7 Average Import Tariff Rates in Selected Countries  

 

 
 

Source: World Bank, “1998 World Development Indications” 
 

There is also a long-term need to reform the industry structure, moving away 
from the current reliance on imported components and intermediate goods towards 
domestic procurement of these items. To this end, the government should continue its 
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policy of nurturing supporting industries (and small business), as this is the only way 
to achieve change in the medium to long term. According to a Thai Farmers Research 
Center report12, small business currently faces the following problems: (1) shortage of 
funds; (2) lack of market information; (3) outdated technology; (4) shortage of skilled 
labor; and (5) lack of management experience. Strategies designed to address these 
areas are in themselves support strategies. 

Support strategies in the quality area should begin with measures to assist 
industry in obtaining international quality accreditation such as ISO. Companies 
wanting to obtain ISO accreditation normally have to set up an internal project team 
and hire outside consultants. The government should provide subsidies to companies 
unable to cover expenses such as opportunity costs associated with setting up a team 
of experienced personnel and outside consultancy fees. Similarly, the government 
could set up its own consultancy service.  

One proposal is for the Department of Business Economics of the Ministry of 
Commerce to administer disbursement of subsidies equivalent to a given percentage 
of costs incurred by companies in the process of working towards accreditation, 
subject to a maximum ceiling and available for a limited period only. Another is to 
expand the “introduction service” currently provided by the Board of Investment of 
Thailand, under which multinationals with operations in Thailand are partnered with 
local firms as a practical means of promoting quality improvement in local industry.  

Other ideas include the government-sponsored engineer training program, 
although this has only limited support among local businesses; many respondents in 
the interview study reported that the training does not provide engineers with practical 
skills that can be applied immediately on the factory floor. Thus, the government 
needs to make more effort to identify the type of skills training that small businesses 
actually want in order to ensure that the program meets the needs of industry. 
Furthermore, given that budgetary restraints was the single largest factor (33.1%) 
nominated by respondents as precluding the introduction of in-house staff training 
programs, human resources development is yet another area where the government 
could provide funding assistance. 
 

                                                 
12  Thai Farmers Research Centre, SMEs: New Engine for Thai Economic Recovery, November 10 1998. 
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Figure 3-8 Constraints in Introduction of Training Program 
 

Source: Questionnaire Survey 

 
<Other considerations> 

Further to the discussion so far, we have set out below a number of salient 
considerations taken directly from the interview study with local industry. Note that 
not all the points listed below are directly related to export promotion strategies.  

⇒ The government has concentrated solely on incentives for export 
industries, which has only made things harder for importers. This is 
particularly true of the preferential tariff schemes (waste liquid 
pumps). 

⇒ The IFCT fixed-interest loans sound really attractive, but the collateral 
conditions are very strict and the funds can only be used in connection 
with plant and equipment investment (electronic components). 

⇒ The most important funding issue for small business in Thailand is 
short-term financial settlement (electronic components). 

⇒ The quality and contents of government training programs leave 
something to be desired; private-sector programs are better in terms of 
content, but very expensive (electronic components). 

⇒ The government training programs aren’t that good; the programs run 
by industry groups are much better in terms of both price and quality 
(chemicals). 

⇒ The problem with IFCT is that although it’s there to provide finance to 
small business, it has few channels through which to operate and 
therefore only limited opportunities to access domestic industry in 
Thailand (chemicals). 
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⇒ The government training programs are too general to be that useful. 
They don’t contribute anything to our attempts to achieve growth 
through product differentiation. To date, we’ve had little opportunity 
to use the programs (sanitary products). 

⇒ Smaller local businesses lack management experience, specifically in 
the areas of business management and factory operation. For instance, 
our manager is actually an engineer, and he has only limited 
experience in marketing and business administration. The human 
resources development programs are not much good really. They do 
not know what to teach or how to teach it, and what they learn is not 
of much practical benefit anyway. The only approach to staff training 
that we know is to start at the very beginning, on the factory floor, and 
go from there (waste water pumps).  
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3.3. CURRENT STATE OF EXPORTS AND PROMOTION PLANS IN 
INDONESIA 

 
3.3.1. Current exports levels  
 

Indonesia has always enjoyed a trade surplus, although the size of the surplus 
has fallen somewhat as a result of the economic benefits of wholesale trade 
liberalization measures introduced since 1993, which led to a rapid increase in exports. 
In 1995, imports exceeded exports for the first time: the value of total exports rose 
13.4% in annual terms (including a 15.1% increase in non-petroleum products and 
gas), while imports shot up 27.0% over the same period. The situation was such that 
the World Bank saw fit to issue warnings of an imminent trade deficit if nothing were 
done. 

In 1996, the Indonesian Government introduced money tightening measures 
designed to curtail import growth and prevent the economy from overheating. Import 
growth had already started slowing as a reaction to the massive increase of the 
previous year, and the total value of imports rose only 6.7% in annual terms. Total 
exports, meanwhile, grew 9.7% over the same period, improving the balance of trade 
somewhat. After the currency crisis, the combination of the contraction of credit and 
political turmoil13 led to a slump in the domestic economy and a more pronounced 
decline in import growth. By 1997, total imports by value recorded negative growth of 
-2.9%, while exports grew 7.3% over the same period and the trade surplus improved 
further.  

No discussion of Indonesian trade policy in the medium to long term can begin 
without an analysis of the cur rent trade structure. Domestic petroleum consumption is 
expected to surpass production capacity at some point during the next century. This 
will inevitably force down the trade surplus, predicated as it is on petroleum and gas 
exports14. The only way to ensure that the trade balance stays in surplus is to boost 
exports of industrial products, which account for around 60% of total exports by value. 
However, export growth in industrial products is actually falling, from an average of 
22.6% for the period 1990—1993 to 13.4% in 1993—1995 and 9.6% in 1996—1997. 
The steady decline can be attributed to a combination of increased competition from 
China in paper/pulp and textiles, as well as a general downturn in export markets such 
as plywood.  
 

                                                 
13 As described in OECF Workshop Paper 22 February 1999 (Dr. Sri Mulyani)  
14 World Bank, ADB Paper, etc. 
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Table 3-5 The trade of Indonesia 
 (million USD) 

Year 1991 1992 1993 1994 1995 1996 1997 1998 
Export(E) 29,142 33,967 36,823 40,053 45,418 49,815 53,444 48,877 

(Growth rate) 13.5% 16.6% 8.4% 8.8% 13.4% 9.7% 7.3% -8.5% 
Import(I) 25,869 27,280 28,328 31,989 40,629 42,929 41,680 27,390 

(Growth rate) 18.5% 5.5% 3.8% 12.9% 27.0% 5.7% -2.9% -34.3% 
E-I 3,273 6,687 8,495 8,064 4,789 6,886 11,764 21,487 

  Source: the government statistics bureau, BPS—Statistics Indonesia 
 

The Indonesian Government introduced several measures to promote exports of 
leading industrial products to take over from petroleum and natural gas. The 
draw-back system, launched in 1993 by EPTE (Entrepot Produkusi untuk Tujuan 
Eskpor), allowed exporters to claim import duties paid on raw materials and 
intermedia te goods used to produce exports. This was followed in 1996 by the Tax 
Holiday initiative, under which exporters were exempted from corporate taxes for a 
limited period.  

The national car initiative (providing for exemption from import duties and 
luxury taxes when local procurement exceeds 60%) and new industry protection 
policies such as higher tariffs on polyethylene were designed to encourage the 
development of strategic industries and boost production of high added-value products 
in the medium to long te rm, thereby making exports more competitive. These 
measures (which were not intended as short-term strategies) effectively amounted to 
tax breaks for a small section of local industry and flagrant discrimination against 
Japanese and other foreign companies, and attracted widespread criticism both at 
home and abroad. Protectionist policies introduced by the former Suharto 
administration are now being either revoked or drastically scaled down in line with 
IMF loan conditions. 

Japan is now Indonesia’s largest trading partner with respect to both imports and 
exports. Indonesia exports primary produce such as crude oil and LNG to Japan, and 
imports components, intermediate goods and capital goods from Japan. Thus, 
Indonesia still enjoys a very favorable balance of trade. Japan also represents the 
largest destination market for non-petroleum and gas products, although these 
categories have not been performing well since 1996, including negative growth from 
1997.  

The United States is Indonesia’s second-largest large st trading partner after 
Japan. Petroleum and LNG account for a much smaller proportion of exports to the 
United States. The value of non-petroleum and gas exports is growing at a healthy 
pace. 
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Table 3-6  Indonesian exports and imports by region in 1997 

     (million USD) 
 Export 

(E) 
   Share Growth 

Rate 
Import 

(I) 
Share Growth 

Rate 
    E-I E+I 

Japan 12,485 23.4% 0.5% 8,252 19.8% -3.6% 4,233 20,737 
USA 7,148 13.4% 4.2% 5,441 13.1% 4.6% 1,707 12,589 

Singapore 5,468 10.2% 13.2% 3,411 8.2% 12.9% 2,057 8,879 
S.Korea 3,468 6.5% 5.9% 2,322 5.6% -1.8% 1,146 5,784 
China 

ASEAN 
EU 

2,229 
8,825 
5,872 

4.2% 
16. 5% 
11.0% 

8. 6% 
 11.8% 
  3.7% 

1,518 
5,323 
6,179 

3. 6% 
12.8% 
14.8% 

0. 5% 
9.2% 

  -0.6% 

711 
3,502 
-307 

3,747 
14,148 
12,051 

     Note: “Increase” denotes increase over last 3 years converted to annual terms 
     Source: BPS—Statistics Indonesia, Statistical Yearbook of Indonesia 1998 

 
In 1997, non-petroleum and gas exports were worth US$6.7 billion, an increase 

of 6.7% in annual terms. The corresponding figure for Japan, meanwhile, was 
US$6.94 billion. Trade with ASEAN economies has grown rapidly since the 1990s, 
particularly trade with Singapore, Indonesia’s third-largest trading partner behind 
Japan and the United States. Non-petroleum and natural gas exports to Singapore 
continued rising right through the currency crisis to the end of 1997, posting 25.9% 
annual growth (worth US$4.82 billion) in that year.  

The export breakdown altered significantly after 1986, when the government 
devalued the rupia by a massive 45% and introduced a number of new export 
promotion strategies. Industrial products began to account for a greater proportion of 
total exports at the expense of the traditional mainstays, petroleum and natural gas. 
The government’s efforts proved successful, and petroleum and natural gas exports 
fell from around 70% of the total in 1985 to around 40% in 1990, and to 21.7% in 
1997.  

Textiles/clothing and plywood/timber are the two major categories where 
Indonesia’s exports are considered competitive. These two categories earned a 
combined total of over US$10 billion for the first time in 1996, and are expected to 
outstrip petroleum and natural gas (worth US$11.7 billion in 1996) sometime in the 
near future. Despite strong competition from countries such as China and India which 
have plentiful supplies of cheap labor, the drop in currency value makes the 
Indonesian exports more competitive in terms of price. If political stability can be 
achieved and the credit crunch alleviated, then these categories could become good 
export earners in the future. A large number of foreign (including many Japanese) 
manufacturers of electric and electronic equipment as well as general machinery and 
transport machinery have set up operations in recent years in response to active 
government incentive schemes. With exports already growing in these categories, 
Indonesia is poised to become a major export manufacturing center.  
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Table 3-7 Indonesian exports by category  
 

（（（（Million USD）））） 

1994 1995 1996 1997 1998 (-June) Year/ 
Goods Amount G.rate Amount G.rate Amount G.rate Amount G.rate Amount G.rate 

Total 40,053 8.8 45,418 13.4% 49,815 9.7% 53,444 7.3% 24,569 -54.0% 
Electric 

Appliance 2,380 42.3 2,772 16.5% 3,542 27.8% 3,326 -6.1% 705 -5.8% 

Fiber 5,800 -6.2 6,203 6.9% 6,552 5.6% 5,265 -19.6% 3,789 12.2% 
Chemical 351 33.5 551 57.0% 552 0.2% 721 30.6% 518 41.5% 

Fertilizer 180 16.9 277 53.9% 271 -2.2% 312 15.1% 107 -34.1% 
Garlic 137 3.8 214 56.2% 158 -26.2% 230 45.6% 69 -17.2% 

Perm oil 718 52.1 747 4.0% 825 10.4% 1,446 75.3% 207 -56.2% 

Oil,Gas 9,694 -0.5 10,465 8.0% 11,722 12.0% 11,623 -0.8% 3,953 -34.1% 

Others 20,793 - 24,189 - 26,193 - 30,521 - 15,221 - 

    Source: BPS—Statistics Indonesia 
    Note: 1998 dollar figures are averages for first half of year only; growth rates are relative to first half of  
          1997 

 
3.3.2. Short-term export issues 
 
(1) Short-term issues identified in the questionnaire study 

In the questionnaire study conducted from October 1998 to February 1999, 
macro level factors such as reversing the downturn in domestic demand were 
most commonly nominated as the solution to short-term problems. Interestingly, 
the second and third most frequent responses were “lower prices for raw 
materials” and “easier access to funds,” both of which apply at the corporate 
rather than macro level. 

While the first response is predicated on macro level factors such as 
maintaining currency value, when it comes to imported materials, businesses can 
take action themselves by, for instance, switching from imports to local 
procurement and investigating international markets more closely to find cheaper 
suppliers and/or regions.  

In response to more specific questions on exports (see Figure 3-10), 
respondents nominated the following short-term barriers to business: “Expensive 
raw materials”,  “Severe competition in Asia”, “Difficulties in funding”, 
“Difficult L/C opening” and “Problems in production.” 



 73  

Figure 3-9 Key factors for recovery from the business perspective 
 

  

Sources: The results from interview survey by SICS for Indonesian companies (n=248)  

Note: 1st and 2nd mean the first answer and second one, respectively. 

 
The issue of imported raw material costs was discussed above. The problem of 

increasing competition in the region can to some extent be addressed by industry itself, 
for instance through cost-cutting measures such as added-value product development 
and efficiency improvements, and through greater emphasis on long-term export 
contracts such as OEM agreements. This in turn will require greater investment in 
human resources development and technology research. Meanwhile, finding new 
export markets with less competition will help to alleviate the effects of increasing 
competition in existing markets. This will depend largely on the efforts of both 
government and industry to seek out the relevant information.  

The next two issues—difficulties accessing funds and difficulties establishing 
L/C—could be resolved by providing individual firms with supplementary credit. 
Finally, barriers in the domestic manufacturing sector usually refer to factors such as 
a lack of credit, or outdated production technology and unskilled production managers, 
and indeed, these would appear to apply to Indonesian industry at present.15 

Industrialized Japan has a great deal to offer Indonesia in terms of its knowledge 
and experience in the above areas. 

 

                                                 
15

 
Dr. Sri Mulyani, OECF Workshop 
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Figure3-10 Obstacles to export from companies’ viewpoint 
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            Sources: The results from interview survey by SICS for Indonesian companies (n=248) 

 
(2) Short-term issues identified in face-to-face interviews 

Face-to-face interviews with Indonesian businesses were conducted between 
October 1998 and February 1999 to identify exporting issues at the company (i.e., 
micro) level. Issues were classified as either short-term or medium to long-term. For 
the short-term issues, respondents were categorized in terms of corporate attributes 
(raw material procurement, export markets, funding procurement) and the impact of 
the currency crisis (for instance on sales, supplier arrangements and competitiveness). 
We then looked for correlation between specific corporate attributes and the problems 
encountered in the aftermath of the currency crisis. 

Let us begin by examining the short-term survey results. Indonesian exporters 
who either source their raw materials (i.e., input goods) locally or have ready access 
to foreign currency to import raw materials remained competitive in price terms, and 
were fairly well shielded from the effects of the currency crisis. However, overseas 
banks are reportedly starting to cut back on foreign-currency financing to Indonesian 
companies. Meanwhile, the domestic economic downturn has impacted heavily on 
domestic sales, and it appears highly unlikely that demand will recover to any great 
extent in the near future. If this situation continues for too long, companies which 
have been relatively unaffected to date could find themselves caught in a vicious 
spiral in which reduced operating ratios affect access to liquid funds, reducing credit 
availability and in turn production levels. 

The interviews revealed that the most pressing short-term export issue was, for 
all but a handful of companies, the very direct threat of falling demand at the macro 
level, declining operation rates and diminishing equilibrium of production. As we saw 
earlier, this is linked to the cash flow shortage. 

Furthermore, many companies are obliged to seek foreign loans from a variety 
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of different sources in order to acquire the foreign currency needed to purchase 
imported raw materials. When demand falls off within Asia, the delicate balance of 
this arrangement soon breaks down, and the borrower’s debt burden rapidly increases 
due to the lower value of the rupia. 

Thus, Indonesian exports are structurally problematic in that a rapid decline in 
demand inevitably leads to funding and finance difficulties. The debt burden is 
directly linked to the future prosperity of Indonesian industry.  

 
        Table 3-8 Aftereffects of the currency crisis as shown in the results of  
                 interviews (Short-term issues) 

 
Features of companies      Effects of the currency crisis 

Input  Sales Funding Sales Finance  Products and  
Items Home 

Made 
 

IImport Home  Import Home 
Currency 

Foreign 
Currency 

Home Over 
-seas 

Debt 
Burden 

New 
Debt 

Compe-tit
ive 
Pricing 

Pay- 
ment 

Cost 
Of  
Input 

１ Fertilizer 
/Chemical 

○ ○ ◎ ○ ○ ○ ― ―   ―  ＋ 

２ Cosmetics etc. ○ ○ ◎ ○ ○   ＋     ― 
３ Apparel, Fiber ○ ○ ○ ◎ ◎   ― ＋  ― ―  
４ Foods etc. ◎  ◎ ○ ◎ ○ ―       
５ Fiber ◎   ◎ ◎  ― ＋  ― ―   
６ Motorbike 

parts 
◎  ◎ ○ ◎  ― ― ＋   ―  

７ Automobile 
parts 

◎   ◎ ◎  ― ＋      

８ Medical 
equipment 

 ◎ ○ ◎  ◎ ― ＋
― 

     

９ Processed 
foods 

○ ◎ ◎  ○ ○        

10 Leather ○ ◎ ○  ◎ ○ ―       
11 Plastic ◎  ◎  ◎  ―      ― 
12 Processed 

foods 
○ ◎ ◎ ○ ○ ○ ― ― ＋ ― ― ― ＋ 

13 Office supply ◎  ○ ◎ ◎    ＋     
14 Fiber ◎ ○ ○ ○ ◎  ― ―  ＋ ― ― ― 
15 Livestock, 

Fodder 
○ ○ ◎   ◎ ―  ＋  ― ― ＋ 

16 Metal products  ◎ ○ ◎  ◎  ＋
― 

 ＋  ― ＋ 

17 Ceramics  ◎ ○ ○ ○ ◎ ― ＋    ―  
18 Automotive 

parts 
 ◎  ◎ ○ ◎ ― ＋      

19 Pressed parts  ◎ ◎  ○ ◎ ―  ＋  ― ― ＋ 
20 Lubber 

products 
◎  ◎ ○ ◎  ―    ＋ ― ＋ 

21 Automotive 
parts 

 ◎ ◎  ◎  ―       

22 Rubber 
products 

○ ○ ◎ ○ ◎ ○ ― ＋   ＋  ＋― 

 Note: ◎ very high proportion, ○ high proportion, ＋increase, -decrease,  No sign: NA 
 Source: Results of interviews by MRI and CSIS 
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(3) Medium to long-term export issues 
The following table shows medium and long-term issues identified in the 

interview study classified into four categories: markets, funding and finance, 
personnel and technology (including training). Most firms have scaled down 
operations in response to demand, and are now faced with funding difficulties. The 
more successful new exporters, however, can hedge the foreign currency burden, 
while subsidiaries of foreign companies can for the time being avoid funding 
difficulties by relying on credit from the parent organization.  

Thus, the medium to long-term issue for individual companies is learning to 
adapt to falling demand. All exporters are endeavoring to boost export share and 
diversify markets by finding new overseas clients. To this end, exporters need to be 
more attuned to overseas demand.  

Significantly, many Indonesian exporters (such as textile manufacturers) who 
procure raw materials locally and were therefore expected to benefit from the cheaper 
rupia reported that, notwithstanding an initial rise, exports slowed considerably in 
both rupia and US dollar terms as overseas buyers started demanding lower prices. 
Others said that political instability had generated concern in export markets and 
scared off buyers. 

As a medium to long-term issue, Indonesia needs to concentrate on improving 
quality and adding value, and to shift the focus from spare parts  exports to OEM 
markets. Skills training and technology modernization will be important in this regard. 
Yet many companies still rely on in-house staff training, with only a very small 
number making use of the training programs run by the Ministry of Industry. 
Technical training is often obtained overseas, typically at public -sector institutions, 
affiliates or parent companies. It would appear that engineers have access to a wider 
variety of training options than their administrative or production counterparts. 
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             Table 3-9 Medium and Long-term Managerial Tasks for the from  
                       the results of Interviews  

 
Medium and Long Term tasks Products 

Items Sales Channel Capital/Finance Human resources Technology  Others 

1 Fertilizer/ 
Chemicals 

Securing of  
Currency risks 

  In-house training  Environment 
Protection 

2 Cosmetics   CP issuing In-house training Outside QC 
training 

 

3 Apparel, Fiber Adding values Securing L/C Mainly in-house 
training 

 Second-hand 
Facilities 

4 Foods etc. Direct sales Securing foreign debt In-house training  New Markets 
5 Fiber  Securing L/C by 

foreign banks 
In-house training Training by 

JETRO 
 

6 Motorbike 
parts 

Increase of product 
line and opening up 
New markets 

Securitization of debt In-house training Training by 
foreign 
Parent companies 

 

7 
 

Autoparts Opening up New 
markets 

working capital by 
foreign group company 

In-house training Ditto  

8 Medical 
equipment 

Reinforcement of 
Export arm 

Securing long term 
debt 

Training by MOI In-house training  

9 Foods  Securing capital 
needed 

Overseas 
rade-shows 

  

10 Leather  Decreasing foreign 
debt 

 In-house training  

11 Plastic New export market  In-house training   
12 Foods  Securing capital 

needed 
In-house training Training at 

Singapore 
 

13 Office supply Changing export 
destination 

Indirect funding    

14 Fiber Increasing export 
Portion 

Securing L/C  In-house training  

15 Livestock, 
Fodder 

 Back-up from Thai 
parent company 

   

16 Metal 
products 

Increasing export 
Portion 

  Overseas training  

17 Ceramics Increasing export 
Portion 

Securing L/C Overseas training In-house training  

18 Automotive 
parts 

Sales back to 
Japanese Parent 
companies 

  Training in Japan Networking 
With Thai 
factory 

19 Pressed parts   Cutting 
workforce 

  

20 Rubber 
Products  

Increasing export 
Portion 

Securing working 
capital 

 Training for ISO  

21 Autoparts Increasing export To 
USA 

  Ditto  

22 Rubber  
Products 

Opening up new 
Export market 

  Training in Japan  

   Source: Results of interviews by MRI and CSIS 
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3.3.3. Export promotion strategies 
 
(1) Short-term export promotion strategies 
Financial Issues: 

The interview study revealed that nearly all businesses are experiencing some 
sort of funding or financial difficulty, such as L/C problems, requiring urgent 
attention. Yet, few short-term strategies were in evidence; respondents nominated less 
immediate solutions such as securitization of debt, finding sources of funds other than 
local banks, and (for merger partners) obtaining funds from a foreign affiliate.  

 
The following strategies, including L/C guarantees, are required: 
• L/C guarantees and two-step loans towards L/C establishment costs  
• Funding/two-step loans for foreign currency to import raw materials  
• Funding/loans and/or guarantees for debts associated with loans in foreign  
  currency 

 
Market Development Issues: 

The next issue is markets. At the moment, Indonesian industry is trying to deal 
with the slump in domestic demand by exporting products previously destined for the 
local market. The former Ministry of Industry has led the push to promote exports to 
the United States and other countries currently enjoying healthy levels of domestic 
consumption, for instance by covering the costs of entering booths at trade shows. 
These small but significant steps can deliver benefits to individual companies in the 
short term.  

Given the shortage of funding in the aftermath of the currency crisis, exporters 
increasingly need financial support towards the cost of: 

• Entering booths at overseas trade fairs  
• Setting up a database for marketing to overseas companies 
 

Human Resource Development Issues: 
Human resources development can be addressed in the short term to some extent. 

Initially, at the start of the currency crisis, foreign-owned firms were able to 
compensate for short-term staff excesses without resorting to retrenchments and 
temporary lay-offs by taking production staff off the production line and sending them 
on training programs in the parent country. But as equipment operation rates failed to 
recover to previous levels, the pressure to adjust employee levels grew too great and 
many companies started cutting back staff. Short-term staff cutbacks affect not only 
the growth of the company concerned but also the industrial progress of the nation, by 
obstructing skills development in the long term. The short-term pressure for staff 
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cutbacks could be alleviated to some extent by funding training programs where 
companies agree to maintain existing staffing levels, or by subsidizing the cost of 
hosting training instructors from overseas. 

・Low interest loans for in -house training program  

・Low interest for procured outside professional trainers 
 

(2) Medium to long-term export strategies 
Market Development Issues: 

Trade liberalization has greatly increased competition in export markets. The 
study found many exporters suffering as a result of the effect of the exchange rate on 
price competitiveness. In the medium to long term, it is vital that Indonesia industry 
endeavors to develop added-value products and diversify export markets.  

Many firms are working towards international quality assurance accreditation 
such as ISO9000 for their products. Industry efforts to boost quality levels to 
international standards must be supported.  

Another very important strategy for boosting exports is new product 
development, for instance via technology transfer from industrialized nations and by 
acquiring the rights to popular brands. Both of these represent intellectual property for 
the period of the agreement, requiring payment of purchase costs and/or royalt ies in 
foreign currency; since this is effectively the same as purchasing equipment from 
overseas, industry should be provided with low-interest finance schemes (similar to 
long-term equipment funding) for this purpose. 

 
Suggested forms of financial suppor t: 
• Low-interest loans for materials and equipment and consultancy fees used in   
  working towards international quality assurance accreditation 
• Low-interest loans for purchasing technology and concept rights from foreign 
  companies 
• Subsidies covering the cost of consultants (such as designers) employed to add  
  brand appeal to leading export lines such as textile products  
 

Human Resource Development Issues: 
On the issue of human resources development, the survey revealed that most 

companies rely solely on in-house training. This can be attributed partly to funding 
problems but also to a general lack of information about external training programs 
and to the inaccessibility of the programs themselves (see Figure 3-11 ). To this end, 
universities and vocational colleges should make more effort to actively promote their 
services to industry 
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Figure 3-11 Major obstacles to human resources development 

         Sources: The results from interview survey by SICS for Indonesian companies (n=248) 
 
The market economy is steadily developing but small business is still plagued 

by a chronic shortage of skilled managers. Proper business planning is of course vital 
in order to ensure efficient use of funds and to minimize the adverse effects of another 
major event like the currency crisis. To this end, the government should provide 
subsidies to small business towards the cost of enrolling employees in fee-paying 
training courses offered by universities and vocational colleges in areas such as 
business management, marketing and finance and accounting.  

Similarly, the government could provide private universities and vocational 
colleges with low-interest loans for ma terials and equipment purchases and for costs 
incurred in developing new programs for industry. Since training programs represent 
an asset from the perspective of the recipient, such funding could even be provided in 
the form of loans. 

 
• Subsidies for small business to cover the cost of enrolling employees in   
  business management courses 
• Low-interest loans to private universities and vocational colleges for   
  developing business management programs and purchasing materials and  
  equipment 
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3.4. CURRENT STATE OF EXPORTS AND PROMOTION PLANS IN 
PHILIPPINES 

 
3.4.1. Current situation of exports 
 

Of the Philippines' total amount of exports, those to the United States, Japan, 
Singapore, Hong Kong, Taiwan and Britain accounted for about 70 percent, making 
them the six major countries/regions of destination of the Philippines' exports. 

Especially, the exports to both Singapore and Taiwan have been greatly 
increasing since 1986. The shares of these countries have expanded from 3 to 6 
percent by 1997. Meanw hile, regarding their importance by ranking among the six 
major countries/regions of destination of the Philippines' exports, Singapore had 
advanced from No.5 to No.3, while Taiwan from No.6 to No.4. On the other hand, 
although the United States and Japan had remained No.1 and No.2 respectively by the 
year of 1997, the shares of exports to both countries had fallen from 36% to 18% , and 
34% to 14%. 

As for the balance of trade by country/region, its deficits against Japan, Korea, 
Taiwan, Singapore and Hong Kong were growing over the period from 1986 through 
1997. Trade deficit against Japan had grown drastically since 1991, which reached the 
point of $3.22 billion in 1997 following the peak of $3.46 billion in 1996. In 1998, 

 
Figure 3-12 Trade Balance between the Philippines and Major Countries  

      Source: CEIC Data graphed by Mitsubishi Research Institute INC.(MRI) 
 

however, trade balances against all these countries/regions improved, though in 
varying degrees. Among them, trade balance against Taiwan, Singapore and Hong 
Kong even turned to surpluses. With the United States, a favorable balance had been 
seen, with its surplus reaching the record of $3.54 billion (Figure 3-12). The 
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improvement of its balance of trade in 1998 came as a result of the depreciation of 
peso, which stimulated the Philippines' export of electronic, electrical and 
communication products in particular while discouraging imports in general.  

Observing the change of the shares of export commodities of the Philippines by 
three categories―  primary products, secondary products and the others ― from 
1991 to 1998, it can be easily found that, whereas the share of primary products 
shrank from 21% to 7%, that of the secondary products showed a considerable 
expansion from 73% to 89%. This can be attributed to the absorption of foreign 
capital as well as foreign technologies resulting in the steady growth of international 
competitiveness of manufacture industries. 
 

Figure 3-13 Proportion of Philippine Export of Major Commodities to Its Total Exports 
  

 
 

Source: CEIC Data graphed by MRI 
 
 
The four major commodity groups of the Philippines' exports consist of 

agricultural products, electronic, electrical and communication products, garments, 
machinery and transportation equipment as shown in Figure 3-13. The combined 
share of these products to the total exports rose from around 60% in 1991 to over 80% 
in 1998. However, the very groups of commodities that expanded their shares in this 
period are electronic, electrical and communication products, growing from 26% to 
59%, and machinery and transportation equipment, from 2% to 11%. In contrast, the 
share of agricultural products fell from 11% to 5%, and garments from 21% to 8%. 
Consequently, even when the growth of manufacture's international competitiveness is 
recognized, it should be noticed that while electronic, electrical and communication 
products, and machinery and transportation equipment are becoming the major means 
of foreign currency acquisition for the Philippines, the importance of garments in this 
regard is declining gradually.  
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3.4.2. Problems of exports 
 

The results of a questionnaire and some interviews held recently show the 
problems existing in the Philippines' exports. 

There are two eye-catching facts in the results of the questionnaire. Firstly, as 
what can be seen in Figure 3-14 , firms that claims to have suffered a decline in 
oversea sales make up 36.9% of the total number of firms inquired, which is more 
than 2.5 times the number of those giving the opposite answer (making up only 14.6% 
of the total). A further look at the firms of the latter will be made later with the 
discussion on the results of interviews. 

 
Figure 3-14 Situation of Overseas Sales after the Currency Crisis 

    As Suggested by the Questionnaire Results 

                  Source: Results of a Recent Questionnaire by MRI 
 

Figure 3-15 Major Causes for the Sluggish Exports  
 

 

 

Source: Results of a Recent Questionnaire by MRI  
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Table 3-10  Markets Where the Philippines’ Exports Show More Signs of   
            Sluggishess after the Occurrenc of the Currency Crisis As seen 

                    from the Results of the Questionnaire （％）（％）（％）（％） 
 U.S. Japan China ASEAN the other 

Asian 
Countries

EU the 
others 

n.a. 

areas where the Philippines' exports 
are more sluggish (n=198） 

6.1 7.6 0 5.6 7.1 6.1 0 67.7

  Source: Results of a Recent Questionaire by MRI 

 
Secondly, two reasons are considered the most important ones for the export 

sluggishness, the comparatively unfavorable position of the Philippine firms in the 
price competition against the firms of other Asian countries, and the stagnant demand 
in the overseas markets. In the case of the former, the Philippine firms are facing the 
difficulty of raising productivity because of the increasing cost of imported materials 
and intermediate products out of the depreciation of peso, and because of a lack of 
capital as well as talents. As for the latter, the continual slowdown in its exports to 
Japan, the ever-growing fierceness of competition from the firms of other Asian 
countries encountered in its exports to the United States and Europe, and the declining 
exports to a crisis-stricken  Asian market where the demand is showing little sign of 
early recovery, all these factors combine to explain the reason. 

From the results of the interviews, the main points of which can be rendered 
into Table 3-11. 

Firstly, among those firms with comparatively high percentage of export, there 
are quite a number of them having experienced a drop in export since the outbreak of 
the currency crisis. The reason for this can be attributed to the above-mentioned 
factors, though the increasing cost of imported intermediate products is not explicitly 
pointed out as one of them by the interviewees. In addition to the overwhelmingly 
high weight of the cost of intermediate products among its total amount of exports, 
the problem of underdeveloped infrastructure resulting in the swelling cost of 
production either directly or indirectly has also produced a negative effect on the 
competitive  edge of the Philippines' export prices. The negative effect of mounting 
import cost is typically exemplified by the case of a confectionery maker, in which the 
cost of imported materials rose by a range between 30% and 50% with the 
depreciation of peso, and the result was the decline of price competitive power, and 
hence the loss of export market. As for the effect of infrastructure, the results of quite 
a few of studies so far have, from a macroeconomic point of view, illustrated that the 
GDP elasticity of infrastructure stock is really meaningful, which can also be easily 
proven by reasoning, from a microeconomic point of view, that an underdeveloped 
highway system, or a loss of power in the transmission of electricity, or a blackout 
will cause serious delays in transportation, upset schedules of delivery, result in the 
retard of production, and hence more idle machines and workers. 
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        Table 3-11 Aftereffects of the Currency Crisis as Shown in the Results of 
                 Interviews( Short Term) 

Note:◎----very high proportion, ◯----high proportion, ＋----increase, ?-----decrease, (+)----increase of foreign 
debt burden. 

Source: results of interviews by MRI 

 



 86  

Secondly, thanks to the sluggish sales both domestic and oversea, it has become 
difficult for the  Philippine firms to raise money for working capital as well as plant 
investment, which has much to do with the increasing cost of intermediate products as 
mentioned above. 

Thirdly, one thing that cannot be neglected is that there are also interviewed 
firms which have actually expanded their exports even after the occurrence of the 
currency crisis. That is to say, the crisis in fact has influenced the exports in various 
ways, with the effect different greatly from firm to firm owing to the different features 
in their activities of production, marketing and corporate finance. For example, even 
the same export-oriented firms have had different performances, in that those having 
actively opened up new markets outside Asia have suffered much more slightly than 
those having depended on the neighboring countries for export income, that some of 
the former have even enjoyed an increase in exports. At the same time, in face of the 
depreciation of peso, those having managed to procure materials domestically have 
fared better than those having gotten them solely through imports. What's more, since 
each firm has its own way of strategy-mix (a certain mix of marketing strategy, 
procurement strategy and finance strategy), the ways in which the crisis has 
influenced the Philippine firms in effect shows a much greater variety. As a matter of 
fact, there appear some firms which have so far enjoyed a variety of export markets 
and previously promised well in their export promotion drives, but have nevertheless 
failed to raise additional capital needed for further plant investment so as to expand 
oversea sales because of the existing over-dependence on foreign-currency- 
denominated loans.  

 
Figure 3-16 Growth of Philippine Exports Quarterly Basis 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
       
 
 
 

Source: Research Bureau of Economic Planning Agency, Overseas Economic Data, 
             graphed by MRI 
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Figure 3-16 shows a slowdown in the Philippines' growth of exports, the reasons  for 
which can be summed up as follows 

Firstly, the weakening of international competitiveness resulted from the rising 
cost. As what was previously pointed out, one phenomenon having featured the 
Philippines' exports recent years is that while the traditional export commodities like 
agricultural products and garments have not been selling well, exports of those in the 
modern sector such as electronic, electrical and communication products, and 
machinery and transportation equipment have been flourishing. However, although 
there is no evidence that this phenomenon has shown any sign of change since 1998, 
even those export-oriented firms with better performance have virtually been troubled 
by problems like increasing cost, decreasing rate of operation, and so on.  

The export of electronic, electrical and communication products have kept an 
average annual growth rate of over 20% in recent years, the 1998's year-on-year 
growth rate recording 32%, no worse than the 35% in 1996 and 31% in 1997. As for 
the export of machinery and transportation equipment, a double-digit monthly growth 
has been maintained except for the 5% in June and 9% in October. But compared with 
the 73% in 1996 and 107% in 1997, the growth of 24% in 1998 suggests a slowdown 
(Figure3-17 ).  

 
Figure 3-17 Growth in leading export categories (1998) 

 
   Source: CEIC Data graphed by MRI  

 
 
Now the trouble is that, even in the seemingly healthy export sectors like 

electronic, electrical and communication products, and machinery and transportation 
equipment, some Japanese-affiliated export-oriented firms are feeling compelled to 
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readjust their productions because of the depression of Japan's domestic market 
resulting in the slump of export  of electronic machines and components to Japan. 
For instance, electronic instrumentation component manufacturer "E," exporting 
mainly to Japan, was obliged to slash operating rates by 80% at the start of the 
April-June quarter of 1998 in response to poor export growth, while semiconductor 
manufacturer "F" is considering shifting exports away from Japan to areas with 
healthier economies, such as Eur ope and the United States. Similarly, "G", a supplier 
of electronic components to Japanese subsidiaries in Malaysia, has had to cut back 
production even though it does not export directly to Japan.  

The increasing problem of rising production costs is due in no small part to 
skyrocketing wage levels. The Philippines has traditionally been an attractive 
investment proposition because of the cheap wages compared to other ASEAN 
nations; by the end of July 1998, however, the minimum daily wage in Manila (198 
peso) was higher than in Bangkok (164 baht) in terms of US dollars ($4.70 versus 
$4.00). Thus, Philippine exports in labor -intensive industries have lost their price 
competitive edge over exports from Vietnam, China and even Thailand.  

In light of these proble ms, export growth is considered likely to be sluggish for 
some time yet. As one computer manufacturer pointed out during the interview, the 
current level of export growth is not due to growing export markets but rather a shift 
by the major manufacturers in industrialized nations towards setting up new 
production operations in the Philippines. Once this trend reaches saturation point, 
export growth can be expected to slow considerably. Electronics (especially 
semiconductors and computer equipment) are the export leader for the Philippines; yet 
computer demand is shrinking in industrialized nations, and even the newly emerging 
markets will not generate significant demand in this category.  
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3.4.3. Export promotion strategies 
 
Leaving aside the impact of the monetary crisis for a moment, Table 3-13 shows 

how exporters themselves view their own structural management problems, as 
revealed in the interview study. Most exporters understand the importance of 
expanding and diversifying both domestic and international markets. They also realize 
that finding and training capable staff and using modern technology is vitally 
important, not only for expanding and diversifying, but also for maintaining existing 
markets by making their products more competitive. However, a large number also 
nominated finance and funding problems. 

Table 3-12  summarizes the strategies either in place or planned by interview 
respondents in response to these medium to long-term management issues. In view of 
the types of problems and the types of approaches required, the government should be 
providing financial assistance to individual businesses to support their efforts in this 
area. 

On the basis of the analysis given above, we present here three export promotion 
strategies:  

 
(1) Liberalization of  investment regulations coupled with trade deregulation  
(2) Support for the development of supporting (supplier) industries 
(3) Support for technology research and human resources development 
 
The strategies should be considered as a whole since all three areas are closely 

related and mutually complementary.  
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 Table 3-12 Medium and Long Term Managerial Tasks for the Philippines’ Firms  
            as Seen from the Results of Interviews  
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Table 3-13  Measures Taken by the Philippines’ Firms in Response to Their   
           Medium and Long Term Tasks as Seen from the Results of Interviews 

 

Note: The checkers cicumscribed with thick lines are related to government aid or expectation of government aid.      
Source: results of interviews by MRI  
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(1) Liberalization of Investment Regulations Coupled with Trade Deregulation 
The Philippines has already begun the process of liberalization of investment 

regulations and deregulation of trade, as seen earlier. However, in terms of trade 
promotion, it seems that there is still room for further progress in the following areas: 

 
• More incentives to attract foreign companies with outstanding technology and/or 

impressive sales volumes 
• Improved environment for investment  
• Boost foreign investment in private -sector infrastructure development 
• Set up an infrastructure investment fund 
• Strategic import liberalization 
• Cut import tariffs and simplify import procedures 
• Shift from trade protection in specific industries to more general protection via   

social and employment policy 
 

Firstly, the government needs to liberalize investment rules in order to attract 
more foreign companies. Attracting foreign companies with outstanding technology 
and/or impressive sales volumes and encouraging them to set up relationships with 
local firms will help to improve technology and workers skills in domestic industry. 
Philippine firms will also benefit from new opportunities to learn about export 
markets and acquire marketing skills. 

To this end, the government should continue working to improve the general 
investment environment. While the Philippines is certainly ahead of its neighbors in 
this regard, continued foreign investment in infrastructure development is an 
important priority. It was clear from the face-to-face interviews that a lack of 
adequate infrastructure is making it difficult for business to tackle medium and 
long-term issues. Foreign investment (in the form of private-sector infrastructure 
development and the infrastructure investment fund) will have the added benefit of 
improving efficiency in the public service field.  

Finally, strategic import liberalization measures are needed. As we saw in our 
discussion of export problems in Section (2) above, many companies have not only 
been hit by the rising cost of imported materials (due to exchange rate movements and 
the vagaries of suppliers), but are also suffering a relative competitive disadvantage 
due to high import tariffs and complex import procedures. The latter is primarily the 
result of protectionist policies designed to favor certain domestic industries. It should 
be remembered that in the days of the global economy, however, this suboptimization 
approach may actually be more costly overall. As well as ongoing trade liberalization 
in the conventional sense, the government should consider strategic trade 
liberalization that differentiates trade partners (in terms of leading industries) in a 
way that encourages the development of supporting (supplier) industries (see below). 
Industries currently enjoying trade protection should be encouraged, through 
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appropriate social welfare and employment policies, to undertake restructuring and 
reform.  

 
(2) Support for the Development of Supporting Industries 

Underdeveloped supporting industries are holding back economic progress. 
Although a cheaper peso makes exports more competitive, the bulk of intermediate 
goods used to produce exports are still imported. This means that at the micro level, a 
cheaper peso forces up production costs for exporters, reducing profits, while the 
macro level, it eventually leads to a trade deficit and, in turn, higher levels of foreign 
debt. One of the keys to solving this problem-the principle dilemma for the Philippine 
economy-is to encourage the development of supplier industries, reducing dependence 
on imported intermediate goods and eliminating the ever-present trade deficit. 

The following is intended to show how this could be done in some specific 
supplier industries.  

As Figure 3-18  shows, electrical components and materials accounted for 42% 
and 41% of tota l imports of intermediate goods by value in 1996 and 1997 
respectively. Encouragement for supplier industries should be concentrated in this 
area, particularly given that it will directly benefit exports of electronic equipment 
and communications products, the two biggest foreign currency earners for the 
Philippines. 

 
     Figure 3-18 Proportion of Major Categories of Imported Intermediate  
                 Goods to the Total Import of Intermediate Goods   

 
    Source: CEIC Data 
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The chief strategies for encouraging supplier industries are as follows. 
 

• Establishing more special economic zones to attract domestic and foreign   
investment in supplier industries 

• Better facilities in existing special economic zones 
• Larger special economic zones 
• Preferential treatment for intermediate goods (primarily electrical components 

and materials) 
• Taxation and funding incentives for new investment  
• Subsidies and technological support to encourage local proprietors 

 
It is important that the government produce policies such as tax incentives to 

attract domestic and foreign (particularly foreign) investment in the industries 
described above. Foreign investment should be channeled into the special economic 
zones, which should be expanded where appropriate. In addition to foreign capital and 
foreign technology, the government should encourage joint ventures and 100% 
foreign-owned operations in order to promote technology transfer and stimulate 
domestic industry. The issue of human resources development in supplie r industries is 
discussed below.  

 
(3) Support for Technology research and human resources development  

In order to retain and/or boost existing markets and develop new ones, the 
Philippines needs to differentiate its exports from the competition and at the same 
time ensure its exports remain competitive. To do this, Philippine industry needs to 
improve in terms of both product quality and productivity; this in turn requires more 
skilled workers, greater attention to human resources training and development and 
better technology.  

However, the questionnaire study suggests that industry is not in a good position 
to pursue these goals at present. For one thing, only a little over 50% of companies 
have a research and development department, and few companies are capable of 
independent research and development. Furthermore, budget restrictions represent a 
major obstacle to human resources training and development (Figure3-19 , 
Figure3-20 ).  
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Figure 3-19 Firms with R&D Division Compared to Those without (n=198) 
 

 
 
 
 
 

 
 
            
 
 
 
 
 
 

Source: Results of a Recent Questionnaire by MRI 
 

Figure 3-20 The Biggest Obstacle to Human Resources Training 
 

        Source: Results of a Recent Questionnaire by MRI  
 

Government bodies could do a great deal more to support the  efforts of 
individual companies in the areas of human resources development and new 
technology. Industry badly needs access to a wide range of high-quality training 
programs and technology R&D schemes designed to boost skill levels.   
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Specific suggestions include: 
 

• Setting up vocational training institutions; improve training programs 
• Providing subsidies for training programs in specific areas 
• Developing joint training programs involving industry, educational institutions    

and government 
• Encouraging closer interaction between industry and government research bodies 

on technology development  
 
The basic educational institutions should be able to achieve a general 

improvement in the skill levels of single -skill workers, while specialist and vocational 
institutions can address the specific skill needs of managers and engineers. Thus, what 
Philippine industry really needs a wider range of high-quality education and training 
programs that accurately reflect ongoing change in the business environment. 

At the same time, government support for training to improve the skills of 
engineers and skilled workers is still very important. Support schemes should be 
expanded and also upgraded to more faithfully reflect the unique needs of individual 
companies. For instance, the government could agree to provide financial subsidies to 
businesses undertaking designated training programs; this would promote human 
resources development tailored to the needs of individual businesses, while boosting 
the overall skill level of human resources in all industries. Similarly, the government 
should consider setting up training centers and training programs operated jointly with 
industry and educational institutions; these would provide improved access to worker 
education and training programs tailored to corporate needs, making it much easier for 
small business to start getting involved in human resources development. 

 
Finally, industry should team up with government research bodies to develop 

and promote new forms of applied technology and production technology for industry.  
 
With regards to training programs (the second and third points), and in relation 

to the earlier discussion, measures designed to encourage increased participation of 
and closer ties with multi-nationals and narrow the focus to priority industries (as 
discussed earlier) will be beneficial in terms of both contents and cost. 

Government bodies could do a great deal more to support the efforts of 
individual companies in the areas of human resources development and new 
technology. Industry badly needs access to a wide range of high-quality training 
programs and technology R&D schemes designed to boost skill levels.   



 97  

3.5. CURRENT STATE OF EXPORTS AND PROMOTION PLANS IN CHINA 
 
3.5.1. Exports at present 

The Asian currency crisis did not impact on Chinese exports until near the end 
of 1997. The total value of exports posted annual growth of nearly 14% in the first 
quarter, but this dropped back to single -digit growth in the second quarter, followed 
by negative growth in the  third and last quarters. 

 

Table 3-14 Contribution to GDP growth (%) 
Components  of  GDP  1 9 8 0 -1 9 9 0  1 9 9 0 -1 9 9 7  1 9 8 0 -1 9 9 7  
P r iva t e  consumpt ion  4 9 . 7  4 6 . 2  4 6 . 9  
Government consumption 1 1 . 6  1 0 . 9  1 1 . 1  
Gross Fixed Capital  
Fo rma t ion  3 5 . 5  3 7 . 8  3 7 . 4  

Increase  in  Stocks 1 9 . 8  2 0 . 8  2 0 . 6  
Export of goods & service 1 9 . 8  2 0 . 8  2 0 . 6  
Import of goods & service -2 1 . 1  -1 5 . 4  -2 0 . 2  
GDP  1 0 0 . 0  1 0 0 . 0  1 0 0 . 0  

            Source: China Statistics Yearbook etc. 
      

This setback can be attributed to the combined effect of the currency crisis and 
domestic economic problems in countries throughout Asia (including Japan), which 
affected orders for Chinese imports. Table 3-15  shows major trade statistics by export 
market. It can be seen that exports to Japan and 4 major ASEAN markets dropped 
sharply as a result of the currency crisis, while exports to the United States and 
Europe remained healthy. Thus, the decline in exports can be attributed to external 
factors—namely, declining orders from countries suffering domestic economic 
difficulties in the aftermath of the currency crisis—rather than a lack of 
competitiveness in the exports themselves. 

 

Table 3-15 Chinese Trade by Region in1998 (million USD) 
 

 State, Region First half  3rd  Quarter 4th Quarter Export total Import total 

1 Hongkong 20,663 9,454 8,637 38,754 6,655 

2 USA 16,681 10,433 10,861 37,975 16,961 
3 Japan 13,668 7,458 8,565 29,691 28,207 

4 EU4 8,017 4,435 4,932 17,384 14,425 
5 Korea 2,878 1,583 1,807 6,268 14,995 
6 ASEAN4 2,457 1,339 1,620 5,416 8,046 
7 Singapore 2,457 977 1,249 4,683 4,224 
Total 182,790 47,110 49,860 279,760 140,160 

        Source: Overseas Economic Data 
        Note: EU 4 includes Germany, UK, France and Italy,  
        ASEAN 4 includes Thailand, Malaysia, Indonesia and Philippines 
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Table 3-16 Chinese Trade by Region in1998 (Annual Change in %) 
 

 State, Region First half  3rd  Quarter 4th Quarter Export total Import total 
1 Hong kong 4.3 -14.6 -33.0 -11.5 -4.8 
2 USA 18.5 13.8 15.0 16.2 4.1 
3 Japan 4.4 -10.0 -7.4 -6.7 -2.7 
4 EU4 22.6 16.0 9.4 16.9 4.1 
5 Korea -32.4 -36.0 42.3 -31.2 0.4 
6 ASEAN4 -20.1 -24.1 -8.1 -17.9 7.1 
7 Singapore -9.4 -16.3 -1.7 -27.4 -2.2 
Total 7.3 -2.3 -7.2 -2.2 -1.5 

               Source: Overseas Economic Data 
               Note: EU 4 includes Germany, UK, France and Italy, ASEAN 4 includes Thailand, Malaysia,  
                  Indonesia and Philippines  

 

The currency crisis forced down the value of the currencies of Thailand, 
Indonesia and the Philippines relative to the US dollar, making exports of primary 
products or ‘general’ goods (where demand has highly elasticity relative to price) 
from these countries more competitive than Chinese products in the corresponding 
categories. 

 

Table 3-17 Export volume by products and category in1998 
 

Term Raw 
materials 

Annual 
Change  
In %  

Processed 
Goods 

Annual  
Change 
In % 

General 
Goods 
Trade 

Annual  
Change 
In % 

Processed 
Goods 
Trade 

Annual  
Change 
In % 

1st Quarter 42.9 -12.8 358.1 16.9 168.6 9.2 219.7 14.0 
 Jan.-Apr. 60.7 -15.1 501.2 16.1 237.6 8.7 305.9 12.0 
 Jan.-May 76.5 -16.9 634.6 12.7 298.7 4.9 388.7 9.5 

2nd Quarter 95.2 -16.3 774.6 11.5 365.3 4.4 476.3 8.6 

 
According to Table 3-17, an analysis of the decline in exports by product 

category shows that although annual growth in primary products such as agricultural 
produce stayed negative into 1998, secondary products (such as industrial products) 
dropped only slightly before recovering to post double-digit growth for the first half 
of the year (January—June). Looking at exports in terms of the degree of processing, 

then, it is clear that the decline in processed goods16 has been less drastic than the 

decline in general exports.17 With secondary products or processed goods, on the 

other hand, price is less of a determining factor influencing demand. This is because 
secondary products are often made by foreign companies in China instead of local 

                                                      
16 Where raw materials and components are imported, processed, then exported directly. A typical example is where a factory 

on the Chinese mainland is contracted by a Hong Kong company to import all raw materials, components and prototypes 
and export the entire production volume of finished products. Foreign companies are generally required to export a certain 
percentage of finished products, and this in fact accounts for a significant proportion of the processed goods market. 

17  Exports of domestic raw materials and resources in raw form. 
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companies. Foreign companies tend to set up operations in order to supply specific 
export markets, and are more likely to enter into long-term arrangements regarding 
supply volume and price. Short-term fluctuations in the domestic macro-economy will 
therefore have minimal impact on exports. 

 

 Table 3-18 Export growth over the last 12 years, broken down by SITC product  
          category(1985~1997) 

 
SITC Code No. 0 1 2 3 4 5 6 7 8 9 
Thailand 20 0 4 1 0 1 18 29 26 1 
Indonesia 13 1 8 -21 0 6 54 4 34 1 
Philippines 7 1 1 4 0 3 7 17 24 36 
China 8 1 3 -5 0 7 23 14 26 24 

 Source: UN, International Statistics Yearbook 
 Note: SITC 0(foods) , 1(drink, tobacco), 2 (general raw materials), 3 (minerals), 4(oil), 5(chemicals),  
      6(parts etc.)7(general machinery), 8(right industrial products), 9(arms, re-imported goods,  others) 

 

Table 3-18 shows export growth over the last 12 years for Thailand, Indonesia, 
the Philippines and China, broken down by product category. It can be seen that in the 
long term, China has enjoyed greater growth in intermediate processed goods (SITC6) 
and final processed goods (SITC 7 and 8) than both Thailand and Indonesia, while 
primary products (SITC 0 through 4) have steadily declined in proportion to total 
exports. 

 
3.5.2. Structural issues on export promotion  
 

In developing strategies for promoting exports, bearing in mind the issues 
discussed above, we should focus on the issues that directly affect the exporters 
themselves—in other words, problems experienced by businesses at the micro level. 
Even companies producing processed goods unaffected by price competition and 
enjoying the stability of long-term supply contracts can still experience great 
difficulty maintaining constant production in the event of problems in areas such as 
funding, personnel or technology (particularly manufacturing technology).  

 
Thus, no analysis of structural flaws in the Chinese foreign trade structure can 

afford to overlook the problems of industry. Here, we present the results of 
questionnaires and face-to-face interviews with Chinese industry, conducted between 
November 1998 and February 1999, with particular reference to export issues. 
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(1) Short-term issues 
<The result of postal survey> 

The Development Research Center of the State Council was commissioned by 
the OECF to undertake a study of small business management. The questionnaire 
outlined below was administered in Beijing and Dalian (in Liaoning province) 
between October 1998 and February 1999.  

 
Table 3-19 Small business survey—exports (China) 

 

 
Survey sample 1: Small businesses in Beijing 
Method:                   Postal survey 
Valid responses: 1,424 respondents  
(of which 42 respondents answered questions on exports) 
Question topics: 
                                      1. Current business environment 
                                      2. Funding procurement problems 
                                      3. Support from government and industry  
                                      4. Changes in export environment and associated factors 
                                      5. Research and technology development 

 
Survey sample 2: Small businesses in Dalian  
Method:                   Postal survey 
Valid responses: 36 respondents 
Question topics: 
                                      1. Current business environment 
                                      2. Funding procurement problems 
                                      3. Support from government and industry  
                                      4. Changes in export environment and associated factors 
                                      5. Research and technology development 

 

In the Beijing sample, 42 respondents provided answers to topic 4 regarding 
changes in the export environment. Dalian was surveyed prior to Beijing, and 36 valid 
responses were obtained. The survey results indicated that most companies were 
enjoying export growth in annual terms up to the currency crisis in East Asia, but 
were hit by declining exports following the crisis. There was also a degree of regional 
variation: exporters in Dalian had already suffered reduced export growth prior to the 
crisis on account of the domestic economic downturn in Japan. 
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Table 3-20 Export by SME in Beijing and Dalian 
 

Change between 1996 and 1997 
(before the currency crisis) 

Change between 1997 and 1998  
(after the crisis) 

City/ 
Change in % 

Beijing 
(42 firms) 

Dalian 
(36 firms) 

City/ 
Change in % 

Beijing 
(42 firms) 

Dalian 
(36 firms) 

Increase by 
more than 50% 19% 3.1% Increase  36.1% 28.6% 

Increase by 
between 
30-50% 

23.8% 6.2% 

Increase by 
less than 30% 

57.1% 40.6% 

No change 13.9% 22.9% 

Decrease 0.0% 49.9% Decrease 50.0% 48.6% 

Total 100.0% 100.0% Total 100% 100% 

   Source: Dr. Lin, DRC, China 
 

Table 3-20  shows reasons for the decline in small business exports. Respondents 
from both samples nominated falling demand in export markets, although this 
response was more common in Dalian, which exports mainly to Japan. Companies in 
Beijing, who export to many markets other than Japan, were more likely to nominate 
competition from foreign firms as a factor in declining exports than their counterparts 
in Dalian. The drop in export prices was also considered a major factor. This is linked 
to a cycle of events at the macro-economic level—falling demand leads to increased 
competition which forces down export prices—triggered by external factors such as 
the currency crisis. 

Domestic factors and internal (micro level) factors such as  ‘insufficient liquid 
funds’ and ‘lack of information about export markets’ can generally be resolved 
through the efforts of government and industry. The shortage of liquid funds is clearly 
a very serious problem and not one that is confined to exporters; funding problems 
were reported by 613 respondents, or 43% of the total sample of 1,424 companies.  
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Table 3-21 problems which SMEs face on export 
  (%) 

Problems(multiple choice) Beijing (42 firms) Dairen (36 firms) 

1. shrinking demand in export market 30.9 50.0 

2. decreasing prices of export goods 14.3 25.0 

3.severe competition with foreign exporters 19.0 11.1 

4.severe competition with domestic exporters 7.1 11.1 

5. shortage of financial liquidity 2.4 8.3 

6. lack of knowledge about foreign market 14.3 19.4 

  Source: Study on development of SMEs in Beijing 1993, DRC. 
 
<The result of interview survey> 

The face-to-face survey of business managers was conducted in parallel with the 
questionnaire survey. The sample of 22 companies was taken from Beijing as well as 
Xuzhou, Wuxi, Changzhou and Nantong in Jiangsu Province, a major export center. 
Table 3-5-7 shows responses broken down by respondent attributes and two short-term 
issues: sales trends and funding/finance. 

The figures in the Table 3-21 represent the proportion of respondents who 
marked each issue as a current problem. Respondents who reported no funding or 
financial problems were considered candidates for such problems in future if they 
obtain funding from family relatives, employees, clients and suppliers, local residents 
or other potentially unreliable sources. These respondents were marked with a “-“ and 
treated as likely to suffer financial difficulties. The results and conclusions are 
discussed below.  
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Table 3-22 The result of interview survey on the problems which SMEs face for   
          export 

 
 Feature 

        Effects of the currency crisis 

Input Sales Funding Sales       Finance 

Products and 
Services Home Import Home Export Home Foreign home Over-

seas 
Debt 
Burden 

New 
Debt 

Competit
ive 

Pricing 

Pay- 
ment 

Cost 
Of  
Input 

Pharmaceutical ◎  ◎  ◎         
Food supply ◎  ◎  ◎  ―   ＋ ― ― ＋ 
Metal products ◎ ○ ○ ◎ ◎  ― ― ＋     

Information 
service ◎  ◎  ◎         

Hotel ◎  ◎  ◎  ―    ―   
Software ◎  ◎  ◎  ―     ―  
Furniture ◎  ◎ ○ ◎      ―  ― 
Auto-parts  ◎ ◎  ◎  ―       
Electric 
appliance ◎  ◎  ◎       ―  

Machinery ◎  ○  ◎  ―     ―  
Tele-communicat
ion  ◎  ◎ ○ ○        

Decoration ○ ○ ○ ◎ ○ ○ ― ― ＋ ― ― ― ― 
General 
Machinery ◎  ◎ 

 
 ◎ ○ ―  ＋  ―   

General  
Manufacturing ○ ○ ○ ○ ◎ ○ ― ―   ―   

Auto parts ◎  ◎ ○ ○ ○        
Steel ◎  ○ ◎ ◎  ―     ― ＋ 
Hotel ◎  ◎  ◎  ―       

Machinery ◎  ◎ ○ ◎  ― ―      

Farm equipment ◎  ◎  ◎         
Machine parts ◎   ◎ ◎ ○      ―  
Engine ◎  ○ ○ ◎  ―     ―  
Hotel supply ◎  ○ ○ ◎  ― ―      

  Source:1-9 DRC, 10-22  MRI 
  Note:◎significantly large portion ○rather large portion,＋increase、- decrease 

 

Table 3-23 Summary of interview survey for SME 
 

 Decrease of sales : 14  companies 
 
 Decrease of export : 5 companies 
 
 Decrease of availability of working capital for payment :  11 companies 
 (including cutting credit line and less credibility due to economic downturn)  
    
 Losing cost competitiveness caused by expensive imported component :  2 companies          
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< Medium to medium and long-term export issues>  
Table 3-24 shows the steps being take n by respondents who reported being 

confronted by “medium to long-term export issues” at present. Respondents who 
reported no funding or financial problems (i.e., the funding procurement environment) 
were considered candidates for such problems in future if they obtain funding from 
family relatives, employees, clients and suppliers, local residents or other potentially 
unreliable sources. Strategies undertaken by these respondents are shown in the table. 
Some respondents were aware of the problems but had taken no steps to address them; 
these were classified as “no strategies.” 

 

                   Table 3-24 Problems for exports, which SMEs face 
                            (medium and long-term issues and strategies) 

 
 Companies by 

industry(city) Type Finance/funding Human Resource 
Development 

Market 
Development R&D 

1 Pharmaceutical 
（Beijing） Collective  No strategy  No strategy 

2 Restaurant (ditto) Private Enhancing control   Recruiting from 
technical colleges 

3 Special metals (ditto) Collective Funding by equity No strategy  Incentive program 
4 Information (ditto) Collective     
5 Hotel (ditto) Private No strategy No strategy   

6 Software development 
(ditto) Collective Debt from parent 

company    

7 Furniture (ditto) Collective Self-funding for working 
Capital In-house training   

8 Auto-parts (ditto) Private  No strategy   

9 Electric appliance 
(Beijing) Collective Transition to equity 

Finance or leasing   Renewal of obsolete 
Technology 

10 Machinery (Suzhou) Private Equity finance and 
government R&D subsidy   

For obtaining ISO 
9000supported by 
professors 

11 Telecommunication 
equipment (ditto) Foreign Procurement of home 

Parts 
In-house training at 
parent company   

12 Traditional funs 
(ditto) Township  In-house 

examination 
Searching new 
market  

13 Machinery 
(ditto) State-owned Severe credit line by state 

banks  New Product line 
development 

Part-time support from 
professors 

14 Group manufacturers 
(Wuxi) Township 

Equity finance by 
residents, working capital  
by banks 

Recruiting external 
human resource 

Searching new 
market  

15 Auto-parts (ditto) Township FDI Deregulation of 
recruitment  Support from German 

companies 
16 Steel (ditto) State-owned Searching for FDI    
17 Hotel (ditto) Private Equity finance     

18 Machinery 
(Changzhou) State-owned  In-house training 

and incentive  In-house R&D 
activities 

19 Agriculture machinery 
(ditto) Private   Searching for a 

new market 
Searching for a partner 
of JV 

20 Machine parts (ditto) Township 
Searchingfor working 
capital from Banks and 
FDI investment  

   

21 Engine (Nantong) State-owned Searching for FDI   
Support from 
professors and foreign 
companies 

22 Hotel supply (ditto) Private Self-funding  
Searching for a 
new market with 
high quality 

External designers 

 Sources: Interviews by MRI, DRC 
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Funding problems were the most common current issue, nominated by 16 
companies. 

 
             Table 3-25 Major Medium and Long-term issues 

 
  • Funding      16 companies 
  • Human resources development       11 companies 
  • New markets      10 companies 
  • Technology development                6 companies 

 

The issues nominated in the survey can be traced to the following factors. 
 

<Finance/funding> 
Small business is experiencing increasing difficulty raising funds due to factors 

such as the effect of price competition on revenue, declining sales volume and tardy 

repayment by debtors. This is particularly true for non state-owned enterprises18, who 

are ineligible for funding from the four major state -owned commercial banks (the 
Bank of China, the Industrial and Commercial Bank of China, the Construction Bank 
of China and the Agricultural Bank of China).While the state-owned banks are 
prepared to provide bridging finance in very small amounts, for instance to cover the 
timing gap between accounts payable and accounts received, non sta te-owned 
companies are unable to take out loans as a means of obtaining liquid funds for 
production (raw material procurement and funding). Finance for plant and equipment 
investment and other forms of fixed asset procurement is even harder to obtain. 
Seve ral respondents called for direct investment and financing with foreign funds. 
Furthermore, certain privatized enterprises and rural township enterprises currently 
enjoy healthy sales and have no funding difficulties but obtain funding from 
potentially unreliable sources such as family relatives, employees, clients and 
suppliers, and local residents; such enterprises are considered problematic.  

 
<Human resources training> 

In spite of the shift to a market economy and the associated principle of 
corporate responsibility, many managers have no experience except in running a 
state -owned enterprise. There is a critical shortage of capable business managers, and 
few companies have in -house training programs. 
 

                                                 
18  Non state-owned enterprises are defined as private enterprises, non-agricultural enterprises and collective enterprises. 

Non-agricultural enterprises are collective enterprises in small cities and rural districts which are established using domestic 
capital but are not state-owned enterprises (like collective enterprises in cities). For the purposes of this study, we call 
companies in urban collectives “collective companies” and companies in small city or agricultural districts “non-agricultural 
companies.”  
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<Markets> 
Exporters have lost markets in the currenc y crisis, while domestic manufacturers 

have been hit by the downturn in the domestic economy (and hence demand). As 
previously solid orders start to taper off and money owing becomes harder to collect, 
manufacturers are looking further afield and seeking new markets. 

 
<Technology> 

The questionnaire survey revealed that earnings have dropped at many 
companies as they cut costs in the face of increasing competition at home and abroad. 
It is critical that industry work to boost quality, cut costs through modernization of 
production technology and concentrate on developing new products with greater 
added value. Although some of the companies interviewed were attempting to address 
technology deficiencies by hiring university instructors as advisors or consultants on 
an ad-hoc basis, not one had an in-house technology training program. Foreign 
subsidiaries and other enterprises with foreign capital make extensive use of training 
programs at the parent company, often using these as employee incentives. 

 
<Trade struc ture as an issue of medium and long-term> 

Alexander Yeats 19  measures the comparative advantage in China’s trade 

structure relative to the three ASEAN nations using the Spearman ranking coefficient 
of correlation. The coefficient is based on the comparative competitive advantage 
index RCA for each product traded between the two countries. (RCA is defined as 
Xik/Xi, the value of exports of a given product k  as a proportion of the total value of 
exports from country i, divided by Tk/T, the total value of worldwide exports of that 
product as a proportion of the total value of all exports worldwide.) An array is drawn 
up for each product and the RCA in each country, in which the coefficients show the 
correlation between rankings for each product. For a given product, the closer the 
correlation is to 1, the more similar the comparative advantage export structures of the 
two countries and therefore the greater the level of competition in the global 
marketplace.  

 
Yeats’ study shows that the Thai and Philippine export structures are steadily 

approaching China’s export structure, and that competition from these countries has 
therefore increased. Indonesia, meanwhile, has drawn away slightly from the others in 
relative terms. While China’s exchange rate is to all intents and purposes fixed to the 
US dollar, the currencies of Thailand and the Philippines were devaluated during the 
currency crisis; as a result, Chinese exports face increasing competition from Thai and 
Philippine exports. Maintaining the comparative competit ive advantage over the 

                                                 
19 Alexander J Yeats, China’s Foreign Trade and Comparative Advantage, World Bank Discussion Papers 
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increasingly similar Thailand and Malaysia is a fundamental prerequisite of 
sustainable economic growth throughout East Asia, as pointed out in OECF Workshop 
discussions. 

 
    

Table 3-26 Level of export competition between China and the three ASEAN   
              countries( Spearman ranking coefficient of correlation) 

 
Exporter 1989 1994 
Thailand 0.4977 0.5922 
Philippines 0.4603 0.5064 
Indonesia  0.2811 0.2922 

                        Source: OPECD, Foreign Trade by Commodities, 1994 
                        Note: Spearman ranking coefficient of correlation = 1 — (6 Σ d2)/n(n2—1) 

 

3.5.3. Export promotion strategies  
 

(1) Short-term strategies 
Both the questionnaire study and interview study showed that non state -owned 

enterprises are at present being denied access to credit creation by the state -owned 

banks (this can be partly attributed to bad debt at state-owned banks 20). Even 

state -owned enterprises are only granted finance for plant and equipment investment 
where equipment purchases are considered part of technology modernization, and 
where the finance has been approved by the relevant government authorities.  

 
< finance/ funding> 

Since production is necessarily the prerequisite to exporting, securing liquid 
funds remains the most critical issue for small business in China. In order to survive 
price competition from countries with devalued currencies, however, China needs to 
concentrate on quality and new product development, and this in turn requires plant 
and equipment investment. The following finance schemes could be used to provide 
working capital and plant and equipment funds:  

• Two-step loans as funds for materials and equipment purchases (for state - 
  owned small businesses) 
• Two-step loans as liquid funds and working capita l (for non state -owned small  
  businesses) 
• Credit guarantees to enable industry to obtain finance from non state -owned  
  banks (for both state -owned and non state -owned small businesses) 

 

                                                 
20 Shigeru Ishikawa, Comments on Dr. Wang’s ‘Analysis of the problem industries and scenarios for the economic recovery of 

China’, 22 February 1999 
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<Human resource development> 

Proper management, in terms of both the employees and the organizational 

structure, is vital to the survival of any business. The tendency of state -owned 

enterprises in China to experience deficit can be attributed to factors such as 
inefficient use of funds; inability to tailor production to the needs of consumers and 

customers; poor cost control; and inconsistencies in personnel management. The 

shortage of capable managers in small business is a major problem for China21. Loans 
could be provided for: 

 
• Building in-house training facilities and purchasing equipment and materials  
• Sending management staff to external training programs and overseas courses 

on business management skills  
• Universities and research centers, to purchase equipment and materials for 

small business staff training courses 
 

<Market> 
Developing new markets is another important area. In the past, only “domestic 

trading enterprises and overseas trading enterprises (wholesalers and retailers)” 
possessing “trading rights” granted by a government authority were permitted to sell 
goods in domestic and overseas markets. Therefore, since manufacturers were not 
normally permitted to sell their products directly, they have not had a chance to 
acquire the basic skills of developing new markets and tailoring products to market 
dema nd. This problem is particularly critical for small business because of the lack of 
talented managers. The interview study found that many businesses have been unable 
to find new export markets to replace traditional markets lost in the aftermath of the 
currency crisis in Southeast Asia and South Korea. Similarly, the questionnaire study 
revealed a sharp decline in export revenue for Beijing exporters between 1996—1997 
(before the currency crisis) and 1997—1998 (after the crisis). The government should 
provide loans to set up the following databases that small business could use to locate 
and develop new markets: 

• Database construction on information on overseas markets (including import 
policies and demand trends by country and information about tie -ups with 
foreign companies with established markets) 

• Database construction on Information on new product development trends 
overseas 

• Database construction on Information on foreign companies suitable as 
business partners 

 

                                                 
21 Lin Jiabin, Study of Strategies to Promote Small Business in Beijing, 22 February 1999 
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<Technology> 
New technology is vital to ensure survival in the face of greater price 

competition during periods of low demand (i.e., oversupply). As well as product 
development, new technology will boost production efficiency and reduce the number 
of defects, in turn helping to  reduce costs, improve product reliability and 
ultimately win new customers. As the face-to-face interviews showed, small 
businesses in China suffer from a chronic lack of talented personnel in the area of 
technology development. In addition, the government is not providing small business 
with enough support for technology modernisation22. Loans could be provided in the 
following areas: 

 
• Overseas training for technical staff  
• High-tech manufacturing machinery and equipment  
• New bodies to coordinate and promote joint technology sharing arrangements 

between small businesses 
• Subsidies towards R&D expenses (low-interest loans) 
• Subsidies towards expenses incurred in acquiring intellectual property (such 

as patents) from foreign companies 
 

(2) Long-term issues 
To ensure sustainable economic growth, China needs to maintain a cooperative 

trade stance towards all ASEAN nations. In other words, it is important for China to 
establish a network after taking into account the export trends of those goods with 
relatively high comparative advantage that each nation has to offer. To this end, China 
is endeavoring to lift both exports and domestic demand. Domestically, the 
government is using economic stimulus measures and infrastructure development to 
generate demand in regions where consumption levels have traditionally been low, 
thereby creating new markets for local products. Meanwhile, international markets are 
being flooded with a range of products, even including some with relatively low 
comparative advantage, due to the oversupply in domestic markets. This strategy is 
designed to minimize the impact on exports from ASEAN countries. Although the 
government has already begun to address this area, loans could also be provided for 
the following:23 

 
• Developing industrial and social infrastructure in regional areas 
• Setting up industrial parks to attract foreign companies to regional areas 
•Two-step loans to support development of industrial and production facilities 

                                                 
22 Dr. Huijiong Wang, Analysis of the problems of industries and scenarios for the economic recovery of China Presentation 

Paper, 22 February 1999 
23 See also Dr. Wang’s presentation. 
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in rural areas24 

• Local governments to establish educational institutions providing training in 
technology development and business management (the central government 
currently provides vocational training in re-skilling programs as part of the 
restructuring of state-owned enterprises, so this would be consistent with 
government policy)  

 
The infrastructure in point 1 above refers to transport (road and rail) and 

communications infrastructure to help link industry in rural areas to major consumer 
regions on the coast. Securing markets in the larger cities is critical to the 
development of industrial and production facilities in rural areas (point 3 above). 
Regarding point 4, the inland regions need improved educational access to bring 
technology up to the level of Beijing and Shanghai. And since inland regions tend to 
have more state -owned enterprises, education will also promote the redistribution of 
human resources from older industries to new industries. 

 
 
 

                                                 
24 As above. 
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CHAPTER IV 
 

MEASURES TO IMPROVE CORPORATE FINANCE 
 
 

4.1. FEATURES OF CORPORATE FINANCE 

 
Even though there are differences in degree, the corporate finance of Thailand, 

Indonesia and the Philippines (hereinafter termed the "three countries"), has the 
features of 1. foreign currency dependence, 2. high leverage and 3. short-term nature 

of debt, and overall, is vulnerable to external shock.  In Section 4.1, we will 
investigate these features based on a survey recently conducted on about 200 
manufacturing companies in each country. 

 

4.1.1.  Dependency on foreign currency loan 

 
Figure 4-1  shows the distribution of 

companies covered in this survey according to 
share of loan denominated in foreign currency 
against the total amount of loan.  In all 

countries, companies with no foreign currency 
loan account for a little less than half 
(Thailand 48%, Indonesia 38%, Philippines 

48%).  On the other hand, companies with 
significant exposure to foreign exchange risk 
also exist to a certain extent (companies 

whose share of loan in foreign currency is 
50% or more: Thailand 17%, Indonesia 44%, Philippines 31%).  In the case of 
Indonesia, companies whose share of foreign currenc y loan is 80% or more account for 

33%, which indicates that foreign currency dependence is extremely high.  
In a comparison by scale, the proportion of foreign currency loan was higher for 

large -scale companies in all three countries.  In Thailand for example, the proportion 

of companies without foreign currency loan was 81% for small companies, 61% for 
medium-sized companies, and 34% for large companies. 

Substantial currency depreciation caused foreign currency loan to balloon in 

local currency terms, which rapidly worsened corporate financial standing.  This led 
to delays in repayment to financial institutions, and worsened the conditions of 
financial institutions, which had procured funds in foreign currency and suffered from 

the currency depreciation too.  
 

Figure 4 -1    
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4.1.2. High leverage 
 

Table 4-1 shows the average financial ratio of companies targeted in this survey.   The ratio 
of capital to total capital shows low levels: Thailand 0.32, Indonesia 0.33 and Philippines 0.37.  

Correspondingly, the leverage is high, amounting to 2.97 for Thailand, 2.79 for Indonesia and 2.32 
for Philippines.   There are companies among the samples that have fallen into excess debt 
(negative net worth), and if we exclude these companies, the leverage increases even more. 

Since net worth is low and companies are dependent on external debt, an interest rates hike led 
to a rapid increase in interest costs.  As a result, many companies are observed to have a net profit 
that is turning to deficit, even though operating profit is in the black. 

 

Table 4-1 Average financial ratios* 
 Thailand Indonesia Philippines 

Assets *(below, the ratio against total assets) 1.00 1.00 1.00 
Current assets 0.54 0.62 0.45 
Fixed assets 0.46 0.37 0.55 

Liabilities 0.69 0.67 0.63 
Current liabilities 0.54 0.48 0.49 
Fixed liabilities 0.15 0.19 0.14 

Capital 0.32 0.33 0.37 

Leverage 2.97 2.79 2.32 
Leverage (excluding companies with excess liabilities) 4.10 3.77 2.81 
Current ratio 2.23 2.25 1.15 
Ratio of fixed assets to long-term funds 1.32 0.74 1.35 

Ratio of operating profit  NA 0.15 0.04 
Ratio of net profit  0.04 -0.06 0.01 

* Average of financial ratios calculated for each company. 

The samples are not the same as those covered in the questionnaires survey.  The total number of samples is 78 for Thailand 

(1997, 1998), 301 for Indonesia  (1997.6, 1997.12, 1998.6), and 439 for Philippines (1995, 1996, 1997) 

Leverage: debt/capital, liquid ratio: current assets/current liabilities, ratio of fixed assets to long-term funds: fixed 

assets/capital + fixed liabilities 

Source: OECF survey 
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4.1.3. Short maturity of debt 
 
We stated that leverage is high and that 

companies are largely dependent on external debt 

rather than capital of that external debt, the level 
of dependence upon short-term debt is high.  

Table 4-1 shows that the ratio of fixed liability to 
total assets is no more than 0.15 in Thailand, 0.19 
in Indonesia and 0.14 in the Philippines.   Since 
both net worth and fixed debt are small, the ratio 

that current liability accounts for is very high. 

Figure 4-2 shows the average maturity 
composition of borrowed money.  In all countries, 

we can see that the maturity of most loans is less 
than one year (Thailand 48%, Indonesia 55%, the 
Philippines 60%). 

Similarly in Figure 4-3 companies are 
classified according to the share of each mature 
loan, and the table shows the distribution thereof.  

From this table, it is observed that nearly 70% of 
companies have no loan with a maturity of 3 years 
or more.  Similar tendency was observed in the 

survey results in Indonesia and the Philippines. 
Since leverage is high, and the debts are 

mainly short-term, in many companies in the 

Philippines and Thailand that capital plus fixed 
liabilities does not cover fixed assets (the ratio of 
fixed assets to long-term funds is less than unity).  

Companies finance plant investment with long 
gestation period by roll-over of short-term funds, 
and when banks were no longer able to comply with roll-over in the recent banking crisis due to the 

strengthening of prudential regulations, corporate financial standings rapidly deteriorated. 
 

Figure 4-2   
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4.1.4. Impact of economic crisis 
 
Features like those described above: i) dependency on foreign currency loan ii) high leverage 

and iii) short maturity of debt, made the structure of corporate finance vulnerable to external shock. 

 

Figure 4-4  Features of corporate financing and the deterioration of corporate financial conditions 

 

 
 
 

 
 
 

 
 
 

 
 
 

 
 
During the recent crisis, currency depreciation led to a rapid increase in foreign currency debts 

in terms of the local currency, and high leverage makes increase in interest costs due to interest rate 
hike large.  At the same time, crisis in banking sector and the strengthening of prudential regulations 
reduce lending by financial institutions.  Debt tended to be short-term, and since financial 

institutions stop the roll-over of short-term loan, which is used to finance long term investments, 
corporate financial standing deteriorated rapidly.  

The worsening of corporate financial standing delayed repayment to financial institutions, 

which in turn worsened the portfolio of financial institutions.  The deterioration of financial 
institutions' portfolio led to the vicious circle between the financial sector and the real sector.  As a 

result, rapid credit shrinking and rising interest rates occurred, as shown in Figures 4-5~4-7.  In the 
case of Thailand and the Philippines, the growth in total credit to the domestic private sector 
(compared with the same month of the previous year) continued to fall, and by the end of '98, the 
growth rate was close to zero.  And regarding interest rates, though a fall has been observed of late 

in Thailand and the Philippines, it is still at the high rate of several tens of percent.  The currencies 
of the three countries targeted in the survey depreciated significantly from the latter half of '97, and 
by the end of '97, Thailand and the Philippines recovered slightly and stabilized, while Indonesia saw 

a further drop.  Considering this fact and that a certain share of bank loan is in foreign currency, the 
credit shrinking of the three countries targeted in the survey will become even severer. 
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Based on the enterprise survey from a microeconomic viewpoint of each company too, it is 

evident that companies are struggling with rising interest rates and banks’ reluctance to lend.  Table 
4-2 shows items indicated by the companies of each country as problems in financing; with all three 
countries, over half the companies identified that high interest rates for short-term borrowing as 

problem, and many companies responded banks’ reluctance to lend and high interest on long-term 
borrowing as problems. 

 
 

In the case of Thailand, companies that 
identified banks reluctance to lend as a problem 
account for 44%, which is a higher proportion than 
other countries (Indonesia 33%, Philippines 25%).  
For Indonesia, the proportion of companies pointed 
out high interest as a problem is large at 61%, and 
this is also confirmed by the fact that lending rates in 
Figure 4-7 did not drop even in the latter half of 
1998.  For Indonesia "other" ranks highly, which 
includes "exchange depreciation", "exchange 
instability".  In the case of the Philippines, the 
proportion of companies identified banks’ reluctance 
to lend is lower than other countries at 25%, which 
reflects that the impact of the financial crisis is 
relatively small, without major reorganization of 
financial sector. 
 
 

 
 
 

Figure 4-7 Indonesia: changes in interest and 

credit outstandings 

0

5

10

15

20

25

30

35

40

97
/1 3 5 7 9 11

98
/1 3 5 7 9 11

%

0

10

20

30

40

50

60

70

80

90

100

%

Credit growth (right guideline) 1

Working capital loan interest (left guideline)

Investment capital loan interest (left guideline)

1: Growth rate compared to same month of previous year for total loan
outstandings of commercial banks,

Source: Bank (of) Indonesia  

Figure 4-5 Thailand: changes in interest and 
credit outstandings 

Figure 4-6 Philippines: change in interest and 
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Table 4-2 Problems in financing  
 Thailand Indonesia Philippines Average for three 

countries 
High interest on short-term borrowing 50% 61% 55% 55% 
High interest on long-term borrowing 28% 38% 25% 30% 
Bank bankruptcy 4% 8% 1% 4% 
Banks’ reluctance to lend 44% 33% 25% 34% 
Rejection of loan roll-over  17% 2% 11% 10% 
Collateral 8% 3% 19% 10% 
Other 17% 23% 0% 13% 

Proportion of companies that identified each items as problem.  Multiple responses possible. 

Source: OECF investigation 

 

In the current crisis, many companies in all countries are in debt default, and are negotiating 
with financial institutions to change repayment plans.  In Section 4.2, we will first discuss the 
current situation and measures adopted thus far in regard to the corporate debt restructuring. 

In section 4.3, we take up the issue of public financial schemes.  It is likely that debt 
restructuring between companies and financial institutions will take a certain time periods 
considering the severity of the problem.  As a means of ensuring liquidity supply, increased lending 

by public financial institutions is important.  Long-term financing by public financial institutions 
will also useful for improving the structure of corporate finance, which tends to be biased towards the 
short-term.  In this survey, we are empirically analyzing how loans by public financial institutions 

affect the borrowing companies. 
Even though public financial institution will perform an important role as a long-term funding 

channel, there is a limit to it, and risks are also involved.  It is important to expand financing by 

equity and long-term corporate bonds through promotion of the securities market.  In Section 4.4, 
we will discuss the progress of the promotion of securities markets in all counties thus far, as well as 
further issues. 
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4.2 CORPORATE DEBT RESTRUCTURING 
 

4.2.1 Outline  
The increase of foreign currency debt in terms of local currency due to currency depreciation, 

the increase in interest costs due to interest rates hike, and the reduction of bank lending due to bank 
reorganization made many companies in Thailand and Indonesia unable to repay the liabilities.  At 
present, many companies are renegotiating with financial institutions, the creditors, to modify the 

conditions of debt repayment. 
The World Bank (1998a) classifies into three groups, corporate restructuring measures 

centered on the debt restructuring with financial institutions.  Namely, i) market-based approach; ii) 

bank-led approach (through recapitalization); and iii) government-led approach.  The i) market- 
based approach leaves debt restructuring to the market, and includes improvement of corporate 
management; introduction of foreign capital; selling-off assets; recapitalization; and debt 

restructuring.  The ii) bank-led approach (through recapitalization) involves the recapitalization of 
banks by government by injecting capital, and those banks then carrying out restructuring of 
corporate debt.  The iii) government-led approach involves the government or a government 

institution (asset management company: AMC, etc.) forcibly carrying out restructuring by the 
auction or purchase of bad assets. 

 

Table 4-3 Comparison of debt restructuring schemes 
 Speed Fiscal 

burden 
Incentives for 
corporate 
restructuring  

Long-term 
impact on 
corporate 
governance 

Laws and 
regulations 
environment 
needs  

i) Market-based approach ● ●●●● ● ●● ● 

ii) Bank-led approach (based on 
capital restructuring) 

●● ●●● ●●●● ●●● ●●●● 

iii) Government-led approach ●●●● ● ●●/●●● ● ●●● 

Note: The number of ● indicates the magnitude of the advantage 

Source: World Bank 

 
While i)'s "Market-based approach" poses little fiscal burden, considering the magnitude of 

bad debt of Thai and Indonesian companies, it is difficult to imagine this method reducing the 

corporate bad debt at a sufficient speed.  The delay in restructuring would lower the confidence of 
investors, and increase the severity of the debt problem.  While restructuring could be carried out at 
a relatively quick pace with ii)'s "Bank-led approach", it is considered to have the following 

disadvantages: invites the moral hazards of banks; banks will become weak against market 
fluctuations, since they hold large amounts of equity1; and the technical level and negotiating ability 
of banks are inadequate.  iii)'s "Government-led approach" is prompt and has advantages such as 

banks being able to make a clear separation from bad credit, but on the other hand it poses the 

                         
1  Considering the high leverage of companies and assuming debt/equity swap is carried out. 
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following disadvantages: could de-link the relationship between banks and companies; AMCs, 

having taken over assets, would be unable to supply the necessary working capital in the 
restructuring process; there is a possibility that AMCs do not have sufficient incentives for asset 
handling (World Bank 1998a). 

Thailand and Indonesia are currently implementing a combination of methods i)-iii).  Namely, 
Thailand established the Corporate Debt Restructuring Advisory Committee (CDRAC), and is 
currently promoting debt negotiations on a market base, while in the case of finance company (FC) 

credit, the government is advancing restructuring through its own forced auction.  A scheme has 
also been established for the injection of capital into banks, and it is anticipated that restructuring 
under bank leadership will be conducted sequentially in future.  Indonesia set up an exchange risk 

guarantee system called the INDRA scheme, but its use is limited.  The selling off of requisitioned 
bank assets and the injection of capital into banks are also yet to be carried out. 

Apart from methods i)-iii), there is debt restructuring supported by the "Asia Investment 

Fund", an investment fund for companies centered on IFC.  IFC provide fund together with private 
financial institutions and established the fund in April, 1999 2 , and its management company 
dispatches specialists, and directs corporate restructuring including bad debt restructuring.  The 

targets for investment were 10-15 companies which would have healthy financial standings without 
economic crisis in Thailand, Malaysia, Philippines, and Indonesia 3. 

One extreme form of debt restructuring is processing by bankruptcy.  Bankruptcy procedures 

are either i) those in which liquidation or reorganization is carried out according to legal procedures, 
and ii) those in which the company and its shareholders and creditors carry out restructuring through 
out-of-court negotiations.  The three countries does not have much experience concerning 

bankruptcy procedure, and there was no explicit law or regulations concerning the mortgage, 
liquidation, reorganization, and if any, they are often practically ineffective.   These legal 
deficiencies make debt restructuring between companies and financial institutions difficult.   

In response to this problem, Indonesia and Thailand amended their bankruptcy laws.  
However, without experience and experts, it seems to take time for these systems to be effective. 

Important further issues are improvements of the current framework to advance debt 

negotiations such as incentive provision, as well as improvement of bankruptcy laws and commercial 
courts and their operation; progress of the sale of purchased assets by AMCs, and promotion of debt 
negotiations through strengthening of banks by capital injection. 

As for the Philippines, a new scheme of debt restructuring has not been established since the 
impact of the crisis was relatively small.  Measures like those of the other two countries are not 
necessary, and instead, separation of the SEC's quasi-judicial functions, and reform of the tax system, 

would be useful.  In the following section, we will discuss measures taken by each country since the 
crisis, and further issues. 

                         
2 The fund was established with investment of 100 million dollars from IFC and 250 million dollars from Chase Manhattan, 

together with investment from other private financial institutions, and the total amount is expected to reach a scale from 
750 million dollars to 1 billion dollars. 

3 Report by Nihon Keizai Shimbun newspaper (March 12, 1999) 
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4.2.2. Thailand 
 
Subsequent to the crisis, the number of companies driven to liquidation (dissolved, defunct, 

and bankrupt) is increasing.  The number of liquidated companies in fiscal 1997 was 9,925 
companies (26.490 billion baht in terms of registered capital), and by fiscal 1998 this number 
increased by 25%, reaching 12,409 companies (32.594 billion baht in terms of registered capital, 

about 3% of all registered companies).  The bad debt in commercial banks as a whole as of October 
1998 was 2.3 trillion baht, reaching 41% of the total loan outstandings.  As for FCs, the total 
amount of bad debts was 300.5 billion baht, amounting to 64% of the total loan outstandings. 

 

Table 4-4  Number of liquidated companies 
 1997 1998 Change 
 Number of 

firms  
Registered 
capital 
(million 
baht) 

Number of 
firms  

Registered 
capital 
(million 
baht) 

Number of 
firms  

Registered 
capital 
(million baht) 

Public Limited Company 0 0 0 0 0.00 0.00 
Limited Company  5,621 21,920 8,075 28,333 43.7 29.3 
Limited Partnership  4,235 4,486 4,294 4,188 1.4 -6.6 
Ordinary Partnership  69 85 40 73 -42.0 -13.2 
Total 9,925 26,490 12,409 32,595 25.0 23.0 

Source: Ministry of Commerce, Thailand 
 

Table 4-5 Thailand: scale of bad debts (as of October-end, 1998) 
 Commercial 

banks 
State-owned  

banks 
Foreign banks T otal FC 

Total amount (billion baht) 2,188 NA NA 2,253 301 

Percentage of total credit outstanding 46% 58% 8% 41% 64% 

Source:  Central Bank  

Bad debt is defined as the debt with overdue by 3 months or more. 

 

First, in order to advance debt negotiations and debt restructuring on a market base, the 
Central Bank established the Corporate Debt Restructuring Advisory Committee (CDRAC), under 
the cooperation of debtors (the Board of Trade, the Federation of Thai Industries), and creditors (the 

Thai Banker's Association, Association of Finance Companies and the Foreign Bank's Association).  
In August, 1998, it signed the Framework for Corporate Debt Restructuring, an agreement with these 
associations.  This is modeled on the London Approach, and is called the Bangkok Approach.  In 

order to promote debt restructuring, CDRAC is monitoring revision of the tax system and the 
commission structure in the transfer (of assets).  At the regional level, the Joint Public-Private 
Sector Committee was set up with the Provincial Governor as chairman. 

In October 1998, CDRAC selected 200 cases as targets for debt restructuring, including 674 
billion baht debt of 353 companies.  These were selected since they involve a large number of 
creditors and external mediation is required.  By February 1999, the debt restructuring of 50 
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companies among these (116.5 billion baht) was completed4. 

Apart from these 200 cases, negotiations are being conducted between financial institutions 
and debtor companies.  These cases are required to be reported to CDRAC, and by December 1998, 
agreement was reached on the restructuring of 155.6 billion baht of debt involving 9,016 debtors.  

Compared with this, those under negotiation currently amounts to 691.9 billion baht involving 7,390 
debtors, and it is expected that completion of debt restructuring will take significant time5. 

Furthermore, the government reached agreement with major financial institutions that 

stipulates criteria used when financial institutions negotiate with companies that have fallen into 
arrears in debt repayment.  According to this agreement, when half or more of all creditors, or 
financial institutions exceeding 75% of the total credit amount, approve a repayment plan, other 

financial institutions are subject to the plan, and a warning as well as a fine will be imposed in 
violation. 

In addition to the establishment of this framework, the government is also making efforts to 

improve the environment to encourage negotiation.  The major elements thereof are modification of 
the tax system and revision of the law.  Temporary measures until the end of 1999 consist of i) 
Deduction of written-off debt from creditor taxable income;  ii) Elimination or defferal of corporate 

income tax on written-off debt for the debtors; iii) tax exemptions on asset transfer of assets from 
debtor to creditor, iv) elimination of tax on accrued but unpaid interest; and v) limitation of tax on 
interest reductions involving restructuring.  Stipulated as a permanent measure is vi) tax exemption 

of various taxes involved in the transfer of assets to special purpose companies (Special Purpose 
Vehicles) for asset sale 6. 

In regard to improvement of the legal system, laws necessary for the restructuring of corporate 

debt, such as bankruptcy, reorganization, exercising of mortgage, etc., were approved by the 
Parliament in March 1998.  First, amendment of the Bankruptcy Law was approved by the 
Parliament, and provisions concerning company rectification and rehabilitation were added.  Also, 

the opening of courts specialized to deal with bankruptcy, and the amendment of the Code of Civil 
Procedure for improving procedures concerning mortgage, were also approved. 

 
Amendment of the Bankruptcy Law 
 

The former Bankruptcy Law was enforced almost without alteration from its enactment in 1940, and already 
since 1986, there were moves towards amendment.  Since there were no provisions for rectification or rehabilitation 
under this law, if a debtor fell into management failure, the creditor's sole option was to resort to bankruptcy 
processing.  And since there were various problems in actual bankruptcy processing, the debtor's financial problems 
was immediately lead to the creditor's fund collection, and even companies whose reorganization possible have risk 
falling into bankruptcy.  The amendment of this law opened up a way to rescue debtors whose reorganization was 
possible, while facing the difficulties.  And in cases where bankruptcy processing is actually carried out, there are 
many instances where the capital recovered is insufficient, and in this sense, this amendment offers advantages for the 
creditor, too. 

 

                         
4Thai Central Bank material 
5BOT (1999) 
6BOT (1999) 
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To this amendment were also added legal protection of additional financial support for the debtor in respect to 
liquidity problem.  Under the former law, if an additional loan is provided while knowing that the debtor is unable to 
repay the debt, this additional loaning party was unable to demand debt repayment even if that company went 
bankrupt.  Under the new law, if the court recognizes application of reorganization and an additional loan is 
provided under the approval of the court, repayment can be demanded for that credit.  It is anticipated that this step 
will also perform the role of protecting reconstructable companies from bankruptcy. 
 

Source: Hello Thailand (1998) 

 

In regard to the credit of FCs closed, debt restructuring is carried out under the government's 
leadership.  860 trillion baht in assets of 56 liquidated FCs were under the supervision of the 
Financial Sector Restructuring Authority (FRA), established in the finance system restructuring 

package of October 1997, and are being submitted for auction.  In regard to loan assets, the first 
auction was carried out in December 1998, and 39 billion baht (25% of the 155.7 billion baht face 
value) was sold off.7  In the second loan assets auction of March 1999, 40.3 billion baht (18% of 

221.5 billion baht face value) was sold off.8   In the second auction, the Asset Management 
Company, (AMC) established along with the FRC, took part in bidding, becoming the biggest 
purchaser.  Apart from loan assets, hire purchase loans (24.8 billion baht), mortgage loans (11.5 

billion baht), as others (securities, real estate, automobiles, etc., a total of 32.1 billion baht) were sold 
off.9  Compared with the total assets seized by FRA, the assets whose sale was completed are 
smaller, and procedure is expected to take more time.  And apart from government securities, etc., 

assets are being sold off at significantly less than face value, and the burden on shareholders and 
creditors is expected to become large. 

A scheme of capital injection into banks was established in August 1998.  At the moment, the 

number of cases that have been realized is limited.  However, as it is implemented, corporate debt 
processing under the initiative of recapitalized banks is also anticipated to proceed. 

Future issue’s include the further improvement of a legal system promoting debt negotiations 

and debt restructuring on a market base, asset auction by the FRA and the processing of debt that 
AMCs have purchased. 

 

4.2.3. Indonesia 
 
Compared to Thailand, Indonesian private companies often borrowed from abroad directly 

without intermidiation of banks.  For this reason, negotiations with foreign creditors involve various 
large number of borrowers, which complicates negotiations.  According to Johnson (1998), about 
800 (228 of which have debts of 50 million dollars or more) borrowers are conducting negotiations 

with 400 creditors.10 
According to the Indonesia Central Statistics Bureau, the number of manufacturers stopped 

                         
7 FRA (1999a).  Actual results up to February 10 1999 including portion given additional approval. 
8 FRA (1999b). 
9 FRA (1999c).  Actual results up to February 10, 1999. 
10 The said thesis was published in August 1998 
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their business at the end of June 1998 totaled 822 companies (3.4% of domestic manufacturers), and 

the number of dismissed laborers reached 88,000.11  The share of bad debts of commercial banks as 
a whole was announced at a little less than 20% as at March 1998 according to statistics, but the 
definition of bad debts also poses a problem, and it is thought that the actual share of bad debts is as 

much as 60%.12 
 

Table 4-6 Indonesia Percentage of bad credit 
 Commercial 

banks total 
State 

banks 
Private foreign 

exchange 
banks 

Private 
non-foreign 

exchange 
banks

Regional 
government 

banks 

Joint-Venture 
banks 

Foreign 
banks

1996.3 10.6 16.6 4.0 14.7 18.5 7.4 2.8
1997.3 9.3 14.2 4.4 16.5 13.9 7.7 2.7
1998.3 19.8 24.2 12.8 19.9 15.8 25.3 24.4

Source: Bank Indonesia, Annual Report 
 
As for public external debt, agreement was reached with creditor nations in the Paris Club in 

September 1998, and of the total amount of 54 billion dollars of public debt, agreement was reached 
on the reschedule or refinance of 4.2 billion dollars' worth of debt that is due from August 1998 to the 
end of March 2000.  Japan opted to provide fresh money on the same scale as principal whose 

payment becomes due in this period, instead of reschedule 13 
As a market base approach of private debt restructuring, there was a series of negotiations 

between foreign creditors and the Indonesian side.  After 13 Japanese, European and US foreign 

banks held a first meeting with the Indonesian side in Jakarta in February 1998, they continued 
negotiations in New York in April and in Tokyo in May, but produced no significant results.  Where 
agreement was reached was in the June 1998 negotiations in Frankfurt. 

The Frankfurt Agreement consists of decisions concerning general corporate debt, interbank 
debt and trade credit.  First in the case of general corporate debt, a scheme called the INDRA 
scheme was established.  It is targeted at foreign currency debt held by companies other than banks, 

with creditors as foreign banks.   According to this scheme, the government first established the 
debt reorganization organ INDRA, and debtors repay to INDRA (5~8 years) an amount equivalent to 
the foreign currency debt in rupiah at a favorable exchange rate, while creditors grant a three-year 

reprieve on repayment, wait for exchange recovery and receive repayment from INDRA (5 years) in 
foreign currency.   The government assumes responsibility for exchange loss in the case that the 
exchange rate does not recover.  Participation in the scheme is voluntary.   In the case of interbank 

debt, short-term debt of less than 1 year was converted to middle-term debt of maximum length 4 
years under guarantee of the Central Bank.  As for trade credit, there was a request from the 
government to maintain the credit line of the following one year at the level of April 1998, and a 

guarantee was issued by the Central Bank in regard to this expansion. 

                         
11 Newspaper report (Nihon Keizai Shimbun newspaper, September 1998) 
12 IMF (1998) maintains that Indonesian authorities acknowledged that NPL is 50% or more. 
13 From a Central Bank press release 



 123 

 

Figure 4.8 INDRA Scheme 

INDRA CreditorDebtor

Monthly repayment in
5 years or 8 years in rupia

3-year reprieve (principal only),
quarterly repayment in a minimum of 5
years in foreign currency

Foreign currency debt converted
to rupia debt at favorable rate

Source: Drawn by the author based
on Central Bank material  

The INDRA scheme is designed to reduce the immediate repayment burden of Indonesian 
companies by changing the debt repayment schedule, as well as assisting the business continuation of 
companies that have fallen into repayment difficulties, and to increase the certainty of credit 

collection of foreign banks.  In exchange for granting a 3-year reprieve on collection of principal, 
collection of principal becomes possible provided the debtor does not cease rupiah repayment to 
INDRA, and for the debtor it has the advantage of enabling repayment at a profitable exchange rate.  

It is a set up such that INDRA bears only an exchange rate risk, without bearing a commercial risk.  
However, even though repayment by companies is now in rupiah, it must be continued to pay any 
way, and as of September 1998, no companies were participating.  The period of participation was 

from August 1998 to June 1999, but various changes are anticipated due to the direction of the 
elections to be conducted in June 1999, so negotiations are not going ahead. 

Furthermore, the Indonesian government announced the Jakarta Initiative in September 1998.  

This streamlines the out-of-court negotiation process concerning debt reorganization between 
creditor and debtor, and complements the new Bankruptcy Law and the restructuring scheme using 
INDRA.  It includes the establishment of a task force for debt restructuring issues, necessary legal 

amendments, and the establishment of the Corporate Restructuring Advisory Committee. 
Government-led debt restructuring includes September 1998's seizure of assets against the 

Bank Indonesia’s liquidity supports.   The Bank Indonesia is implementing a total of 178.1 trillion 

rupiah of liquidity support to a total of 14 banks, with September 21 as the repayment deadline, and 
if repayment can not be made, it orders that assets are transferred for repayment. It announced that if 
repayment is insufficient, it would seize the owner's assets, and in September, this was put into effect.  

As at September 21, agreement was reached with BCA (48 trillion) and BDBI (30 trillion), and other 
banks promised to return the full amount, but as of September 21, agreement was not reached with 
the government.  The seized assets includes shares, held by each banks’ owner, and the government 

announced that it intended to establish respective holding companies in IBRA, and dispose them by 
auction. 

Seven banks which was suspended in August were liquidated, and their assets were transferred 

to AMU (Asset Management Unit) and are expected to be disposed by auction.  Furthermore, while 
the injection of capital into banks has lagged, it is finally getting underway, and it is anticipated that a 
bank-led approach will proceed in future. 
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The government is also making an effort to amend laws in order to encourage debt 

restructuring.  Indonesia's bankruptcy law thus far has been that promulgated in 1906 during the 
Dutch colonial period, and was one that did not permit official rehabilitation under the court's 
direction.  Moreover, trials were considered to be expensive, irregular and unreliable, and should be 

avoided at all costs.14  Accordingly, the rights of the creditor were not protected, and the solution of 
the large-scale debt problem that occurred in the recent crisis was delayed. 

In August 1998, the government introduced a new Bankruptcy Code, and a commercial court 

dealing exclusively with bankruptcy was opened.  Under this bankruptcy code, creditors, debtors, a 
public prosecutors office, BAPEPAM (if the debtor is a securities company) and the Bank Indonesia 
(if debtor is a bank) are able to file for bankruptcy, and the commercial court must conduct an inquiry 

within 20 days from receiving an application for bankruptcy adjudication, and pass a verdict within 
30 days.  If bankruptcy is adjudicated, a supervisory judge is nominated by the court, and a receiver 
is nominated by the creditor or debtor.15  A debtor that is unable to pay a debt or for whom debt 

payment is considered to be impossible in future can apply for payment suspension.  With the 
approval of half the number of creditors or creditors with two-thirds or more of the total debt, the 
judge can determine a payment suspension of 270 days, and if the creditor's approval is not obtained, 

he/she is supposed to adjudicate bankruptcy.  
It could be said that Indonesia's debt restructuring has just begun.  Despite the fact that 

potentially, company liquidation and debt restructuring on an extremely large scale is required, the 

number of bankruptcy applications that creditors have brought into the special commercial court was 
no more than ten as of October 1998.16  Considering the magnitude of the problem, a considerable 
amount of time will be probably be required for its resolution.  As a further issue, it will be 

necessary to establish various related systems so that the courts function.  In the long-term, efforts 
will be necessary to increase credibility of the court, and improve business culture. 

The deadline for participation in the INDRA Scheme is June 1999, but until the presidential 

elections scheduled for the same period, debt negotiations will be in a wait-and-see mode, and 
extension of this deadline will be necessary.  The INDRA Scheme is a spontaneous scheme based 
on private negotiations, but the government can perform a role in the creation of comprehensive 

overseas and domestic debt maps of major companies and in the election of creditor representatives 
based thereupon.  If a bank under IBRA management is included in the creditors, IBRA can also 
perform the role of a creditor representative. 

Furthermore, considering the severity of the problem, it may also be useful for the government 
to offer some sort of incentive in order to encourage debt restructuring.   It is necessary to identify 
viable companies, and assist in debt restructuring upon carrying out management improvement.  

Considering the fiscal balance of the government, outside assistance would be important to realize 
such an incentives for restructuring. 

                         
14 Gamble(1998) 
15 A receiver is taken to have specialized knowledge necessary for the management and processing of bankrupt property, and 

is an individual or corporation having legal residence in Indonesia, and who is registered with the Ministry of Justice. 
16 Newspaper report  
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4.2.4. Philippines17 
 
Since the impact on the Philippine economy is comparatively small and the debt problem is 

not so serious, a special debt restructuring scheme like that in Thailand or Indonesia has not been 
established.  The proportion of bad debt in financial institutions is also at a low level compared with 
Thailand and Indonesia.  However, with the impact of the crisis, the proportion of bad credit rose to 

12.5% in the bank sector as a whole as of November 1998, and caution is necessary. 18 
 

Table 4-7 Philippines:Scale of bad debts (units of million peso, %) 
 Commercial 

banks 
(Share in 
total loan 

out-standings
) 

Thrift 
banks

(Share in total 
loan 

out-standings) 

Rural 
banks 

(Share in total 
loan 

out-standings)

Total (Share in total 
loan 

out-standings)

1996 34,203 2.8% 9,452 7.7% 4,723 14.1% 48,378 3.5%
1997 73,743 4.7% 14,900 10.7% 6,271 15.4% 94,916 5.4%
1998 181,936 12.0% 23,265 17.5% 6,827 16.7% 212,028 12.5%

Note:  Year-end data for 1996 and 1997.  For 1998, data is as of October 1998.  The definition of bad credit was changed 
in October 1997 from credit in arrears by 6 months or more to credit in arrears by 3 months or more. 

Source: Bangko Sentral Ng Pilipinas, Selected Philippine Economic Indicators 
 
Procedures of debt restructuring in the Philippines are divided into i) those based on 

out-of-court negotiations between the bank and borrower and ii) those based on official procedures.   
Laws concerning ii) are the Civil Code and Insolvency Law, and quasi-judicial authority is also given 
to the Securities Commission (SEC) by Presidential Decree No.902-A. 

In the case of default, the creditor can exercise mortgage by the Civil Code.  In many 
countries, the creditor can appoint the managers of a borrowing company in the case of default. 
However, in the Philippines this system does not exist, and if debt renegotiations does not succeed, 

exercising mortgage is the only option available to the creditor.  This makes it difficult for small and 
medium-sized companies without assets of sufficient collateral value to access bank financing. 

The Insolvency Law lays down provisions concerning the liquidation of companies that have 

fallen into excess debt.  For companies that do not have excess debt but lack liquidity, the court can 
permit a moratorium on debt fulfillment, and during this period the debtor negotiates a restructuring 
plan with the creditor.  However, exercising of mortgage is also possible during this period, which 

makes restructuring difficult for companies that have run into difficulties. 
Presidential Decree No. 902-A was determined in order to encourage the reconstruction of 

companies with temporary liquidity problems.  Through this, the SEC came to have the authority to 

make decisions concerning company reconstruction and applications for temporary stoppage of debt 
payment. 

In the period from January 1997 until August 1998, 45 companies applied for temporary 

                         
17 This section is largely based on Lim and Willdruff (1998), "Managing Corporate Distress in the Philippines: Some Policy 

Recommendations," IMF working paper. 
18 Newspaper report  
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stoppage of debt payment, and among these, 24 cases were received from the end of 1997 onwards.  

Of the 24 cases, 8 were withdrawn or rejected, while the SEC permitted reconstruction in 16 cases, 
but of these, a few were eventually liquidated. 

Since the impact of the recent crisis is comparatively small in the Philippines, points at issue 

concerning debt restructuring are not that serious, but there exist many points that could be improved.  
For example, the tax involved in the exercising of mortgage makes the cost of debt restructuring 
higher than necessary.  Moreover, the authority that the SEC has to decide on criteria for accepting 

applications for temporary stoppage of debt payment, and reconstruction measures thereafter, is 
unclear.  It is unheard of in other countries for the SEC to have this kind of quasi-judicial authority, 
and personnel and organizational constraints are also considerable.  In the long-term, it will 

probably be necessary to transfer this function to the authority of a court dealing exclusively with 
bankruptcy.  

 

4.3. PUBLIC FINANCIAL SCHEME 
 
4.3.1. Outline  

 
Roles that public financial scheme play include supplying liquidity as a short-term issue, and 

improving the financial structure of companies as a long-term issue.  As we discussed in Section 4.1, 

the economies are facing a drastic shrinking of credit, and due to the strengthening up of prudential 
regulations and the deterioration of company results, commercial banks are more selective to 
borrowers and reducing the overall scale of loan extended.  One measure that could be useful in this 

situation is increased lending by public financial institutions, which have a relatively low degree of 
risk evasion.  In Thailand and the Philippines, public financial institutions are in actuality increasing 
lending in the current crisis.  While these institutions are not so large within the finance sector as a 

whole, it could be said that they are partially alleviating the credit shrinking of commercial banks. 
In Section 1, we mentioned the short-term nature of debt as one of the vulnerable financial 

structures of the three countries.  Therefore, the establishment of stable, long-term funding channels 

will be necessary in long-term, and public financial institutions could also perform an important role.  
Generally, the long-term investment fund necessary for economic growth and modernization of 
industry tends to be lacking in developing countries19, and public financial institutions have been 

established with the one objective of coping with this problem.  In this survey, we are attempting to 
empirically verify the effect of loans by public financial institutions by comparing the borrowing 
companies of Thai and Philippine public financial institute with ordinary companies.20  It is shown 

that public financial institute plays an important role in making the financing structure of companies 
more robust. 

                         
19 Cited as reasons are the facts that the supply of funds tends to short-term, since income levels are low and the level of risk 

evasion is high; that the capability for period transformation is low from the underdevelopment of financial institutions; 
and that the securities market is underdeveloped and so it is difficult to obtain long-term funds from here. 

20 The collection of data for this survey is largely based on the cooperation of both the IFCT and DBP. 
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We must think such result comparing with the costs incurred.   While theoretical justification 

is possible concerning public financial sheme of developing countries, there are many assessments 
that it is practically difficult to operate successfully. 21  This is because in addition to the role to 
provide long-term funding, the aspect of public financial sheme as an industrial policy is also strong, 

which extend loans in concessional conditions (interest rates, maturity) for industries thought to be 
strategically important for the national economy, which was sometime used inefficiently due to 
government intervention. 

The bad debts of public financial institutions tends to be low compared to ordinary 
commercial banks.  However, since they are substantially increasing their loan assets at present, 
there is a possibility that bad credit will increase if business recovery is delayed.  It is also possible 

that establishment of system of loan appraisal and asset management will not keep pace with rapid 
business expansion, and reinforcement of these is necessary.  And while public financial institutions 
are increasing their loan, thus supporting the economy, it is important to select borrowers that can 

recover through the provision of liquidity.  Moreover, the ratio of net worth to total capital gets 
lower with the increase in lending, and in some case capital increase on an appropriate scale would 
become necessary.  

 
 Public financial as an industrial policy 
 
One function of public financial sheme is to selectively give long-term, low interest loans with the goal of 

fostering specific industries (so-called Picking-up winner).  As for the use of public financial sheme as an industrial 
policy, evaluations are divided as to its effects. 

In Japan, there are researchs based on a survey concerning Japan Development Bank loans that argue i) Japan 
Development Bank financing served to encourage private loans, and ii) Development Bank financing had a signaling 
effect that conveyed government policy to private companies (Fukuda et al. (1995), Mieno (1997), etc.).  On the 
other hand, opinions are also strong that deny its effect, based on the fact that financing by public financial 
institutions is apt to be distorted by political pressure, and that the public sector does not have advantage in the 
selection of industries with future potential. 

In the case of the three ASEAN countries, there are many cases where explicit "industrial policies" have not 
been drawn up.  For example, relating to the current crisis the Industry Restructuring plan, which the Thai 
government created in January 1998, stipulate a maximum of eight target business categories in eight respective basic 
plans, and are all-inclusive without any distinct focus.22 

With the Thai and Philippine public financial institutions as well that we have taken up this time, their role is at 
large the supply of long-term funding to industry in general, rather than the fostering of distinct priority industries, 
and they have a character that approaches a Long-Term Credit banks in Japanese experiences.  Since private 
financial institutions that supplied long-term funding did not exist as they do in Japan, similar state-owned 
institutions have been created.23 

As a prerequisite to the use of public financial sheme as an industrial policy, detailed investigation is necessary 
as to which industries are strategically important, and whether that country has a comparative advantage, and what 
kind of technologies and systems will need to be introduced.  Furthermore, an organization is necessary within the 
private sector that constantly feeds back their needs.  Without these, it is difficult to achieve success using public 
financial sheme as an industrial policy.  These prerequisites are not satisfied in many ASEAN countries24, and in the 
event of execution, careful investigation would be necessary. 

                         
21 For experiences relating to policy finance thus far, Fry (1995), Okuda and Kuroyanagi (1998) et al indicate negative views.  

As for the state of desirable policy finance, Tsuji is knowledgeable.  The World Bank initially supported the establishment 
of development banks in all countries, but since its policy change in 1989, support in the form of TSL is decreasing. 

22 Suehiro (1998) 
23 However, the Thai IFCT was originally a purely private company, and even now, government holdings are no more than 

about 30%. 
24 Based on an address by Mr. Suehiro in the OECF (December 1997) 
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4.3.2. Thailand 
 
In Thailand, 14 specialized public financial institutions exist, including the Export-Import 

Bank of Thailand (EXIM), the Industrial Finance Corporation of Thailand (IFCT) and Bank for 
Agriculture and Agricultural Cooperatives (BAAC).   Of the total assets of the financial sector, 
these institutions make up no more than a share of around 12% (end of 1997), but as a means of 

overcoming economic crisis, they are playing an important role. 

Short-term liquidity supply: Table 4-8 shows the lending of major Thai public financial 
institutions to the private sector.  What we can see from this table is that shrink of credit extended by 

private commercial banks are becoming severe.  Though there are differences according to each 
institution, in periods of severe credit shrink, public financial institutions on the whole maintain or 
increase loan amounts, and play an important role in alleviating credit shrink.  For example, though 

the loan outstandings of commercial banks on the whole to the private sector decreases over the 
period from December 1997 to March 1998, public financial institution listed in the table shows an 
increase of 0.3%.  From June to September 1998, the loan outstanding of commercial banks on the 

whole decreases 2.1%, but that of public financial institutions in the table decreases by only 0.4%.  
Furthermore, EXIM, IFCT, Government Savings Banks and not only extend credit directly to private 
companies, but also supply funding through the private financial institutions of banks and FCs, and 

are alleviating loan contraction by private financial institutions due to the lack of funds. 
 

Table 4-8 Thailand: loan outstanding of major public financial institutions to the private 

sector (billion baht, %) 
Borrower 97.9 Growth 97.12 Growth 98.3 Growth 98.6 Growth 98.9 Growth 98.12 Growth

EXIM Non-fina
nce 

16 45.8% 24 51.4% 19 -21.4% 22 15.6% 24 8.8% 25 5.9%

 Finance 24 0.3% 30 27.9% 49 63.2% 42 -14.3% 27 -36.4% 11 -60.9%
IFCT Non-fina

nce 
155 20.0% 174 12.4% 153 -12.4% 153 0.2% 151 -1.6% 150 -0.2%

 Finance 23 58.5% 22 -3.6% 16 -26.8% 22 39.3% 33 46.2% 15 -53.4%
BAAC Non-fina

nce 
200 1.1% 197 -1.1% 194 -1.9% 203 4.8% 206 1.8% 207 0.1%

Government 
Savings Bank 

Non-fina
nce 

63 16.7% 65 3.5% 68 5.4% 67 -2.5% 63 -5.5% NA NA

 Finance 96 -3.8% 88 -8.2% 93 5.4% 79 -15.1% 78 -0.6% NA NA
Government 
Housing Bank 

Non-fina
nce 

255 10.3% 279 9.4% 290 4.0% 294 1.4% 297 0.9% 296 -0.2%

Total of above 830 9.3% 880 5.9% 882 0.3% 882 0.0% 878 -0.4% － －

Commercial 
banks 

Non-fina
nce 

5,211 8.0% 5,616 7.8% 5,386 -4.1% 5,441 1.0% 5,328 -2.1% 5,238 -1.7%

Grand total*  5,899 8.3% 6,355 7.7% 6,110 -3.9% 6,179 1.1% 6,069 -1.8% － －

*: Excludes financing from public financial institute to the financial sector 
Source: Created from figures by BOT, growth is based on comparisons with the previous quarter 

 
However, compared to private commercial banks, the absolute amount by public financial 

institution is small, and the effect on the financial sector as a whole is limited. 
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Loan expansion is largely based on financial aid from overseas.  The government is receiving 

program loans from the World Bank, the Asia Development Bank and so forth, and a significant 
portion of this funding is being allocated to public financial institutions as below.25 

i) Loans for credit extension: 12 billion baht to IFCT, 300 million baht to BAAC, 1 billion 

baht to the EXIM, 750 million baht to Small Industry Finance Corporations (SIFC) 
ii) Investments for capital increase: 2.5 billion baht, 7 billion baht to Government Housing 

Banks, 1 billion baht to AMC, 450 million baht to FRA 

iii) Investments for establishment: 4 billion baht to Radanasin Bank, 500 million baht to 
Radanatun Finance (FC), 500 million baht to Radanasap Securities26 

Apart from this, IFCT and the EXIM has agreed to loan syndication from Japan Export Import 

Bank (300 million dollars) and 14 Japanese-owned financial institutions (300 million dollars), and 
300 million dollars of this was withdrawn in March 1998 (IFCT and EXIM each receiving half).27 

Also, EXIM is receiving syndication loans of 1 billion dollars in total from Asia Development 

Bank and foreign financial institutions. 
The lending expansion of public financial institutions is acting as a relief measure to a certain 

extent against the shrink of loan by commercial banks.  However, maintaining the quality of loan 

appraisal while rapidly increasing loans has its limits based on given personnel and organization.  If 
the current economic slump prolong, there is a risk that the current expanded portfolio will 
deteriorate rapidly.  There is a need to strive for personnel and system-wise improvements, and 

strengthen loan appraisal and asset management.  Also, since a fall in the ratio of net worth to 
capital is envisaged along with loan asset expansion, it would be necessary to carry out capital 
increase.  The government has already resolved to carry out capital increase of public financial 

institutions during fiscal 1999. 
Improving the financing structure of companies: In Thailand just as in other developing 

countries, there is a lack of long-term funds that companies can utilize.  The recent crisis originates 

in the vulnerable financing structure, including the short-term maturity of debt, high leverage and so 
forth.  As a long-term issue, the role of IFCT, which supplies long-term debt, is also considered to 
be significant in terms of making the financy structure more robust. 

Table 4-9 compares the average financial ratios of IFCT loan borrower companies and 
ordinary companies.  What we can see from this table is that, compared to ordinary companies, 
companies in receipt of IFCT loan have i) a high proportion of fixed assets (ordinary companies 0.47, 

IFCT loan companies 0.66), ii) a high proportion of fixed liabilities (ordinary companies 0.14, IFCT 
loan companies 0.33) and iii) a low profit rate (ordinary companies 0.04, IFCT loan companies 0.01). 

 

                         
25 Central Bank material (reprinted from "Weekly Thai Economy"). 
26 Radanasin Bank was newly established as a receiver of liquidated bad banks.  Radanatun Finance and Radanasap 

Securities are subsidiaries of Radanasin Bank. 
27 Of the 300 million dollars (equivalent to 40 billion yen), 20 billion yen is from the Export-Import Bank of Japan and is 

guaranteed by Japan's Ministry of Finance; the remainder is by Japanese-owned financial institutions and is guaranteed by 
the Export-Import Bank of Japan. 
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Table 4-9 Average Financial ratio of IFCT loan borrowers and ordinary companies 

 Ordinary companies IFCT loan companies 
(after financing) 

Number of samples 78 130 
Assets (below percentage against total assets)  
  Liquid assets 0.53 0.34 
  Fixed assets 0.47 0.66 
Liabilities 0.67 0.60 
  Liquid liabilities 0.53 0.27 
  Fixed liabilities 0.14 0.33 
  (IFCT loan amount therein) - 0.23 
Capital 0.33 0.40 
Rate of net profit  0.04 0.01 
Source: OECF survey 

 

Table 4-10 shows the result that statistical tests if the average difference of data differs 
statistically significant, in regard to indices considered to be important.  As for the fact that IFCT 

loan borrowers have a high proportion of fixed assets and fixed liabilities compared to ordinary 
companies, differences were significant at a significant level of 1%.  As for the fact that the liquid 
ratio and ratio of fixed assets to long-term fund are low, it is indicated that IFCT loan companies are 

lower than ordinary companies but the explanatory power is not significant.  In the case of leverage 
and profit rate, the differences were not significant. 

The fact that the rate of fixed liabilities and fixed assets are high indicates that IFCT long-term 

loan increases fixed liabilities and encourages the formation of fixed assets.  Moreover, since the 
proportion of fixed assets is high for IFCT loan companies, the proportion of liquid assets becomes 
low, and while stability seen in terms of liquid ratio is poor compared to ordinary companies, the 

proportion of fixed liabilities is high and leverage is not so high either, and therefore stability seen in 
terms of the ratio of fixed assets to long-term fund is favorable compared to ordinary companies. 

 

Table 4-10 Comparison of IFCT loan customers (after financing) and ordinary companies 
 
 

Ordinary 
companies 

IFCT loan customers 
(after financing)

Difference P value Signifi-can
ce 

Number of samples 78 130 - - - 
Fixed assets/total assets 0.47 0.66 -0.20 0.000 *** 
Fixed liabilities/total assets 0.14 0.33 -0.19 0.000 *** 
Liquid ratio 2.19 1.57 0.62 0.110  
Leverage 2.85 2.03 0.82 0.219  
Ratio of fixed assets to long-term 
funds 

1.28 0.93 0.36 0.123  

Net profit rate 0.04 0.01 0.03 0.205  
Significance: ***:1% significant **: 5% significant *: 10% significant     
Long term funds: capital of fixed liabilities  
Source: calculations by the author 
 

The following are conceivable as reasons for the differences between IFCT loan borrowers 
and ordinary companies: i) IFCT chooses companies with specific features through appraisal (the 
identifying and appraisal capability of IFCT) and ii) company features change through IFCT 

financing (pure effect of IFCT financing).  Table 4-11 shows a comparison of the financial 
conditions of IFCT loan borrowers before receiving a loan from IFCT, and ordinary companies. 
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What we can see from this table is that IFCT is selecting companies with a high proportion of fixed 

assets and fixed liabilities.  As for stability seen in terms of liquid ratio, and company performance 
seen in terms of profit rate, significant disparities are not observed. 

 

Table 4-11 Comparison of IFCT loan customers (before financing) and ordinary companies 
 
 

Ordinary 
companies 

IFCT loan customers 
(after financing)

Difference P value Signifi-can
ce 

Number of samples 78 30 - - - 
Fixed assets/total assets 0.47 0.57 -0.11 0.012 ** 
Fixed liabilities/total assets 0.14 0.23 -0.09 0.057 * 
Liquid ratio 2.19 1.64 0.55 0.348  
Leverage 2.85 1.38 1.47 0.142  
Ratio of fixed assets to long-term 
funds 

1.28 0.93 0.36 0.302  

Net profit rate 0.04 0.04 -0.00 0.949  
Significance: ***:1% significant **: 5% significant *: 10% significant     
Long term funds: capital of fixed liabilities  
Source: calculations by the author 

 

Now, let us look at what kinds of effects IFCT financing itself has on companies.  Table 4-12 
compares conditions before and after financing of IFCT loan borrowers.  From this table, we can 
see that fixed liabilities increase through IFCT loan, and that the difference thereof is statistically 

significant.  No significant differences could be found in stability and performance indices. 

 
Table 4-12 Comparison of IFCT loan customers before and after financing  

 
 

before  
financing 

after 
financing  

Difference P value Signifi-canc
e 

Number of samples 30 130 - - - 
Fixed assets/total assets 0.57 0.66 -0.09 0.031 ** 
Fixed liabilities/total assets 0.23 0.33 -0.10 0.024 * 
Liquid ratio 1.64 1.57 0.08 0.890  
Leverage 1.38 2.03 -0.65 0.490  
Ratio of fixed assets to long-term 
funds 

0.93 0.93 0.00 0.999  

Net profit rate 0.04 0.01 0.03 0.407  

Significance: ***:1% significant **: 5% significant *: 10% significant     
Long term funds: capital of fixed liabilities  
Source: calculations by the author 
 

Summarizing the above, it could be fair to say that companies in receipt of an IFCT loan have 

a high proportion of fixed liabilities and fixed assets compared with ordinary companies, and IFCT 
long-term financing encourages the formation of fixed capital.  And it could be also said that these 
differences are due both to the identifying of sound borrowers and improving financial conditions 

through IFCT loan itself.  As for stability seen in terms of liquid ratio and ratio of fixed assets to 
long-term funds, strong disparities were not obtained, but it is conceivable that the high ratio of fixed 
assets of IFCT loan companies potentially erode stability, and IFCT loan alleviates this by supplying 

stable long-term liability.  
However, with the data used here, problems remain concerning number of samples, 

distribution of samples by age and industry, and the reliability of data, and it should be interpreted 
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with caution. 

 

4.3.3. Indonesia 
 

In Indonesia, there do not exist special public financial institutions like those seen in Thailand 
and the Philippines.  However, state-run banks hold large share in the banking sector (share in total 
bank assets at the end of 1998 was 45%), and have significant influence on capital allocation. 

There also exists a lending scheme called KLBI (Bank Indonesia Liquidity Credit), which is 
loan by Bank Indonesia with policy objectives.  KLBI is extended through commercial banks in 
order to finance various government programs that target social welfare; there is Credit for 

Agricultural Workers (KUT), Credit for Low-Cost Housing (KPRS/SS), Credit for Primary Product 
Cooperatives (KKPA) and Credit for Agricultural Cooperatives (KKUD).28 

In regard to the receipt of overseas financial aid, there was a scheme whereby Bank Indonesia 

receives funds and lends this to small and medium-sized private companies through state-run banks 
and private commercial banks.   Examples include AJDF Category B by OECF (for  small and 
medium-sized businesses and private farms), and the Small Enterprise Development Project by the 

World Bank.  The liquidity crisis is extremely serious in Indonesia, too.  With this scheme, the 
ability of commercial banks (handling banks) to actually carry out examinations is extremely 
important. Now, the banking sector as a whole has a great deal of bad debts, and in the process of 

overhaul, the implementation of similar scheme is difficult.  There are also proposals to establish a 
public financial institution targeted at small and medium-sized companies29, but the risk of financing 
based on favoritism is also high. 

 

4.3.4. Philippines 
 

Public financial institutions of the Philippines include the Development Bank of the 
Philippines (DBP), Land Bank of the Philippines (LBP), and Al-Amanah Islamic Investment Bank 
(AAIIBP).  The loan outstanding of DBP and LDB are respectively 5% and 7% (end of 1997 for 

both) of the loan outstanding of commercial banks as a whole, and the scale of AAIIBP is extremely 
small, and therefore the quantitative importance of public financial institutions within the financial 
sector is not large. 

Supply of short-term liquidity: Table 4-13 compares the loan outstanding of commercial 
banks as a whole and public financial institutions.  From this table, we can see that while 
commercial banks have decrease or slowdown their lending, DBP is increasing its loans, and is 

alleviating the credit shrinkage of the economy as a whole.  The loan outstandings of commercial 
banks as a whole grew 26.5% from the end of 1996 to the end of 1997, and recorded a 3.1% decrease 

                         
28 Bank Indonesia, Report for the financial year 97/98 
29 Within the "Cooperative Policy Package for Asia Economic Reform" by Japan's Ministry of International Trade and 

Industry, the establishment of an Indonesian-style "Small- and Medium-sized Company Finance Corporation" that can act 
as a recipient of yen loans is sought (Asahi Shimbun newspaper, August 1998). 
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until October 1998, whereas the loan balance of DBP shows growth of 37.1% and 17.5%, 

respectively.  
 

Table 4-13 Philippines: Loan outstandings of commercial banks and public financial 

institutions          (million pesos, %) 
Year-end loan outstanding 1996 1997 (Growth rate) 1998* (Growth rate) 
Commercial banks as a whole 1,120,264 1,416,784 26.5% 1,373,377 -3.1% 
DBP 46,759 64,087 37.1% 75,302 17.5% 
LBP 82856 98,498 18.9% NA NA 

* October-end 
Source: DBP annual report, LDB annual report, BSP 

 
Apart from loans extended directly to companies, called retail, DBP also has a scheme of 

lending to companies through private commercial companies (called wholesale).  Due to the rise in 
interest rates following the crisis and the strengthening of regulations, commercial banks are 
increasing their degree of dependence on funding from DBP as a fund source.  In this sense also, it 

could be said that DBP is performing a definite role in alleviating loan cut-backs by commercial 
banks. 

DBP alleviates credit shrinking in the crisis, and the performance of borrower companies is 

also comparatively sound, as we shall see next.  However, if the economic slump continues, the 
current loan expansion may have risk of becoming large bad debts.  It is important to maintain the 
quality of loan appraisal while increasing loans quantitatively by strengthening the personnel and 

organizational system.  It is also envisaged that the ratio of net worth to total capital will fall with 
loan asset expansion, and capital increase according to necessity would be required.  DBP's 
authorized capital framework (full amount already paid) was increased in March 1998 from 5 billion 

pesos to 35 billion pesos, but at the moment, actual payment is not being carried out. 
Improving the financing structure of borrower companies: In the case of the Philippines as 

with Thailand, we examined what kinds of differences borrower of public financial institutions have 

from ordinary companies.  Table 4-14 compares average financial ratios of DBP loan borrowers 
with ordinary companies. 
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Table 4-14 Average financial ratio of DBP loan companies and ordinary companies 
 Ordinary companies DBP loan companies  

(after financing) 
Number of samples 439 91 

Assets (below, ratio against total assets) 1.00 1.00 
Liquid assets 0.45 0.41 
Fixed assets 0.55 0.59 

Liabilities 0.63 0.63 
Liquid liabilities 0.49 0.40 
Fixed liabilities 0.14 0.24 

Capital 0.37 0.36 

Operating profit  0.04 0.16 
Net profit  0.01 0.08 

Source: OECF survey 
 

Table 4-15 shows that the differences between ordinary companies and companies that have 
received DBP loans.  What we can see from this table is that, in comparison with ordinary 
companies, companies that have received DBP loans i) have a high proportion of fixed assets 
(ordinary companies 0.14, DBP loan borrowers 0.24, significant at 1%), ii) the liquid ratio is high 

(ordinary companies 1.15, DBP loan borrowers 2.09, significant at 1%) and iii) the profit rate is high 
(in the case of net profit rate, ordinary companies 0.01, DBP loan companies 0.08, significant at 1%).  
These suggest that the supply of long-term plant investment funds by DBP is useful in improving 

financial stability and company performance.  Also, it is suggested that companies in receipt of 
DBP loans have a high rate of fixed assets compared to ordinary companies (ordinary companies 
0.55, DBP loan companies 0.59), and that the formation of fixed capital is encouraged, but the 

statistical significance was not that strong. 
 

Table 4-15 Comparison of ordinary companies and DBP loan borrowers (after financing) 
 Ordinary 

companies
DBP loan borrower 

(after financing) 
Difference P value Significance 

Number of samples 439 91 - - - 

Fixed assets/total assets 0.55 0.59 -0.03 0.274  
Fixed liabilities/total assets 0.14 0.24 -0.10 0.010 *** 

Liquid ratio 1.15 2.09 -0.94 0.001 *** 

Leverage 2.32 2.99 -0.66 0.225  

Ratio of fixed assets to 
long-term capital 

1.35 1.19 0.16 0.236  

Operating profit rate 0.04 0.16 -0.11 0.000 *** 

Net profit rate 0.01 0.08 -0.07 0.004 *** 

Significance: ***: 1% significant **:5% significant *:10% significant       
Long term funds: capital of fixed liabilities  
Source: Calculations by the author 

 
The following are conceivable as reasons for the differences between DBP loan borrower 

companies and ordinary companies: i) DBP is selecting companies with specific features through 
loan appraisal (DBP is identifying capability and appraisal capability) and ii) company features 

change through DBP loans (pure effect of DBP loans).  Table 4-16 compares the financial 
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conditions of DBP loan borrowers before receiving loans from DBP, and ordinary companies.  

What we can see from this table is that DBP provides financing to companies with high stability 
(high liquid ratio) and sound performance (high profit rate). 
 

Table 4-16 Comparison of DBP loan borrowers (before financing) and ordinary companies 
 Ordinary 

companies
DBP loan borrower 

(after financing) 
Difference P value Significance 

Number of samples 439 215 - - - 

Fixed assets/total assets 0.55 0.53 0.03 0.148  
Fixed liabilities/total assets 0.14 0.16 -0.02 0.451  

Liquid ratio 1.15 2.21 -1.06 0.000 *** 

Leverage 2.32 3.17 -0.85 0.032 ** 

Ratio of fixed assets to 
long-term capital 

1.35 1.20 0.15 0.130  

Operating profit rate 0.04 0.11 -0.06 0.000 *** 

Net profit rate 0.01 0.05 -0.04 0.010 ** 

Significance: ***: 1% significant **:5% significant *:10% significant  
Long term funds: capital of fixed liabilities  
Source: Calculations by the author 

 

Now let us look at what kinds of effects DBP financing itself wields on companies.  Table 
4-17 compares conditions before and after financing in the case of DBP loan customer companies.  
From this table, we can see that fixed assets and fixed liabilities increase through DBP loans, and 

operating profit rate also rises, and that the differences are statistically significant. 
 

Table 4-17 Comparison of DBP loan borrowers before and after financing 
 before  

financing 
after 

financing  
Difference P value Significance 

Number of samples 215 91 - - - 

Fixed assets/total assets 0.53 0.59 -0.06 0.049 ** 

Fixed liabilities/total assets 0.16 0.24 -0.08 0.059 * 

Liquid ratio 2.21 2.09 0.12 0.692  

Leverage 3.17 2.99 0.19 0.753  

Ratio of fixed assets to long-term 
capital 

1.20 1.19 0.01 0.933  

Operating profit rate 0.11 0.16 -0.05 0.055 * 

Net profit rate 0.05 0.08 -0.02 0.356  

Significance: ***: 1% significant **:5% significant *:10% significant    
Long term funds: capital of fixed liabilities  
Source: Calculations by the author 
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4.4. DEVELOPMENT OF SECURITIES MARKETS 
 

4.4.1. Overview 
 

One of the weaknesses of corporate finance pointed out in Section 4.1 is excessive 
dependence on banks loans.  Since direct finance as the alternative means was not sufficiently 
developed and leverage was high, the rise in interest rates and reduction of bank lending directly hit 

the financial standings of companies. 
As a channel that supplies long-term funds, which is necessary for company growth, 

development of the securities market is very important.  Movements of share and securities prices 

act as pressure towards managerial improvement, and through development of a share market, it can 
also be expected that company restructuring through mergers and acquisitions would be encouraged. 

The establishment of funding channels through a securities market needs a diverse market 

infrastructure.  In order to develop securities market, the following is important: i) improvement of 
policy framework, regulations and supervision (disclosure, tax system, Bankruptcy Law, Mortgage 
Law, etc.); ii) diversification of products, such as issuers, maturity (standardized government bond 

issue, benchmark, etc.); and iii) development of market infrastructure (computerization of stock 
exchanges, rating agencies, settlement and clearance, institutional investors such as pension funds 
and education on securities, etc.). 

Regarding the securities markets of Thailand, Indonesia and the Philippines, physical 
infrastructure such as stock exchanges, rating agencies and settlement systems were established, and 
their securities markets continued to grow rapidly during the 90s.  However, the development of 

institutional infrastructure, such as disclosure, corporate governance, and supervision and regulations 
tended to lag behind.  Also, distortions were observed, such as listed companies being biased 
towards specific industries.  It is also observed that large-scale companies hesitated to be listed, 

avoiding disclosure.30 
 

Table 4-18 Scale of bank assets and stock market 
 Bank credit (ratio to 

GDP %) 
Total market value of shares  (ratio to 
GDP %) 

Stock market turnover 
rate (%) 

 1990 1996 1990 1996 1997 1990 1997 
Thailand 90.7 98.8 27.9 53.9 15.0 92.6 39.2 
Indonesia 45.5 54.6 7.1 40.3 13.6 75.8 64.2 
Philippines 26.9 72.2 13.4 96.2 37.7 13.6 34.8 
US 114.4 137.5 55.1 115.6 146.0 53.4 92.8 
Japan 266.8 295.1 98.4 67.2 52.8 43.8 37.1 

Source: World Bank(1998),World Development Indicator, WB(1999), World Development report, IFC(1998), Emerging 
stock markets fact book  

 

                         
30 For example, in the Philippines, among the 1000 companies with the largest sales figures in 1995, only 191 companies 

were listed on the stock exchange. 
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As is shown by the low turnover rate, the secondary market remains undeveloped.  Moreover, 

among the securities market, the bond market is small compared to the equity market.31  With the 
exception of the Philippines, since governments maintain sound fiscal balance, the issue of government 

bonds is not large, and the market infrastructure did not grow.  In the case of Indonesia, the issue of 
government bonds was prohibited until recently, and government bond issue is also small-scale in 
Thailand as well and underwent a decreasing trend during the 90s. 

Further issues include a framework of regulations and its execution and the further improvement 
of disclosure system followed by development bond markets, domestic institutional investors, and 

Self-Regulatory Organizations of accountants, lawyers, and industry group such as pension funds.  In 
the following section, we will discuss measures to promote securities markets thus far and future issues 
in each country.  

 

4.4.2. Thailand 
 

As we can see from Figure 4-9, the Thai securities market expanded rapidly during the 90s.  
The 214 companies listed in 1990 and the total market capitalization of 605 billion baht grew to 416 

companies and 3.565 trillion baht by 1995, when the total market capitalization reached a peak.  
However, this also contained bubble without accompanying growth of the real economy, and by 1996, 

the SET index had recorded a fall of 35%, and total market capitalization also shrunk to one third, from 
2.560 trillion baht in 1996 to 1.133 trillion baht in 1997. 

The small bond market compared to the 

equity market is a characteristic generally 
observed in Asian countries, and in Thailand, 

this feature is extremely clear.  The reasons 
for this are that until the Securities and 
Exchange Act 1992, bond issue was not 

permitted in the case of private companies, and 
that the issue of government bonds was small 

with a sound fiscal balance.  While the 
collapse of the bubble caused the total market 
capitalization to plummet, in recent years, 

government bonds, FIDF32  bonds, PLMO33 
bonds have been issued, and the importance of 

                         
31 World Bank(1995)  
32 FIDF (Financial Institution Development Fund) is an internal organization of Bank of Thailand established in 1985, and is 

designed to rescue and restructure commercial banks and FCs that have fallen into managerial crisis.  Specifically the 
financial institutions in trouble reduce capital, while the FIDF take on capital increase, acquires new shares, dispatches a 
management team, devises reconstruction measures, and support the restructuring. (Tashiro 1998) 

33 PLMO (Property Loan Management Organization) is an organization that buys up uncollectable assets related to real estate, 
etc., and attempts to reduce the burden of financial institutions. 

Figure 4-9 Thailand: Developments of securities 
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bonds in financing is growing.  However, the 

role of funding procurement from banks is still 
dominant compared with equity and bonds. 

Reform of the Thai securities market 
became expeditions in the 80s, and from the 
beginning of the 90s became even more 
vigorous.  Introduced in 1991 was ASSET, an 
automatic exchange system for shares, and the 
Securities and Exchange Act was put into effect, 
(establishment of the new Securities Exchange 
Committee, investor protection, preparation of 
laws for securitization and derivatives, etc.), 
establishment of the rating body TRIS (Thai 
Rating and Information Service) and operation 
of TSD (Thailand Securities Depository) 
followed in quick succession.  According to 
the financial system master plan of 1995, 
momentum grew in promotion the securities 
market as part of development of the financial 
market as a whole. 

Securities market infrastructure and 

systems were prepared rapidly in recent years 
and new products introduced, but the recent 
crisis occurred before they could be fully 

utilized.  As future issues, corporate debentures, 
the development of a secondary market, and the 

further reinforcement and improvement of 
supervisory regulations, are important.  Furthermore, various measures for widening market breadth 
are also important.  The market participation of small and medium-sized companies, the promotion of 

securitization, and utilization of the securities market in the privatization of state-owned enterprises 
would be useful. 

The SEC is currently devising various improvement measures in respect to these issues.  For 
example, revision is being investigated of the Securities and Exchange Act, which aims to improve 
transparency and foster a capital market, and focuses on disclosure.  And in order to increase 

understanding of disclosure, it plans to establish the Institute of Directors, a training center. 
By the end of 1998, the Thai government issued government bonds totaling as much as 400 

billion baht for debt reorganization of FIDF (see Section 5), and this government bonds are expected to 
serve as a benchmark.  Moreover, in order to promote market participation by small and 
medium-sized companies, the SEC approved in principal the establishment of a market exclusively for 

small and medium-sized companies in November 1998.  At this stage, the application of 

Thailand: Measures securities market 
development 

1984 Relaxation of stock and bond issue regulations through 
revision of the Securities and Exchange Act 

1987 Establishment of Second Board and Foreign Board 

1988  Establishment of stock deposit body (phase-in of 
transfer settlement system SDC) 

1990  Partial computerization of settlement of issuance  

1991  Thai Stock Exchange introduced automatic share 
exchange system (ASSET) 

1992 Introduction of scripless system 
Reinforcement of market supervision functions by 
operation of information management system (SIAM) 
Enforcement of new Securities an Exchange Act 
Authorization of investment trust setting by private 
investment consulting firms 

1993 Revision of listing criteria (relax listing criteria of local 
businesses) 
Establishment of rating body, TRIS  

1994 Operation commencement of securities Depository 
body (TSD) 
Operation of Bond Dealer's Club, a bond second 
market 

1995 Financial system master plan announced 
Establishment of over-the-counter market, Bangkok 
Stock Dealing Center 

1997 Establishment of Secondary Mortgage Corporation, 
with aim of securitization housing loan 
 

Source: Maru 1998, Kawai 1996, Fuchita 1998 
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comparatively lenient listing criteria is being 

discussed. 
As support from overseas, the Asia 

Development Bank is currently conducting the 
Financial Market Reform Program.  This 
program support the reform of the financial 

market, and includes technical support for i) 
improvement of disclosure, ii) pension fund 

reform, and iii) asset securirization. 
 

4.4.3. Indonesia 
 
The Indonesian securities market also 

grew rapidly from the mid-90s (see Figure 4-10).  
The 125 companies listed in 1990 and total 
market capitalization of 15.3 trillion rupiah grew 

to 263 listed companies and total market capitalization of 215.0 trillion rupiah in 1996, when the total 
market capitalization reached a peak.  However, because of currency depreciation, rising interest rates, 

and declining confidence in the economy as a whole during the recent crisis, a 37% fall in the JSE 
index was recorded in 1997, and total market capitalization also shrunk to 159.9 trillion rupiah by 1997. 

The bond market remains undeveloped in Indonesia, too.  In the background is that fact that it 

was 1988 when private companies were permitted to issue corporate bonds, and in the case of central 
and local government, bond issue was prohibited through the Fiscal Balance Law.34 

The first stock exchange in Indonesia dates back to 1912 in period of Dutch colonization, and 
this was targeted at Dutch corporate shares and Dutch government bonds.  Even when it was reopened 
in 1952 after the Second World War, it dealt only with Dutch corporate shares and National Indonesia 

Industrial Bank bonds.  In 1976, the capital market supervisory agency (BAPEPAM) was established, 
and the Jakarta Stock Exchange was opened under it.  This marks the start of issue of Indonesian 

corporate shares.35 
Promotion of the securities market began with 1987's relaxation of regulations.  At this point, 

listing procedures were simplified, listing criteria were relaxed, and an over-the-counter stock market 

was opened.  In 1988, measures to relax regulations were taken in October and December, and in 
1989, the privately-run Surabaya Stock Exchange was opened.  In 1992, privatization of the Jakarta 

Securities Exchange was realized by member companies.  Thereafter, transaction automation of the 
Jakarta Stock Exchange and establishment of the PEFINDO, rating company, have been carried out. 
 

                         
34 World Bank (1995) 
35 Yamashita (1993) 

Figure 4-10 Indonesia: Developments of securities 
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As for future long-term development 
plans, a five-year plan from 1996-2000 has 

been created as a “blueprint”.  However, this 
plan was created before the crisis, and the 
recent crisis will necessitate the revision.  

Moreover, following the crisis, various 
measures have been adopted, such as closure 

of 16 under-capital brokers by BAPEPAM, 
reinforcement of laws and regulations, 
infrastructure improvement, and the 

announcement of 15 new capital market rules 
aimed at introducing new products, etc.36 

Further issues for securities marked 
development are: i) integration of the two stock 
exchanges; ii) identification of good companies 

and promotion of listing; iii) development of 
bond market; iv) fostering of domestic 

investors; v) system upgrade; and vi) 
strengthened disclosure. 

Regarding of i) stock market integration, 

approval has already been obtained at general 
stockholder's meetings of both exchanges, and 

the setting up of a committee to examine the 
merger has been recommended to the boards 
member.  With ii) identification of good 

companies and promotion of listing 
improvement of corporate governance, 

boosting of market liquidity, and enhancing 
market appeal by cost-cutting, are necessary.  At present, the share of foreign investors is exceedingly 
high, and the fosters of domestic investors is needed (iv).  To foster domestic institutional investors, 

rectification of high interest rates and political stability are necessary.  In the longer term, the 
encouragement of private investors will be important.  Of course, a certain amount of income is 

necessary for stock investment, but an affluent class does also exist in Indonesia, and if they attempt to 
invest in domestic securities, a certain amount of individual purchase would be possible. 

The system of stock exchange (v) could be said to have been largely established, but scripless 

trading has not yet been realized, and issues that must be tackled in future remain.  What is more, vi) 

                         
36 IFC (1998) 

Indonesia: Measures of securities market 

development 
 

1987 Relaxation of capital market regulations 
1988 15% withholding tax charged on regular saving 

interest, which was formerly non-taxable (making 
identical to withholding tax on share dividends) 

 Capital market development package (opening of 
private stock exchange authorized, opening of 
securities business to private sector and joint venture 
with foreigners, authorization of capital increase by 
issue at market price) 

1989 Founding of over-the-counter stock market 
 Partial opening of of state-run enterprise shares 
 Opening of Surabaya Stock Exchange 
1990 Integration and reinforcement of securities 

regulations (BAPEPAM changed to an exclusive 
body for securities regulations and supervision, 
self-regulatory functions of stock exchanges 
reinforced) 

1991 Privatization of Jakarta Stock Exchange 
1992 Establishment of Foreign Board 
 Establishment of Centralized Settlement Body 

(KDEI) 
1994 Establishment of rating body, PEINDO 
1995 Full automation of Jakarta Stock Exchange 
1996 Revision of Securities Exchange Law  
 Approval of open-ended investment trust 
1997 Introduction of short transactions 
 Establishment of Central Custody 
 
Source: Maru 1998, Kawai 1996 
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strengthened disclosure through improvement 

of accounting standards, is also important.  
Particularly in the case of unlisted companies 

and where shareholders are dispersed and 
sufficient pressure is not placed on managers, 
standards are apt to slip.  Human resource 

development in financial sector is also important.  
Private companies in financial sector have 

independent training programs.  BAPEPAM 
also sends officials and trainees overseas, to 
foster the experts. 

 

4.4.4. Philippines 
 
The Philippine securities market also 

grew rapidly from the mid-90s.  The 153 listed 

companies in 1990 and total market capitalization of 16.219 billion pesos climbed to 216 listed 
companies and total market capitalization of 2.1 trillion pesos in 1996, when the total market 

capitalization reached a peak.  Compared with other neighboring countries, the impact of the crisis on 
financial institutions was small in the Philippines, but the effect on the securities market was substantial.  
In 1997 the PSE index recorded a fall of 40%, and the total market capitalization also shrank to close to 

half in 1997, at 1.3 trillion pesos. 
In the Philippines, development of a securities market was begun ahead of other Asian 

countries, with the Manila Stock Exchange 
being set up as early as 1927, a Securities Act 
enacted in 1936, and a Securities Transaction 

Committee established in response to this.  In 
1963, the Makati Securities Exchange was 

established.  Until the latter half of the 60s, it 
was one of the few stock markets in Asia that 
outshone Hong Kong (Nozawa 1998). 

Reform of the Philippine securities 
market progressed rapidly at the beginning of 

the 90s.  It started with the capital market 
promotion conference of 1988.  This was 
concretized by the "capital market development 

program" based on policy dialogue between the 
Philippine government and the Asia Development Bank.  In the same year, a capital market 

development council was set up at the Philippine Financier's Conference, which tackled issues 
such as the automation of securities and exchange settlement as the "Capital Market Development 

Figure 4-11 Philippines: Developments of 

securities market 

 Units of 1
billion pesos
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Source: IFC (1998), PSE.  For 1998, end of the first half.
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Measures of the Philippine securities market 

developments 
 

1986 Plan announced to privatize state-run enterprises 
1988  Commencement of gradual lowering of the rate of 

withholding tax imposed on dividends to residents 
1993 Sequential computerization of Manila Stock Exchange 

and Makati Stock Exchange 
1994 Establishment of Philippine Stock Exchange by 

integration of Manila and Makati Stock exchanges 
1995 Establishment of Philippine Central Depository 
1997 Establishment of deposit and transfer organization 
1999 Announcement of establishment of special board for 

small and medium-sized businesses 
 
Source: Philippine Stock Exchange(1997) 

Kawai 1996, Notaku 1998 
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Project", which was executed with the support of USAID. 

As a result of such efforts, computerization of both exchanges was carried out in 1993, and in 
1994 two stock exchanges integrated, with Manila becoming the Philippine Securities Exchange 

Center and Makati becoming Philippine Securities Exchange Plaza, and reform of hardware aspects 
was realized.  However, in the same way as other Asian countries, there was room for improvement in 
institutional aspects. 

Further issue first and foremost, reform of the taxation system in the securities industry.  Tax 
imposed on securities is heavy (revenue stamp duty: in the event of stock transfer, 1.5 pesos per 200 

pesos par value, stock exchange tax: 0.5% of exchange value per sale of listed shares37), and the 
reduction or abolition of these is important.  However, since these leads to a substantial reduction in 
tax revenue, improvement of the overall tax system and improvement of effectiveness will first be 

necessary.  
Next, reform of the Securities and Exchange Commission is important.  At present, the SEC 

has a wide range of functions such as supervising law enforcement including the Amended Securities 
Law, Company Law, finance and company laws and the Investment House Law, as well as company 
registration, internal dispute cases and reorganiation of bankrupt companies, and given personnel and 

organizational constraints, it can not keep up with market operations and investigation of insider trading 
violations. 

 

4.5. APPENDIX: PROGRESS OF THE RESTRUCTURING OF FINANCIAL 
INSTITUTIONS 
 

4.5.1. Overview 
 
Closely related to company debt restructuring is the restructuring of financial institutions.  At 

present, the bold financial sector reorganization including merger, nationalization and liquidation of 

financial institutions is being carried out in Thailand and Indonesia, and even in respect to 
comparatively healthy financial institutions, injection of public capital, switching of management teams 

and other measures are being taken.  Company debt restructuring hinges upon negotiation and 
settlement with financial institutions, the creditors, and it could be said that corporate debt problems 
will not be cleared up unless the reorganization of financial institutions is reasonably settled.  

Conversely, if corporate debt restructuring does not proceed, the bad debt problems of financial 
institutions will not be resolved. 

According to the World Bank (1998a), restructuring methods of banks with problems include i) 
bail-out by public funds; ii) merger with public support; iii) selling off after recapitalization through 
public capital injection; iv) independent workout; and v) liquidation and pay-off, and summarized the 

merits and demerits of the respective methods.  First, bail-out by government has the advantage of 

                         
37 Philippine Stock Exchange, Fact Book 1996 
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speed, but the fiscal burden is large, and incentives to bank managers to improve performance is small 

(moral hazard).  On the other hand, the methods of merger with other banks with public support, 
selling off to the private sector after recapitalization have the advantages of a comparatively small fiscal 

burden and credibility on the banking system holding firm, but they are slow. 
 

Table 4-19 Measures of bank restructuring 
 Speed Fiscal burden Incentives to 

improve 
performance  

Credibility in the 
banking system 

Bail-out ●●●●●● ● ● ●● 
Merger with public support  ●●● ●●●●● ●●● ●●●● 
Recapitalization and sell-off ●● ●●●● ●●●●● ●●●● 
Work-out ●● ●●●●●● ●●●● ●●● 
Liquidation and pay off ●●●●● ●●● ●●●●●● ● 

The number of ● indicates the size of the merit 

World Bank(1998a) 

 
Indonesia and Thailand are implementing a combination of these methods taking into 

consideration the economic conditions and the severity of the problems faced by the banking sector.   
Furthermore, they have also set up a bodies that direct the reorganization of financial institutions and 
bodies that purchase bad debts. 

 
4.5.2. Thailand 

 
The Thai financial sector consists mainly of banks and finance companies (FC).  We will now 

discuss measures taken since the crisis, and future issues. 
Finance companies are financial institutions peculiar to Thailand for which have limited banking 

function such as housing finance, consumer finance, and function of securities firm such as securities 
underwritings and broker/dealer.  91 FCs existed as of June 1997, and of the total assets of financial 
institutions in Thailand, they make up about 20%.38 

The problems of FC’s bad debts and management became apparent some time before the baht 
shifted to a float system, and the crisis of East Asia become obvious.  From 1983-1985, confidence 
crisis in the industry as a whole occurred, and a rescue system called the Lifeboat System39 was set up.  
In the mid-90s, bad debts increased from the economic slump and deterioration of property market 
conditions, and in February 1997 became clear in management problem of the largest FC. 

The Thai government first tried to give relief by financing from the FIDF, as well as merger with 
government-affiliated banks, but they were not successful.  The problem grew increasingly worse, and 
in June 1997 the suspension of 16 companies was decided on by the government, and followingly, the 
operations of a further 42 companies were terminated. 

                         
38 Tashiro (1998) 
39 This sends managers into FCs that have fallen into a slump; encourages merger and acquisition with other FCs; acquires new 

shares by the Bank of Thailand; and support restructuring (Tashiro (1998)) 
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In October 1997, the government 
announced a financial system restructuring 

plan, and established the Finance Sector 
Restructuring Authority (FRA), which direct 
financial institution merger and recapitalization, 

and the Asset Management Company (AMC), 
which buys up bad assets.  The 58 companies 

whose operations had been suspended 
submitted restructuring plans, and the FRA 
conducted an examination of this.  The FRA's 

December decision was an extremely tough 
one: liquidation for 56 of the 58 companies. 

Further, in May 1998 it merged seven 
companies and in August five companies with 
the government-affiliated FC, Krungthai 

Thanakit, and is nationalizing them in point of 
fact.  It was a scheme where upon reducing shares with a par value of 10 baht to 1 satan (1/100 baht) 

in all cases, Krungthai Thanakit would acquire shares and a management team would be dispatched 
from Krungthai Thanakit.  The selling off of  FC bad debts by the FRA has already begun, but at the 
moment its progress is unsatisfactory.  

Currently, those closed 56 companies among the total, with 12 companies merged with the 
government affiliated Krungthai Thanakit and 24 companies including the remaining 23 companies in 

addition to the newly established Radanatun Finance continuing business. 
 

Table 4-20 Thailand: state of FCs 
Procedure Number Target* 
Closure, asset sale by FRA 56 Finance One Co., ltd.; CMIC Finance & Sec.; General Finance & Sec.;     
Merger with 
government-affiliated 
Kuruntaitanakit 

12 Dana Siam Finance and Sec.; Nava Finance & Sec.; Union Asia Finance 
Public Co., Ltd. 

Business continuation as 
private company 

23 National Finance and Sec.; Phatra Thanakit Public Co., Ltd.; Asia Credit 
Public Co. Ltd.; Krungthai Thankit Public Co. Ltd.;  

New establishment 1 Radanatun Finance 
Source: Composed from Thai Ministry of Finance data, Tashiro (1998), newspaper reports, etc. 
* Apart from Radanatun Finance, only those companies that were among the top ten in 1996 year-end assets are listed. 
 
 

Restructuring is underway in the case of banks as well.  In Thailand there exist 15 domestic 
banks and 14 foreign banks, which in total account for a little more than 60% of all financial assets.40  

The proportion of bad debts (credit in arrears by 3 months or more) reached 46% for commercial banks 

                         
40 Suehiro (1998) 

Overview of Thai finance company restructuring 
 
1997 
March 10 FCs announce relief measures 
May Withdrawal of Finance One merger plan by Thai 

Dann Bank. 
June 16 FCs were suspended 
August 42 FCs were suspended 
October Announcement of financial institution 

restructuring policy, consisting of 5 Emergency 
Decrees (FRA, AMC established) 

December FRA determines liquidation for 56 of 58 FCs 
suspended 

 
1998 
January Radanatun Finance established (operations 

commence in February) 
May 7 companies merged with government-owned 
 Krungthai Thanakit 
August 5 companies merged with government-owned 
 Krungthai Thanakit 
December FRA holds auction of FC assets. 
 
Source:  Composed from the Bank of Thailand Quarterly 

Bulletin and various newspaper reports 
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and 58% for government banks as of October 1998. 

Compared to FCs, whose bold reorganization began from the latter half of 1997, restructuring 
became full-scale from the latter half of 1998.  In January and February 1998, the de facto 

nationalization was carried out of Bangkok Metropolitan Bank, Siam City Bank, First Bangkok City 
Bank and Bangkok Commercial Bank.  Specifically, the drawing of bad credit by forced capital 
decrease of four banks; conversion of bonds held by FIDF into shares; and the consequent transfer of 

ownership and management, were carried out by the Bank of Thailand. 
The comprehensive financial 

restructuring package of August 1998 
determined the broad framework of 
restructuring.  This comprised of the 

following: i) The government buy up 
preferred stocks and subordinate bonds of 

banks in which the government was not 
intervening to increase recapitalization.  In 
exchange, the government granted 

government bonds of as much as ten years, ii) 
recapitalization by public capital injection and 

sold to the private sector, iii) recapitalization 
by public funds and merger with a 
government-owned financial institution, iv) 

closure and transferred the originals assets, 
deposit and debt to the government-owned 

Kurugnthai Bank, and transferred bad assets 
to a bad debts management company under the management of the Bank of Thailand, v) 
recapitalization of the government-affiliated financial institution that absorbs and merges private 

financial institutions. 
 

 

Overview of Thai bank restructuring 
 
1998 
January Radanasin Bank established (business commenced in 

March) 
 M anagement team of First Bangkok City Bank changed 
 Bangkok Metropolitan Bank nationalized 
 DBS and Thai Dan Bank purchased 
February Siam City Bank, First Bangkok City Bank and Bangkok 

Commercial Bank nationalized 
March  ABN Amuro Bank purchased Asia Bank  
August Announcement of comprehensive financial restructuring 

package consisting of five Emergency Decrees 
(recapitalization of bad financial institutions, boost 
functions of Bank of Thailand, simplifying management 
transfer) 

September Bank of Thailand announces that it will accept the new 
shares of the Kurungthai bank through FIDF. 

October Siam Bank, introduction of public funds decided 
December Bangkok Bank, introduction of public funds decided 
 
1999 
January Government, decided introduction of public funds to 

Siam Bank  
 
Source:  Created from Bank of Thailand Quarterly Bulletin and 

various newspaper reports 
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Table 4-21 Restructuring commercial banks in Thailand 
 
Status Number Target bank 
Independent capital increase 3 Thai Farmers' Bank, Ayutaya Bank, Bangkok Bank 
Introduction of foreign capital 3 Asia Bank (Dutch ABN Amuro 75% investment) 

Thai Dan Bank (Singapore DBS 50% investment) 
Nakonton Bank (British Standard Charters Bank 68% 
investment) 

Recapitalization by public funds 3 Siam Commercial Bank, Kurungthai Bank, Thai Military Bank 
Following recapitalization by public funds, 
sell off to private sector 

2 Bangkok Metropolitan Bank, Siam City Bank 

Following recapitalization by public funds, 
merger by government-owned financial 
institution 

3 Bangkok Union Bank (merger with FC Kurungthai Thanakit) 
Laemton Bank (merger with Radanasin Bank) 
First Bangkok City Bank (merger with Kurungthai Bank) 

New establishment as receiver of unsound 
banks 

1 Radanasin Bank 
 

Closure and Transfer of sound assets to 
Kurungthai Bank, conversion to AMC 

1 Bangkok Commercial Bank 

Source: Created from Thai Ministry of Finance data, Sekii (1999), etc. 
 
In addition to those that continue business under their own strength, and those that introduce 

foreign capital, the status of all 16 banks is represented in the table below.  When the scheduled 

merger of 3 banks with other financial institutions is complete, the number of banks will be 13. 
The public recapitalization scheme consists of tier 1 capital support facilities and tier 2 capital 

support facilities.  With the former, the government purchases tier 1 capital (preferred stocks) with 
exchangeable government bonds, assuming the drawing or redemption of bad debts, and if the 
proportion of tier 1 equity capital is below 2.5% following this processing, it injects the amount of 

capital that is lacking, and for portions that exceed 2.5%, it injects capital in a range that does not 
exceed capital extended by private investors.  With the latter, the government purchases subordinate 

bonds with unexchangeable government bonds, and incentives that encourage debt restructuring and 
increased lending are attached as conditions.  The Financial Restructuring Advisory Committee 
(FRAC) was established to manage the recapitalization. 

With the intent of applying this, in December 98 and January 99, the Bangkok Bank (5 billion 
baht) and the Siam Bank (1.7 billion baht) respectively decided on the introduction of public capital.  

Of these, capital injection to the Siam Bank was approved by the government in January 99, according 
to the application.  With state commercial banks as well, boosting of equity capital by the government 
is now underway.  

As a cost of capital injection, the Thai government decided on the issue of 300 billion baht of 
government bonds to banks under the financial reconstruction policy of August 1998.  If this is 

combined with the 500 billion baht (to be used to refinance FIDF short-term liability.  By the end of 
1998, 400 billion baht had already been issued41) already decided upon, this will mean the issue of 800 
billion baht of government bonds, equivalent to the annual budget.  For the time being this interest 

                         
41 Thai Ministry of Finance (1999) 
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burden, and in the future expenses for 
repayment, are necessary in the 

budget, and there is worry about the 
impact on fiscal balance. 

 

4.5.3. Indonesia 
 

Before the crisis (July 1997), 
the total number of commercial banks 
in Indonesia was 238. 42   Thailand 

was strengthening regulations on 
banks from before the crisis, and FCs 

were increased with the intent of 
avoiding it. In Indonesia, through 
relaxation of regulations such as bank 

establishment criteria from 1988, 
many non-finance companies 

established in-group banks. 43  
Moreover, it is distinctive that within 
the banking sector, state banks has 

dominant share (share accounted for 
in total bank assets at 1998 year-end 

was 45%).  When the current 
restructuring is complete, it is 
predicted that ultimately, 30-60 banks will remain44, and it is thought that procedures will take a 

considerable time. 
Bank restructuring began in November 1997 with the suspension of 16 small and medium-sized 

commercial banks.  In January 1998, the financial restructuring plan was announced and the 
Indonesian Bank Restructuring Agency (IBRA) was established.  Along with being a supervisory and 
executive organ of bank reorganization, IBRA contains within it Asset Management Units (AMU), and 

also processes bad debts by selling off seized assets. 
The portfolio of each bank came to be evaluated by Bank Indonesia, and placed under the 

supervision of IBRA if satisfying a certain standard.45  In respect to banks under its supervision, IBRA 
abides by various demands for management improvement, and is given wide ranging authority to 

                         
42 Bank Indonesia, Indonesian financial Statistics 
43 The number of banks in 1985 was 114, and the number of banks increased thereafter through the increase in private banks. 
44 According to an interview at IBRA 
45 i) Bank Indonesia liquidity support over 200% capital, ratio of net worth to total capital 5% or less (A category), ii) BI’s 

liquidity support over 2 trillion rupiah, capital 500% or more (category B, bank in takeover), iii) BI’s liquidity 500% or more, 
assets 75% or more (category C, suspended bank) 

Overview of Indonesia's bank restructuring 
 

1997 

November Suspension of 16 small and medium-sized banks 

1998 

January Temporary freezing of private debt announced.  At same 
time, financial system restructuring plan announced.  
IBRA established, government guarantee for depositors 
and creditors of commercial bank debt, approval of 
introduction of foreign capital to regional banks 

February 54 problem banks placed under IBRA supervision 

April Suspension of 7 banks under IBRA supervision and assets 
frozen, another seven banks placed under IBRA 
supervision.  8 banks deemed exempt from supervision 

June BCA placed under supervision of IBRA. 

August Measures announced of 14 banks whose business was 
frozen and that were placed under IBRA management in 
April (liquidation, suspension, merger, nationalization) 

September Asset seizure of owners in exchange for Bank Indonesia 
liquidity support  

 Announcement of public capital injection directive. 

October State-run Mandiri Bank established as receiver of 4 
state-run banks whose merger is decided. 

1999 

March ABC classification of banks, measures of private 
commercial banks announced (closing of 38 banks, 
capital injection for 9 banks) 

Source:  Created from Johnson (1998), newspaper reports etc.  
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demand the signatures of management teams for various conditions involving the reconstruction 
process; reconstruction process suggestions; information disclosure; recapitalization; write-off of bad 

debt, and so forth. 
As a result of assessment, in February, 54 banks (39 private, 4 state-operated, 11 regional) were 

transferred from supervision of Bank Indonesia to control under IBRA.  In April the operation of a 

further seven banks46 was suspended, and the management of another seven banks47 was transferred 
to IBRA.  The processing of these 14 banks was carried forward to the end of August, and the seven 

banks whose operations were terminated (Bank Surya, Bank Credit Asia, Centris International Bank, 
Deka Bank, Subentra Bank, Pelita Bank, Hokindo Bank) were liquidated, and their assets transferred to 
AMU.  Of the seven banks under IBRA's management, three major private banks (Bank Danamon, 

PDFCI, Bank Tiara Asia) and the largest, BCA48, were nationalized by government stock acquisition; 
the operations of three major banks was suspended (BDNI, Bank Umum National, Modern Bank), 

while merger with 3 other state-run banks (Bank Bumi Daya, Bapindo, BDN) was decided on for Bank 
Exim (established in October as Mandiri Bank, assets of four banks 269 trillion rupiah.  
Non-performing Assets expected to be transferred to AMU). 

The major framework of public capital injection was announced in September 1998.  Prior to 
this, auditing of banks was carried out by the internationally recognized accounting firms and as a result 

of this, banks whose ratio of net worth to total capital is negative 25% or more and less than 4% 
(category B) became subject to injection of capital.  With the capital injection scheme, the government 
assumes responsibility for a maximum 80% of necessary new funding, and in return it acquires 

nonvoting-right share from the bank, appoints officials anew, and after a bank has satisfied the 4% ratio 
of net worth to capital, it sells off bad assets to IBRA.  It gives a 30-day reprieve to banks with a ratio 

of net worth to total capital that is 25% or less (category C), and while it makes compulsory rising back 
to minus 25%, if this is not possible, Bank Indonesia and IBRA carry out processing jointly (closure or 
merger).    Banks with a ratio of net worth to total capital (category A) of 4% or more are not subject 

to intervention.  It could be said that a standard where the ratio of net worth to total capital can 
continue at negative 25% shows the seriousness of the problems of Indonesia's financial sector. 

 

                         
46 For target, special financing from Bank Indonesia over 500% of ratio of net worth to capital and over 75% of total assets 
47 For target, special financing from Bank Indonesia over 500% of ratio of net worth to capital  and over 2 trillion rupiah 
48 A member of the largest Chinese financial combine, Salim Group, which was not on good terms with President Sukarto 

attendant to his downfall, and since the management of the largest private company, BCA, was becoming unstable, and 
deposit outfall continued, Bank Indonesia decided on special financing, and in June it was placed under IBRA management. 
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Table 4-22 Indonesia: state of bank reorganization 
 Treatment Number Classification of target bank 

Liquidation 7 Determined August 1998 
Closure, Suspension 57 16 small and medium banks announced November 1997 

3 major banks determined March 1998 (BDNI, Umum 
National, Modern) 

38 banks determined March 99 (21 category B private banks, 
17 category C private banks) 

Nationalization 11 4 banks determined August 1998: Danamon, PDFCI, Tiara, 
BCA 

7 banks determined March 1999 (category B major private 
banks) 

Capital injection 9 Determined March 1998 (category B private banks) 

Private banks 

Regular inspection 74 Determined March 1998 (category A private banks) 
Merger 4 Determined August 1998 Bank Exim, Bank Bumi Daya, 

Bapindo, BDN (all category C) 
State banks 

Restructuring 3 Category C 
Regional Development 
Banks 

－ 27 Category A 12, category B 10, category C 5 

Foreign banks and JV 
banks 

－ 44 Category A 12, category B 16, category C 4, uncategorized 12 

Categories are those announced in March 1999 (category A: ratio of net worth to total capital more than 4%, category B: same 
-25%~4%, category C: same -25% or less) 
Source: Created from Bank Indonesia data, Johnson (1998), Daiwa Institute of Research’s data, newspaper reports, etc. 

 

In March 1999, the categories of 198 banks and measures in respect to private banks (128 
banks) were announced.  Of category B banks deemed subject for capital injection, only 9 banks 
actually took part in the capital injection program, while 7 banks were chosen for nationalization and C 

classification for 21 banks, along with closure.  And while it was common for state banks or regional 
development banks to be classified as C, measures had still not been decided, and remain as a future 

issue. 
The recapitalization cost of nine banks that took part in the capital injection program announced 

in March 1999 totaled 21.2 trillion rupiah, and those that made up a significant share of this were Bank 

International Indonesia (7.6) Bank Lippo (4.6 trillion rupiah) and Bank Niaga (3.7 trillion rupiah).  
Since the government was supposed to assume responsibility for up to 80% of capital increase costs, its 

burden totaled 17 trillion rupiah. 
It is estimated that the costs of bank reorganization will be huge at 250-350 trillion rupiah.49  Of 

this, half is expected to be used for state banks, 25% for banks under IBRA management, 25% for  

banks under Bank Indonesia control (cost required for processing of banks other than category B banks 
into which capital will be injected is included). 

The cost of bank reorganization is expected to be covered by the issue of government bonds.  
Bonds with a maturity of 10-15 years, half of which which will be issued to Bank Indonesia (3% 
interest-bearing index government bonds), with the remaining half as bonds to be issued to banks 

(ordinary government bonds with envisaged market interest of 20%: government assumption has 17% 

                         
49 According to an interview at IBRA 
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inflation and 3% real interest).  In exchange of government bonds issued directly to banks shares 
without representation is expected to be granted to the government, and the state is expected to hold 

them for three years and sell off in two years thereafter. 
The immediate cost burden of the government up to redemption of government bonds is interest 

payment, which is estimated at 34 trillion rupiah for this fiscal year.  Of this 18 trillion rupiah is 

appropriated by this year's budget, while the remaining 16 trillion rupiah expected to be covered by the 
sale of assets seized as repayment of liquidity support from bank owners.50 

 

                         
50 IBRA's seized assets total 96 trillion rupiah, with the sell-off plan at 26 trillion rupiah and 16 trillion rupiah as the minimum 

target. 
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CHAPTER V 
 

MEASURES FOR HUMAN RESOURCE DEVELOPMENT 
 

 
From a human resources viewpoint, the economic crisis that occurred recently in 

Southeast Asia has raised short-term issues and medium- and long-term issues.  In the 

short-term, rapid deterioration of the economy caused an increase in the number of 
unemployed workers and a decrease in education opportunities for children, and is 
casting a shadow on the human resource development for the future.  Among the 

effects of the economic crisis on human capital, differences can be seen for each country.  
This is because there are differences in the degree of seriousness of the economic crisis 
itself, and also that in the stage of economic development, education system and real 

state of employment training, there are also disparities in the features and structural 
problems thereof.  Moreover, cited as a long-term issue is the human resource 
development for future sustainable economic growth.  The current economic crisis 

originated in the weaknesses of the financial sectors, but also relates to the structural 
problems that have tended to erode the growth of the real economy.  In the 
newly-industrialized countries of Southeast Asia, a lack of high quality workers who 

graduate from secondary and tertiary education constrains their ability to improve 
productivity and technological capability, in the fact of fierce competition from 
countries which have a cost advantage in unskilled labor. 1   With regard to this 

discussion, in this chapter, through a questionnaire survey concerning corporate needs 
for human resource development, we grasp this from microeconomic aspects in regard 
to whether there is a shortage of human resources, and whether human resource 

development systems are functioning. 
This chapter first clarifies short-term issues in the human resource development in 

Thailand, Indonesia and the Philippines.  That is, it cites the following as important 

tasks in order to overcome the immediate social impact of economic crisis: i) promotion 
of reemployment of the unemployed workers; and ii) preventing the children of poor 
families from dropping out of primary and secondary education.  At the same time, it 

cites the following as long term issues to deal with changes in labor demand along with 
the advancement of industry and trade structures: iii) expansion of vocational training 
and iv) expansion and improvement of secondary education.  Lastly, in regard to 

Thailand and Indonesia, where the impact of the economic crisis on human resources is 
thought to be the most serious, we will discuss measures that are currently being 
adopted, as well as policies that will be necessary in future. 

 

                         
1 ADB(1998), P.187. 



 152

5.1. ISSUES OF HUMAN RESOURCE DEVELOPMENT IN THAILAND, INDONESIA AND 

THE PHILIPPINES 
 
The impact of the economic crisis has seriously damaged human resources.  The increase in 

the number of unemployed workers and dropouts from formal education centered on poor children 
not only brings about social unrest with the increase in crime, etc., but also leads to the loss of 
national human resources that have been accumulated thus far. 

 

5.1.1. Increase in the number of unemployed workers  
 
The impact of the currency crisis in the labor market manifests in the increase of unemployed 

workers.  Table 5-1 shows changes in unemployment rates in Thailand, Indonesia and the 
Philippines; unemployment rate in Thailand doubled from 2.3% as of February 1997 before the 
crisis, to 4.5% as of November 1998.  According to trial calculations made by NESDB based on 
information of business associations, in 1997 alone, there were more than 420,000 job leavers.  
About half the number thereof were job leavers in the construction industry including seasonal 
workers, but in manufacturing industries alone, it is thought that there were over 150,000 job 
leavers. 

In Indonesia, where the impact of the economic crisis is most serious, with a 1998 economic 
growth rate of minus 13.7%, the unemployment rate rose only slightly from 4.7% in 1997 to 5.5% 
as of August 1998.  However, the number of underemployed is rising rapidly.  According to 
estimates of the Ministry of Manpower, the number of underemployed, who work less than 35 hours 
a week, makes up 9.3% of the labor force, and the number of unemployed added to this reached 
14.7% (as of August 1998).  In March 1999, the Indonesian government announced that the 
number of unemployed workers in 1998 (including underemployed) increased to 15.4 million, 
17.1% of the total labor force.2 

Even in the Philippines, where the impact of the crisis is considered to be the least significant, 
the unemployment rate was on an upward climb from 1998 through 1999.  The reason the 
unemployment rate in April 1998 topped 13.3% was the slump in agriculture, the largest sector of 
employment absorption, due to the effect of El Niño. 
 
Table 5-1 Changes in unemployment rates in Thailand, Indonesia and the Philippines 
(1) Thailand 
  1997  1998     
  Feb. Aug. Feb. May Aug. Nov.  
Number of employees  (units of 1,000) 30,266 33,162 29,413 28,555 32,138 30,975  
Number of unemployed  (units of 1,000) 698 293 1,479 1,613 1,138 1,463  
Unemployment rate (%) 2.3 0.9 4.8 5.3 3.4 4.5  

 

                         
2 The Japan Industrial Journal, March 3, 1998.  The number of unemployed workers announced by the Ministry of Labor 

is based on estimates, so caution is necessary.  The method of estimation uses the value of elasticity of labor demand 
growth in respect to the rate of GDP increase, and that is not an estimation from the labor force supply side. 
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(2) Indonesia  
  1997  1998     
    Aug.     
Unemployment rate (%) 4.7  5.5     

(3) Philippines 
    1998    1999 
    Jan. Apr. Jul. Oct. Jan. 
Number of employees  (units of 1,000)   27,689 27,837 27,856 28,262 28,368 
Number of unemployed  (units of 1,000)   2,551 4,274 2,737 3,016 2,800 
Unemployment rate (%)   8.4 13.3 8.9 9.6 9.0 
Source:  (1) from HP of the Bank of Thailand (original text: Labor Force Survey) 
 (2) Ministry of Manpower of the Republic of Indonesia 
 (3) From HP of the National Statistical Coordination Board (original text: Labor Force Survey) 

 

5.1.2. Increase in dropouts 
 
The impact of economic crisis manifests in the increase of dropouts in primary and secondary 

education due to the decrease in household income.  Looking at reasons from the education demand side, 

since the direct expenses and opportunity costs of children attending school increased relatively along with 
the fall in income, it acted to cut back household expenditure on education.  As an issue of the education 
supply side, it is thought that the decrease in teacher salaries will make it difficult to maintain the quality of 

education. 
According to predictions of Indonesia's Ministry of Education and Culture, 1.65 million (the ratio to 

the enrollments is 5.7%) dropouts in primary education and 1.11 million (11.5%) in the junior secondary 

education are expected from fiscal 1997/98 through fiscal 1998/99.  This marks increases of 117.1% and 

136.1%, respectively, compared to the previous fiscal year (Table 5-2). 
The impact in Thailand and the Philippines is thought to be not as great as in Indonesia, but in the 

case of Thailand, there are also newspaper reports that about 250,000 among 14 million students at the 
primary and secondary level are being driven to leave school.3 

Such a drastic drop of enrollment in primary and secondary education means the possibility that 

both the quality and amount of future potential labor force will deteriorate.  Under the current school 
education system, it is not usual for students that have dropped out once to return to school.  For this 
reason, dropouts from school consequently lose the very opportunity to invest in the future education of the 

students, and there is a possibility that investment in education thus far will become futile.  Even if 
education and training opportunities are given after starting to work, both the government that provides the 
education and training, and the individuals who receive it, must bear a colossal cost.  It could be said that 

the cost to recover the negative impact on human resources in future is great, and is a problem that will 
wield an impact on the country's policies even after economic recovery. 

 

 
 

                         
3 Nihon Keizai Shimbun newspaper, August 24, 1998 
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Table 5-2 Impact of currency crisis: predictions of the effect of economic crisis on school 

enrollment in Indonesia 
Changes in the number of enrollments and dropouts (units of 1 million) Differences between 

97/98 and 98/99 
 96/97 97/98 98/99 Absolute 

value 
Percentage 

Number of enrollment 29.24 29.27 28.99 -0.28 -1.0% 
Number of dropouts 0.88 0.76 1.65 0.89 117.1% 

Primary 
education 

Percentage of dropouts 3.0% 2.6% 5.7% 3.1 119.2% 
Number of enrollment 9.28 9.69 8.33 -1.36 -14.0% 
Number of dropouts 0.30 0.47 1.11 0.64 136.1% 

Junior 
secondary 
education Percentage of dropouts  3.6% 5.1% 11.5% 6.4 125.5% 

Source: Ministry of Education and Culture, 1998 (reprinted from World Bank HP, “Social Crisis in East Asia” 
<http://www.worldbank.org/poverty/eacrisis/>) 

 

5.1.3. Job training for improvement of labor productivity 
 
As one underlying cause of economic crisis in East Asian countries, it is pointed out that 

while favorable economic development was achieved in the latter half of the 80s, it was not due to 
improvement of productivity.  From an analysis of the total factor productivity of East Asian 
countries, Krugman (1994) debated that the growth of East Asian countries was brought about by 

the increase in input of physical capital and labor, and was not due to improved productivity.  Rise 
in productivity is normally discussed in connection with technical progress, and much of the 
technical progress in developing countries is realized by technology transfer from developed 

countries.  Therefore, one of the reasons for low productivity growth is thought to be the lack of 
technicians, engineers, and other specialists that assume responsibility for technology transfer. 

However, quantitatively proving the extent of technology transfer in developing countries and 

the lack of technicians has its limits due to statistical constraint.  For this reason, in this chapter the 
availability of human resources at the manufacturing companies in Thailand, Indonesia and the 
Philippines is described based on the enterprise survey4. 

Table 5-3 is an enquiry into the sufficiency status of workers in regard to the respective job 
categories of unskilled workers, skilled workers, engineers, clerks, and managers.5  As a result, 
15%-17% of companies of the three countries respond "insufficient" in regard to skilled workers, 

which exceeds the response of "excessive" (5%-8%).  However, the response of "sufficient" is also 
a little less than 80%, and business down-sizing due to the economic slump is thought to lie behind 
this.  Similar results are also obtained for engineers and managers.  In Indonesia, the percentage of 

companies that respond that engineers are "insufficient" is 18.6%, while managers is 15.4%, is large 
compared to the other 2 countries.  This is thought to reflect the lag of secondary education in 
Indonesia.6  On the other hand, the percentage of companies that respond unskilled workers are 

                         
4 Number of companies who turned in valid responses to the questionnaire: Thailand 169, Indonesia 248, Philippines 198. 
5 Companies that responded "unknown" were excluded. 
6 See Table 5-13. 
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"excessive" accounts for 23.1% in the Philippines, and 14.7% in Thailand, while being well above 

responses of "insufficient."  Similar results are obtained for managers.  Thus, it is evident that 
there is a labor supply-demand imbalance between the job category.  
 

Table 5-3 Labor sufficiency by job category 
 

(Upper level: number of companies that responded, lower level: composition ratio) 

 

Insufficient Sufficient Excessive Total 

  

Insufficient Sufficient Excessive Total 

(1) Unskilled workers  (2) Clerks 
Thailand 6 133 24 163  Thailand 2 132 29 163 
 3.7% 81.6% 14.7% 100.0%   1.2% 81.0% 17.8% 100.0% 
Indonesia 6 151 67 224  Indonesia 11 192 41 244 
 2.7% 67.4% 29.9% 100.0%   4.5% 78.7% 16.8% 100.0% 
Philippines 3 80 25 108  Philippines 9 105 20 134 
 2.8% 74.1% 23.1% 100.0%   6.7% 78.4% 14.9% 100.0% 
(3) Skilled workers  (4) Engineers 
Thailand 24 126 9 159  Thailand 18 116 6 140 
 15.1% 79.2% 5.7% 100.0%   12.9% 82.9% 4.3% 100.0% 
Indonesia 41 186 18 245  Indonesia 42 170 14 226 
 16.7% 75.9% 7.3% 100.0%   18.6% 75.2% 6.2% 100.0% 
Philippines 27 137 14 178  Philippines 13 60 1 74 
 15.2% 77.0% 7.9% 100.0%   17.6% 81.1% 1.4% 100.0% 
(5) Managers   
Thailand 12 147 7 166       
 7.2% 88.6% 4.2% 100.0%       
Indonesia 38 192 16 246       
 15.4% 78.0% 6.5% 100.0%       
Philippines 14 156 4 174       
 8.0% 89.7% 2.3% 100.0%       
Note:  The reason why totals do not coincide with each other is because companies that responded "unknown" are 

excluded. 
Source: OECF Enterprise Survey. 

 

Next, regarding the above three job categories in which labor supply is considered to be 
insufficient, the labor sufficiency by industry are observed as follows: for unskilled workers, there 
are companies that answered “insufficient” in industries such as plastics and metals (3 companies 

each) in Thailand, and plastics (4 companies), metals, textiles and chemicals (3 companies each) in 
Indonesia.  The status is same for engineers in industries such as plastics and metals (4 companies 
each) in Thailand, and in wide-ranging industries such as plastics, chemicals (5 companies each), 

food processing (4 companies), non-ferrous metals, electrical machinery and transport equipment (3 
companies each) in Indonesia, and wood processing (4 companies), chemicals and electrical 
machinery (3 companies each) in the Philippines.  For managers, responses of “insufficient” are 

conspicuous in chemicals (6 companies), plastics, electrical machinery and food processing (3 
companies each) industries of Indonesia, and in wood processing industry (6 companies) in the 
Philippines.  At the same time in the Philippines, it is notable that for the all three job categories, 

there are companies that responded “insufficient” in the wood processing industry (Table 5-4, 5, 6). 
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Table 5-4 Availability of skilled workers by industry 
(Number of companies that responded) 

 Thailand Indonesia Philippines 

 
Insuffi- 
cient 

Suffi- 
cient 

Exces-
sive 

Insuffi-
cient 

Suffi- 
cient 

Exces-
sive 

Insuffi-
cient 

Suffi- 
cient 

Exces-
sive 

Processed foods 1 14 2 2 22 1 2 17 2 
Textile products 2 8 2 3 10 - 1 20 1 
Lumber and wood products 2 7 2 2 6 - 6 29 1 
Pulp, paper and related products  - - - - 5 - - 3 - 
Chemical products - 6 - 3 34 1 1 10 1 
Plastic products 3 9 - 4 6 - 1 4 - 
Petroleum and coal products - 1 - 1 4 4 - 1 - 
Ceramics stone and clay products 1 9 - 1 6 - 1 6 3 
Iron and Steel 2 6 - - 4 2 1 2 - 
Non-ferrous metals 1 1 - 2 2 - - - 2 
Metal products 3 7 - 3 8 1 1 4 1 
General machinery - 1 - 2 4 - - 1 - 
Electrical machinery - 5 1 2 6 1 - 7 - 
Transport equipment - 3 1 2 10 - - 2 1 
Precision instruments - 1 - - - - - 3 - 
Other industrial products 10 52 1 14 59 8 12 25 2 
Unclear 2 2 - - - - 1 3 - 
Note: For Thailand, there are companies that gave multiple responses. 
Source: same as Table 5-3 
 

Table 5-5 Availability of engineers by industry 
(Number of companies that responded) 

 Thailand Indonesia Philippines 

 

Insuffi- 
cient 

Suffi- 
cient 

Exces-
sive 

Insuffi-
cient 

Suffi- 
cient 

Exces-
sive 

Insuffi-
cient 

Suffi- 
cient 

Exces-
sive 

Processed foods 1 13 2 4 19 - 1 6 - 
Textile products - 8 1 2 10 - - 5 - 
Lumber and wood products 1 6 1 - 7 - 4 9 - 
Pulp, paper and related products  - - - 1 4 - - - - 
Chemical products - 6 - 5 28 1 3 7 - 
Plastic products 4 8 - 5 5 - - 5 - 
Petroleum and coal products - 1 - 1 6 2 - 1 - 
Ceramics stone and clay products 1 7 - 1 6 - 1 5 - 
Iron and Steel 1 6 - 1 4 1 - 1 - 
Non-ferrous metals 1 1 - 3 1 - - 1 - 
Metal products 4 7 - - 11 1 - 3 1 
General machinery - 1 - 1 5 - - 1 - 
Electrical machinery 2 4 - 3 4 2 3 3 - 
Transport equipment 1 2 1 3 9 - - 2 - 
Precision instruments 1 - - - - - 1 1 - 
Other industrial products 6 45 2 12 51 7 - 6 - 
Unclear - 4 - - - - - 4 - 

Note: For Thailand, there are companies that gave multiple responses. 
Source: same as Table 5-3 

 



 157

Table 5-6 Availability of managers by industry 
(Number of companies that responded) 

 Thailand Indonesia Philippines 

 
Insuffi- 
cient 

Suffi- 
cient 

Exces-
sive 

Insuffi-
cient 

Suffi- 
cient 

Exces-
sive 

Insuffi-
cient 

Suffi- 
cient 

Exces-
sive 

Processed foods 2 12 2 3 22 - 2 16 1 
Textile products 2 12 - 2 11 - 2 18 1 
Lumber and wood products - 10 2 - 8 - 6 29 - 
Pulp, paper and related products  - - - - 6 - - 3 - 
Chemical products - 6 1 6 31 1 - 12 1 
Plastic products 1 11 - 3 7 - - 5 - 
Petroleum and coal products - 1 - 1 7 1 - 1 - 
Ceramics stone and clay products - 10 - 2 5 - 2 9 - 
Iron and Steel - 9 - 1 4 1 - 3 - 
Non-ferrous metals - 2 - 1 3 - - 2 - 
Metal products 2 10 - 2 9 1 - 4 1 
General machinery - 1 - 1 3 2 - 1 - 
Electrical machinery 1 5 - 3 4 2 2 5 - 
Transport equipment - 3 1 2 10 - - 3 - 
Precision instruments 1 - - - - - - 3 - 
Other industrial products 5 58 - 11 62 8 - 38 - 
Unclear - 4 1 - - - - 4 - 
Note: For Thailand, there are companies that gave multiple responses. 
Source: same as Table 5-3 

 

Next, the current practice of the human resource development of the surveyed companies is 

analyzed below.  As shown in Table 5-7, companies in the three countries mainly utilize “in-house 
training programs” for unskilled workers, clerks and skilled workers.  With skilled workers in 

particular, attention is drawn to the fact that even though the proportion "using external training 
programs" is high compared with unskilled workers, companies of those using "in-house training 
programs" are the most numerous. 

In regard to the importance of in-house training, it has been indicated by various studies that 
OJT has performed a pivotal role in human resource development at Japanese companies, and 
similar studies are being carried out on Southeast Asian companies as well.  Koike & Inoki (1990) 

argues the effectiveness of Japanese-style OJT-based systems for human resource development of 
companies, and the possibility of transfer the systems to developing countries based on the following 
reasons: with OJT, generally i) participants handle a variety of machinery and materials, and 

therefore can flexibly master the necessary technology and knowledge; ii) technical progress is easy 
to monitor, and is easy to tie in with promotion and other incentive systems; iii) compared to Off-JT, 
the cost incurred in training as a whole is low. 

At the same time, according to the enterprise survey, in the case of engineers and managers, 
responses of "use of external training programs" are well above those of "use of in-house training 
programs.”  The proportion of companies using "external training programs” accounts for the 

largest proportion. In the case of engineers it is 36.3% of the total in Thailand and 45.6% in 
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Indonesia, while for managers, it is 35.9% in Thailand and 51.4% in Indonesia.7  According to 

interview surveys in Indonesia, some companies established training systems jointly with 
universities, employing university professors as lecturers.  Moreover, these companies permitted 
employees to return to study in graduate schools as part of their training schemes.  From such 

points it is found that the requirements for external programs are high for the training of engineers 
and managers. 
 

Table 5-7 Training systems for employees by job category 
(Upper level: number of companies that responded, Lower level: the composition ratio) 

 

Use of in- 
house 
training 
programs 

Use of 
external 
training 
programs 

Short-term 
training 
assignment 
at other 
company or 
subsidiary 

Raise work 
incentive 
through 
introduction 
of 
performance 
assessment 
system 

Other Total 

(1) Thailand       
Unskilled workers 117 9 1 21 3 151 
 77.5% 6.0% 0.7% 13.9% 2.0% 100.0% 
Clerks 75 57 5 13 6 156 
 48.1% 36.5% 3.2% 8.3% 3.8% 100.0% 
Skilled workers 101 28 9 13 3 154 
 65.6% 18.2% 5.8% 8.4% 1.9% 100.0% 
Engineers 24 45 34 18 3 124 
 19.4% 36.3% 27.4% 14.5% 2.4% 100.0% 
Managers 24 56 21 47 8 156 
 15.4% 35.9% 13.5% 30.1% 5.1% 100.0% 
(2) Indonesia      
Unskilled workers 122 10 - 37 2 171 
 71.3% 5.8% - 21.6% 1.2% 100.0% 
Clerks 124 58 4 25 1 212 
 58.5% 27.4% 1.9% 11.8% 0.5% 100.0% 
Skilled workers 122 44 11 36 4 217 
 56.2% 20.3% 5.1% 16.6% 1.8% 100.0% 
Engineers 67 89 11 20 8 195 
 34.4% 45.6% 5.6% 10.3% 4.1% 100.0% 
Managers 70 114 10 21 7 222 
 31.5% 51.4% 4.5% 9.5% 3.2% 100.0% 
(3) Philippines      
Unskilled workers 77 11 - 9 - 97 
 79.4% 11.3% - 9.3% - 100.0% 
Clerks 72 25 1 15 3 116 
 62.1% 21.6% 0.9% 12.9% 2.6% 100.0% 
Skilled workers 103 27 3 27 4 164 
 62.8% 16.5% 1.8% 16.5% 2.4% 100.0% 
Engineers 28 25 4 7 - 64 
 43.8% 39.1% 6.3% 10.9% - 100.0% 
Managers 51 53 3 18 9 134 

 38.1% 39.6% 2.2% 13.4% 6.7% 100.0% 

Note: The reason that totals do not match is because companies that responded "unknown" are excluded 
Source: same as Table 5-3. 

                         
7 For the Philippines, responses of “use of in-house training programs” and “use of external training programs” make up 

roughly the same proportions for both engineers and managers. 
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In reality, however, budget constraints make it difficult for smaller companies to utilize 

“external training programs.”  In regard to the training of engineers, companies that use “external 
training programs” make up only 9.1% in Thailand and 13.3% in Indonesia in the case of companies 
with 50 to 99 employees, whereas for companies with 100 to 199 employees, the ratio is 47.6% in 

Thailand and 60.0% in Indonesia, and for companies with more than 200 employees, the ratio 

climbs to 39.2% in Thailand and 45.3% in Indonesia (Table 5-8)8.  Incidentally, companies that 
responded "short-term training assignment at other company or subsidiary" rank after "use of 

external training programs" in Thailand, and compared to the other two countries, cooperation 
between companies is relatively common and technology transfer is under way in the country.  

 

Table 5-8 Engineer training systems by company size  
 

(Composition ratio) 
 
 
 
 
 
 
 
Company Size 
(No. of Employees) 

Use  of 
in-house 
training 
programs 

Use of 
external 
training 
programs 

Short-term 
training 
assignment 
at other 
company or 
subsidiary 

Raise work 
incentive 
through 
introduction 
of 
performance 
assessment 
system 

Other Total 

(1) Thailand       
50 - 99 18.2% 9.1% 18.2% 45.5% 9.1% 100.0% 
100 - 199 19.0% 47.6% 19.0% 9.5% 4.8% 100.0% 
200 - 15.2% 39.2% 32.9% 12.7% - 100.0% 
(2) Indonesia       
50 - 99 46.7% 13.3% 13.3% 26.7% - 100.0% 
100 - 199 20.0% 60.0% 12.0% 8.0% - 100.0% 
200 - 37.2% 45.3% 4.4% 8.8% 4.4% 100.0% 
Note:  These figures do not refer to companies with less than 50 employees as more than half of the respondents answered 

“none” or “not available”. 
Source: Same as Table 5-3 

 

Table 5-9 is the result of question of training systems that companies hope to introduce in the 
future; in regard to unskilled workers, skilled workers and clerks, the number of companies that 
hope to "use in-house training program," is the most numerous, as same as the current state of affairs.  

On the other hand, for engineers and managers, there is no change in the fact that the number of 
companies that hope to "use external training programs" exceeds those which hope to "use in-house 
training programs,” but the only difference from the past is that, the number of companies aiming to 

"introduce a performance assessment system" increased.  This trend is conspicuous for the case of 

engineers and managers in Thailand, and becomes stronger in bigger companies (Table 5-10). 

                         
8 Table 5-8 does not refer to the Philippines because the responses of “none” or “not available” made up 70% of the total. 
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Table 5-9 Training systems that companies hope to introduce in future by job category 
(Upper level: number of companies that responded, Lower level: the composition ratio) 

 

Use of in- 
house 
training 
programs 

Use of 
external 
training 
programs 

Short-term 
training 
assignment 
at other 
company or 
subsidiary 

Raise work 
incentive 
through 
introduction 
of 
performance 
assessment 
system 

Other Total 

(1) Thailand       
Unskilled workers 114 10 1 27 1 153 
 74.5% 6.5% 0.7% 17.6% 0.7% 100.0% 
Clerks 81 41 7 26 4 159 
 50.9% 25.8% 4.4% 16.4% 2.5% 100.0% 
Skilled workers 95 30 9 22 1 157 
 60.5% 19.1% 5.7% 14.0% 0.6% 100.0% 
Engineers 23 40 18 47 2 130 
 17.7% 30.8% 13.8% 36.2% 1.5% 100.0% 
Managers 21 45 13 76 5 160 
 13.1% 28.1% 8.1% 47.5% 3.1% 100.0% 
(2) Indonesia      
Unskilled workers 125 8 4 36 2 175 
 71.4% 4.6% 2.3% 20.6% 1.1% 100.0% 
Clerks 115 65 5 22 1 208 
 55.3% 31.3% 2.4% 10.6% 0.5% 100.0% 
Skilled workers 113 50 12 36 3 214 
 52.8% 23.4% 5.6% 16.8% 1.4% 100.0% 
Engineers 66 86 12 25 6 195 
 33.8% 44.1% 6.2% 12.8% 3.1% 100.0% 
Managers 64 111 9 29 7 220 
 29.1% 50.5% 4.1% 13.2% 3.2% 100.0% 
(3) Philippines      
Unskilled workers 60 16 1 14 - 91 
 65.9% 17.6% 1.1% 15.4% - 100.0% 
Clerks 61 28 2 22 3 116 
 52.6% 24.1% 1.7% 19.0% 2.6% 100.0% 
Skilled workers 88 32 7 31 5 163 
 54.0% 19.6% 4.3% 19.0% 3.1% 100.0% 
Engineers 14 27 6 14 - 61 
 23.0% 44.3% 9.8% 23.0% - 100.0% 
Managers 35 57 8 25 11 136 

 25.7% 41.9% 5.9% 18.4% 8.1% 100.0% 

Note: The reason that totals do not match is because companies that responded "unknown" were excluded 
Source: same as Table 5-3. 
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Table 5-10 Training systems that Thai companies hope to introduce in future for engineers 

and managers  
(Composition ratio) 

 
 
 
 
 
 
 
 
 
 
Company Size 
(No. of Employees) 

Use of in- 
house 
training 
programs 

Use of 
external 
training 
programs 

Short-term 
assignment 
at other 
company or 
subsidiary 

Raise work 
incentive 
through 
introduction 
of 
performance 
assessment 
system 

Other 

(1) Engineers      
- 49 46.2% 15.4% 15.4% 15.4% 7.7%
50 - 99 27.3% 9.1% 18.2% 45.5% -
100 - 199 18.2% 27.3% 9.1% 45.5% -
200 - 11.9% 36.9% 14.3% 35.7% 1.2%
(2) Manager class    
- 49 32.0% 20.0% 8.0% 28.0% 12.0%
50 - 99 25.0% 25.0% 8.3% 41.7% -
100 - 199 6.5% 32.3% 6.5% 54.8% -
200 - 8.7% 29.3% 8.7% 51.1% 2.2%

Note: Excludes companies that responded "unknown" 
Source: same as Table 5-3 
 

Lastly, as shown in Table 5-11, it is clear that the biggest bottleneck for human resource 
development is budget constraint in all of the countries.  Companies that responded "budget 
constraint" make up 60.7% of the total in the Philippines, 58.4% in Indonesia and 35.0% in Thailand.  
In Indonesia and Thailand in particular, companies that cited "budget constraint" are the most 

numerous regardless of company scale (Table 5-12).  It may, therefore, be desired to provide 
financial support by the government.  Moreover, companies that pointed out the "lack of 
information regarding external training programs" make up 15.5% in Indonesia, 13.1% in Thailand 

and 12.9% in the Philippines.  In an interview9 with a JICA specialist dispatched to a public 
vocational training center in Indonesia, it was pointed out that most of the companies located in the 
surrounding areas of the center were not aware not only of the activities but also the existence of the 

center, and the lack of public relations activities by the training center resulted in the difficulty to 
collect trainees from companies. 

In Thailand and the Philippines on the other hand, the number of the companies that complain 

"frequent job hopping of employees" as the biggest constraining factor of human resource 
development is the most numerous (Thailand 26.9%, Philippines 12.3%).  This factor lowers each 
company’s incentive to pay the costs incurred in employee training. 

 

                         
9 Based on an interview with Mr. Nakamura, stationed in CEVEST. 
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Table 5-11 Biggest constraining factors for human resource development 
(Upper level: number of companies that responded, lower level: composition ratio) 

 

Budget 
Constraints 

Lack of 
information on 
external training 
programs 

Difficulties 
in accessing 
external 
programs 

Quality 
of 
external 
programs 
are low 

Frequent job 
hopping of 
employees 

Others Total 

Thailand 56 21 10 5 43 25 160 
 35.0% 13.1% 6.3% 3.1% 26.9% 15.6% 100.0% 
Indonesia 139 37 2 10 17 33 238 
 58.4% 15.5% 0.8% 4.2% 7.1% 13.9% 100.0% 
Philippines 99 21 3 7 20 13 163 
 60.7% 12.9% 1.8% 4.3% 12.3% 8.0% 100.0% 
Note: Excludes companies that responded "unknown.” 
Source: same as Table 5-3. 
 

Table 5-12 Biggest constraining factors for human resource development by company size  
(Number of companies that responded) 

 
 
 
 
 
 
 
Company Size 
(No. of Employees) 

Budget 
Constraints 

Lack of 
information on 
external training 
programs 

Difficulties 
in accessing 
external 
programs 

Quality 
of 
external 
programs 
are low 

Frequent 
job 
hopping of 
employees 

Others Total 

(1) Thailand        
- 49 14 1 2 1 7 3 28 
50 - 99 5 - - - 4 3 12 
100 - 199 9 6 - 1 11 4 31 
200 - 28 14 8 3 21 15 89 
(2) Indonesia     
- 49 17 6 - - 2 6 31 
50 - 99 14 2 - - 2 2 20 
100 - 199 22 2 - 1 1 5 31 
200 -  86 27 2 9 12 20 156 
(3) Philippines     
- 49 40 11 2 3 11 7 74 
50 - 99 22 6 - 1 3 2 34 
100 - 199 12 1 - - 2 3 18 
200 - 25 3 1 3 4 1 37 

Note: Excludes companies that responded "unknown.” 
Source: same as Table 5-3. 
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Because of the huge costs incurred in initial investment of equipment and facilities and the 

low returns on initial investment since equipment and facilities become outdated with technological 
progress, it has been recognized that skills training in the industrial sector should be publicly 
provided. However, it is pointed out that with publicly provided training, mismatch with the 

company’s demand for skills development, bureaucratic inefficiency and other problems are liable to 
occur.  For this reason, it is growing opinions that the private enterprise side should take the 
initiative in skills training.   Cooperation between the government and private sector in job training 

can be carried in the following ways: i) participation from the private sector (companies and 
business associations) in designing and evaluating curricula and courses; ii) privatization of training 
centers; iii) provision of equipment and materials, and dispatch of lecturers from the private sector.  

A system of cooperation between the government and the private sector would not only enable 
accurate grasping of corporate needs, but would also offer major benefits for the corporate side, 
including information collection and improved access concerning external training programs, and 

the reduced training cost burden of each company by utilizing external programs. 
 

5.1.4. Promotion of supporting industries 
 
The necessity of promoting supporting industries in Southeast Asian countries is often argued 

from the viewpoint of sloughing off an industrial structure dependent on the import of raw materials 

and parts.  This is because in the current state, where domestic procurement of raw materials can 
not be performed and there is a heavy reliance on imports, growth in exports does not link to 
improvement of visible trade balance.   The promotion of supporting industries also presents the 

advantage of technological diffusion by affiliation of companies with backward linkage (incentive of 
technology transfer from upstream parent companies to downstream subcontractors). 

If the relationship between human resource development and the promotion of supporting 

industries is considered from this viewpoint, due to by the results of the enterprise survey mentioned 
before, there are few companies carrying out employee training by sending them to other companies 
for training, and an cooperation accompanied by technology transfer is not readily apparent. 

A point that can be considered as a problem is the weakness of business associations.  For 
example, there are many business associations in the Philippines, but apart from automobiles and a 
portion of consumer electronics industries, there are many small-scale associations in one particular 

industry, or there is discord between the top of each association, and there are many associations that 
are not actually functioning.  For that reason, in the current situation, it is almost unheard-of for a 
business association to promote job training cooperation between its member companies.10 

 

                         
10 Based on the interviews with the Ministry of Trade and Industry in the Philippines and JETRO Manila office. 
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5.1.5. Expansion and improvement of higher education 
 
The relevant three countries achieved diffusion of primary education in the 1970s (enrollment 

rate rose to almost 100%).  However, in the current situation, it is a fact that the expansion of higher 

education, which is the human resources base of engineers, specialists and managers who are in turn 
essential for technology transfer, has not been keeping pace with the rapid economic growth 

thereafter.  Table 5-13 looks at enrollment rates by education level in each country, and for the rate 
of increase in enrollment rates at tertiary level from 1980 through to 1994, in all cases there is only a 
slight increase: 7% points in Indonesia, 5% points in Thailand, and 3% points in the Philippines.  
This is significantly different from Korea (37% points), Singapore (26% points) and Hong Kong 

(12% points), which achieved considerable increases in the same period.  Even in Indonesia, which 
listed the consolidation of higher education as a priority target of education policy in its five-year 
development plan from the latter half of the 1970s, the higher education enrollment rate as of 1994 

was no more than 11.1%, and the supply of human resources to assume responsibility for future 
industrial advancement is obviously inadequate. 

Moreover, for the consolidation of higher education in Thailand and Indonesia, the low 

secondary education enrollment rate is acting as a bottleneck.  In Thailand, a policy of achieving 
nine years of base education for all was first announced the seventh National Economic and Social 
Development Plan (FY 1992-96), but it is a major problem that the compulsory education is not 

being thoroughly enforced because of the lack of school houses and teachers in the junior secondary 
schools.  In Indonesia also, despite the fact that the expansion and improvement of higher 
education has been made a priority issue, as mentioned above, it was the first time to introduce a 

policy of compulsory junior secondary education in the sixth five-development plan (Repelita VI: 
FY 1994-98).  In the Philippines on the other hand, enrollment rates are high in secondary 
education, but secondary education is not a six-year system which is separated into a first half and 

second half as in other Asian countries, and since the periods are short, the quality of those persons 
advancing to higher education is being questioned. 
 

Table 5-13 Rate of enrollment according to education level in East Asian countries (%) 
Primary education Secondary education Tertiary education  
1980 1994 1980 1994 1980 1994 

Indonesia 107 114 29 48 4 11 
Thailand 99 91 29 48 15 19 
Philippines 112 111 64 80 24 27 
Korea 110 101 78 101 15 52 
Hong Kong 107 97 64 81 10 22 
Singapore 108 104 58 62 8 34 

Note:  The reason that the enrollment rate in primary education exceeds 100% is because the enrollment of students 
outside target age groups are included. 

Source: UNESCO Yearbook (1997) 
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With the exception of the Philippines, in the three countries concerned, the majority of the 

labor force have graduated primary schools or have lower level academic background, and judging 
from the current rate of enrollment, this situation is not likely to change significantly in the future, 
either.  According to the estimation as of 1991 by Thailand Development Research Institute 

(TDRI), 75.4% of the labor force will still only have primary education or less in the year 2000 

(Table 5-14).  In the same way, the estimation in the Repelita VI in Indonesia maintain that 58.3% 
of the working population as of 2000 will have primary education or less (Table 5-15), and the 
human resource development at higher education level is a major issue. 
 

Table 5-14 Thailand: Predicted supply of human resources by academic background (%) 
 1990 1995 (predicted) 2000 (predicted) 

Primary education or less 83.0 79.9 75.4 
Junior secondary education 6.4 7.7 9.4 
Senior secondary education 2.5 3.2 1.0 
Technical and vocational education 4.0 4.7 5.9 
Tertiary education 4.1 4.6 5.3 
Total 100.0 100.0 100.0 

Note: Predictions in the event of achieving target values (73% in 1996) of early intermediate education advancement rate 
of the 7th National Economic Development Plan 

Source:  Hirosato (1993) reprinted from Table 5, page 10 (source text: Chalongphob 1991 “Education, Labour Market and 
Economic Development: Policy Simulations,” TDRI, Educational Options for the Future of Thailand, Volume 1, 
Report 1-2,  Bangkok:  The 1991 Year-End Conference Papers, TDRI). 

 
Table 5-15 Predicted supply of human resources by academic background according to 

Indonesia's 6th 5-year development plan (fiscal 1994-1998) 
 1995 2000 2003 

Primary 69.3 58. 3 50.3 
Junior secondary education 11.5 14.2 15.3 
Senior secondary education 16.2 20.6 24.1 
Technical and vocational education 1.1 4.0 6.1 
Tertiary education 2.0 2.8 3.9 
Total 100.0 100.0 100.0 
Source: BAPPENAS 

 

One of the measures to promote higher education is a scholarship system.  There are two 
criteria for allocating scholarships: i) needs basis (to provide scholarship for low-income groups 
whose school attendance is difficult due to their financial reasons); ii) merit basis (to provide 

scholarship preferentially to outstanding students); however, it is pointed out that there are problems 
in selecting scholarship recipients. According to the questionnaire survey conducted by OECF to 
Thai, Indonesian and Philippine university students (in 1996), the scholarship systems of these 

countries tend to be opened for low income groups, and many scholarships also granted to 
outstanding students.  Thus, these criteria of i) and ii) are almost satisfied in the three countries 

(Figure 5-1, 5-2).  On the other hand, in the case of Thailand and the Philippines, the ratio of 
scholarship recipients in the lowest income groups (1st division of the figure) is low, and it is 
observed that the role of "needs-based" scholarships is not sufficiently achieved. 
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As part of its social safety net policy, Thailand has established the education loan fund, and is 

granting scholarships to financially support students who are difficult to attend school due to 
financial reasons.  Nevertheless, this system is considered to require improvement in terms of the 
selection of recipients, and fund raising.11 

 
Figure 5-1  Merit-based scholarships  Figure 5-2  Needs -based scholarships  
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Note 1:  The proportion of scholarships granted is the proportion of students given scholarships among students targeted in 
the survey. 

Note 2:  Sample numbers in the lower and lowest levels were extremely small and were omitted 
Source:  Shoji, Ino, Sudo (1997) 

 
Box 1: Revision of Thailand's education loan fund 

 
In Thailand, an "education loan fund" was established by a cabinet decision of March 1995. 

Under the control of the Ministry of Finance, the fund is provided for students of families with an 
annual income of 300,000 baht or less for the aim of supporting tuition fees, housing fees, etc. For 
senior secondary students, the upper limit is 55,440 baht/year per person, while for university 
students, the upper limit is 100,000 baht/year per person.  There is a scheme that determines 
repayment in proportion to income (Scheme 1) and a scheme of repayment at a fixed rate 
(Scheme 2).  In Scheme 1, which poses a small burden for the government, the rate of assistance 
including management costs, is 48%, consequently, about half is a subsidy.  

The 150,000 scholarship recipients in 1996 become 440,000 in 1997, and as a result, the 
loan amount escalated from 3.8 billion baht to 12.1 billion baht.  For the time being this is 
expected to increase, and is anticipated to put pressure on the central government budget.12  In 
order to provide the opportunity to attend school to students who must give up attending school 
because of financial reasons, continuation of the education loan fund is essential.  However, its 
pressure on government finance will inevitably force abandonment of the system itself in future.  
For that reason, the following revisions of the system are considered necessary.  
 
①Limitations on scholarships recipients 

The current targets are students attending senior secondary schools, vocational schools and 
universities.  The upper limits of the scholarships are respectively 55,400 baht/year, 70,240 
baht/year and 100,000 baht/year, and the limits are highest for university students.  Thus, 

                         
11 Refer to "Box 1: revision of the Thai education loan fund". 
12 Kitti(1999) 
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reducing scholarships to university students reduces the financial burden of the fund demands.  
Of course, reducing scholarships to university students causes reducing access to higher 
education, which presupposes a discussion of whether that would be beneficial or not for 
Thailand. 

In considering the role of tertiary and secondary education, including vocational training, 
based on Thailand's current economic conditions and industrial structure, the currency crisis has 
exposed the weaknesses of supporting industries.  The shortage of engineers and of skilled 
workers in manufacturing industries in particular, is a cause of the weakness, and the demand for 
these human resources is still high in the industrial field.  Moreover, since academic background 
has a major effect on getting an occupational position in Thailand, and so university graduates or 
those with higher academic backgrounds never engage in blue collar job categories.  Therefore, 
it could be said that rather than university graduates, increasing the number of people who 
completed their education at secondary school is necessary as an immediate issue of human 
resource development.  In Thailand, on the other hand, dropouts in primary education is not a 
serious problem, unlike Indonesia. 

For these reasons, the main target of the education loan fund should be students attending 
Secondary education.  In addition, for university students, the application qualifications should 
be more strict.  Specifically, the reinforcement of annual income conditions and of academic 
results are proposed. 
 
ii) Expansion of fund capital 

At the moment, fund capital is obtained only from the central government budgets through 
the Ministry of Education and Ministry of University, and from repayment of loan.  Along with 
revision of the system, diversification of source of fund is essential for system continuation.  
Possible new fund sources are ODA and foreign funding of NGOs, etc.  In regard to the 
education sector, support by yen loans is possible in the form of counterpart fund of Sector 
Program Loan, and support can be expected from either bilateral aid or assistance from  
international agencies.  Moreover, it is a sector where NGO support can easily be obtained. 

Furthermore, along with the expansion of a network of student exchange systems, a fund 
supplement scheme by fostering cooperation with the scholarship systems of other countries is 
also possible.  For example, a method of cooperating with the Japan Scholarship Society to 
mutually exchange and to accept students, with funding support from the Japan Scholarship 
Society, is conceivable. 

 

5.1.6. Human resource development in science and engineering 
 

The low number of students in science and engineering fields of higher education is also a 

factor that impedes technology transfer.  Table 5-16 shows at the proportion of science and 
engineering students in each country.  Comparing to the Asia NIES countries of Hong Kong 

(35.9%) and Korea (33.3%), Indonesia at 21.6%, Thailand at 17.5% and the Philippines at 27.5% 
are low ratios. 

In addition, comparing to Asia NIES countries, the governments of these three countries have 

not carried out much investment for R&D.  Table 5-17 indicates R&D workers and expenses of 
each country, except Hong Kong, where the role of the government is comparatively small, the ratio 
of the governmental R&D expenditure to GNP is 2.8% in Korea, 1.1% in Singapore, the difference 

in expenditure with the three countries (Indonesia and Thailand 0.1%, Philippines 0.2%) is obvious.  
In Korea and Singapore, the proportion of scientists and engineers in the population is also large (per 
1 million of population, 2,728 in Singapore and 2,636 in Korea), and it is clear that the supply of 
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such human resources made possible the development of technology-intensive industries. 

 

Table 5-16 Proportion of science and engineering students ** in the number of students of 
higher education** 

 Total number of 
students  

Number of science and 
engineering students  

Ratio 
(%) 

Indonesia (1995/96) 2,303,469 497,151 21.6 
Thailand (1995/96) 1,220,481 213,974 17.5 
Philippines (1994/95) 1,832,553 504,602 27.5 
Hong Kong (1993/94) 97,392 34,954 35.9 
Korea (1995/96) 2,225,092 741,093 33.3 
Note:* Number of students of technical schools, junior colleges and other educational institutions, and of universities and 

graduate schools. 
 ** "natural sciences,” "mathematics and computer science,” "engineering,” "architecture and town planning,” 

"vocational training, industrial art and industry courses" and "transport and communications" in UNESCO 
educational statistics categories. 

Source: Created from UNESCO Yearbook (1997). 
 

Table 5-17 R&D indices of each country 
R&D workers R&D expenses  

Sciences and 
engineers per 1 
million population 

Technical experts per 
1 million population 

Ratio to 
GNP 
(%) 

Per capita 
(USD*) 

Indonesia (1995) n.a. n.a. 0.1 0.96 
Thailand (1995) 119 40 0.1 3.57 
Philippines (1992) 157 22 0.2 1.79 
Korea (1994) 2,636 317 2.8 220.50 
Hong Kong (1995) 98 105 0.3 69.05 
Singapore (1995) 2,728 353 1.1 341.47 

* Converted at that year's average rate 
Source: created from UNESCO Yearbook (1997). 

 

5.2. ISSUES AND POLICIES IN THAILAND 
 
In Thailand before the economic crisis, the "lack of engineers" was a major problem that 

troubled industries, and in the 8th National Plan (1996-2001), the Thai government has aimed to 

improve factory workers' skills and knowledge as a national target.  A sense of the shortage of labor 
force itself spread from stimulation of labor demand through brisk foreign investment, wages that 
continued to rise, and the acceptance of illegal foreign laborers before the economic crisis, and 

demand increased rapidly for engineers, skilled workers, middle management and other human 
resources in particular.  But rather than research engineers who engage in corporate R&D and 
produce new technologies, the "engineers" that these companies required were "technicians" who 

could correctly operate factory machinery and possessed the ability to deal with various problems, 
and in that sense, foreign-owned companies could not satisfactorily secure human resources even at 
the factory hand level. 
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The latter 1980s was a period of major transition, of the Thailand's industrial structure, and in 

1986, manufacturing industry exports exceeded primary products, and export-oriented 
industrialization got into full swing.  Comparing the industrial structure of 1980 and 1994, the 
proportion that agriculture made up in the gross domestic product (GDP) of Thailand dropped from 

23.2% to 10.2%, while the manufacturing industry ratio grew from 21.5% to 28.2%.   Considered 
in terms of export product composition, agriculture, forestry and marine products were major items 
in 1980 at 51.1%, but dropped sharply to 17.4% in 1994, conversely industrial products jumped 

steeply from 32.3% to 81.1%.13  This was driven by a rapid increase in direct foreign investment 
led by Japanese-affiliated companies following the Plaza Accord, and is due to the expansion of 
export industries of industrial products, especially electrical and electronic goods.  But until then in 

Thailand, rice, rubber and other primary products were major exports goods, and manufacturing 
industries consisted mainly of food processing, fiber industries and other labor-intensive industries, 
it is no wonder that human resources who could skillfully operate factory machinery were not 

plentiful, and from that time the Thai government began making earnest efforts to bring technical 
job training schools up to scratch. 

On the eve of the economic crisis, nevertheless what made possible the supply of human 

resources with a certain amount of skills through the in-house training of foreign-owned companies 
and the expansion and improvement of vocational junior colleges administered by the Ministry of 
Education, was that the number of skilled laborer that "could be used" was chronically low, and that 

this shortage of skilled laborer was predicted at 35,000 by 2000.14   For Thailand to make serious 
efforts to reform a structure where "trade deficit increases in proportion to foreign investment,” of 
which the recent crisis begged re-acknowledgment, the expansion and improvement of supporting 

industries, and the cultivation of Thai foundation industries, are essential, and from the viewpoint of 
striving to convert the industrial structure to a technology-intensive one without delay, it is necessary 
for Thailand to seriously tackle the cultivation of technical experts and skilled laborers, learning 

from the economic crisis as a major lesson. 
 

5.2.1. Thai labor productivity and technological development efforts 
 
Attendant to the beginning of full-scale export industrialization in the latter half of the 1980s, 

Thailand boasted a high rate of economic growth, but compared with other Asian countries that 

achieved development through a policy of export-oriented industrialization, its labor productivity 
could not be high.  The table below is a comparison of labor productivity in the manufacturing 
industries of six Asian countries, as provisionally calculated by the Thai Productivity Research 

Institute, and according to this, Thai values are higher than those for Indonesia and the Philippines, 
but there are large differentials, with Malaysia 1.3 times larger than Thailand, Singapore 4.6 times 
larger and Japan 8.0 times larger.  Looking at this, according to labor productivity on a national 

                         
13 "Overview of the Thai Economy (1996/97)", Japanese Chamber of Commerce in Bangkok 
14 Asian Development Bank TA No. 2082-THA, 1997 
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level adding other industries, Thailand is about twice as high as the Philippines, while Malaysia is 

twice as high as Thailand, Singapore 8.7 times as high, and Japan 15.1 times as high. 

 
Table 5-18 Comparison of labor productivity per person (1994)  

 
Name of country Manufacturing industries All industries 
 (US dollar) (Index*) (US dollar) (Index*) 
Thailand 
Philippines 
Indonesia  
Malaysia  
Singapore 
Japan 
 

9,300 
5,773 
4,526 
12,222 
42,835 
74,386 

100 
62 
49 
131 
461 
800 

4,850 
2,548 
2,196 
9,518 

42,156 
73,346 

100 
52 
45 
196 
869 

1512 

*Thailand = 100 
From Thai Productivity Research Institute and "Japanese Chamber of Commerce in Bangkok Chamber News" June 
1998 

 
Looking at these figures, the differential in labor productivity is obvious, but for the reason 

why the labor productivity differential of the national economy level increases comparing to the case 

of manufacturing industries, it is necessary to consider the historical background of Thailand, where 
even though agriculture makes up a small proportion in industrial composition, the number of 
agricultural workers makes up half of all industries.  On the other hand, the inferior level of labor 

productivity in manufacturing industries could be said to show the high proportion of labor-intensive 
industries, as well as the low quality of workers. 

Now to calculate the technological level of a country, one needs to assess while putting 

together the number of technology owners, the types and levels of technology, the ability to develop 
new technologies and so on, and it could be said that for foreign-owned manufacturing industries, 
Thailand has been a product processing and assembly base in order to reduce manufacturing costs, 

and has been positioned simply as a region cheaper.  The ratio of R&D to GNP (1992), used as an 
index of technical development activities, is around the 2% mark for Japan and Korea, around 1% 
for Taiwan and Singapore, and 0.8% for Malaysia, while Thailand ranks equal with Indonesia at 

0.2%, an extremely low figure.  The proportion of R&D expenditure borne by the private sector is 
80% for both Japan and Korea, and 50% for Singapore, while Thailand records only 10%, and from 
this state we can see that in Thailand, the private sector has very little interest in R&D, and local 

technological development can hardly be achieved at all.15  What should also be noted is that 
despite the fact that Korea and Singapore increased the percentage of R&D expenditure at the 
beginning of the 1980s and Malaysia from the early 1990s, Thailand has moved in a state of R&D 

expenditure at around 0.2% since the early 1980s, and it means that as a national policy, Thailand 
has almost neglected the area of technological development. 

                         
15 Masatake Wada, "East Asian Industrial and Technological Development and National Policies" "Asia Research World 

Trends" No.23 (May 1997) 
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The expansion of the R&D area depends on the Thailand's future policy on technological 

development, and while there is a need to tackle it earnestly as a medium-term problem, despite that, 
compared with Singapore, Malaysia, which have set an example in promoting improvement of 
national technology levels and increased labor productivity, Thailand has failed to implement an 

aggressive policy, and it can not close the gap with those countries.  The level of technology in 
Thailand is often said to be "20 years behind Singapore and 10 years behind Malaysia,” and looking 
at the inferior rank of labor productivity, this phrase could also be applied to the quality of labor of 

manufacturing industry.  
For foreign companies, Thailand was expected simply as a region of "cheap" labor supply 

even at the beginning of the 1990s16, but on the eve of the economic crisis, that advantage started to 

be lost because of the rise in labor wages.  The wage cost index calculated dividing the wage (item) 
index in manufacturing industries by labor productivity rose 10.5% from 1991 to 1996, and this 
shows a state where the wage growth rate is exceeding the growth rate of labor productivity.  From 

these figures, we can also see that for Thailand to possess an advantageous investment environment 
in future, it needs to put energy into improving labor productivity.  

 

Table 5-19 Thai wage cost index (1991=100) 
 1991 1992 1993 1994 1995 1996 

Wage cost index 100.0 104.5 101.4 98.2 107.5 110.5 
Source:  Thai Productivity Research Institute, "Japanese Chamber of Commerce and Industry in Bangkok Chamber 

Report,” June 1998 issue 

5.2.2. Issues of Thailand's vocational education 
 
Thailand is said to be a country where vocational education is comparatively successful. The 

enrollment rate of public and private vocational schools at senior secondary level is roughly the 

same as that for ordinary high schools, and about half of secondary education graduate workers have 
completed vocational school.  Moreover, in addition to regular education, basic education and skills 
training courses, etc., for  existing laborers to gain necessary knowledge and skills are being provided 

as forums of job education under the jurisdiction of the Ministry of Education and Ministry of Labor 
Welfare. 

 

Table 5-20 Number of persons attending senior secondary education in Thailand  
 1991 1992 1993 
Ordinary school 468,871 496,052 560,519 
Vocational school 408,167 446,933 493,858 
Other 1,845 1,985 1,978 
Total 878,883 944,970 1,056,355 
Source: Statistical Yearbook Thailand, 1995 

 

                         
16 For example, JETRO's 1996 survey of Japanese-owned companies that have made inroads (into Thailand) ("Overview of 

Thailand's Economy (1996/1997 versions)", p.107; Japanese Chamber of Commerce in Bangkok) 
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Public vocational schools are supervised the Dept. of Vocational Education in the Ministry of 

Education, and in the five areas of industry, business management, agriculture, home economics, 
and manual industry, formal education is conducted at the high school and junior college levels.  
The employment rate of students who graduate from the vocational schools is 90%, which has 

satisfied the labor demands of private industry, and there is a particularly high demand in 
foreign-owned manufacturing industries for graduates of technical colleges called vocational junior 
colleges, and along with university graduates of science and engineering, they also became the target 

early recruiting as technicians and reserve factory hands at factories, etc. 
 

Table 5-21 Number of schools under jurisdiction of Department of Vocational Education 

(1994) 
Type of school Number of schools 
Vocational junior college (technical college) 85 
Vocational school 42 
Agricultural school 51 
Engineering community school 93 
Total 271 

Source: Department of Vocational Eduation, Thai Ministry of Education  
 

Table 5-22 Number of graduates under jurisdiction of Department of Vocational Education 
(1994) 

Technology 
fields 

Business 
management 

Home 
economics 

Manual 
industry 

Agriculture Total 

45,954 26,335 4,845 1,856 3,218 85,365 
Source: as above 

 
However, whether the knowledge and skills levels of these graduates is enough to satisfy 

business needs is another matter, and what is often heard from training managers of Japanese-owned 

manufacturing industries that have moved into Thailand is that, "We don't expect anything from 
graduates of vocational junior colleges.  However, it's better than knowing nothing at all, and we 
train them through in-house training after they enter the company and encourage them so that we 

can use them somehow.”  In actuality, unless the corporate side expends a considerable amount of 
time and effort in thorough training, it is difficult to for them to perform their expected roles, and 
there obviously exists a large gap between what graduates learn at vocational junior college and the 

skills deemed necessary by foreign-owned companies. 
Moreover, even though about half of high school graduate workers have attended vocational 

schools, when one considers the fact that the number who graduate from high school is low to begin 

with at around 30%, it could be said that quantitatively as well, securing superior human resources is 
a task fraught with difficulties for the corporate side. 

In the case of informal education on the other hand, literacy education and basic skills 

training are being carried out under the jurisdiction of the Ministry of Education and Ministry of 
Labor Welfare, but these are aimed at reeducating drop-outs and impoverished groups, and 



 173

accepting the unemployed workers.  This means that social welfare-type elements are strong.  The 

Ministry of Industry's Industry Promotion Bureau has set up a technician training course, but this is 
aimed at fostering small and medium-sized industries and area-concentrated local industries, and it 
is also small-scale, and does not form a foundation to turn out a succession of skilled labor to work 

at foreign-owned factories.  At the Industry Promotion Center (skills training center) of Chiang Mai, 
Thailand's second largest city, handicraft for tourist souvenirs forms the mainstay, and even though 
there are rudimentary machines for lathe work, there is absolutely no equipment for training 

technicians to work at foreign-owned factories.  Moreover, among Japanese-owned companies 17in 
the nearby industrial area, even its existence was not known. 

 

Table 5-23 Skills training of the Ministry of Industry and the Ministry of Labor Welfare  
 Ministry of Industry Ministry of Labor Welfare 
Target Small and medium-sized companies, 

local industries, etc. 
Unemployed, impoverished groups, 
general laborers, etc. 

Training contents Industry-related basic skills training 
(applied skills in part) and seminars on 
production management, etc. 

Basic education, basic skills training 
for manual industry and service 
industries, etc. 

Number of 
training centers 

Total of 11: Ministry of Industry 
headquarters and regional training 
centers 

12 regional training centers 
31 prefectural training centers 

Number of 
trainees 

Skills course 604 persons/year, 
management course 800 persons/year 
(1998) 

135,000 persons/year (number 
excluding special courses for 
minorities, prisoners, etc., 1997) 

Source: OECF  
 

This skills training in informal education should be evaluated according to its purpose and 
character, but from the viewpoint of fostering human resources to work at the factories of 
foreign-owned companies, in reality it does not reach the level of a foundation for producing such 

persons. 
As points at issue in Thailand's vocational schools, the following are cited: i) Poor educational 

facilities (shortage or superannuation of basic equipment for skills training; shortage of educational 

materials written in Thai language); ii) emphasis on theory (textbook-centered); iii) low quality of 
teachers (lack of knowledge of latest technology and experience); iv) rigidity of curriculum 
(unsuited to corporate needs), but these are themes common to many developing countries, and are 

also problems that are difficult to improve in the short-term.  In the case of formal vocational 
schools, putting energy into bringing basic education up to scratch, along with how to apply skills 
training that is adapted to corporate needs, are important; changes in the technological level of 

frontier enterprises are bewildering, and conforming to those technological needs is not easy.  
While Thailand needs to tackle the above issues step by step18, if we focus attention on the form of 

                         
17 Lamphun industrial area, situated in northern Thailand.  The number of tenant companies is about 60 and 

Japanese-owned companies make up half that number. 
18 For example, in order to implement more practical vocational training, the Department of Vocational Education has 

begun introducing a "Dual System".  Also, foreign aid bodies are supporting Thailand's vocational education field, and 
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Thai industry, for which foreign capital serves as the driving force of growth, what could be deemed 

necessary are not only places of formal vocational education, but also skills training in places that 
are in the closest possible contact with the private sector.  In the area of technological development, 
this efforts have already been introduced by government and industrial circles in the advanced 

countries of Singapore and Malaysia. 

 
5.2.3. New challenge - the case of Malaysia -  

 
Malaysia faced similar problems to Thailand in the 1980s, and it has advanced the creation  

of places for human resource development, which serve as contact points between formal education 

and the industrial world.  Under an aggressive policy of introducing foreign capital, Malaysia of the 
1980s began to put energy into the development of skills-intensive industries, but behind rapid 
economic growth lay a conspicuous shortage of skilled labor, and the shortage of skilled labor in 

particular formed a bottleneck to industrial development.  A major factor in this was the issue of 
quality of existing vocational training schools (because of problems such as the emphasis on theory, 
lack of equipment and quality of teachers, the mismatch with the needs of industrial circles), and at 

the same time on the corporate side, and on the foreign-owned factory side in particular, the shortage 
of instructors and managers, imperfection of training systems and increase in training costs, etc. 
caused restrictions in in-house training, and there were limits to skilled labor training.  For this 

reason, the demand became strong from the private sector side to set up places for promoting 
technicians that served as contact points of vocational schools and the corporate side, and as a result, 
the establishment of a new type of skills training center was promoted. 

"Penang Skill Development Center" is a vocational training center for new graduates and 
existing laborers that was set up inside the Penang industrial estate.  Penang has developed since 
the 1970s as a zone of electronics and other foreign-owned industries, and as the structure of 

industry has changed with growth of manufacturing industries, the demand for skilled laborer has 
increased, and in the 1980s in particular, the shortage of skilled labor became a conspicuous.  As 
the industrial estate expanded along with industrial development (as of 1998, the Penang industrial 

estate comprised 4 areas, with 736 factories and about 200,000 employees), various problems were 
pointed out by factories in the estate: i) low skills of laborers; ii) low quality of existing vocational 
training centers; and iii) limitations of training systems of the foreign-owned factory side, and the 

demand grew for the establishment of centers that conducted effective skill training that conformed 
as much as possible to corporate needs.  With this as a background, the Penang Development 
Corporation, which has jurisdiction over industrial estates in the Penang area, and interested 

companies within the estate joined forces, and in 1989 the "Penang Skill Development Center" was 
established. 

 

                                                                        
the OECF has furnished a yen loan for teacher training and the provision of educational equipment with the aim of 
expanding and improving vocational junior colleges (1994, "Strengthening Vocational and Technical Manpower 
Production Program").   
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Table 5-24 "Penang Skill Development Center" (as of April, 1998) 
Date of 
establishment 
and location  

Established July 1989 
Within BAYAN LEPASINDUSTRIAL PARK, Penang Island 

Organization Non-profit group (income tax-exempt) 

Personnel Executive committee (11 private sector representatives, 6 government institutions 
and universities, other 4), 1 secretary general, 25 staff members (a committee 
composed of private representatives for formulating curricula is also attached.) 

Scale  About 80,000 square feet (5,000 square feet when first established) 

Curriculum Targets new graduates and existing laborers 
New graduates: certificate and diploma courses and short courses in the fields of 
electricity, machinery, manufacturing processes, etc. 
Existing laborers: training courses such as automation, quality control, 
manufacturing processes, machine operation, production management, 
linguistics, computers 

Number of 
courses and 
participants 

417 courses, about 9,000 persons (results from January until October 1997) 

Revenue source Tuition fees, member fees, donations, etc. current member companies: 80 
companies 

Lecturers Specialized lecturers and external consignment (external consignment includes 
private companies, universities, individuals, etc.) 

Tuition fees Set according to the course; short courses (1 week) cost about RM 3,000 /day on 
average 

Other Maintains a motto of setting practical courses and meeting corporate needs as 
much as possible through private leadership.  While the center does receive 
policy-wise support form the government, it maintains independent profit 
management. 

From "Penan Skill Development Center" pamphlet 
 
The special feature of this center is that it works out plans on how to reflect private sector 

needs, and it made the majority of the executive committee, which decides on center management 

directives, representatives of member companies within the estate.  Moreover, curricula and 
necessary equipment, which hold the key to training, are decided by a technical committee 
comprised of private sector representatives, and regular revision work is carried out while 

considering corporate needs.  In a bid to ensure that lecturers are human resources of wide 
experience, they are recruited from plant sites.  Furthermore, in order to ensure flexibility and 
mobility, it keeps government involvement to a minimum, and also aims for independent profit in 

management as well, and attained that in actuality.  
To what extent this well-conceived "Penang Skill Development Center" is meeting the 

demands of the corporate side is obvious if we look at participants of its training courses.  When it 

began with a gathering of interested companies, there were 16 courses and 307 persons/year, 
whereas eight years later in 1997, the number of participants had increased 30-fold, with 417 courses 
and 8,990 persons in ten months.19  In regard to management as well, there was land provision and 

other benefits from the government, but as the scale of participation grew, tuition fees and member 

                         
19 ”The PSDC Experience”, Boonler Somchit, Executive Director, Penang Skill Development Center, November 1997 



 176

fees increased, and as of 1998, the center was maintaining independent profit operation. 

As we have already mentioned, the factor for the center's success is that it is operated from 
the perspective of how to carry out training that reflects private sector needs, and that: i) in order to 
carry out training in line with private sector needs, actual curricula and training equipment, etc., are 

decided by private sector guidance, and a team of experienced lecturers is secured; ii) it maintains a 
cooperative relationship between the private sector, government and educational circles; iii) it strives 
for efficient center operation based on cost awareness, and by virtue of these points, in industrial 

estates, where foreign-owned companies with limited in-house training gather, it could be called an 
infrastructure facility that is truly in line with needs. 

 

5.2.4. The case of Thailand 
 
Even in Thailand, it is not the case that there are absolutely no skills training centers in 

contact with the private sector.  The "Technology Promotion Association,” established in Bangkok 
with the support of Japan's Ministry of International Trade and Industry, has a 25-year history, and 
offers skills courses, management courses and linguistics courses, etc., which 30,000 persons 

including existing factory laborers attend per year.20  In recent times, its ISO series course has 
garnered high acclaim, and much thought goes into setting curricula that are in line with private 
sector needs. 

At the high-tech industrial estate in Ayutthaya in northern Bangkok, the "Ayutthara Technical 
Training Center" is operated with the cooperation of the said industrial estate and the 
technology-oriented Kingmonkut University, and carries out machinery and electricity-related skills 

training targeted at laborers working at foreign-owned companies within the industrial estate and 
surrounding factories.   The center was established when a Japanese-owned company, moving into 
the high-tech industrial estate to begin with, donated equipment and instruments in order to train 

factory laborers, and while its scale is small (number of participants about 1,000/year), curricula are 
being formulated that conform to the real conditions of the factory side. 

Also, the Thai-German Institute, built in 1997 in the Chon Buri district of eastern Bangkok, is 

a skills training center that keeps in mind the mastery of applied and latest technology deemed 
necessary by foreign-owned factories, etc., and under the financial support of the Ministry of 
Industry, equipment purchasing, lecturer training and so on are being carried out with German 

assistance.  Since it has recently commenced operation, there is no way of measuring actual results, 
but it takes conforming to factory needs as its motto, and trainees are expected to be sent from 
neighbor industrial estates21 on the outskirts of Chon Buri. 

And "Penang-style" skills training centers are finally being established.  While it rode on a 
path of foreign capital-led growth from the latter half of the 1980s, the situation in Thailand, where 
there is a large gap between the quality of existing vocational training centers and corporate needs in 

                         
20 From "Technology Promotion Associate" pamphlet 
21 Ex, Industrial estate adjacent Port Laem Chabang.  Number of foreign-owned companies: 100, number of laborers: 

about 50,000.  Built in the 1980s with an OECF yen loan project. 
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terms of securing human resources, is similar to that of contemporary Malaysia, and in the same 

way the demand for "Penang-style" training centers grew from the side of foreign-owned companies.  
Based on this demand, the Thai government made a request to OECF for funding assistance for 
center construction and lecturer training, which resulted in the conclusion of a yen loan contract in 

1998 as a "Human Resource Development Centers for Industries.”22  In this project, how to 
implement private sector-led center management is the key, and a close cooperative organization 
between IEAT (Industrial Estate Authority of Thailand), which has jurisdiction over Thai industrial 

estates, and the private sector side, is essential. 
For these skills training centers oriented to the private sector side, the demand is truly 

emerging from the corporate side, and it is obvious that the demand for them is increasing, but as to 

whether the Thai government is showing an aggressive attitude towards it, one can not necessarily 
say so.  In other words, a trend is evident where the territorial attitude between government offices, 
the vagueness of technological development policies and the lack of political leadership, etc. team 

up to obstruct the concretization of new types of skills training centers like this.  With political 
leadership in particular, even though the point that it does not extend to the developed countries of 
Singapore and Malaysia is unavoidable given the nature of Thai politics, it is essential in order to 

promote a technological development policy as a nation.  If the promotion of technician training is 
not executed just by being cited as a headline of the national plan, Thai labor productivity will be 
retarded, and the country's competitive strength will drop.  The Thai government should take this 

economic crisis as an opportunity to strive to execute policies with a firm attitude, while looking 
squarely at the ideal state of the nation's development. 

 

5.2.5 OECF support 
 
The OECF is the largest aid donor for Thailand, and the OECF has also furnished ODA loans 

in the area of human resources development, in consideration of its importance.  Table 5-25 is an 
overview of ODA loan projects that were provided in the 1990s;  priority has been consistently 
placed on the training of technical experts and skilled laborers, with the respective aims of 

expanding and improving formal education in the case of vocational education junior colleges; of 
training technical experts and supporting research activities in the case of Churaronkoon University; 
and of training existing laborers in the case of IEAT. 

 
 

                         
22 Loan contract concluded in September 1998.  With the said project, skills training centers for private company 

participation were constructed at Bangkok's Bang Pu industrial estate and at Lamphun industrial estate in northern 
Thailand. 



 178

Table 5-25 Thai projects supported by OECF to train human resources  
Name of project "Strengthening Vocational 

and Technical Manpower 
Production Program"  

"Japan-Thailand Technology 
Transfer Project" 

"Human Resource 
Development Centers for 
Industries" 

Purpose To attempt to improve the 
quality of vocational 
education by expanding 
and improving vocational 
junior colleges. 

Through the support of 
Chulalongkorn University, to 
attempt to improve the level of 
science & technology. 

Through training of existing 
laborers, to strive to 
cultivate skilled workers 
and other technicians. 

Loan extended 
year 

1994 1995 1998 

Project details  Provide educational 
equipment of fields such 
as electricity, electronics, 
production technology, 
etc., to 20 vocational 
junior colleges.  Also 
train teachers in the said 
areas. 

Support the overseas study of 
Chulalongkorn University 
science & technology 
instructors.  Support the 
research activities of the 
Department of Science & 
Technology, and provide 
research equipment and 
materials. 

Construct skills training 
centers for private sector 
participation in two 
industrial estates in central 
and northern Thailand.  
Also carry out lecturer 
training. 

Loan amount 
extended 

7.8 billion yen 7.3 billion yen 2.5 billion yen 

Execution 
authority 

Department of Vocational 
Education, Ministry of 
Education 

Chulalongkorn University IEAT (Industrial Estate 
Authority of Thailand) 

Source: OECF  
 
This support keeps in mind elimination of the bottleneck to cultivating engineers and 

technicians of which we have already spoken, and in a bid to increase project effects, it incorporates 

hardware aspects such as equipment and buildings, along with support of soft aspects such as 
teacher training and overseas study support.  With the "Strengthening Vocational Education Junior 
Colleges Program" commenced in 1994, the bringing in of educational equipment has already been 

completed, and teacher training is being conducted and project effects are being assessed, and it is 
conceivable that a second phase will be investigated. 

In the education field, it is thought that priority will continue to be placed on supporting the 

cultivation of technicians and human resources in science and technology, but through policy 
discussions with the Thai government, there is a need to search for effective methods of support 
maximizing the special features of OECF, such as the establishment of a high quality training system 

based on cooperation with local Japanese-owned companies, and assistance from multi-faceted 
viewpoints based on cooperation with other international donors. 
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5.3. ISSUES AND POLICIES IN INDONESIA 
 
In the sixth five-year development plan (fiscal year 1994-1998) in Indonesia, the promotion 

of the basic nine years of education that is based on making junior secondary school compulsory 

was cited as the major target.23  And as human resource development policy toward the 21st 
century, the following are the major issues: first, improving equity in education (expansion and 
improvement of education in rural and remote areas, and for the poor); second, enhancing the 

quality of education (improvement of teacher training system, improvement of incentive structures 
to secure teachers and enhance good teaching, development of curricula and teaching materials, 
improvement of educational equipment); third, increasing employability of school graduate (link 

and match policies that aim to integrate the vocational education system with the labor market, 
human resource development in science and technology); fourth, improving the efficiency of 
education (decentralization of educational administration, utilization of private sector, establishment 

of data communications system). 
However, the dropout rate from school education has continued to increase due to the 

economic crisis since 1997, while unemployment has risen drastically, and a serious human resource 

crisis is occurring.  For this reason, before dealing with structural issues, measures towards urgent 
issues are being devised in order to minimize the negative impact on the formation of future human 
capital. 

 

5.3.1. Program to support the poor 
 

In the fiscal year 1998/99 budget, the Indonesian government placed emphasis on supporting 
the poor, who are most vulnerable to the crisis, and has carried out programs that provide i) 

scholarships to children of poor families, and ii) block grants to schools in poor areas (Table 5-26).  
The programs target all kind of schools, regular or Madrasah (Islamic), public or private.  Due to 
budget limitations, the block grants are available to the 60% poorest primary and secondary schools 
of the whole country.  A coalition of Ministers, consisting of the Ministers for Education and 

Culture, Religious Affairs, Home Affairs and BAPPENAS (The National Development Planning 
Agency), was formed to execute the programs, and led by the Coordinating Minister for Social 
welfare.  Funding for the programs is sourced from the government budget which is supported by 

the World Bank and ADB (380 million dollars in 5 years).24 
In the case of Indonesia, during the structural adjustment of the mid-1980s, reduction of the 

government expenditure on education, the increase in the price of schooling due to the reduction of 

public subsidy to schools, and the deterioration of household income, led to a fall in enrollment rates 

                         
23 The target was to achieve in the15-year period, that is, by the end of the eighth five-year plan (FY 2004-2008). 
24 Scholarships are clearly divided into those for primary and senior secondary school students from the government budget, 

and those for junior secondary school students from World Bank and ADB aid.  In the case of block grants, those for 
senior secondary school only are sourced from the government budget, while those for primary school and junior 
secondary school are derived from both government budget and aid money. 
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of primary and junior secondary schools.  The enrollment rate at the junior secondary level dropped 

as much as 10% points in the four year period from 1988 to 1992, and the drop in the rate was 
concentrated among the poor.25  Considered from this experience, the drop-out rate of children 
from poor families is anticipated to increase dramatically in this crisis also, and the recipients of the 

scholarship should be carefully targeted to protect the poor from the damaging effects of the crisis. 
Moreover, the block grants program is intended not only to prevent the quality of education 

from deteriorating by supplementing the operating and maintenance expenses of the schools serving 

the poorest communities26, which are reduced due to the effect of the crisis, but also to support the 
poor students by waiving tuition fees and other school charges. 
 

Table 5-26 Overview of programs to support the poor students (fiscal year 1998/1999) 
(1) Scholarships     
i) Target Primary school 

students*1 
Junior secondary school 

students 
Senior secondary school 

students
 

ii) Number of children targeted  1.8 million 1.65 million 500,000  
(percentage of the total enrollments) 6% 17% 10%  

iii) Annual amount per person 120,000 rupiah 240,000 rupiah 300,000 rupiah  
(2) Block grants     
i) Target Primary school 

students 
Junior secondary school 

students 
Senior secondary school  

ii) Number of schools targeted 104,339 18,236 9,400  
iii) Annual amount per school 2 million rupiah 4 million rupiah 10 million rupiah  
iv) Use a) Purchase of textbooks, teaching materials and books, etc. 

b) Minor purchase of consumables such as notebooks, chalk, pencils 
c) Minor repairs of school houses 
d) Waiving formal and informal school charges for the poor children 

v) Uses prohibited a) Depositing grant funds in the bank for long period to earn interest 
b) Loans to teachers 
c) Pay for teacher honoraria, overtime, transport, clothing and meals  
d) Purchase of electrical equipment 
e) Invest in productive activities, such as purchase of livestock or fish 

*1 Students from grades 4, 5 and 6 in primary schools 
Source: Based on "Program Implementation Plan: Scholarship and Block Grant Program for Primary and Secondary 

Schools,” Dept. of Education and Culture, Dept. of Religious Affairs, Dept. of Home Affairs, Sep. 1998; and statistical 
data from BAPPENAS. 

 
Since it is thought that recovery of the Indonesian economy will take a few years, such 

programs to support the poor still need to be continued.  However, since the government budget 
(including foreign aid) is limited, and measures for other structural issues are also necessary, the 
programs need to be implemented efficiently.  To this end, the reinforcement of a monitoring 
system to enable prompt and accurate targeting (selection of targets), will be important. 

According to a report of the SMERU (Social Monitoring and Early Response Unit), a 
monitoring team made through the cooperation of AusAID, ASEM and USAID and centered around 

                         
25 Based on the SUSENAS (National Social Economic Survey) data, the enrollment rate of children of the first household 

income decile (the lowest income group) dropped almost 8% points. (World Bank, 1998, Chapter 2) 
26 The cost of maintaining and operating Indonesian elementary schools is largely dependent on the collection of fees and 

donations from the families of children attending school, and on donations from local affluent groups and religious 
organizations (Otsuka, 1998).  These revenues are expected to decrease due to the effects of the crisis. 
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the World Bank, the social impacts of Indonesia’s crisis reveal a more diverse and complex picture 
than were initially predicted.  Notable are the points that people in urban areas hurting more than 
rural areas; that there are areas that appear to have been more severely affected (areas where the 
relative importance of formal sectors of the economy is high), while there are areas that have 
experienced minimal negative impact and where the economy is booming from export crop 
earnings; and that even among the poor there are disparities in the effect of the crisis.27  Based on a 
number of new data that are obtained from the collaborative efforts of many individuals and 
organizations, there are important implications for policy makers in designing and adjusting scope of 
the programs. 

The poverty countermeasure programs mentioned before are targeted at a large number of 
beneficiaries and the target areas are also wide-ranging.  In the fiscal year1998/99, the number of 
scholarship recipients climbed to 1.8 million primary school students, 1.65 million junior secondary 
school students and 500,000 senior secondary school students, while block grant targets climbed to 
104,339 primary schools, 18,236 junior secondary schools and 9,400 senior secondary schools.  In 
the monitoring of the said programs, the two most important points are whether or not the selection 
of these targets is appropriate (targeting assessment), and whether scholarships are being paid 
regularly28 in the full amount (fund flow monitoring), and since there are this many targets, there is 
an even greater need to ensure an efficient monitoring system. 

In order to implement prompt and efficient monitoring, it is important first to encourage 
participation of local communities in the monitoring process, and second to establish a feedback 
system that ensures to make the monitoring results reflect in designing and executing the programs. 

As shown in Figure 5-3, the monitoring systems of the programs consist of the Central 
Program Coordination Unit (CPCU) in Jakarta, Provincial Committee, District Committee, 
Sub-District Committee and School Committee.  And since a centralized structure is adopted in 
regard to reports of monitoring results, where reports are produced stage by stage, from Sub-District 
Committee, District Committee, Provincial Committee to CPCU, it takes at least four months from 
monitoring commencement to completion.  Even though it is important to use existing 
organizations in monitoring, there is surely room for investigation as to whether or not a direct line 
can be established that links the central committee to district level committees (or school level 
committees), thus shortening the monitoring period. 

Moreover, essentially it is desired that monitoring is carried out by a third party (international 
organizations or NGOs) in order to preserve its transparency and impartiality, but when the number 
of targets becomes this large, these organizations alone can not cope sufficiently, and the 
participation of local communities is desired.  Encouraging the participation of local communities 
in the monitoring process would first enable the sharing of program aims and objectives with local 
residents, and smooth program execution.   Secondly, the accumulation of monitoring capabilities 
such as information collection, report and investigation in communities also offers the advantage 
that a foundation of monitoring is established that can correspond to wide-ranging social safety net 
programs. 
 

                         
27 See "Box 2: SMERU report". 
28 Three-month portion is paid in the first installment, with payment once a month thereafter. (Department of Education and 

Culture, Department of Religious Affairs, Department of Home Affairs, 1998) 
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Figure 5-3 Monitoring systems for scholarship and block grant program 
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Note:  Sub-district committees only support the implementation of the scholarship and block grant program at the primary 
level. 

Source:  Department of Education and Culture, Department of Religious Affairs, Department of Home Affairs (1998) 
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Box 2: SMERU Report 

 
Based on the following data collected in 1997-1998, SMERU (Social Monitoring and Early 

Response Unit) analyzed and assessed the social impact of economic crisis, and reported the policy 
implications. 

Sources of data: 
①IFLS(Indonesian Family Life Survey) 
Target: about 2,000 households (7 provinces) 
Period:  August-December 1997 (as part of IFLS 2),  August-December 1998(as part of 

IFLS 2 +) 
Executive bodies: RAND, Department of Demography, University of Indonesia, and 

UCLA 
Funding support: NIH, USAID, WB, WHO, UNFPA 
②100 Villages Survey 
Target: about 1,200 households (10 kabupaten) 
Period: July 1997, August 1998 (re-survey) 
Executive bodies: BPS (Central Bureau of statistics) 
Fund support: UNICEF 
③Kecamatan29 Crisis Impact Survey 
Target: 3 government officials from each of 4,025 Kecamatan nationwide 
Executive body: BPS 
Fund support: ASEM, Ford Foundation 
 
In the results of these surveys concerning crisis impact, the following points are important.30 
Firstly, the impact of the economic crisis has been very heterogeneous according to area, 

income level, academic background, sex, etc.  Secondly, the magnitude of the crisis impacts does 
not correlate with pre-crisis levels of poverty.  Thirdly, it is not clear whether the impact of the 
recent crisis is just temporary, or will even bring about changes in social and economic structure. 

 
Furthermore, the following points were derived as the policy implications.  Firstly, in order 

to correctly grasp the diverse effects of the crisis, detailed and periodic monitoring is necessary.  
Secondly, as targets of crisis countermeasure programs, priority should be placed on persons and 
areas where welfare levels have dropped the most.  Thirdly, since the current crisis 
countermeasure programs are based on pre-crisis poverty statistics, reassessing data and 
assumptions about poverty distributions is necessary. 31 

 

                         
29 According to Indonesia's administrative demarcation, grade 1 local governments consist of 27 provinces (Propinsi), while 

grade 2 local governments are districts (Kabupaten) or cities (Kotamadya), and beneath them are subdistricts 
(Kecamatan). 

30 As a statistical basis of the said report, see Tables 5-27 ~ 36 on the following pages. 
31 BPS announced that the proportion of the population under the poverty line (monthly income per capita 52,470 rupiah in 

cities, 41,588 rupiah in rural areas) rose dramatically nationwide from 11.3% in 1997 to 39.1% in 1998. 
However, statistics have appeared thereafter that suggest the proportion of poor population is lower (see reference Table 
2). 
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Table 5-27 The survey results concerning the impact of crisis and policy implications 

(overview of SMERU report) 
 Survey results Policy implications 

According to estimates based on a survey of household 
expenditure, the proportion of poor population is 
smaller than estimated. (Table 5-28) 

In order to obtain foreign aid for social safety net, 
there is a possibility that the crisis impact is being 
exaggerated. 

The impact on household spending is clearly visible in 
cities and affluent groups. (Table 5-29) 

However, we must pay heed to the fact that 
response to the crisis differs according to absolute 
income level. 
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The crisis impact differs largely by area.  Moreover, it 
has no correlation to pre-crisis income levels. (Table 
5-30) 

We must pay heed to the fact that results differ 
greatly according to where the survey was carried 
out. 

The percentage of workers that make up the labor 
force increased. (Table 5-31) 

As an index to measure crisis impact, we should 
look not at the unemployment rate, but rather at 
real wages, and in particular the wages and 
household incomes of unskilled laborers. 

Labor force shift from secondary industries to primary 
industries. (Table 5-32) 

E
m
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Labor force shift from formal to informal sectors. 
(Table 5-33) 

Employment creation programs should be targeted 
at areas and industries where labor demand has 
fallen. 

The decrease in school enrollment rates is conspicuous 
in junior secondary school education, and for primary 
education, there was an increase or slight decrease. 
(Table 5-34) 

 

The decrease in enrollment rate of junior secondary 
school in cities is striking. (Table 5-35) E

du
ca

ti
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The decrease in school attendance rate of the poor is 
striking. (Table 5-36) 

Support should be strengthened for the poor in 
urban areas as a target of scholarship and block 
grant programs. 

Source:  Created by the author from "Social Impacts of the Indonesian Crisis: New Data and Policy Implications" 
(Download the said report from the SMERU home page http://www.smeru.or.id) 
 

Table 5-28 Proportion of population under the poverty line  
Forecasts by each institution 

Percentage of total population (persons) Source (date) 
17% (34 million) 
39% (80 million)48% (100 million) 

World Bank (February 1998) 
BPS(June 1998) 
ILO 

   
Estimates based on the new data 

Percentage of total population Source of data used for estimates 
13.8%  
14.4 %  
18.6%  
19.9%  

IFLS (household expenditure), BPS (prices) 
100 Villages (household expenditure), BPS (prices) 
100 Villages (household expenditure), IFLS (prices) 
IFLS (household expenditure, prices) 

Source: Created by the author from SMERU report 



 185

Table 5-29 Changes in household per capita expenditures per month 
(1997 real prices; rupiah) 

 1997 average value 1998 average value Percentage change 
Urban 319,000 211,000 -33.9% 
Rural areas 194,000 168,000 -13.4% 
All respondents 246,000 186,000 -24.4% 
Source: IFLS2+ 

 

Table 5-30 Examples of different impact of crisis 
 Relatively affluent area* Relatively poor area 

Areas that hard-hitted Metropolitan Jakarta, West Java 
(Jabotabek) 

East Nusa Tenggara (NTT), East 
Kalimantan 

Areas that not hard-hitted Central Sulawesi, Bali Maluku, Jambi 
*Pre-crisis income level 
Source: Kecamatan Crisis Impact Survey 

 

Table 5-31 Changes in the employment rate of the population* 
 February 1997 February 1998 Rate of change 

Total 56.3 57.4 1.1 
Urban areas 50.5 52.2 1.7 
Rural areas 59.4 60.2 0.8 
*Population aged 10 and above 
Source: SUSENAS(National Socio-Economic Survey) 
 

Table 5-32 Changes in employment composition by industry 
 February 1997 

Composition ratio (%) 
February 1998 

Composition ratio (%) 
Percentage Change (%) 

Agriculture 44.5 48.6 15.2 
Mining 0.9 0.9 9.1 
Manufacturing 
industries 

11.4 9.4 -13.0 

Electricity 0.4 0.3 -27.1 
Construction 4.8 4.1 -9.0 
Trade 17.7 17.3 2.9 
Transportation 4.6 4.3 -2.6 
Finance 0.8 0.7 -7.3 
Service 14.7 14.3 2.4 

 100.0 100.0 5.5 
Source: SUSENAS 
 

Table 5-33 Changes in the distribution of the labor force by type of employment 
(percentage growth between 1997 ~ 98; %) 

 Urban areas Rural areas 
Employees  -4.9 -6.0 
Self-employed 25.5 25.4 
Unpaid family workers -2.3 13.1 
Source: SUSENAS 
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Table 5-34 Changes in the enrollment rates by age groups and sex 
 1997 (%) 1998 (%) Rate of change (% 

points) 

100 Villages Survey    
 7-12 years Boys 88.8 92.1 3.3 
  Girls  90.8 93.3 2.5 
 13-15 years Boys 67.5 65.2 -2.3 
  Girls  70.6 65.2 -5.4 
IFLS    
 7-12 years Boys 94.9 93.8 -1.1 
  Girls  96.6 93.8 -2.8 
 13-15 years Boys 61.6 56.8 -4.8 
  Girls  59.4 55.7 -3.7 
Source: 100 Villages Survey, IFLS 
 

Table 5-35 Changes in the enrollments in sampled junior secondary schools in urban and 
rural areas  

 97-98 percentage change (%) 
Rural areas -0.6 
Urban areas (including Jakarta) -6.2 
Jakarta -8.6 
Source: Education Survey 
 

Table 5-36 Changes in the enrollment rates by income group 
7-12 years 13-19 years 

Income group* 1997 
(%) 

1998 
(%) 

Rate of change 
(% points) 

1997 
(%) 

1998 
(%) 

Rate of change 
(% points) 

First quartile 93.1 88.2 -4.9 51.5 46.4 -5.1
Second quartile 96.3 96.8 0.5 64.0 58.5 -5.5
Third quartile 97.0 95.0 -2.0 62.1 61.1 -1.0
Fourth quartile 98.4 98.4 0.0 66.9 64.6 -2.3
* Based on 1997 per capita household expenditures.  The first quartile is the group with the least amount of household 

spending.  At this point, household spending and income are regarded as proportionate. 
Source: IFLS2+ 
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5.3.2. Unemployment countermeasure programs  
 
According to estimates of the Ministry of Manpower in Indonesia, the number of 

unemployed workers as of August 1998 was 5.06 million, and if we add to this the 8.60 million 

underemployed (working less than 35 hours a week), the total climbs to 13.67 million, 14.7% of the 
total labor force.  The impact that the economic crisis wielded on the labor market was great, and 
not only did the number of unemployed rise sharply, but also the number of workers temporarily laid 

off on full pay increased, and there is a risk that the accumulation of human resources, which 
support future economic development, will be lost through less opportunities for OJT and in-house 
training, and loss of skills due to the unemployment of skilled workers, etc. 

Based on an understanding that unemployment countermeasures are a pressing issue, the 
Ministry of Manpower is therefore implementing i) a labor-intensive projects (PDKMK) and ii) 

projects to promote employment of unemployed technicians (P3T) (Table 5-28).  The FY 98/99 
budget for both projects is 995.6 billion yen (about 110 million dollars), with funds sourced from 
IMF. 

The labor-intensive projects are one aimed at creating short-term employment (3-6 months), 

and is being implemented nationwide centered on Java; the FY 98/99 budget for phase 1 is 315 
billion rupiah and 281.4 billion rupiah for phase 2, giving a total of 596.4 billion rupiah, and the first 
phase alone is planned to absorb a labor force of 2.28 million.32 

The projects to promote employment of technicians exists in two forms: after an unemployed 
technician (with sound academic background of senior secondary school graduation or higher) 
attends vocational training (about 3 months), i) he/she is dispatched to cooperatives, small and 

medium-sized companies, or NGOs and undergoes OJT (6 months, paid 300,000 rupiah/month as a 
grant-in-aid, or ii) supports the commencement of a new small-scale business (1 million rupiah as 
capital).  In the FY 98/99 budget, 399.2 billion rupiah was allocated for the projects. 

 

                         
32 As of the end of January, 1999, 95% of the phase 1 budget was consumed.  The phase 2 was scheduled to end in June 

1999.  (Source: Bureau of Planning and Development, Ministry of Manpower). 
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Table 5-37 Overview of unemployment countermeas ure programs (FY 1998/99) 
Labor-intensive project (PDKMK) 

 Budget  
(units of 1 

million rupiah) 

Achievement 
rate (%) 

Employment 
absorption 
(person) 

 

Phase 1 314,976 95.2 2,283,228  

Phase 2 281,411 n.a. n.a.  

Total 596,387 - -  

Project to promote reemployment of technicians (P3T) 

 Budget  
(units of 1 

million rupiah) 

Achievement 
rate (%) 

Target 
(cases) 

Target 
(person) 

Achievement 
rate (%) 

1-a Subsidiaries for cooperatives n.a. n.a. 2,254 45,080 100 

1-b Subsidiaries for NGO n.a. n.a. 626 - - 

2 Small-scale business support n.a. n.a. 996 19,920 100 

Total 399,174 34.1 3,876 65,000 100 
Note: Achievement rate is as of the end of January, 1999 
Source:  Created by the author based on the statistics from Bureau for Manpower of BAPPENAS, and Bureau of Planning 

and Development, Ministry of Manpower.  
 
This project to promote employment of technicians is in line with the "People's Economy" 

policy33 that the present Habibie administration is aggressively hammering out with the support of 
cooperatives, small and medium-sized enterprises.  However, similar policies in previous 
administrations have led to bureaucratic corruption.  We should also pay heed to criticism that it 

was nothing more than the squandering of funds on strategies for the general elections which held in 
June 1999. 

Moreover, since the project to promote employment of technicians is targeted at laborers with 

senior secondary school education or higher, a vocational training project targeted at groups 
considered to be most vulnerable to the effects of the crisis, such as i) unemployed with low level 
academic backgrounds (primary or junior secondary school level), ii) unemployed females, iii) 

self-employed and small-scale entrepreneurs in poor rural villages, is now necessary.  The 
utilization of the facilities and instructors of existing government vocational training centers would 
be considered effective for such projects.   "Small-scale management training centers" located at 

11 points nationwide and centering on rural villages, are carrying out not only in-house training, but 
also with "Mobile Training Units (MTU).” With this, mobile training vehicles travel to remote areas 
and areas where the social infrastructure is lagging behind, and provide training opportunities.34  

Table 5-29 is a vocational training plan according to job category based on the FY 1998/99 budget, 
and agriculture (including marine farming) makes up a large proportion of mobile training.  
However, due to subsequent budget cuts, this plan scaled down 20%-30% on the actual expenditure 

                         
33 A policy that gives preferential treatment to cooperatives and small and medium-sized enterprises throughout the country 

by providing low interest rate loans or preferential measures for investment promotion.  The Minister of cooperatives and 
small and medium-sized enterprises, Adi Sasono, has been actively promoting it. 

34 Mobile training vehicles were provided with a loan from Korea in the 1980s (from an interview with JICA experts, in the 
Ministry of Manpower of Indonesia). 
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base.  In order to compensate the government budget shortage, support from overseas is desired for 

the outfitting of mobile training vehicles. 
 

Table 5-38 Job seeker training plan by job category, based on 1998/99 national budget 
(person) 

 Total In-house 
training*1 

Mobile 
training*2 

Practical skills 
training*3 

Agriculture 32,768 2,272 30,304 192
Machine metalworking 12,864 5,584 5,072 2,208
Automobile maintenance 11,920 5,712 4,992 1,216
Electricity and electronics 13,552 6,512 6,304 736
Construction 9,360 2,416 6,704 240
Commerce 6,976 5,024 1,056 896
Miscellaneous job categories*4 16,656 4,752 11,904 0

Total 104,096 32,272 66,336 5,488
Notes: 1) In-house training is training carried out at vocational training centers of the Ministry of Manpower (BLK, KLK). 
 2) Mobile training is training carried out by mobile training vehicles in remote rural areas. 
 3) Practical skills training is training that combines training at BLK and KLK with OJT in companies. 
 4) Needlework, metal engraving, wood sculpture, textile dyeing (batik), weaving, ceramics, embroidery, leather 

work, silver work, etc. 
Source: Bureau of Vocational Training and Productivity Improvement, Ministry of Manpower 
 

On the other hand, workers that are temporarily laid-off are potentially unemployed persons 

who are highly likely to be laid off if the stagnation of economy is prolonged.  In fiscal year 1998, 
the Ministry of Manpower carried out emergency training programs for currently-employed workers, 
utilizing vocational training centers in urban areas, but from a social safety net perspective, priority 

should be given to the training of the potentially unemployed, such as workers temporarily laid off, 
rather than to those currently employed.  In this situation, training expenses can not be collected 
from companies or workers, and if there is aid from overseas as a part of social safety net programs, 

government budget restrictions can be overcome. 
Based on the assumption that this program accepts workers temporarily laid off according to 

requests from the corporate side, it is desirable that the corporate side also contributes to this.  First 

of all, cooperation with soft aspects, such as curriculum design and dispatch of instructors, is 
expected.  Moreover, in order to eliminate the problem that the equipment and materials of 
government vocational training centers is outdated, if possible, the provision of idle equipment as 

training facilities by companies with suspended production lines and other such cooperation is also 
expected. 

 

5.3.3. Vocational training policy 
 
The system of vocational training is broadly divided into three: i) in-house training, ii) public 

vocational training centers, iii) private training centers. 
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(1) Support of employer-provided in-house training 

It is difficult to quantitatively grasp the real state of employer-provided in-house training, but 
as we discussed before, according to the results of the OECF Enterprise Survey, the human resource 
development in Indonesian companies is largely dependent on in-house training.  However, if 

observed by job category, that is not the case.  In the case of unskilled workers, clerks and skilled 
workers, 60%-70% of companies of the total train them within the companies, whereas for engineers 

and managers, about 50% of all companies use external training programs (see Table 5-7). 
According to the World Bank report, in the survey of medium- and large-scale manufacturing 

companies that the Indonesian government carried out in 1989, half of the 150-companies were 
carrying out some sort of in-house training, but within them 88% were OJT and only 12% were 

carrying out formal training with full-time instructors and equipment and classrooms exclusively for 
training. 35   Moreover, according to the World Bank report, in the survey of manufacturing 
industries that the government carried out in 1992 (sample 320 companies), the following 

production problems were cited (listing in descending order of response rate): quality of raw 
materials, quality of final products, delays in delivery of materials availability of electricity and 
water, and lastly as the fifth item, the quality of skills of operators and assembly workers.  In this 

way it indicates that behind the way that incentives were low for Indonesian companies to provide 
formal training to employees, that is, to spend money on employee training, was the fact that 
labor-intensive (clothing, footwear), or simple resource processing-type (timber processing, marine 

products processing, etc.) export industries had held the comparative advantage in Indonesia's 
industrial structure, so relatively speaking, the demand for laborers with advanced skills was not so 
strong.36 

However, according to the results of the OECF Enterprise Survey, there is the mismatch 
between labor supply and demand according to job category.  While companies that responded that 
the supply of unskilled workers and clerks was "sufficient" and "excessive" made up 90% of the 

total, companies that responded that skilled workers, engineers and managers were "insufficient" 

made up 15% or more (see Table 5-3).  This shows the problem that the link and match between 
labor supply and demand and vocational training is not functioning well. 

Incidentally, in industries such as automobiles and medicines, companies are very enthusiastic 
to improve the skills of employees, and incentives for providing formal training systems are strong.  
Many of these companies are joint ventures with foreign capital, and domestic market oriented.37  

Among such companies are also ones that have established foundations in order to train employees 
from other companies.38 
 

 (2) Support of private training centers 

                         
35 World Bank(1997), Chapter 6, p.90. 
36 World Bank(1997), Chapter 6, p.94-98. 
37 World Bank(1997), Chapter 6, p.98. 
38 Specifically, Dharma Bakti-Astra Foundation in automobiles, and the Matsushita-Gobel Educational Foundation in 

consumer electronics, etc. 
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The private sector has played a significant role in skills development for employees.  The 

number of private training centers grew at an annual rate of 5.8% from 1989-1994, increasing at 
twice the labor force growth rate (annual rate of around 3.8%).39  Private vocational training centers 
are located mainly in urban areas, and their scale is diverse, from those large enough to 

accommodate 1,000 or more trainees, to informal ones that irregularly teach hairdressing and other 
such skills.  Although we can not grasp an accurate number, those registered with the Ministry of 
Education and Culture and the Ministry of Manpower alone totaled 28,000, with 4.53 million 

trainees (as of 1994).  The advantage of private training centers is that since they employ part-time 
instructors on a short-term contract basis rather than full-time instructors, it is easy to flexibly 
establish and abolish training subjects and courses with correspond to labor market requirements. 

However, after the economic crisis, as production activities have stagnated and many 
companies were driven into management difficulties or bankruptcy; as a result, the development of 
private sector-led vocational training is facing major difficulties.  For example, 90% of the income 

of private training centers comes from tuition fees.  In a 1992 survey concerning private vocational 
training centers, about 40% were in some sort of cooperative relationship with companies, such as 
accepting trainees or collecting recruiting information.  Moreover, according to a manufacturing 

industries survey of the same year, 15% of private training centers had a training contract with an 
employer and were accepting corporate trainees.40   It is anticipated that in response to the 
repercussions of business management having become difficult due to the impact of the economic 

crisis, the revenue sources of private training centers are also being exhausted. 
As methods of supporting private training centers, in the short-term, i) the granting of 

subsidies or tax related preferential treatments and ii) trainee mediation are cited.  In regard to 

trainee mediation, the method of conducting an unemployment countermeasure program using the 
equipment of private training centers is conceivable. 

In the medium-term, the construction of an information system concerned with vocational 

training centers is desired in order to support private-led vocational training.  This is because by 
collecting and publicizing basic information concerning private vocational training centers (location, 
scale, curriculum contents, employment status of graduates), it will be easy for companies to select 

centers and hire graduates; for laborers to select a training center; and for training centers to build 
curricula in competition with other centers. 

 

(3) Reform of public vocational training centers 
With public training centers on the other hand, there are 155 centers nationwide under the 

Ministry of Manpower, and 22 under the Ministry of Trade and Industry (as of February 1998).  In 

the third five-year plan (FY 1979-1983), an education system consisting of an academic system and 
a vocational system was established, and public vocational education was promoted.  However, by 
the beginning of the 1990s, the capacity utilization rate of public vocational training centers had 

                         
39 World Bank, 1997. 
40 World Bank (1997). 
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fallen to below 50%.  This was attributed to problems such as; i) training contents and equipment 

were uniform throughout the country and were not adapted to the actual conditions of the regions; ii) 
training costs were high (inefficient)41; and iii) government budget shortage.42 

For this reason, the Ministry of Manpower implemented a vocational training center (BLK & 

KLK) reorganization program.  First, in order to reorganize training centers in a form that meet 
local demands, it classified them in the following forms: i) making training centers located in 
industrial areas "Industry Training Center" (32 branches), and set up a machine technology 

department, electrical technology department, automobile department and a clerical OA department; 
ii) making "Special Training Centers" as vocational centers of special sectors such as tourism, the 
sea, commerce, building, etc.; iii) "Small-Scale Management Training Centers" (11 branches) were 

to conduct training mainly in rural areas in regard to management, self-employment, horticulture, 
processing of agricultural products, cottage industry and small-scale industry; and iv) "Instructor 
Training and R&D Centers" (2 for industry, 1 for agriculture) were to conduct training of instructors 

along with instructor licenses and the development of training modules, etc. 
Second, in order to develop training centers as financially independent institutions, it 

permitted the use of idle facilities to train trainees from companies, and sue the income thereof as a 

unique source of funds to supplement instructor wages and repair equipment.43  However, since the 
number of trainees dispatched from companies decreased after the economic crisis44, we can not 
accurately grasp the fruits of this reform. 

As roles of the public vocational training centers, providing facilities and teachers for the 
reeducation of the unemployed in urban areas, and the provision of vocational training in order to 
help the self-supporting development of the poor in rural areas, are considered to be important.  In 

the medium-term on the other hand, it is anticipated that they will assume a role of complementing 
the activities of private sectors (companies and vocational training centers).  Specifically, it is 
desirable that they continue to place emphasis on vocational training in remote areas and poor rural 

villages that can not be covered by the activities of the private sector, and advance reorganization in 
the direction of restructuring industry training centers, and expanding and improving special training 
centers and instructor training and R&D centers. 

 

5.3.4. Improving efficiency in higher education 
 

Since the economic crisis occurred, the government has been putting energy into the 
expansion and improvement of basic education and of the social safety net policy centered on 
measures to deal with the poor.  With the supply of Indonesia's higher education (this refers to post 

                         
41 According to World Bank report’s estimates, the per capita cost of trainees of public vocational training centers as of 

1994 was USD 850-1,200/year.  The cost of training 50,000 persons at public vocational training centers is equal to the 
cost of training 3.5 million employees of manufacturing companies (from World Bank-ILO Study). 

42 From World Bank (1997) and Daiwa Institute of Research’s surveys. 
43 Based on the surveys of the Bureau of Vocational Training and Productivity Improvement in the Ministry of Manpower 

and Daiwa Institute of Research. 
44 Based on an interview with Daiwa Institute of Research. 
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basic education, that is senior secondary school level or higher), the ratio of the private sector is 

large45, and since the government is limiting its budget allocation to secondary education, placing 
emphasis on basic education, there will be increasing dependence on the private sector role.  For 
this reason, how the supply of higher education by the government can efficiently and flexibly met 

labor market demands under a limited budget will become important. 
Below, major issues of secondary education and policies thus far are reviewed, and then 

strategies that will be necessary in the long term are discussed. 

 
(1) Improving the high cost structure of vocational education 

One problem in secondary education is that vocational education 46  is high-cost and 

inefficient.  According to a World Bank study, expenses incurred in vocational education are 
significantly more than regular education (about 40% on average), but despite this, the job-hunting 
situation is almost at the same level, or vocational education is more difficult than the regular 

education.  The wage levels of vocational high school graduates were on average 30% higher than 
those of regular high school graduates 20 years ago, but currently, both wages are almost at the same 
level47. 

Moreover, the other problem is that vocational education is difficult to meet labor market 
needs flexibly.  Since vocational education is education before entering the labor market, it is 
necessary to formulate education plans based on a forecast of labor demands, but labor demand by 

job category is difficult to forecast, and as a result, a supply-demand gap will occur (failure of link 
and match).  Moreover, public senior secondary schools have similar bureaucratic problems as the 
public vocational training centers, for example, curriculum cannot be changed flexibly since 

activities of the centers are based on the government budget, and the schools do not cut the budget 
allocation for low demand areas, since budget acquisition is given priority.  

In order to solve such problems, the government introduced the Dual System (Sistem Ganda) 

in 1994.  This is a system that sets OJT (on the job training) or apprenticeship system into 
vocational education in schools.48  Since there are few benefits for both companies and students, 
only a small percentage of students applied this system.49  For companies, though there is no need 

to pay a wage to apprentices, costs arise from providing training (opportunity costs of training 

                         
45 The percentage of private schools according to education level is 7% of the total for primary schools and no more than 

27% for junior secondary schools, whereas senior secondary schools make up 48% (ordinary high schools 42%, industrial 
high schools 63%, other vocational high schools 61%), polytechnics 66% and universities and above 71%. 

46 The education system over which the Ministry of Education and Culture has jurisdiction is divided into an academic 
stream and a specialist and vocational stream.  With the vocational stream, i) senior secondary technical school (STM) 
and other senior secondary vocational school (SMEA, SGO, etc.) train skilled workers, ii) polytechnic (high school 
graduation is the entrance qualification) diploma programs (D3) train technicians, iii) universities and above (D4, SP-1, 
SP-2) train engineers. 

47 World Bank, 1998, Chapter 6. 
48 Targeted at all public vocational senior secondary schools and industrial senior secondary schools; students elected by 

each school serve an apprenticeship at a company (about 6,000 small and medium-sized companies are cooperating) for a 
fixed period of time. (World Bank, 1997, Chapter 7) 

49 As of 1996, the percentage that students who attended companies for apprenticeship made up overall was only about 7%  
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employees and providing facilities).  Since the productivity of apprentices is low, the cost becomes 

larger than the increase in productivity.  Among students on the other hand, there are many who do 
not wish to specify their field of specialization at an early stage before school graduation, and they 
do not intend to participate in the apprenticeship system.  For this reason, the World Bank proposes 

the restructuring of the system in many points, such as extension of the apprenticeship term, setting 
of the timing of introducing the system, method of selecting apprentices, etc.50 

In order to increase the efficiency of vocational education, the following methods are 

conceivable.  First is to increase the autonomy of each public school in terms of its finance and its 
operation (decentralization of power).  Allowing free allocation of teacher wages within budget 
limit would offer teachers an incentive to improve their performance.  Moreover, allowing 

autonomy in curriculum decisions can form curriculum which meets the needs of local labor market. 
Second is to further increase private participation in vocational education.  For example, if 

there are both private and public vocational senior secondary schools in the same area, inefficiency 

due to the overlap of the courses should be improved, by abolishing a course in a public school 
which is also available in a private school, etc. 

Third is to increase compatibility of the curricula between vocational education and regular 

education.   Allowing compatibility in the contents and quality of curricula between regular 
education and vocational education have the inviting effect of outstanding students into the 
vocational school. 

 
(2) Expansion and improvement of local universities 

There are 64 state universities (including 13 religious universities) and 1,481 private 

universities (including religious universities) in Indonesia, and there are a huge gap of quality 
between so-called top-ranking universities and those below.  In addition, there is a gap between 
Java Island and the outer islands in terms of the number of university and the quality of education.  

Looking at the number of university students, 70% of private university students and 50% of 
state university students are concentrated on Java.   Referring to the policy target of the Indonesian 
government to eliminate regional disparities in access to higher education, establishment of 

universities by the governmental finance and foreign aid, should be carried on at islands except Java. 
 

(3) Improving the efficiency of university management 

To raise the efficiency of university management, the government introduced a competitive 
system in budget (subsidies, in relation to private universities) allocation.  Previously, the majority 
of budget to universities was allocated as current expenditure in accordance with university scale 

and the number of students, based on an integrating system where each university accumulated and 
claimed budget for each item.  But from the FY 1999/2000 budget, the government adopts 
Formulae Based Funding, and increase the proportion from development expenditure.  Under the 

new system, it introduces a new assessment criteria called RAISE, which emphasizes, on the 

                         
50 World Bank(1998), Chapter 6. 
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management efficiency of each university51.  The better the university performs, the larger will be 

the budget extended in the form of block grants.   Each university will be able to use this fund at its 
own discretion.52  RAISE refers to the five indicies of Relevance (whether it develop human 
resources that match labor market needs), Academic Atmosphere, Internal Management, 

Sustainability (ability to execute and maintain plans) and Efficiency (compares input with output, for 
example the ratio of teachers to graduates).53  It is thought that the introduction of this principle of 
competition will not only raise the efficiency of university management, but will also be an effective 

method for the efficient allocation of government budget. 

                         
51 Assessment of RAISE will be performed by a special non-government team comprised of interested parties of several 

universities and foreign intellectuals. 
52 However, this grant will be paid over several years, in accordance to the university's performance thereafter. 
53 From an interview with the Department of Religion, Education, Culture and Sport. 
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CHAPTER VI 
 

 ROLE OF OECF 
 
 

For the OECF, the countries in this survey are in the top five ODA Loan recipients on the basis 
of total commitment (Indonesia is 1st, China 2nd, Thailand 4th, and Philippines 5th), and they are 
traditionally priority countries of ODA loans.  From the point of these countries also, the OECF 
ranks in 1st position or in 2nd place after the World Bank as a supplier of public funds.  Therefore, 
in economic recovery from the recent currency crisis, the role of the ODA loans of which each 
government expects much, is significant. 

 

6.1. ROLE OF OECF THAT ECONOMIST FROM EACH COUNTRY PROPOSE 
 
We would first like to introduce demands from the developing country side.  The economists 

of the joint research organizations and policy makers of each country gathered in Bangkok in 
February 1999 and conducted a workshop. 1    At this workshop, the scenarios for economic 
recovery in each country were presented, followed by comments of the policy makers on these 
presentations and discussion among the participants.  It was one of the objectives of this workshop 
to strengthen the partnership between the joint research organizations and the OECF.  

                                                 
1 The main participants were as follows. 

Thailand: H.E. Mr. Tarrin Nimmanhaeminda, Minister of Finance, Kingdom of Thailand (Guest Speaker) 
 Dr. Kitti Limskul, Director, Faculty of Economics, Chulalongkorn University 
 Mr. Sansern Wongcha-um, Deputy Secretary-General of NESDB (Commentator) 
Indonesia:  Dr. Sri Mulyani Indrawati, Director, Institute for Economic and Social Research, Faculty of Economics 

University of Indonesia 
 Dr. Soekarno Wirokartono, Deputy Chairman for Fiscal and Monetary Affairs, BAPPENAS 

(Commentator) 
Philippines:  Dr. Mario B. Lamberte, Vice President, Philippines Institute for Development Studies (PIDS) 
 Ms. Ofelia M. Templo, Assistant Director-General, NEDA (Commentator) 
China:  Mr. Wang Huijiong, Vice President of Academic Committee, Development Research Center of the State 

Council 
 Dr. Xuejin Zuo, Vice President, Shanghai Academy of Social Sciences (Commentator) 
Japan:  H.E. Mr. Hiroshi Ota, Ambassador Extraordinary and Plenipotentiary of Japan to the Kingdom of 

Thailand (Guest Speaker) 
 Prof. Shigeru Ishikawa, Emeritus Professor, Hitotsubashi University (Commentator) 
 Prof. Takatoshi Ito, Professor, Institute of Economic Research, Hitotsubashi University (Concluding 

Remarks) 
OECF:  Mr. Toru Shinotsuka, Vice President, Member of the Board (Opening Remarks) 
 Mr. Yuji Morimoto, Chief Representative, Bangkok Office (Moderator) 
 Mr. Kaoru Hayashi, Director, 1st Division, Operations Department II (Moderator) 
 Mr. Junichi Yamada, Senior Economist, Director, Research Institute of Development Assistance 

(Moderator) 
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The presenters proposed the expected roles of Japan, particularly of the OECF in the 
economic recovery policies, and had a discussion.  This approach is different from the schemes of 
IMF and other international organizations, and aimed to examine the OECF's aid and role with the 
recipients, it was highly appreciated by participants.  The results are shown in Table 6-1.  These 
requests were ones that workshop participants announced as individuals, and they do not reflect the 
demands of countries as a whole, however there are many useful proposals as a reference when 
considering the future role of the OECF.  

First, the common response from all countries is that traditional infrastructure development 
loans have been useful in forming a national foundation, and even considering the economic 
conditions after the recent crisis, their importance remains unchanged.  In addition,  Thailand and 
Indonesia expressed a particularly strong desire to job creation-style projects and increase in job 
opportunities to eliminate social unrest.  The participants from Thai, Indonesian and Philippine 
together declared that emphasis should be placed on regional development, and the relief of 
impoverished groups, who suffered damage in the recent crisis.  China also expects the ODA loans 
for agricultural development, to promote domestic demand by developing inland areas.  Human 
resource development is also urged in Thailand and Indonesia, as analyzed in Chapter 5, this issue is 
important for both countries.  As other distinctive demands, Thailand desires to activate sluggish 
business conditions by large-scale projects like an Indochina transit railroad, and Indonesia needs 
assistance for Social Safety Net. 

Secondly, there is a strong request for non-project assistance.  A common request from all 
countries is financial assistance, because the respective countries are being pressured by non 
performing loans (NLPs) and capital injection.  Nevertheless, it is controversial to introduce public 
fund in NLPs even in Japanese financial sector, so direct assistance by yen loans will be difficult.  
As for the purchase of government bonds being requested by Thailand, it will become possible to 
guarantee government bonds issued by developing countries for the Japan Bank for International 
Cooperation (JBIC), which is to start operations in October 1999, and while it is not direct purchase, 
it will satisfy such requests to a certain extent.  Requests were also made from Thailand and 
Indonesia for the promotion of small and medium-size enterprises and assistance of farmer's and 
agricultural cooperatives through Two-Step Loans, which will remain priority sector.  As is seen in 
Chapter 4, the role of public financial institutions in corporate production recovery is major, and the 
role of yen loans is expected.  Moreover, the BP assistance requested by the Philippines has been 
already implemented in Indonesia and Thailand subsequent to the crisis, and it is effective as prompt 
assistance, so prompt assistance through bilateral aid is desired all the more. 

Finally, roles of assistance other than financial assistance is important.  In particular, through 
assistance for various country's projects, the OECF possesses an accumulation of know-how for 
smooth project execution, and technical assistance that makes full use of that experience is requested 
by all four countries.  Thailand requested that Japanese experience in fostering small and 
medium-sized enterprises be put to use, and assistance for preparation of legal systems such as tax, 
finance and exchange is also being sought by the Philippines.  And it seemed to be one of causes of 
the crisis that the structures of export industries of Southeast Asia and China are similar, intellectual 
assistance for a cooperative industrial policy of each country is being sought by China. 



 198 

Table 6-1 Proposed Roles of the OECF by Locally Based Economists 
Country Project Non-project Other than Funding 

Common 

1. Traditional infrastructure 
development projects. 

2. Traditional agricultural and rural 
development 

1. Assistance for private sector 
(particularly for banking 
sector) 

1. Technical assistance in project 
implementation 

Thailand 

1. Employment generation projects 
(community level projects; 
plantations in rural villages) 

2. Vocational training for 
employment promotion 

3. Educational loans (particularly for 
vocational training and high 
school education) 

4. Small-scale irrigation 
5. Indochina Railway Project 
6. Local administrative information 

network project 
7. Natural resource and land use 

zoning project 

1. Strengthening the two step loan 
for Agricultural Cooperative 
Bank of Thailand 

2. Purchase of Thai bonds  
3. Recapitalization of the banking  

sector 
4. Two-step loans for export 

industries (particularly working 
capital) 

5. Repayment of yen loans by 
commodity 

6. Loans for small and 
medium-sized enterprises 

1. Finance and technical assistance 
for the establishment of the 
Development Institution for 
SMEs (SMEDI) 

Indonesia 

1. Assistance for social safety net 
(food, health and education, etc.: 
financial assistance covering the 
personnel cost) project 

2. Agricultural and rural 
infrastructure development 
projects 

3. Urban infrastructure improvement 
projects 

4. Education enhancement projects 
for human resources development 

1. Financial assistance for 
recapitalization of the banking 
sector (financial assistance for 
the IBRA to buy 
non-performing loans) 

2. Two-step loans for small and 
medium-sized enterprises 
(particularly working capital) 

1. Technical assistance for the 
planning and implementation of 
a social safety net project 

2. Technical and intellectual 
assistance for restructuring of 
public and private sector 
companies 

3. Facilitating negotiations 
between Indonesian private 
sectors (detectors) and Japanese 
banks 

Philippines 

1. Traditional industrial 
infrastructure development 

2. Agriculture development project 

1. Swift BP support which is 
unable for international 
organizations 

1. Technical assistance to improve 
the taxation, finance, foreign 
exchange and legal frameworks 

China 

1. Infrastructure development 
required for the introduction of 
FDI 

2. Agricultural development projects 
to promote a market economy 

1. Human resource development 
to assist the self-reliant 
development of companies 

1. Intellectual assistance to 
achieve cooperative exports 
with Southeast Asian countries 
and to foster local industries 

Source: Prepared by the OECF based on discussions at the workshop. 
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6.2. THE ROLE OF OECF SEEN FROM RESULTS OF QUESTIONNAIRE SURVEY ON 
ENTERPRISES 
 
According to the questionnaire survey, measures for export promotion, improvement of 

corporate finance and human resource development are important themes for production recovery.   
Policies to deal with the respective themes are as per the detailed discussions in each chapter. 

First, what is common to all four countries is the policy cooperation of each country for export 
promotion.  As for the reason of export slump, a slump in demand at export destinations was the 
factor cited by most companies (only in the Philippines was it the second-most cited reason).  To 
recover demand at export destinations, the policies of one country alone have limits.  Nevertheless, 
each East Asian country is currently boosting domestic demand through the implementation of 
financial measures.   The increased domestic demand of one country becomes an export 
opportunity for neighboring countries, and from this meaning, there is a possibility that the economy 
of the region as a whole will become even more revitalized by adopting policies in which each 
company cooperates.  Support and advice for network construction to that end is thought to be the 
role of aid organization.  Moreover, improvement of corporate financial affairs is essential to 
invigorate the corporate activities of East Asia including China, and to that end, the restructuring of 
corporate debt in the short-term, called Corporate Debt Restructuring, is necessary.  For the 
financial sector, the creditors, this leads to the processing of NPLs, which is currently the most 
important issue in Southeast Asia.  It could be said that the financial assistance and technical 
assistance for this purpose is currently the issue being most demanded of Japan. The establishment of 
a long-term finance system for sustainable corporate development and the preparation of a direct 
financial market (shares and bond market) in order to make possible the procurement of funds 
without depending on indirect finance are necessary.  For the establishment of such systems and 
market infrastructure preparation (mainly information infrastructure), legal preparations, information 
disclosure and the establishment of rating companies, are important, and it would be fair to say that 
assistance for such fields is being sought from enterprises in each country.  

Moreover, in the long and medium term, the human resource development for technological 
innovation is an issue common to all countries, and it could be said that assistance for that (science 
education and professional training in particular) is being expected by enterprises of each country.  

As for roles according to each country, the measures that should be adopted are dependent on 
the economic conditions of each country, but in the case of Thailand, 1) liquidity assistance through 
two-step loans; 2) export credit through public financial institutions; and 3) the improvement of 
corporate finance through of long-term credit, etc., are important in the short-term.  And while there 
is a difference in degree, these are common themes to Indonesia and the Philippines.  Furthermore, 
while being a limited analysis, lack of information on the export market, is major issue in addition to 
the fund procurement problem in China, and assistance for the development of information network 
is desired.  Moreover, preparation of infrastructure to invite foreign capital is said to be important 
particularly in inland areas. 
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In the medium-term, as discussed above, 1) assistance for infrastructure to develop the direct 
financial market (telecommunication equipment and human resource development); 2) expansion 
and improvement of science/engineering courses in higher education, and financial assistance for 
vocational training for human resource development; and 3) financial and technical assistance to 
foster assistanceing industries, are expected by Thailand, Indonesia and the Philippines.  According 
to interview results, the human resource development and technological innovation are indicated as 
long-term issues in the case of China.  In particular, a formal financial system in respect to small 
and medium-sized enterprises has yet to be prepared, and the cooperation of Japan in this field is 
therefore expected. 

As we have seen thus far, export promotion, improvement of company finance and the human 
resource development are common issues to East Asian countries to a certain extent, and the 
experiences of one country are also useful for other countries.  Also, it is necessary to consider the 
development of export markets and preparation of financial markets within a regional framework.  
Therefore, the OECF is required to 1) contribute to the network building to share the experiences and 
knowledge of all countries, and 2) consolidate the functions to provide timely advice for developing 
countries by means of managing the knowledge from various institutions, such as the private sector, 
think tanks, universities and governments. 

Furthermore, systematizing the special features and experiences of East Asian countries is also 
important.  During the recent crisis, criticism mounted towards the IMF's prescription, as discussed 
in Chapter 1.  The region, which experienced the East Asian miracle (title of 1993 World Bank 
report) and the recent crisis, is abounding in lessons for development.  The OECF has also been 
involved with these areas for over thirty years, and it is desired that it systematizes that experience 
and knowledge and puts it to use in future development and development in other areas. 
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Table 6-2 The role of the OECF according to the questionnaire survey results 
 Export promotion Improvement of corporate finance Human Resource 

Development 

Common to 
four countries 

1. Creation of network for 
policy cooperation of all 
countries. 

1. Financial and technical assistance 
to reorganize corporate debt. 

2. Creation of long-term financial 
system. 

3. Assistance for preparation of direct 
financial market. 

1. Assistance for expansion and 
improvement of science, 
engineering education. 

2. Expansion and improvement of 
technological transmission 
through fostering supporting 
industries. 

3. Technical and financial 
assistance for R&D sector. 

Thailand 

1. Two-step loans for 
extension of export 
credit. 

2. Assistance for 
information provision to 
forge sales routes. 

1. Public financial assistance to 
ensure liquidity to small and 
medium-sized enterprises. 

2. Assistance for financial preparation 
to extend long-term funds 

3. Financial and technical assistance 
for the debt restructuring of small 
and medium-sized enterprises. 

4. Infrastructure preparation for 
setting up of direct financial (shares 
and bonds) market. 

1. Financial assistance of 
vocational training to small and 
medium-sized enterprises. 

2. Assistance for training projects, 
and strengthening cooperation 
with government. 

Indonesia 

1. Two-step loan for 
extension of export 
credit. 

2. Dispatch of specialists to 
forge sales routes. 

1. Support for financial preparation to 
extend long-term funds 

2. Financial and technical assistance 
for the debt restructuring of small 
and medium-sized enterprises. 

3. Infrastructure preparation for 
setting up of direct financial (shares 
and bonds) market. 

1. Relief of drop-out children 
through enrichment of poverty 
assistance programs. 

2. Avoidance of skills loss due to 
unemployment by the 
enrichment of unemployment 
countermeasure programs. 

3. Financial assistance to promote 
in-house training. 

4. Assistance of vocational 
training centers. 

5. Expansion and improvement of 
regional universities. 

Philippines 

1. Two-step loan for 
extension of export 
credit. 

2. Infrastructure 
preparation to invite 
foreign-owned 
companies. 

3. Support for information 
provision to forge sales 
routes. 

1. Support for financial preparation to 
extend long-term funds 

2. Infrastructure preparation for 
setting up of direct financial (shares 
and bonds) market. 

1. Technical assistance to foster 
assistanceing industries. 

2. Enrichment and assistance of 
science/engineering education 
for technological development. 

China 

1. Preparation of 
infrastructure to provide 
domestic and foreign 
market information 

2. Infrastructure 
preparation to invite 
foreign-owned 
companies. 

1. Provision of formal financial 
means to small and medium-sized 
enterprises. 

2. Technical guidance for financial 
sector preparation. 

1. Human resource development 
to improve corporate 
management capabilities. 

2. Foreign student loans for 
overseas study of science and 
engineering 

3. Technical assistance to small 
and medium-sized enterprises. 

Source: Prepared by OECF based on contents from Chapter 3 to Chapter 5 
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6.3. REMAINING ISSUES 
 
Lastly, remaining issues that are not covered by the current research are mentioned as below. 
Firstly, sustainable assessment of the real situation is necessary.  Although the enterprise 

survey has clarified the problems faced by companies, the continuous implementation of similar 
studies is important so that assistance can be provided based on the current situation.  As part of 
such studies, it is expected that a more detailed survey will be conducted on small and medium-size 
enterprises, which have been severely affected by the crisis.  The real situation will be a key factor 
in devising new macroeconomic policies and should be fed back to dialogues between the recipient 
countries and donors. 

Secondly, the standpoint of developing countries should be utilized.  East Asian countries 
possess high-level research bodies, and it will be effective to continue to fully utilize the knowledge 
of such bodies.  Improving each other will become possible by conducting joint research and 
sharing knowledge and experience.  Furthermore, China has difficult problems in government level 
policy dialogue, and in such cases, it is often effective to put forward suggestions through local 
institution.  For that reason as well, it is important to foster partnership and actively exchange 
opinions with the local research institutions. 

Finally, the lessons from the Asian experience must be consolidated.  East Asian countries 
have accumulated much experience as well as learned many lessons in the history from East Asian 
miracle to the Asian crisis.  High domestic saving ratios and high human resource accumulation - 
factors of “miraculous” high economic growth, should play vital roles for the recovery from the crisis 
and further sustainable development.  Versatile analysis is continuously required for foreign 
exchange policy and financial and social policy to recover from the crisis effectively.  
Re-arrangement and consolidation of the lessons from the experience of the East Asian countries 
should provide important information for the sustainable development of the East Asian countries 
and other developing countries. 
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(APPENDIX) 

POLICY SUGGESTIONS FROM THE LOCAL ECONOMISTS 
 
1  Policies for the Economic Recovery in Thailand 
 
By Dr. Kitti Limskul 
Faculty of Economics Chulalongkorn University 

1.1  Objective of Study 

At present as of December 1998 the Thai government has been successful in restoring economic stability. It can be 
seen from stable exchange rate, and current account surplus in the external sector. Despite external stability successfully 
restored by the government restraint monetary and austerity fiscal policy, it seems that Thai economy has shrunk deeper 
than preliminary designed. The trade sector has improved owing to import collapsed rather than export growth. The 
declining import bill indicates tendency of declining export production. It is therefore crucial question that ‘Thai economy 
has reached its cyclical trough? And starting to recover’. In addition, what will be stimulus policy package so that 
Thailand can exit out of crisis in the short run, performing a structural adjustment in the medium run and reaching a 
sustainable growth in the long run?  

It is the objective of this paper to identify such policy measure to redesign the path for recovery of Thai economy.  

 

1.2 Evaluation of Base Period 1998 and Medium -term Economic Forecasting 1999-2002  

 

1.2.1 Evaluation of Government Measures 

Our macro econometric model has shown that GDP growth rate in 1998 is still declining with rate of 9.11 percent. 
This signifies stage of excess capacity of not less than 30 percent in all industries. The manufacturing production index 
has declined with negative rate of 6-12 percent per year.  

On demand side, real private investment expenditure (at constant 1988’s prices) decreases by 12.15 percent, while 
real private investment decreases by 7.23 percent per year. Government consumption expenditure (in current prices) 
decreases by 7.47 percent. Total export in local currency (at constant 1998’s price) increases by 5.33 percent. Export in 
current dollar price is estimated to decreased by 5.5 percent. On the other hand, import both in terms of local currency (at 
constant 1998’s price) and in dollars term decrease 5.33 and 36.0 percent respectively.  

More importantly, the austerity policy although bring back the economy on track, it however has some negative 
repercussion. A fluctuation of general price level a measure of domestic instability has been managed to reach a stabilized 
path. Inflation as measured by rate of change in consumer price index is estimated to be 5.59 (at end of 1998) and 8.83 
percent as annual average respectively. This means economic stability both external and domestic has been restored as 
result of high interest rate policy during the first to third quarters of 1998. Currently, the declining tendency of interest 
rates has been observed. Especially, a sharp under shooting of inter bank rate from 16.40 p.a. in May 1998 to merely 5.35 
p.a. in October 1998 may reflect another episode of instability from deflationary pressure. 

It can be evaluated that the comprehensive financial sector restructure plan is necessary but still not sufficient for 
the absolute rescued efforts. This is simply that Thailand has no virtual net financial resources to fix the problem. 
Especially, the burden of banks owing to rapidly rising NPL.  

The peak of NPL is related with the trough of business cycle and phase of recovery. As non-performing loan is very 
close to its peak, banks are reluctant to extend banking credit facilities to private sector for fear of high risk in business.   

It is estimated that the external debt of Thailand were 89.9, 98.9, 95.2 billion US$ by year-end of 1995, 1996 and 
1997 respectively. Thailand external debt was 53.6, 53.6 and 61.0 percent of GDP in respective year. The debt service of 
Thai economy is getting better from 1995 which was 8.7 billion US$, 9.4 billion US$ in 1996 and 19.1 billion US$ in 1997 
and 20.8 billion US$ in 1998 accordingly. Without debt restructuring the debt hanged over will still be large proportion of 
GDP.  

Government has tried to stimulate the economy from the demand side. This is by allowing the central government 
deficit increase from 2 percent of GDP in the letter of intent number 5 th to 3 percent of GDP in the letter of intent number 
6th, As a result, the cumulative balance of the central government reaches a deficit of 115 billions baht.    
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The fiscal policy works ineffectively after the announcement of tax increase on ‘Value Added’ tax rate from 7 to 10 
percent. The economy has begun to shrink rapidly since then. Even though, successive government has tried to use 
counter cyclical policy as seen from third, fourth and fifth letter of intent, it was not effective as economy contracted too 
deep already.  

Government has turned to concentrate more on adverse impact of crisis on social sector especially lay-off and 
unemployment problem after busy with restoring confidence in financial sector. In the 1998/99 budget, the social safety 
net was mentioned more seriously.  

The MOLSW also initiated a new ‘National Committee on Remedy of Lay-Off and Unemployment’ chaired by the 
Prime minister. In addition, the MOLSW also seeks for financial assistance from the World Bank (IBRD) and ADB for its 
implementation of plans.  

There has been less social instability in Thailand than elsewhere in the region until now due to an abundance of 
food and the ability of the non-formal and agricultural sectors to absorb the unemployed. Nonetheless, businesses are still 
being closed daily and the government must take greater steps to meet the needs of the unemployed as well as the 
underemployed. Although, Ministry of Commerce has set up center for coordination on credit for export to identify credit 
needed by exporter. As of July 1998, there are 246 exporters applied for credit. Here, 24 exporters have obtained credit of 
2,102.4 million baht. Government is also considering providing two steps credits for trading firms that help SME in 
exporting their products. Virtually, there seemed to be too little to less effort in promotion to remedy credit crunch for 
export.  

 

1.2.2 Medium -term Economic Forecasting 1999-2 0 0 2     

Our Macro-econometric model forecasting depicts the path to recovery as driven by domestic led growth policy in 
addition to export drive.  

In short-term , in order to avoid melt down, an immediate measure include macro and micro economic policy. On the 
macro side, exchange rate policy should be redesigned such that exchange rate would exhibit optimal level. It is level 
where growth rates of export in both constant local price and dollar terms are equal or greater than zero. That is to say, 
optimal mix between excha nge rate, inflation, capital inflow, and interest rate should be redesigned.  

In medium-term , industrial restructuring, banking restructure, capital surveillance, income disparity, rural-urban 
disparity, decentralization of administrative powers as well as local public finance etc. are all key issues.  

In long-term , Thailand aims to achieve sustainable growth path of its economy.  Direction of domestic demand let 
growth must be clearly designed. This includes public investment distribution, labor-intensive project development in 
both rural and urban area. Balancing between inward vis-à-vis outward oriented in public resource allocation.   
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Table 1: Macro Economic Forecasting of Thailand 1999-2002 

 1997  1998e  1999f  2000f  2001f  2002f 

Determination of GDP (growth, %)       
Gross Domestic Product (GDP) (0.78)    (7.88)      1.30 5.00      5.14    6.87 

Private Consumption Expenditure (1988’s price)   (11.10)     (2.97)       6.77 6.83      6.98     8.90 

Investment Expenditure (1988’s price)     (4.23) (10.26)      12.42 5.28      10.50      17.95 

Inflation (average) 7.00 8.38 5.04 5.57 6.09 6.61 

External Balance       
Export f.o.b.(US$ billion)  55.80    53.18    54.86   60.25   65.96 69.85 

(% change)  (4.69)     3.16 9.82 9.49 5.89 

Import c.i.f. (US$ billion) 62.94    39.34   42.05   49.18 58.90 62.31 

(% change)  (37.49) 6.87   16.96 19.77 5.80 

Export f.o.b. (billion baht) 1,624.62 2,176.93 1,974.99 2,112.58 2,247.13 2,309.93 

(% change)     34.00 (9.28) 6.97 6.37 2.79 

Import c.i.f. (billion baht)  1,876.86 1,587.03 1,513.70 1,722.87 2,006.53 2,060.32 

(% change)  (15.44) (4.62) 13.82    16.46 2.68 
Trade Balance (US$ billion) (7.14)    13.84   12.81   11.07 7.06 7.54 

Trade Balance /GDP Ratio, % (4.15) 9.11 6.22 4.65 2.46 2.21 

Current Account Balance (US$ billion)   (4.29)    15.77   14.38   14.50 11.55   10.55 

Current Account /GDP Ratio, % (2.07)    11.14 7.22 7.43 4.73 4.01 

Monetary Statistics       

Domestic Credit Growth (%) 20.11 3.49   11.50   12.14  17.52   18.20 

M2 (%Growth) 13.40    14.59   14.50   15.25   15.50 15.50 

Exchange Rate (Baht/US$) 30.41   41.45 36.00 35.00   34.00   33.00 

Interbank Rate (%average) 15.69 18.92   12.25 10.25 9.00 8.00 

OTHER EXOGENOUS VARIABLE       

World Trade Index (5.00) 3.00 3.00 3.00 4.00 5.00 

        

Source : Economic Modeling and Forecasting Program, Faculty of Economic Chulalongkorn University January1999. 
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1.3 Government Action Plan  

1.3.1 Short -term  

1.3.1.1  On Domestic Demand Led Growth 

 

1)  Government should increase public investment in rural area especially in natural resource conservation project. In 
urban area, public work can be created to hire unemployed persons. Thus, all labor-intensive activities are financed 
by government budget deficit.  

2)  Design a labor-intensive project such that unemployed persons and indebted persons can be hired for making a 
living ‘Labor-debt swap’. In rural area, farmers’ debt can be swap for off-farm work as well.  

3)  Set up monitoring task force to see whether domestic demand expansion can achieve sustainable growth path or 
not. We should re-design the feasible path and limitation of domestic demand led growth strategy. 

1.3.1.2 On Social Stability 

Social stability can be achieved through short-term remedy for unemployment, medium-term effective social 
security system and long-term social harmony free from narcotic drugs, crime, aids, child labor abuse, women’s role in 
development and environmental revitalization. 

Social instability is also caused by legal action on middle income household in urban and rural area. It is possible 
that the foreclosure law and bankruptcy law is designed mostly for large business dispute rather than personal debtor. 
This means large number of debtors will be announced bankrupted. Social instability of this sort can destabilize our 
society. Thus, government action is needed right away. Reduction of Social Pain in short-run can be done by raising level 
of self-help strategy.  

1.3.1.3 Sound Banking Sector 

 Transparent accounting practice, auditing and information system, good governance of cooperates and capital 
adequacy should be main thrust of sound banking sector. The ownership of banking sector can be either domestic or/and 
international investor and most preferable, banking sector must be truly public company. No minority family or clan 
should be empowered as endless successor of such public company. Thus for government action plan is as follows: 

1)  Ministry of finance and Bank of Thailand should invent system of public disclosure of sound banking practice 
in par with the credit bureau system that reveals borrowers’ credit soundness.  

2)  Ministry of finance and Bank of Thailand should make economy- wide re-training of our auditor and 
accounting practice.  

3)  Turn FIDF role into ‘deposit insurance system’.  

4)  Set up warning system to inform public of banking soundness from time to time to educate public of how the 
banking is monitoring.  

1.3.1.4 Export Promotion 

As we have mentioned above that promotion of export can be seen as closed loop system. On real side, production of 
raw materials up to processing, packaging, marketing and exporting is under single closed loop system. On financial side, 
corporate finance and export promotion run side by side. A ction plan for government in promotion of export is as follows: 

1)  A closed loop system of export promotion should be set up as temporary task in short-run.   BOT should 
develop system of risk guaranteed domestic letter of credit under the risk pooling which shared by all party of 
concern i.e., importer, producer, and export.  

2)  In export promotion, a public disclosure of those who are cooperative or good member must be separated from 
non-cooperative or bad member of risk pooling society. In order to make a public disclosure, we intend to rank 
good exporter by his/her track record in export performance. The ranking can be designed as 
weighted-average of various factors. These are credit worthiness, size of export, claim by importer of its export 
product, etc. The distinction can be done from track record of each member of newly set up exporter club. The 
government guaranteed DLC is traded in the risk market. It is set up with favorable condition to reduce cost 
of holding risk guaranteed promissory note.  
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1.3.2  Medium Term  

1.3.2.1  Capital Inflow Surveillance 

Our strategy in the medium is not to turn back to our former stage from current point of no return. We think that 
certain flexible capital surveillance should be develop as follows: 

 

1)  Every transaction of export  and import must be randomly checked by surveillance system of the BOT.  The 
committee will be given right to trace fund transfer to evaluate such clearing at random sampling level not 
with all files. All action is done with incognito and nameless to keep secret of clients.  

2)  Every movement of capital transaction must be recorded by laws, and must be reported to the surveillance 
system of the BOT. Although capital transaction is free from control by our designing of the free flow of capital 
in consistent with flexible exchange rate system, capital transaction must be reported.  

3)  Short-term vis-à-vis long-term capital movement must be differentiated as source of corporate finance. 
Corporate that can improve its capital structure from short to long-term capital finance can ask for double 
deduction in its corporate tax base. 

4)  Capital movement must be surveillance by world level organization as first best warning system of capital 
market volatility to small market like Thailand.  

1.3.2.2  Exchange Rate and Monetary Policy 

At present, exchange rate is appreciating artificially owing to short-term capital movement to bid for FRA auction. 
Moreover, as economy is rapidly shrinking import is declining faster than export increases (measured in constant price). 
It makes current account surplus but with decreasing trend of export earning in dollar term. Government should have 
the following action plans:  

1)  In short-term, monetary expansion should be parallel to fiscal deficit to stimulate domestic demand expansion. 
In other words, inflation should be controlled from market efficiency in order not to distort market by cost 
control. Since some firms have monopolistic power in their products and market, efficient market information 
should be designed to cover the price adjustment. Monetary expansion should be regarded as macroeconomic 
objective to balance the optimal mix fiscal and monetary policy. It is not a micro economic policy per se. 
Monetary expansion therefore implies depreciation of exchange rate.  

2)  In the medium-term when market failure is remedied to certain extent, exchange rate and monetary policy 
can be designed such that exchange rate is determined from current account position, and capital movement. 
Monetary expansion or austerity can be determined from pace of capital movement.  

1.3 .3     Long Term  

1.3.3.1  Industrial Policy 

  

To achieve target set out in the industrial restructuring master plan, the design of work plan is as follows: 

Activity Work Plan No.1: Productivity Increment, cost effectiveness production process and competitive 
delivery time  

 Activity Work Plan No.2: New Technology adoption and diffusion, Machines renewal 

 Activity Work Plan No.3: Labor Productivity Campaign to achieve the skill driven type o f                          
labor 

 Activity Work Plan No: 4: Small and Medium Industry Promotion in the Regional a n d                         
Local area 

 Activity Work Plan No. 5: Industrial Product Research and Design and Accessibility t o                          
World Marketing Channel  

 Activity Work Plan No. 6: Regional Relocation of Labor Intensive Type of Industry  

 Activity Work Plan No.7: Direct Foreign Investment Promotion in Future Technology                         
Industry 

 Activity Work Plan No. 8: Relocation and Systematization of Polluted Industry, Promotion                        
of Technology for Pollution Reduction  
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In the design for recovery, we definitely need the following tasks:  

1)  Creation of training system to modernize skill and knowledge of private and public sector human resources.  

2)  Establish independent industrial specific institute  that works  with particular industry.  

3)  Set up Technical Transfer Institute fundamental technical knows how such that firms can develop its own 
research.  

4)  The above mention package of human resource must come up with long-term industrial capital supply.  

1.3.3.2 Enhance Supporting Industry 

Action plan enhance SME activities is as follows: 

1)  Set up SME association by type of industry on the private side.   

2)  Set up SME skill development institute contributed by pay roll of SME by half of total cost, the other half is 
borne by government budget. 

3)  Set up specialized financial institute to take care of SME loan and venture capital investment. 

4)  Set up product design institute for SME to assimilate Thai skill driven task to suit with modern arts and 
tastes. 

5)  Set up market strategic institute for SME to penetrate high-end market for value added product from 
Thailand. 

6)  Set up product development institute to act as R&D arm of SME such that new product development can be 
done at cost effective level.  

The word institute here does not always signify that new organization should be created since we have constraint in 
government budget and inefficiency. We propose to set up network to pool knowledgeable persons in either university 
laboratory, faculty, government staff in various ministries, etc. The knowledge pooling system will be communicated 
through electronic mailing system, which is quite cheap. These services can be paid in piece by counting time of 
consulting.  

1.3.3.3 Agriculture Policy 

  

Long Term Strategy:  

The land and labor productivity increase is the most crucial for long-term agricultural growth of Thailand. In our view, 
agriculture should be designed to compose of three main elements. These are self-sufficient, cooperative oriented, commercial 
oriented agriculture subsystem. The first element is natural resource conservation subsystem. Agricultural households who 
belong to this subsystem are those who would like to live in a sustainable ecosystem. Self-sufficiency and natural resource 
conservation are their main target of activities. Most of their product is not marketable. Government should provide subsidy to 
this natural resource conservation.    

     The second subsystem is agriculture in the fringe area between commercial agriculture and self-sufficient agriculture. 
This subsystem should be operated under cooperative philosophy. Government may have portion of long-term loans, subsidizing 
program and price supporting program to promote cooperative activity. Government should allow farmers to organize as 
cooperative. The cooperative must be independent from government top-down order.  

The third subsystem is commercial agriculture such as plantation, large farming, etc. This subsystem can be self sustain 
by its own capital and can access to bank credit. No government intervention is required. However, research and development, 
technology diffusion and know how should be provided as if it is infrastructure to people. The production is efficient with scale 
merit and competitiveness.  

Action plan for establishment of specialized financial institution for cooperative should be set up. This is to detach 
the cooperative activity from BAAC to act as specialized bank for the sake of cooperative. Merit of this set up is clearly to 
promote the philosophy of cooperative as close to the social concept as possible. Currently, the BAAC acts more closely to 
the commercial bank rather than the concept of specialized financial institution.  

 In order to kick off with smooth action plan, consolidated agricultural reform  is need to de drafted in detail. This 
comprises 1) Land reform policy by exchanging government bond for foreclosed land, for unused land, and leasing to 
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landless farmers in the community after having intensive land and soil development. However, we do not encourage 
using encroached forest area as stock for land reform. 2) Forest conservation policy reform, by encouraging community 
forest conservation process by recognizing community’s right to manage and conserve forest together with public officers. 
3) Water supply policy reform, by recognizing right of local community to manage jointly with responsible authority. 
Cross subsidy scheme must be designed such that collected fees from water user will be paid as conservation cost of 
natural resource and environment. 4) Reform of concerning government agencies, by unifying agencies with duplicated 
job description together. 5) Setting up of institution that deal directly with each particular agricultural product inclusive 
of production, preservative technology, and marketing, 6) Promotion of independent cooperatives formation that link with 
one another as net work. 7) Negotiate under WTO for some product, which is not ready for market open, prohibition of 
import, certain chemical substance that was inter-nationally banned. 8) Special policy reform for small farmers, for 
farmers with self-sustained way of life, for semi-commercial farmer, and for commercial large plantation.  

Action plan for government is as follows: First, it should strongly promote the formation of cooperative and solidly 
promote their activity. Government assistance is allowed in principle if farmers only participate in cooperative activity. 
Farmers are allowed to organize to set up cooperative at their own will without limit. Second, it should consider setting 
up market clearing center for cooperative on its semi-market based barter system mentioned above. Third, activity on 
cooperative finance institution should be strengthening in current BAAC’s activities. Alternatively, it may feasible to set 
up specialized financial institution for sake of cooperative promotion in long term by allowing cooperative part of BAAC 
to work independently on cooperative finance. Fourth, all short-term debt hanged over by individual farmers should be 
lengthen and incorporated into cooperative finance scheme in the long run. Farmers will be able to pay back at low 
interest charge. Sometime, pay back can be done in kinds. Fifth, some agricultural production which is not efficient and 
costly compared with products from neighboring countries should be considered to liberalize step by step with cooperative 
participation in process of decision making. Sixth, most importantly, productivity of land and labor should be increased 
substantially. Seventh, Integrated and sustainable approach to agriculture should be seriously implemented 
continuously.  

1.3.3.4 Human Resource Development  

One private sector model that can meet industry needs is to establish "industry training institutes". Internationally, 
the most effective training institutes are generally run by industry. The training institutes would focus on particular 
industries and be financed and supervised by industry members.  Government seed money is usually needed to 
establish such institutes. The funding for training can come from payroll taxes on industry.   In long run educational 
loan program must be efficiently used for sustainable growth.  However, despite benefit of loan program it has also 
social cost. Once loan program is not properly designed and monitored, its cost may be in excess of its benefit.  

1.3 .4   Long-term Social Stability  

In the medium to long term, the social security system must be revolutionized. Long-term  design for social stability 
depends heavily on strength of grass root community and family.  Government action plan on this is simply as follows: 

1)  Giving self-governing right to community in managing its own resource and environment as partnership with 
local authority, industrialist and all other stakeholders.  

2)  Having a Realistic Reform and Management on Natural Resources. For example in the case of land 
distribution, the land with/without title deed is offered same option. If holding of land is withheld, the owner 
must utilize land according to zoning map. It is either kept as watershed forest area, commercial forest, large 
plantation etc., by fair and technically feasible. Landowner has to find capital fund or government assistance 
fund to utilize land economically. Thus, utilized land scale is in accordance to owner ability. The excess supply 
of land must be either swap with government long-term bond, facing tax burden, or donate to the National 
Committee mentioned earlier with honorable procedure.  Note that the land value assessment is fairly done 
by the accepted criterion by all party. 

1.4  Role of  the OECF  

It can be deduced that OECF loan to Thailand is concentrated in infrastructure development rather than on social 
services. However, in every infrastructure development we can say that there are also elements of social sector impact as 
well. The infrastructure development is mean to an end of social welfare improvement.  

In the time of crisis, we think that OECF role is very crucial in helping Thailand exiting from this turmoil in 
short-term, laying fundamental elements through economic and social restructuring, and design for long-term 
sustainable growth path for social and economic development Thailand. 
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1.4.1  Social  Safety Net  

1.4.1.1  Employment Generation by Social Work Program  

For those unemployed persons who are presently in debt and facing severe uncertainty of family life, he or she 
should be given chance to work in order to earning some income. Thus, social work program should be initiated.  To aim 
at Rural Employment Generation and Integrated-Sustainable Agriculture Development in rural area, community based 
labor intensive project  is proposed here.  The project can fit in the OECF commitment social services on Environmental 
Protection and Conservation. Now instead of Dam, more concentration should be given to small-scale waterway and 
canal of community.  

The concept of Integrated and Sustainable Theory of Agricultural Development  is also a path breaking to exit from 
this turmoil. This time the OECF funded project will be designed in an integrated development. It is self-contained 
project that consists of Rural Village Development project, Small-Scale Irrigation project, and Environmental Protection 
and Conservation project as self-contained rural development project. This is true social safety net in long run.  

In order to create large-scale rural employment, we propose to launch Timber Plantation Project  in various areas. 
These are for example, forest consisting of indigenous species in the watershed area and in devastated forest area. Fast 
growing species with 5-7 years of harvesting period in devastated forest area is also one of alternatives. The fast growing 
species is selected on the condition that it will promote soil fertility in long run. Its logging output can be used for 
construction industry when economy can be recovered.  

In this project, Teak plantation can be used as long term source of revenue for repayment of our foreign debt. The 
benefit of this project is quite clear in long run to be compatible with the payback period. In short run, benefit is realized 
by its direct employment generation. Its medium run benefit can be reaped from harvesting of fast growing species 
timber and thinning of Teak timber.  

1.4.1.2 Rural –  Urban Community Market Linking  

In medium term, we think that cottage industry in simple food processing should be added to labor-intensive project 
for community of agricultural households. They are partially relied on their marketable agricultural product. The project 
would immediately solve medium-term unemployment problem. The demand for simple food processing product can be 
created. Rural and urban communities can be linked through either market forces or Cooperatives.  

Up to present, most of rural development project of the same sort was virtually successful in motivating rural 
household to produce simple food product. The problem is on the demand side. Product can not find appropriate market 
with right prices. It is the market failure that producer and consumer can not meet each other. The Rural-Urban 
Community Market Linking project  proposed here would prefer to use existed marketing channel supplemented by 
newly created marketing channel. The existing channel here would mean a well-defined super market, general 
convenient store, and gasoline station’s convenient store, Consumer Cooperatives. Newly created marketing channel that 
is specific to particular consumer group such as slum dwellers, green consumer in urban area etc., can be proposed also.  

The OECF just kindly provides the two-step loan to either BAAC for its Cooperative Activities to produce and to 
financial institution that further extends its credit to consumer Cooperatives. In fact, it is possible that the BAAC will 
cover wider credit extension. That is not only providing credit to farmers but also to Cooperatives having various 
objectives. It can now provide credit to farmer cooperatives as producer on one side and urban consumer cooperatives on 
the other side. This may or may not include specific objective convenient store that act as channel for simple food product 
on the consumer side. Later, when this organization becomes stronger new products like herbal food, flowers, handicrafts, 
etc. can be extensively enlarged through network.  

1.4.1.3 Urban Employment Creation Project  

In urban area, labor intensive project on environmental problem such as garbage disposal, treatment of polluted 
water discharge, cannel clean up, pavement maintenance and planting of trees etc. should be considered for low income 
group first. The finance of social work program can be applied from the existing social development fund that is managed 
by government saving bank at the moment. Size and scope of which should be augmented by ODA loan from OECF. The 
size of loan can be computed from number of low-income communities in urban area all over the country.   

For middle income group the following measures should be considered. That is Promotion of Employment in the 
Public Service Sector, Local Government, Cooperative, Community-Based Social Work Project . As manufacturing 
industry is not able to absorb employment in time of crisis, social labor market should take this responsible. Upon our 
survey, we found that local government like municipal, district administration will be activated to full scale in near future. 
Yet, it is unfortunate that permanent staffs of these organizations are insufficient and having very high turnover rate. 
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Skills which are seriously in need are accountant, finance clerk, middle class manager, health and sanitary officers, 
manager on fees collection. In most of cooperatives that run by rural community, evidence of same problem is found as 
well.  

Thus, OECF assistance to this local administrative body can be done in two steps. First step, ODA loan is borrowed 
by Ministry of Finance of Thailand. In the second step, Ministry of Finance lends to local administrative body in 
exchange for local government bond. Not every local administrative body can issue bond. They have insufficient tax base 
and public resource to create promising income stream in the future. If this is the case, then ministry of interior will be in 
charged of this loan. Pay back for principal and interest of loan is from local public finance instrument such as tax and 
expenditure and/or from consolidated central government budget. Thus, ODA loan can play role in funding the task of 
‘ Training of the trainer’ so that this trainer will further train local administrative officers and staffs. Here, we propose 
the Skilled Labor Retention Finance and Industrial Specific Skill Training Institute Project.  

Therefore, short-course of industrial-specific training loan program should be set up. It will be responsible by specific 
industrial institute. The two-step loan from OECF is necessary in this case.   

1.4.2 Access to Financial Source: Long Term Borrowing and Imperfect Capital Market  

Gigantic role of OECF in this respect is wishful by every Thais. Currently, private and public debt of Thailand 
borrowed from Japan were not less than half of total external debt of Thailand. It is nominated mostly in dollar. Not only 
Thai companies but also affiliated Japanese companies in Thailand have borrowed from Japanese capital and money 
market. In this respect, we propose the Dollar - Yen Nominated Debt Swap Project  

All debt nominated in dollar should be lengthened as long term debt nominated in Yen. The Thai Ministry of 
Finance should issue government guaranteed bond for long term borrowing from Japan as G-to-G loan. The YEN loan is 
provided to buy this Thai bond. Half of fund obtained through this loan should be used to finance long term capital 
investment in every real sector. Corporate finance of export firms is shut down by Thai banks for the time being. If this is 
prolonged, capacity of export sector which is still survived will be deteriorated. For corporate that can not run its own 
production due to sluggish demand, restructure of production system and cost reduction is also needed. Government may 
use part of fund to stimulate demand for these firms as well by increase public spending on labor intensive public works.  

The later half will be used to re-capitalize banking sector. It must be assured to lead finally to corporate debt 
restructuring. As Thai people have obligation to pay tax in the future to pay back for this loan, we must be assured that 
this ODA loan is effectively used and can absolutely solve banking problem.  

1.4.3  Export Promotion 

1.4.3.1 Debt for Export Swap Project  

OECF loan can help to finance import of raw materials that will be used for export. This is done through Thai 
EX-IM bank. However, as the scale of export promotion actually ranges from good manufacturing practice (GMP) in the 
production process, to product design, packaging, and most importantly guaranteed of market demand. The OECF can 
mobilize its fund to manipulate excess production capacity in ASEAN region. This is to match with excess demand in 
deficient production capacity country such as Indochina and African countries. In terms of concession loan, OECF may be 
able to match fund with products. For example, cement for road and housing construction in these deficient regions may 
be filled up by shipment of cement from excess supplied region. Road construction in Vietnam, Laos, Myanmar, and 
Cambodia if being financed by Yen loan can be done through ‘Debt-Export Swap’. In other words, Japanese debt owed by 
Thailand is paid in kinds by Thai products such as cement, plastic, electrical machinery and electronics product, 
agricultural machinery, transport equipment and spare parts, construction material etc., that is in excess supply for at 
least 5 years.  

Japan may help to make complete re-alignment of specialization in production among ASEAN-Indochina, China 
and NIEs countries in order to achieve perfect division of labor. Now, OECF loan can help to create process of debt to 
commodity swap. Each country uses imported input for its production of export. Export earning is used to service debt. 
OECF loan to say Cambodia for its import of raw material and capital goods in its infrastructure development can be 
arranged to swap for products of indebted firms in Thailand. The process continues until Thai firm can pay back their 
debt completely by its produce. Thai firms can use OECF two-steps loan to pay for import of raw material and 
intermediate input from other ASEAN country or from NIEs and Japan as well. The whole process starts from OECF 
loan that is used concertedly by Asian countries as debt-commodity swap among one another.  
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In normal practice, OECF can assists through financial institutions mostly government ones. Using scheme of 
two-step loan. In time of crisis, OECF role can be crucial to place emphasis on private sector assistance. The role of 
Export Industry Modernization (EIMP) that helps export oriented companies by financing low-interest and long-term 
loan to capital investment such as machinery through IFCT. The ASEAN-JAPAN Development Fund (AJDF) provides 
loan to small and medium scale industrial enterprise. The Small Scale Industry Promotion Program (SSIP) provides 
long-term loan to SME. These institutes can be strengthened and add its ad hoc crisis management criterion to its loan 
provision. That is the EIMP, AJDF, SSIP can now provide short-term loan to bridge fund requirement between importer 
of raw material, upstream producer, medium stream producer, downstream producer, and export. The loan can be 
exercise through Thai-EXIM bank and/or Krung Thai Bank and IFCT or on special channel not related to the NPL 
inflicted record. Firms that will be incorporated into this special fund have to group themselves into loan package and 
cross-certified by one another with group’s collateral as necessary condition and certified export order and performance as 
sufficient condition. After crisis is over, these institutions can fully divert back to their normal track.  

In time of crisis, export demand is facing market failure situation. Normal practice can not be successful. In stead, 
international intervention by Japan is necessary. OECF needs to look at the regional consolidated good and services 
demand and supply as a whole rather than Thailand per se. Financial role is necessary but not sufficient to pull the 
region out of turmoil.  

1.4.4  Human Resource Development: Vocational Development, and Restructure of Higher Education  

OECF role in this respect is very appreciated. With an ODA loan amount of 10,000 million baht augmented to ADB 
loan, we think that economy is heading for structural adjustment in industry, service and in agriculture sector. We think 
that long term human resource training for occupational change is absolutely needed. Training institute both private and 
public should be consolidated together to draft national scale training plan. Public agency alone is not capable to handle 
this national agenda. International training institute should be called to share this effort. Especially, training institute 
from Japan must be main counterpart. It should be noted here that training should acquire longer time span than 
usually thought. It should be at least one calendar year or more. Labor has to pay for his/her own human capital 
investment with low interest charge and long-term repayment. However, diploma obtained from this training is not 
applicable for higher salary or wage negotiation automatically. It must be proved by its productivity incremental effort. 
Thus, those who would seek for further education must be careful not to mismatch diploma with wage increase. 

In fact, we would like to make occupational change for those unemployed and lay-off. For those without 
unemployment status, he or she should be able to pay partially for training cost. The diploma obtained from this training 
is applicable for return if employers agree to do so. It is purely a training market where demand and supply works out by 
market forces.  

As government subsidy for higher education is too costly. It is not feasible to provide this loan for all. OECF role in 
this respect is to give long- term YEN loan to finance Thai educational loan. This loan is mainly for upper secondary and 
vocational education with 90 percent of allocation weight. The rest will be allocated to university student loan program. 
Major part of university student loan must be self-finance. The reason is that if higher education is subsidized through 
this educational loan, Thailand will face with large margin of excess demand (supply) in workforce with upper secondary 
and vocational education (higher education). That is to say student is subsidized to go further for higher education. It is 
not sure whether they can work properly for job description lower than university degree level. This is contradicted to 
industrial restructuring plan and promotion of investment from abroad. Thailand will be too early to be matured in labor 
market.  

In this respect, we would like to request OECF to provide two-step loan to upper secondary and vocational education 
through Educational Loan Program in addition to Thai government budget. The government bank is supposed to 
manage the loan for the government. Here, instead of Ministry of Education itself designs the criterion of getting loan, we 
would like to propose a national level committee with provincial subsidiary. The network of committee will make the 
educational loan becomes more transparent and effective.  

1.4.5  Promotion of Small and Medium Industries and Enterprise 

OECF must consider to rank stage of economic development in Asia. After that it would start to provide assistance 
in accordance to development stage. ODA loan will be provided to rescue particular industry in each country according to 
its comparative advantage. This is to give priority to industry in each country such that consolidated assistance fund will 
not cancel out in total result.  

For example, Malaysia may be given industrial restructuring fund in electronic while transport equipment should 
be responsible by each country government. Thailand may be given assistance to transport equipment rather than other 
since it is comparatively efficient. In less extreme sense, ODA can be provided for all industry as a consolidated pool of 
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technological transfer, market information search, product design etc., as basic knowledge accessible by every firms 
either Thai or Japanese affiliated. The rest of ODA is specific to particular industry which Thailand has comparative 
advantage.  

 1.4.5.1 SME Development Institute Project  

OECF loan can be provided to set up new specific institute under the Ministry of Industry. However, its role has to 
change abruptly to be private oriented task. The new institute is called SME Development Institute (SMEDI) . The task 
of SMEDI involves the following mission: 

(1) SME Technical Supporting and Japanese Technology Transfer  

Technological supporting institute in die and mould, product design, production process design to achieve 
GMP level should be set up as well. SME must try to create own Research and Development so that in long 
run it will be freed from parent company to prepare to leave forward. OECF loan can be provided to set up new 
specific institute under the Ministry of Industry. However, its role has to change abruptly to be private oriented 
task. Through this institute Japanese technological transfer can be executed. Transferred technology is 
confined to basic or fundamental technology that is general for all SME such as basic design fundamental to 
machinery and machine tool etc.  The detail product designs and knows how must be traded through 
technology market between supplier and clients. SME can also obtain long-term fund to buy technology, 
developing such know how further, simple R&D investment. The technology of low to medium level can be 
done by local SME and supporting industry SME. Thus, OECF loan can be allocated to finance these long-run 
public R&D and individual firm technology investment. In the last episode, parent company, venture capital 
fund may be interest to invest in Thai SME through equity.   

(2) SME Market Information Collecting, Assessing, Disseminating 

Consolidated market information that can be accessed by every SME is also important. SME should be 
partially free from parent company in market access. SME needs to be grown up someday. OECF loan can be 
provided to set up this task in SMEDI. 

(3) SMEDI Extension Role  

SMEDI mentioned earlier should cover also the locally owned SME as stand alone SME. The skill driven 
entrepreneur, outward oriented led growth is very crucial to sustainable development of Thai entrepreneur. 
OECF role in this respect can be importantly provided for the local firms especially in provincial area. The 
SME in food processing industry has high priority to Thailand second by local textile and garment.  

Long term loan in various respect ranging from upgrading of technology, long term capital with low interest 
cost, market information etc., can be kindly considered by OECF. The SME of this type should be promoted in 
par with SME as supporting industry.  

Japanese savers who in the past provide fund for Thai industry as loan may now consider turning loan to 
equity. The SME can be such capital deficient firms to suit the idea.  

1.4.5.2  SME Financial Institute Project  

Specific financial institute must be set up for SME with long term capital and subsidized cost of fund for certain 
years. Feasibility of business rather than collateral like land must be priority in assessment of project. In this respect, 
OECF can help strengthen the Small Industry Finance Cooperation (SIFC). The scope and role of SIFC must be changed 
to cope with wider range of work program, and area rather than act as stand-alone public financial institute. It can 
cooperate with IFCT and/or BAAC to set up new long-term SME financial institute that is headed for SME development 
in manufacture and simple agriculture processing sector. The Institute of Long-term Finance for SME (ILFSME). The 
two-step loan through this institute can be provided to private firms.  

 

1.4.6  Development of Infrastructure 

1.4.6.1 Main stream approach on Domestic Infrastructure Project  

As we have mentioned earlier, infrastructure development in large-medium-small scale are necessary to economic 
recovery in short -medium-long run of Thailand. We would like OECF to consider the project on natural resource and 
environmental revival in rural and urban area. This includes the human resource development to work for this 
long-term project.  
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We do not agree with the idea to build large-scale irrigation dam, extensive road net work or any other physical 
structure as before but rather balancing small and medium scale, software to hardware.  

One of main stream approach on domestic infrastructure that we accept is to build water distribution system. The 
man-made canal can be construct through out important agricultural area according to zoning map. The canal can be 
running along the certain rural road network. Thus,  network of agricultural small irrigation system project  will help to 
facilitate agricultural reform policy proposed in this study.   

1.4.6.2 Local Administrative Information Network Project  

The project intends to set up local information network from level of Tambon is sub-district of provincial level. It is 
also local administrative level with smallest constituency in election. Tambon itself consists of villages. Thus, Tambon can 
be regarded as one self-contained local administrative body called Ongkan Borihan Suan Tambon (Or-Bor-Tor). The 
computer network can be set up to link Or-Bor-Tor to one another and to central government agency of concerned and to 
the World Market. For in stance when a Tambon would like to know the price movement of agricultural products, 
Cooperatives in Tambon would like to exchange its own product with other Cooperatives it can sent detail data of excess 
product and price offered. It even makes own homepage to advertise to the world for tourism promotion. The central 
government can also retrieve information and pre-designed data sheet from Tambon to make better planning and 
budgeting and evaluation. Data comprises socio-economic profile, land use, produces of the area, health situation, 
education level, voting behavior etc. One of immediate benefit of the network is barter of excess produces among 
Cooperatives through electronic mailing system. It should be noted that the data should be processed by central 
information network, preferably non-profit private organization to get macro view from consolidation of 7,000 Tambon. 
Data should be accessible by general public for classified data. Most importantly, the local tax collection and distribution 
of grant and subsidy on expenditure will be more effective.  

This project is in fact a social investment project that requires hardware as well as software. OECF fund plus 
Japanese technology can be blending together to reach fruitful result. The immediate benefit is the direct employment 
during installation and implementation. IT sectors in Thailand and Japan will also benefit from this indirectly. The social 
cost is not as high as its benefit. 

1.4.6.3 Regional Link Infrastructure Project  

As a matter of fact in order to exit from this turmoil and reach for long-term sustainable development, Asian 
countries need to have MEGA PROJECT. We would like to propose a project on medium speed train in Thailand that 
can link with Indochina, South China, Malaysia, and Cambodia. New rail track must be laid to replace current narrow 
track. Machinery, machine tool industry can be developed as backward effect of the project. Labor intensive social work 
can be created in the process of construction. Excess supply of construction materials will be cleared. Accessibility by 
Myanmar, South China, Laos and Vietnam to the Eastern Sea Board, Thailand to port in Vietnam, as well ROW can 
access to these inland market area can be beneficial to both Thailand and neighboring countries. With consent of 
National Security Council, we really think that the medium speed train is feasible. The ODA loan and technical 
assistance can be from Japan.  

The phase of development of this train project is in long-run nature of more than 20 years. For the first 10 years, 
existing train system both logistic and organization must be developed and restructure with consensus of National 
Railway staffs’ association. This is to lay long term foundation for the second phase. The medium speed train will be 
construct in the next 10 years. It is cargo train with only small allocation for passengers. The long hauling of cargo from 
South China, Laos, Myanmar, Vietnam and Cambodia can be linked with Lam Chabang port. It will also link with 
Malaysia and Singapore on cross border trade in early of next century. 

 1.4.6.4 Natural Resource and Land Use Zoning Project   

It is mentioned earlier that our design for long-run social stability is definitely determined by how natural resource 
especially land resource in rural area can be mana ged to increase its productivity in long-run, re-distribute to the 
landless, efficiently allocated as factor of production. In urban area land ownership, land use, asset distribution map etc. 
is also necessary to strengthen local public finance. All these activities can not be feasible if without land map and proper 
zoning. We would like to request an OECF loan on Land Use Zoning to materialize our long-term plan on cross subsidy 
between land ownership and landless. The pilot project can be executed by this fund to show that it is feasible to do. How 
to solve the constraints therein. After Thai economy recovers full scale zoning map can be done based on own budget in 
long run.  

In the urban area, land zoning can help to lay foundation for environment planning. With proper mapping, all 
stakeholders can come to agree on common interest. The social benefit is sound environment investment, monitoring 
and control.  
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2  Policies for the Economic Recovery in Indonesia 
 
By Dr. Sri Muluyani Indrawati 
Director, Institute for Economic and Social Research, Faculty of Economics, University of Indonesia 

2.1  Introduction 

The development of the Indonesian economic and political situation in the past 12 months has been overwhelming. 
The crisis experienced by Indonesia continues to run on parallel and interdependent tracks of economic and political 
uncertainty.  The range of the outcomes of this drama can be very wide from the optimistic to the pessimistic.  But for 
certain, leaving political issued remained unsolved, it will be difficult – if we do not want to say impossible – to achieve a 
progress towards economic stabilization and recovery. On the other hand, it will take much longer time to wait for 
democracy and increased participatory processes. Thus, the reforms needed to achieve economic stability and the 
beginnings of a recovery cannot be delayed. 

While the political outlook is still highly uncertain, twelve months after a drastic collapse in domestic demand and 
the financial sector, there are tentative signs of economic stability and turnaround by December 1998 in terms of 
exchange rate strengthening, declining inflation and interest rate, and effectiveness of macroeconomic policy.   On the 
social impact of the crisis has been great in terms of falling real wages and incomes, greater unemployment and deeper 
poverty.  However, recent analysis suggests that initial estimates of the social damages have been overly pessimistic 
(Nasution, et.al., 1998). In fact, some regions outside of Java, notably Sulawesi and Sumatra, have enjoyed export booms 
and better socio-economic conditions than those of Java. 

These are important and good signs.  They confirm that there is potential and a basis for Indonesian economic 
recovery.  At the same time, we must not become overly optimistic that the turnaround will continue without 
considerable further policy efforts.  Large risks and potential fluctuations in economic conditions still lie ahead.   

This report addresses some important issues for Indonesian economic recovery over different period of time. 
Systematically, this report first will review the causes and sequences of the Indonesian economic crises. The recent 
macroeconomic development and short-term outlook will be discussed in the following section, while the strategy and 
action plan for economic recovery of Indonesia will be discussed in the fourth section. Finally, in the fifth section the roles 
that OECF can play for helping Indonesia in the recovery processes will be addressed. 

  
2.2  Sources of Indonesian Economic Crisis 

1)  The weaknesses in the financial sector, both moral hazard and incentive problems as well as institutional and 
regulatory weaknesses : 

• Problem in classifying loan 
• Accounting and provision rules do not follow the international standard 
• Lack of enforcement of the central bank regulations  
• Lack of business laws for example : the bankruptcy law does not exist until Sept 1998 

2)  The weaknesses in  government and corporate governance and transparency : 

• Perverse connections between lenders and borrowers were common and led to insider and poor quality 
lending and the financing prestige projects and “white elephants”.  

• There were four related problems in corporate governance: concentrated ownership; weak incentives, 
poor protection of minority of shareholders and weak information standard. 

3)  Incentive to borrow imprudently because of the interaction between  macroeconomic    conditions and 
policy responses to capital inflow : 

• One of important causes of the crisis is a rapid build up of private debt. The only reason for private debt 
accumulation is that borrowing abroad is much cheaper than from domestic sources.  

• Exchange Rate Management gave a wrong signal to private agents. As a result it gave less incentive to 
hedge the exchange risk. 

4)  Microeconomic factors both domestic and international side (including due diligence on the part of foreign 
lenders) : 

• Poor quality of domestic financial intermediation and lack of corporate governance. 
• Implicit guarantee led to excessive borrowing 

5)  The existence of populism policies including a huge increase in minimum wage and fuel subsidies. 
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2.3  The cost of Economic Crisis 

2.3.1 Economic Cost : 

• Domestic demand dropped by 18.8  percent in 1998. 
• Investment was the most affected by the crisis: slumped by 25  percent 
• GDP shrank by 13.45 percent, of which the construction sector is the first and the hardest hit by the crisis. If our 

assessment on GDP data is correct, then the Indonesian crisis was the worst crisis happened (in terms of declining 
in output in one year) in the world history after the World War II. 

• Tax bases were eroded and it turned fiscal balance from surplus to 4-6 percent in deficit. 
• Capital flight fueled at about US$ 25-30 billion from the 1997-1998 and eroded tax bases. 
• Government foreign debt accumulated significantly- for financing the crisis -  after experienced a decline in stock 

for almost last 2 years. 
• Some important economic institutions such as financial sectors and certain corporate failed to function properly. As a 

result, economic transaction costs rose substantially. 
 
2.3.2 S ocial Cost : 

• Unemployment rose from 3 percent to 6-7 percent while underemployment could increase to 50 percent from 36 
percent in 1996. 

• Real wages declined for all entire regions in the country from 19% in North Sulawesi to 34 % in East-Java. 
• As a result, poverty incidences rose from 18% in 1996 to about 28 % in 1999, where urban sector was the most 

affected region. 
• Crime and riots spread out across the country led to a lot of damage in physical property and number of casualties.  
• Social cohesion is appeared to decline. 

  
2.4 Policy Responses 

1)  Corporate Debt Restructuring : among the major steps is the establishment of Indonesian Debt Restructuring 
Agency (INDRA). The benefits of this scheme to the government is reducing demand of US dollar and to ease 
the pressure toward exchange rates. Government has also modernized the bankruptcy system on April 1998. 

2)  Banking System Restructuring : it would mainly take place through IBRA (Indonesian Banking 
Restructuring Agency) which work in close consultation with Bank Indonesia. By September 1998, the 
government also announced  two important policy : (a)  the formal merger of four state banks into the newly 
established Bank Mandiri; (b) the start of the recapitalization program. Bank restructuring is to be financed 
through the issuance of government bonds. 

3)  Food Security : to ensure that the poorest have continued access to rice, the government is rapidly expanding 
the highly subsidized targeted program to deliver 10 kilograms of rice monthly to poor families at a price of Rp 
1,000 per kilogram. 

4)   Employment Support  : There are two broad types of schemes : (a) programs for labor intensive public works; 
(b) urban version of community driven public works in the pipeline, and padat karya (labor intensive) type 
programs. The expanded employment-generating programs are expected to enable the government to provide 
temporary employment opportunities to 3.5 million workers daily throughout the year. 

5)  Health and Education : the government has decided to expand transfers designed to stem the reduction in 
enrollment rates in primary and middle schools in poor regions. The government response to drug shortage 
has been to maintain the public sector pharmaceutical industry and to provide special purpose lines of credit 
for imported inputs of private producers. 

 
2.5 The Macroeconomic Outlook 

          
The assessment of recent development indicates that the Indonesian economy in the next two years (1999 and 2000) 

will continued to deteriorate especially for 1999 and the slow growth for the next three or five year ahead is unavoidable. 

 
1)  Domestic Demand :  LPEM macroeconomic model predicts private consumption in 1999 will decline further 

at negative 12 percent growth rate and expected to recover in 2000 at 1.5 percent of growth rate. As for 
investment, it is expected to shrink further by minus 2.3 percent in 1999 and recover at 5.9 percent in 2000, 
only if the political uncertainties are resolved. 
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2)  Aggregate Production : the production side of the economy is expected to deplete further by 2.6% and it is 
projected to recover in 2000 at 2.2 % growth rate. Agricultural sector and mining sector is projected to score 
positive growth rate in the next two years, while manufacturing, construction, services, and financial sector 
will be contracted further in 1999 before recover and score positive growth rate in 2000. 

3)  External Balance : export is expected to improve and grow at 5-10% in two years ahead, while import will 
continue to decline, resulted in the trade balance surplus. The overall current account position will depend on 
the development in the debt negotiation. With any recovery in capital inflows during the second semester, it is 
likely that balance of payment will be in a surplus position. 

4)  Inflation : prospect of inflation for the next two years still uncertain depend on many factors including how the 
government will pursue the banking restructuring and the fiscal deficit. But it is expected inflation will decline 
to 20-30% in 1999 and continue to decline to 12-15% in 2000. 

 
2.6  Grand Design for Economic Recovery 

2.6.1  Short Team Agenda 

2.6.1.1 Restoring Macroeconomic Stability  

As the first immediate step, the macroeconomics stability is required as precondition for further recovery program. 
The objective of macroeconomic management on the current situation are both to control aggregate demand and boosting 
supply side. This will take place through a conventional demand management to restore production as quickly as 
possible, while stabilizing the exchange rate and keeping inflation down. 

Action Plan 
1)  Prudent Demand Management  

The governments should retained the current combinations of floating exchange rate and targeting of base 
money expansion, which already begun to deliver lower inflation. It is not realistic to attempt fine-tuning of 
monetary policy, thus it would involve only monitoring of other monetary aggregates. On fiscal policy side, this 
will involve better management of expenditure side, mainly the selection of remaining subsidies as well as 
consolidating “off budget” expenditures.  

2)  Restoring External Balance 

On current account side, the effort to be made is minimzing interest payment through debt rescheduling and 
maintaining export growth. The smooth provision of working capital to export sector and further trade 
liberalization should be prioritized. On capital account side, Indonesia is still relying on foreign resources in the 
very near future. The focus would be on attracting foreign investment, retaining the existing foreign investment 
and minimizing any further capital outflows. 

 
2.6.1.2   Reactivating Economic Activity   

The priority should be given to the rapid recovery of banking system, reactivating the corporate sector, and easing 
the credit constraint faced by SMEs(Small and Medium-size Enterprises). However, it is important for the government to 
realize that these policy measures taken in the short term should be able to lay down groundwork for immediate 
economic recovery and not to add more distortions to the economy. 

 
Action Plan 

1)  Corporate Restructuring 

This should be conducted in comprehensive and credible approach which constitutes a systemic approach of 
the problem. However, it is important to take into account the institutional weaknesses in Indonesia, which may 
ruled out some options. 

2)  Banking Restructuring 

The success of banking restructuring would very much depend on these crucial factors : transparent bad asset 
management; government financial support; sound monitoring and regulatory framework. The financing issue of 
banking restructuring is also minimized in concern with the fiscal cost and consider the principles of justice and 
distribution by ensuring equitable distribution costs. The restructuring program should be complemented with 
credible government policy and well-communicated and well-socialized restructuring program and objectives. 
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3)  Financial Assistance to SMEs  

 The modes of implementation is the major issue in financial assistance policy to SME. It is suggested that 
government utilize the existing credit scheme that have shown good performance during the crisis. For example, 
through KUPEDES  and/or  Regional/Village banks (BPRs). What is urgent to be done in the short term toward 
the empowerment of SMEs are designing sound grand policy to empower SMEs and preparing detailed policy 
implementation guidelines  which leads to overcome structural problems faced by SMEs. 

 
2.6.1.3  Mitigating Social Impact  

As for mitigating the social impact, in an immediate steps the government must protect the poor through social 
safety net policy to help the poor from shortfalls in consumption due to the crisis and ensure that short term decline in 
real income and public spending do not lead to severe effects on welfare reduction.  

 
 
Action Plan 

1)  Improving the Social Safety Net Implementation 

The important challenges of the social safety net policies including the appropriate design of program so it will 
targeted the poor with the lowest deadweight loss and efficiency loss, and consistent and accountable 
implementation. In particular, the social safety net policy should cover the following area : 

a) Maintaining the affordability and availability of key commodities; 
b) Enhancing labor-intensive projects with emphasize on appropriate wage setting mechanism; 
c) Preserving critical social services is crucial to avoid impediment of the poor participation in future recovery. 

 
 On the implementation side, the issue of monitoring and evaluation is very urgent and crucial in the short 

term. The methods used for monitoring and evaluation should be a combination of quantitative and participatory 
monitoring, which is particularly valuable for increasing effectiveness by strengthening community involvement, 
and increasing efficiency by scrutinizing the use and allocation of funds. 

 
2.6.1.4  Institutional Restructuring 

The initial steps in the near future would mainly focus on improving the coordination among line ministries in 
enforcing the existing regulations. Transparent monitoring system on the restructuring process in corporate and banking 
sector is also very important, since it will affect the eventual outcome of the restructuring process. 

 
2.6.2  Medium Term Agenda 

2.6.2.1 Restoring Growth 

The precondition for achieving positive economic growth is the reactivation of the supply side, mainly supported by 
the positive outcome of the restructuring process. The primary boost is expected to come from foreign capital flows as well 
as the recovery of export. The prudent macroeconomic management is still required to minimize the destabilizing effect 
of structural reform undergoing. 

 
Action Plan 

1)  Boosting Export Sector  

The emphasize is on enhancing export competitiveness from the supply side, which can be promoted through 
further trade deregulation and improvement in several crucial factors, such as : industrial land and physical 
facilities, utilities infrastructure and services, financial facilities and services, technology and R& D support 
services, supporting institutions  

2)  Increase Foreign Direct Investment  

The type of FDI to be focused on is export-oriented FDI to generate foreign exchange reserves. The various 
steps are required to address both issue : (a) increase the Indonesia attractiveness for international investment 
community; (b) ensuring the benefit of FDI to Indonesian economy through strong linkage and strategic role for 
future industrial development. 

3)  Revitalizing the Macroeconomic Policy Instrument  
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On fiscal policy, this related to activate its stabilization and resource allocation function through the issuance of 
government bonds and improvement in tax collection and widening of tax base. On monetary policy, the 
framework should move to inflation targeting approach., since the dual targeting of monetary policy has been 
proven to be an unsustainable framework. 

 
2.6.2.2   Strengthening the Industrial Structure 

A more competitive external environment and the need to enhance competitive advantage to boost export sector and 
strengthen the external balance has made the strengthening of industrial structure is inevitable. The policy directions 
towards improving the industry structure would primarily consist of removing protection from inefficient operations, 
eliminating wasteful rents and enhancing technology upgrading. 

 
Action Plan 

1)  Empowerment of SMEs  

The broad priority areas for SMEs development  covers: improving the policy environment for SMEs, 
improving SMEs access to finance,  and giving technical assistance. Measures to ensure this can be, and need to 
be, economically sound as well as politically acceptable. Thus, the strengthening market mechanisms is a critical 
element in the promotion of SMEs. Specific initiatives should include: maintaining and improving 
infrastructures; dismantling monopolies; reducing administrative controls to internal trade; reducing high 
transaction costs facing SME’s. 

 
2)  Raising Industrial Competitiveness 

Indonesia should diversify its source of comparative advantage. This would involve five policy area of 
consideration : the incentive system, investment in physical capital, investment in human capital, increasing 
technological effort, improving institutions related to technology upgrading. From industrial and trade strategies 
perspective, Indonesia needs to adopt a neutral tax and tariff structure for both domestic and imported raw 
materials to encourage domestic linkage which in turn reduce the dependency on imported raw material.  

3)  Achievi ng Efficiency Through Privatization 

Government must pay careful attention to many elements including : the enabling framework of market 
structure, competition and regulatory policies; divestiture policies and processes; including preparation of 
enterprises for sale; and public debt management. 

 
2.6.2.3 Improving Market Infrastructure 

The policy towards strengthening of industry structure would be very much complemented by developing sound 
market infrastructure, which include competition policy, standardized business conduct, and exit policy. It will contribute 
in setting transparent rules for market activities that limit uncertainty and increase information availability. It is in 
particularly important for small enterprise, as in the elimination of advantages gained by large firms on the basis of 
government policy. 

 
Action Plan 

1)  Sound Implementation of Competition Policy 

Major changes in the incentive regime are required, so as to create an environment where firms are effectively 
challenged to become internationally competitive. The main objective of competition policy is to protect the 
competition. 

2)  Transparent Financial Disclosure 

To establish an effective system of accounting and auditing, the first step is to incorporate appropriate legal 
requirements in company law or regulations. 

3)  Well-Function  Commercial Legal System 

Investors, both domestic and foreign, need confidence that agreements are enforceable. This would involve : 
improving the court system  and access to legal information. 

4)  Upgrading Bureaucracy C apabil it ies 

The principal function of the government would be to provide a regulatory framework in order for competitive 
markets to provide the incentives that encourage the emergence of market-based leading industry.  
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2.6.3 Long Term Agenda 

2.6.3.1 Improving Equity in Development  

Improving equity in development should emphasize on improving the equality of opportunity, not necessarily 
equality of outcomes. This would involve policies on reduce poverty continuously and ensuring widespread regional 
participation in development. 

 
Action Plan 

1)  Rural and Agricultural Sector Development  

Under the spirit of limited or precisely appropriate intervention, the Government of Indonesia should pursue 
broad-based agricultural strategies. These strategies emphasize  the importance of divisible innovation, 
therefore it will include most small and medium farms. These strategies seem to follow the growth neutral 
approach but shifting the priorities of government expenditures to the rural areas where the vast majorities of 
Indonesian poor live and work will alter the inequality problem. (Ikhsan, 1999) 

On rural financing issues, the government should address the market imperfections caused by asymmetry 
information between lender and borrower. The proper solution improve rural financing would be developing 
financial institutions that is able to directly deal with people’s sector, thus minimize the imperfect information. 
The government also need to further eliminating distortions that may interact with the interest of agricultural 
sector and become a hindrance for its development. 

2)  Human Resource Development  

The main challenge of infrastructure provision is to improve the quality and efficiency of services and their 
responsiveness to increasingly diversified and changing local condition. This would strongly related to human 
resource development, which primarily relates to education policy. The general education development strategy  
should emphasize on quality and student learning achievement. It is also crucial to strengthen the link between 
education and industrial development. In particular, the training system in general should be more flexible and 
responsive to  changing industrial and technological needs. Firm-level training should be encouraged by 
information, persuasion and, if necessary, tax incentives and training levies. 

 
2.6.3.2  Protecting the Environment  

Sustainable growth will depend on efficient use and conservation of Indonesia’s natural resources. Essential to 
sustained growth, environmental protection is closely linked to he qualitative and structural shifts in the economy. 

 
Action Plan 

1)  Expenditures on Environmental Protection 

There are two important points to remember : (a) improved pricing and cost recovery will be essential to pay for 
much of the needed public investment; (b) prevention is cheaper than cure, thus improved environmental 
evaluation of projects and adoption of cleaner technologies for new investments can save expenditures later on 
fighting environmental degradation. 

 
2.6.3.3  Reforming Public Administration and Services 

Institutions within the government need to be strengthened and streamlined to deal effectively with the major 
structural change underway in the economy. The general directions of change in the economy suggest the need for a civil 
service that is leaner, more focused on key functions, more professional and technically skilled, and transparent, 
supportive and fair in dealing with clients. 

 
2.7  The Role of  OECF 

2.7.1  Short Term Role 

As mentioned before, the Government of Indonesia (GOI) has to rely on foreign sources to finance both for 
stabilization in the short-run and for economic recovery in the medium and long run. As in the past, the OECF should 
play a bigger role in those purposes. However, the OECF should change the direction of development assistance to meet 
those requirements. 

For assisting the stabilization purposes, the OECF could help the GOI for two different programs: 
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2.7.1.1  Assisting Social Safety Net Financing 

There are at least three areas in which the OECF should involve: 

1)  Technical Assistance: to help the GOI in designing, planning and implementing the SSN program. 

2)  Financing Labor Intensive Programs : for example: food for work program, health and education support 
program and operation and maintenance the existing infrastructure. 

3)  Improving Governance of the Implementation of the SSN Programs : the OECF can play     such a role in 
order to ensure the assistance reach the target effectively by including the NGOs into the projects.  

 
2.7.1.2  Assisting to Reactivate Economic Activities 

This mainly aim to restore the function of important economic institutions. The plausible role of OECF including in 
several area : 

1)  Banking and Corporate Restructuring Programs 

For banking restructuring program : 

a) Increasing the incentives for the bank owners to recapitalize their own bank. 
b) Providing financial assistance for the Asset Management Unit (AMU) under the Indonesian Banking 

Restructuring Agency (IBRA) to buy non-performing loans at discounted prices.  
c) Providing the financing for developing secondary market of government securities or obligations. 
For corporate restructuring program :  

a) Provide a technical assistance for that program either to the government or directly to the private sector; 
b) Increase its role in facilitating the negotiation between Indonesian private sectors (debtors) and Japanese 

Banks. 
 

2)  Helping the Small and Medium Enterprises 

a) Provide a special loan (for example two step loans) for SMEs especially for working capital; 
b) Providing research grant for improving the concept and policy formulation of what so called “the people 

economy” since it seems that the current concept to recurrent the past failures. 
 
2.7.2  Medium/Long Term Role 

For medium and long term agendas, there are several specific areas that can be further explored by OECF in terms 
of funds provision and other non-lending support. These areas include: 

 
2.7.2.1 Targeted Agricultural and Rural Infrastructure Development Program 

In the future, agricultural sector would be one of the leading sector, especially in less-developing area. However, 
exploiting trading opportunities through agriculture-led growth will require greater access to information and market 
inside and outside the province and better infrastructure. This condition requires regional investment projects directed at 
the agricultural and rural infrastructure sectors with a strong focus on income generation and poverty alleviation. 

 
2.7.2.2 Improving the Condition of Urban Infrastructure 

Low-interest, long term ODA loans can be provided in substantial amounts that meet the needs for financing the 
improvement of Indonesia’s urban infrastructure. Beside simply providing the funds, OECF also have the non-lending 
services which consist of diverse research and study functions. This kind of service can be complemented with the loan 
provision of OECF to help Indonesia dealing with the urban infrastructure problem. 

 
2.7.2.3 Enhancing Education Sector as Part of Human Resource Development  

In the future, OECF should continue its involvement in human resource development projects by both broadening 
the scope of projects as well as  intensifying the quality of the projects.  In education area, the main concern is in 
improving school quality to achieve a level of learning achievements comparable to other East Asia countries. 

The OECF should provide additional funds to relax the human resources and research funds constraint faced by 
domestic research institutes. These research institutes will play a very significant role in giving a good sparring partner 
for the government and international agencies when designing economic policies. 
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2.7.2.4 Developing the Right and Effective Vocational Education 

The OECF could help the GOI both providing technical assistance in modernizing and expanding the facilities and 
channeling loans for building those facilities. This is essential to improve technical capability and productivity of 
Indonesian labor especially low skilled labor, which is required to smoothen the continuation of industrialization process. 

3  Policies for the Economic Recovery in the Philippines 
 
By Dr. Mario B. Lamberte 
Acting President & Coordinator of Monetary and Banking Policy Research Program,         Philippine institute for 
Development Studies (PIDS) 

The Philippines is one of the countries that was spared the harshest effects of the regional crisis.  The GDP growth 
rate was expected to be flat, if not slightly positive, in 1998.  With the El Niño weather phenomenon gone, GDP is 
expected to grow by at least 1.5 percent in 1999. 

Non-performing loans of the commercial banking system has been kept at less than 12 percent of total loan portfolio.  
So far, only one small commercial bank was closed since the onset of the regional crisis.  Admittedly, there are problem 
banks, but their problems are not expected to spread to the entire banking system. 

There are several factors that could be attributed to the resiliency of the Philippine economy in the face of the 
regional crisis.  First, the economy has been undergoing a restructuring process as a result of the liberalization of trade, 
investment and the financial markets.  Second, the financial system entered the decade of the 1990s with a much 
healthier balance sheet after weak financial institutions were weeded out during the crises in the 1980s.  Third, the 
export sector continued to perform well during the regional crisis.  Lastly, despite a more open capital account, portfolio 
inflows were not as large as those realized by the country’s neighboring countries. 

The immediate concern of policy makers after the regional crisis erupted in July 1997 was to ensure that the 
economic situation would not go out of hand and plunge the country into a downward spiral.  Thus, policy makers 
sought to stabilize the exchange rate and protect the soundness of the banking sector.    

Most recently, the domestic economy, in general, and the financial market, in particular, has started to stabilize.  
Interest rate has been coming down in the last six months and inflation has been tamed.  Although unemployment has 
risen lately, this is not expected to continue for long since the economy is expected to be grow in 1999, albeit at a modest 
rate, and in subsequent years.  This is due to a combination of external and internal factors.   

Regarding external factors, the regional crisis seems to have subsided in the last few months and a run on the 
currencies of most Asian countries similar in magnitude to the second half of 1997 is unlikely to occur.  Also, the 
Japanese currency has regained its strength vis-à-vis the US dollar, relieving some pressure on the currencies of Asian 
countries. 

Internally, the measures adopted by the government in the past to restructure the economy and strengthen the 
financial system and most recently in response to the regional crisis have cushioned the impact of such crisis on the 
domestic economy.  Unlike the crisis experienced by the country in the mid-1980s, this time the country has a much 
larger export sector that continued to grow and partly offset the decline in output experienced by other sectors of the 
economy.  Indeed, the resolve of the government to continue with the trade liberalization program and not to impose 
capital controls despite calls from various quarters sends a clear signal to all market players that economic restructuring 
as envisioned by the government before the regional crisis struck the country will proceed.   

As the regional crisis seeped into the domestic banking system, the central bank saw the need for introducing 
additional prudential measures to maintain the safety and soundness of banks.  These measures will certainly produce 
a much healthier and sounder banking system.  However, there are prudential issues that need to be addressed further.  
For one, the Philippines has yet to adopt the Basle risk-based capital standards.  Second, the disclosure requirement 
should be extended to all banks, not only to listed commercial banks, to enhance market discipline.  Third, some 
unusual features of the Philippine regulatory system, such as the secrecy of bank deposits and examiner legal liability, 
should be reduced, if not completely eliminated. 

The social compact between management and labor that was facilitated by the government seems to be holding well 
and has avoided unnecessary economic and social costs on both parties.  In interviews with a number of firms conducted 
for this study, several respondent firms adversely affected by the drop in the demand for their products said that they 
resorted to reducing the number of working days rather than to laying-off workers. 

Although it came after losing a significant amount of its reserves, the central bank’s decision to float the peso in July 
1997 was certainly an appropriate response to the run on the currency.  However, the non-deliverable forward facility 
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developed by the central bank to relieve pressure on the foreign exchange spot market needs to be reviewed because it 
can be rendered ineffective in the face of massive run on the currency and can only lead to huge central bank losses that 
eventually have to be monetized. 

The initial monetary and fiscal policy response to the regional crisis was a bit controversial.  During the first few 
days of the crisis, the central bank raised the interest rate to defend the peso.  The interest rate was maintained at high 
levels for quite some time to discourage speculative attack on the domestic currency.  The high interest rate policy 
adversely affected the real sector including the export sector.  While the budget cut enabled the government  to put the 
fiscal position under control, uniformly applying it to all sectors was ill-advised.  The social sectors should have been 
exempted from such budget cut. 

The easing of the monetary policy in recent months and the restoration of the budget cuts on basic health and social 
services programs are steps in the right direction.  Presently, the interest rate has already reached its pre-crisis level.  
While lower interest rate is a necessary condition for relieving the debt service burden of several enterprises, a more 
important condition is for demand for goods to rebound.  Given that the private sector demand has remained sluggish, 
the decision of the government to pump-prime the economy towards the second half of 1998 was an appropriate response.  
Securing external funds to finance the pump-priming activities of the government helped relieve pressure on the 
domestic interest rate.  However, the government needs to carefully manage the country’s external debt, which now 
stands at about US$48 billion, to avoid repeating the balance of payments problem experienced in the mid-1980s. 

To stage a rapid economic recovery in the short-run and a sustainable growth in the long-run, the government must 
adopt short-term and medium/long-term measures. 

 
The short -term measures  

1)  Pump-priming measures.    

The government should continue pump-priming the economy in 1999.  The pump-priming measures should 
focus on the critical sectors of the economy, specifically, agriculture, which has the most extensive linkages with 
the rest of the economy, thus generating the highest multiplier effect; SMEs, because of their insufficient access to 
formal credit and modern technologies and the fact that they are going to be the shock absorbers for those  who 
are going to be negatively affected by corporate sector restructuring; and social sectors, because the poor do not 
have the resources to protect themselves against the adverse effects of the economic crisis. 

2)  Resource mobilization. 

The government must renegotiate the one-year US$610 million bridge financing it obtained from domestic 
banks’ FCDUs for a much longer period to free up some resources for other purposes, proceed with the 
privatization of some government assets and introduce legislative measures to enhance the capacity of the 
banking system and the capital market to mobilize and allocate resources. 

 
The long-term measures 

1)  Monetary, banking and exchange rate policies.   

The BSP must give a clear signal that it is going to maintain a flexible exchange rate policy, review the conduct 
of its monetary policy in light of recent financial innovations, establish an early warning system for balance of 
payments and financial crises, improve its information system on capital flows and the level and structure of 
corporate debts. 

2)  Competition policy framework.  

The Philippines must develop a coherent competition policy framework starting with an overhaul of the 
anti-trust law and establishing an agency capable of enforcing anti-trust laws and regulations.  This framework 
should cover the infrastructure sectors (i.e., electric power, telecommunications, water supply and wastewater, 
and transport) especially since the government is planning to increase private participation in these sectors. 

3)  Improving tax administration.     

To improve tax administration, the government must strengthen the monitoring of stopfilers through the 
development of taxpayer masterlist, install selective audit policy and procedures, collect and analyze third party 
information, improve the performance evaluation system for revenue officers, train front line personnel to prepare 
them for computerized regime, and create data centers. 

4)  Taxes on the financial sector.   

To enhance further the efficiency of financial intermediation and boost the development of the capital market, 
the government must settle the issues related to three  tax measures: proper tax treatment of loan loss 
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provisions of banks, abolition of documentary stamp tax on financial instruments and scrapping or finding a 
substitute for the gross receipts tax. 

5)  Pension fund system reform.   

The pension fund system, specifically the two government-sponsored pension funds, must be reviewed to 
determine, among others, the need for the two pension funds to merge and for liberalizing investment of pension 
funds in foreign assets to minimize the exposure of pension assets to the Philippines’ country-specific risk. 

6)  Industrial restructuring.  

To enhance further the competitiveness of the industrial sector, the government must continue addressing the 
infrastructure bottlenecks, which have raised the cost of doing business in the Philippines, through appropriate 
level of public expenditure in infrastructure and appropriate policies for private sector involvement in 
infrastructure investment, provide the enabling environment for the private sector to purchase technologies that 
it views as profitable, and increase its investment in education, particularly science and engineering education, 
and improve science education at all levels. 

7)  Agricultural development.   

To support agricultural development, the government must change its policy of retaining ownership of lands 
with slope beyond 18 degrees and prohibition of sale of lands transferred to the agrarian reform beneficiaries, 
substantially improve rural infrastructure, increase investment in agricultural research, and reformulate the 
agricultural trade policy framework. 

 
The OECF can contribute a lot to the Philippines’ quick recovery from the regional crisis and assist it in its efforts to 

restructure the economy.  The types of assistance OECF could provide are: budget support, balance-of-payments 
support, project financing support, and technical assistance.1  The table below presents a summary of the proposed 
action plans the Philippines could undertake in the short-term and medium/long-term and corresponding types of OECF 
assistance.   

 

                                                 
1 Although technical assistance is not the province of OECF unless it is a part of its regular assistance, nevertheless, it is included here for completeness.  
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ROLE OF OECF FOR THE PHILIPPINES’ ECONOMIC RECOVERY  

 
Time  
Frame 

Action Plans Specific 
Instruments 

Role of OECF 

a.   Pump-priming 
1. Agriculture – infrastructure 
programs 

Legislative Budget support 

2. Health – increase MOOE Legislative Budget support 
3. Education – increase MOOE and 
capital outlay 

Legislative Budget support 

4. Housing – 
(i)  Capital grant 
(ii)  Reform of the NHMFC 
(iii) Increase capital of HIGC 

 
( i )    Legislative 
(ii)   Legislative 
(iii)  Legislative 

 
(i)   Budget support  
(ii)   B udget support 
(iii)  Budget support 

5. Credit programs- 
(i)  Rationalization of special 

credit programs 
(ii)  additional funds for 

SMEs 

 
(i)  Administrative 
(ii)  Administrative 

 
(i)  Technical assistance 
(ii)  Budget support 

b.   Resource Mobilization 
1. Renegotiation of short-term 
bridge financing loan 

Administrative None 

2.Privatization 
(i)  Sale of remaining shares of PNB 
(ii)  Sale of remaining shares of 

Petron 
(iii)  FTI 
 
(iv)  NPC 
 
(v)  PNOC-EDC 
 

 
(i)  Administrative  
 
(ii)   Administrative  
 
(iii)  Administrative 
 
(iv) Legal and Administrative 
 
(v)  Administrative 

 
(i)  BOP support 
 
(ii)  BOP support 
 
(iii) Technical assistance 

and BOP support 
(iv) Technical assistance 

and BOP support 
(v) Technical assistance and 

BOP support 
3. Financial sector reforms 
(i)  Passage of the General 

Banking Act 
(ii)  Passage of the new 

Securities Ac 
(iii)  Passage of the new 

Investment Company Act 

 
(i) Legislative 
 
(ii) Legislative 
 
(iii) Legislative 

 
(i) BOP support 
 
(ii) BOP support 
 
(iii) BOP support 

4. Bond issuance Administrative None 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Short-term 

a.  Monetary, Banking and 
Exchange Rate Policies 

 
(i) Review of the conduct of its 

monetary and exchange rate 
policy 

(ii) Development of an early warning 
system for BOP and financial 
crisis 

(iii) Improvement in the information 
system on capital flows 

 
 
 
 (i)  Administrative 
 
 
(ii)  Administrative 
 
 
 (iii)  Administrative 

 
 
 
(i)  Technical assistance 
 
 
(ii) Technical assistance 
 
 
(iii) Technical assistance 
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Time  
Frame 

Action Plans Specific 
Instruments 

Role of OECF 

b. Competition Policy 
Framework  

(i)  Passage of a legal 
framework 

(ii)  Establishment and Capacity 
building of regulatory 
agency 

 
 
(i)  Legislative 
 
(ii) Legislative and 

Administrative 

 
 
(i)  Technical Assistance 
 
(ii)  Technical Assistance 

c. Establishing Competitive 
Infrastructure Sectors  

 
(i) Formulation of legal and 

regulatory framework 
(ii) Strengthening of regulatory 

agencies 

 
 
 
(i)   Legislative 
 
(ii)  Administrative 

 
 
 
 (i)  Technical assistance and BOP support 
 (ii)  Technical assistance 

 

d. Improved tax revenues 
 
(i) Rationalization of fiscal 

incentives and subsidies 
(ii) Improving tax administration 

 
 
(i) Legislative 
 
(ii) Administrative 

 
 
(i)  Technical assistance 
 
(ii)  Technical assistance 
 

e. Taxes on financial sector 
(i) tax treatment of loan loss 

provisions of banks 
(ii)  phase-out of DST 
(iii) Replacement of GRT 

 
 
(i)   Legislative 
 
(ii)  Legislative 
(iii)  Legislative 

 
 
(i)  Technical assistance 
 
(ii)  None 
(iii)  None 

f. Pension fund system 
reform  

(i) Legislative (i) Technical assistance 

g. Industrial Restructuring 
Infrastructure projects to reduce 
the cost of doing business 
 

 
Legislative and 
administrative 

 
Traditional ODAs 

 

h. Agricultural 
Development 

(i) Review and reform of policies 
on land sale and transfer 

(ii) Improvement of rural 
infrastructure 

(iii) Increase investment in 
agricultural research and 
reform of the agricultural 
research system 

(iv) Review of agricultural trade 
policy 

 
 
(i) Legislative 
 
 
(ii) Legislative and 

administrative 
(iii) Legislative and 

administrative 
 
(iv)  Legislative 

 
 
(i)  None 
 
 
(ii)  Traditional ODAs 
 
(iii)  Traditional ODAs 
 
 
(iv)  Technical assistance 
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4  Policies for the Economic Recovery in China 
 
By Dr. Huijiong Wang 
Vice President of Academic Committee of DRC 
Development Research Center of The State Council 

 
4.1  Introduction 

This report is prepared to give an analysis of the problems in industries and scenarios for economic recovery of 
China.  The design of this report is based upon the contract with the sponsors of this study.  This study is meaningful to 
the medium and long term regional prosperity by drawing correct lessons from this financial crisis.  The development 
process of the mankind is by no means a straight roadway.  Learning lessons in the development process will help the 
mankind better to manage the future with uncertainty. 

 
4.2  Methodology     

The basic concept of system approach is used throughout the research of this project.  Basic features of the 
approach includes: Historical approach; macro-micro interactive approach; general survey and typical case study; open 
system approach; quantitative approach. 

 
4.3  The East Asian Financial Crisis and its impact on Chinese Economy  

A general description and analysis of the aggregate and components of Chinese economy in 1997 as well as the first 
three quarters are given due to limitation of availability of the data during the period of preparation of this report.  But 
it will not effect the conclusions of the analysis.  The components of the economy discussed include: external trade of 
goods and services; FDI; Chinese currency and foreign exchange system; financial sector (including capital market) and 
the state owned enterprises. 

 
4.4   Major  macro-economic indicators of Chinese economy in 1997 and 1998 

Available annual data (preliminary estimation) of 1998 is presented in table I of this executive summary. 

Table I Major Macro-economic Indicators of Chinese Economy 1997, 1998 
Item Unit 1997 1998 
  Value Growth 

Rate % 
Value Growth 

Rate 
GDP 100 mil. yuan (100 

mil. U.S.D.) 
74772  

(9019) * 
8.8 79748 

(9620) * 
7.8 

Primary sector (% of GDP) % 18.7% 3.5 ** 15.7% ** 2.5 
Secondary sector (% of GDP) % 49.2% 12.8 ** 50.5% ** 8.3 
Tertiary sector (% of GDP) % 32.1% 8.2 ** 33.7% ** 7.6 
Investment on Fixed Assets 100 mil. yuan 24941 8.8 28680 15 
Total Retail sales on consumer’s 
goods 

100 mil. yuan 26843  29155 6.8  
(9, real) 

Export 100 mil. U.S.D. 1827 2.5 1837.6 0.5 
Import 100 mil. U.S.D. 1424 2 1401.7 -1.5 
Trade Surplus (+)/Deficit (-) 100 mil. U.S.D. +403.4 330 +435.9 7.9 
Fiscal Revenue Income 100 mil. yuan 8651 16.7 ** 6539.5 ** 10.4 
Fiscal expenditure 100 mil. yuan 9234 15.9 ** 6593.5 ** 17.5 
Per capita Income (urban) yuan 5160.3 3.4 5454 6.6 
Per capita Income (rural)  yuan 2090.1 4.6 2150 4 
Price Index      
RPI % 0.8  -2.6  
CPI £¥ 2.8  -0.8  
Note: * A middle rate of 1 U.S.D.=8.29 Yuan of 1997 is used. 
      ** Data of first three quarters of 1998. 

It can be seen from table I that China has kept a strong economic growth rate in 1997 and 1998 in spite of the 
impact of East Asian financial crisis.  There are some impacts, which will be described in following paragraphs. 
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4.5  Impact on trade 

1)  The total external trade of China in 1998 is 323.93 billion U.S.D., with a growth rate of -0.4% compared to 
1997.  This is the first negative growth rate since 1983.  There is a negative growth rate of 16.1% of export to 
ASEAN countries and positive growth rate of import of 2% from them which illustrate clearly the impact of 
the financial crisis. 

2)  China in defending the contagion of the financial crisis is not through devaluation of its currency because this 
will cause competitive devaluation of the currencies of the effected countries in the Asian region and will 
worthen further the regional economies.  Table II is abstracted from table 7 of the main text which shows 
clearly the effort of the Chinese government in defending the contagion through diversification of its market to 
different regions. 

 
Table II Pattern of Regional Distribution of External Trade of China  

Country or 
Region 

1990 1997 1998 (Jan.-Sept.) 

 Export 
(%) 

Import 
(%) 

Export 
(%) 

Import 
(%) 

Balance 
(billions 
U.S.D.) 

Export 
(%) 

Import 
(%) 

Balance 
(billions 
U.S.D.) 

Total  100 100 100 100 40.3 100 100 35.3 
Asia 70.6 54.4 59.6 62.1 20.5 53.9 63.6 9.8 
Japan 14.3 14.2 17.4 20.4 2.8 15.8 20.0 1.4 
Europe 14.8 24.1 15.8 18.1 3.2 18.1 17.9 6.6 
Latin America 1.2 2.8 2.5 2.7 0.8 3.0 2.1 2.0 
North America 8.9 15.1 18.9 12.9 16.3 21.4 13.4 15.4 
Oceanic 0.8 2.8 1.3 2.6 -1.1 1.4 2.2 -0.3 
 

3)  Throughout more than half century of effort in industrialization, China has built up its industrial production 
capability, the quantity of production of several types of products ranked among the first in the global 
production, such as crude steel, cement, woven cotton and television set (refer to appendix 6 of the text).  The 
structure of external trade of China is also changed greatly.  In 1980, the share of primary and manufactured 
goods in export is 35:65, while in 1998, this ratio becomes 11:89.  It is described in the main text table 8 that 
SITC category 0 (Food and live animal), category 6 (manufactured goods classified based upon raw material), 
category 7 (machinery and transport equipment) and category 8 (miscellaneous) play important role of export 
sector of China, while category 2 (non-food raw material excluding fuel), category 3 (mineral fuel, lubricating 
oil and related products), category 5 (chemicals and related products), category 6 (manufactured goods 
classified based upon raw material) and category 7 (machinery and transport equipment) play an important 
role of import sector of China. 

4)  Based upon data of UNIDO, (table 4 of the main text), China has the lowest wage per employee compared to 
other Asian countries and regions.  And based upon fig 3 of the main text, there is a shift of revealed 
comparative advantage of China from late 70’s to late 80’s.  Therefore, China is not only has the comparative 
advantage in labor intensive products, but it can develop its competitive advantage in certain products with 
medium and advanced technologies.  There are competitions between China and other countries effected in 
this financial crisis, but due to large domestic market, China can have a large room to maneuver both in 
domestic and international market.  China is not effected very much in the international market due to its 
product of complementarily with other countries.  Table III is abstracted from table 14 of the main text which 
is used to illustrate this point. 
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Table III Market Share of China and ASEAN Four (1996) 

              Export Country 
% Share of  
Market of Import Country 

 
China 

 
China & HKSAR 

 
ASEAN Four 

U.S.A.    
Toys 51.5 55 5.8 
Footwear 50.6 51.2 12.1 
Electronic Products 12.1 12.9 13.4 
Japan    
Footwear 50.3 50.5 7.3 
Garment 59.4 61.4 4.5 
Office machines 7.0 8.0 18.2 
E.U.    
Toys 45.7 48.5 7.5 
Garment 15.2 22.9 3.0 
Electronic products 10.2 12.4 11.0 
 

5)  Analysis of comparative advantage and competitive advantage of major goods with the major trade partner of 
China based upon the available information of HS code used in custom statistics of China  Jan.-Sept. 1998.  
Major items of export and import of commodities are analyzed in table 10 and 11 of the main text which can 
show the market share of major items of export and import of commodities of China with major trade partners.  
It can be shown from table 10 that the share of major Chinese commodities in Japanese market is : Other 
textile products (28.3%), non knitting apparel (27.5%), mineral fuel (27.4%), knitting apparel etc.  The share 
of major Chinese commodities in U.S. market is: shoes (51.2%), toys and sport articles (49.4%), furniture, 
lighting fixture etc. (43.3%).  It should be pointed out that the item “Nuclear reactors and all accessories” 
ranked the fourth, it will give a misleading concept, this is an issue of classifications.  Under the heading 
HS84 includes nuclear reactor, boiler, machinery components and accessories etc., if further clarifying of HS 84 
into components, the issue will be better clarified.  Table 11 shows that both EU and Japan have very high 
market share on vehicles and its components, EU has a market share of 39.9%, Japan has a share of 37.8%.  
Taiwan province of China and Korea are competitive in Chinese market in chemical fiber, they have a market 
share of 26.3% and 21.3% respectively in China in 1998.  Table 10 and 11 provide a method of approach in 
this type of study, but more useful results can be obtained if statistics of detail components are available and 
longer time of study is allowed. 

6)  Service sector should also be studied seriously in studying the issue of balance of payment.  Thailand had 
been suffered from the deficit in trade service for several consecutive years, and concluded in a research report 
of Thailand that “Trade in services is increasingly important in the world economy.  However, Thailand still 
has not found a new source of service receipts to substitute for tourism”.  This point requires major focus in 
China.  Although China has a high growth of service trade since 1982, it has been increased from 5.54 billion 
U.S.D. in 1982 to 41 billion U.S.D. in 1996.  Its share of world trade service is increased from 0.005% to 1.6% 
in the same period, the average annual growth rate is 14.4%, higher than the growth rate of world service 
trade in the same period.  Based upon the report of WTO in 1997, service export and import of China in 1996 
ranked the sixteenth and twelfth among the world.  There is a trade deficit in service since 1993.  A special 
effort of China is required to develop its service sector: the first, China has the lowest share of service sector in 
GDP among the countries or region effected in this financial crisis, the share of service in GDP of China is only 
27.9% in 1997 while it is 61.8%, 50.2% and 65.5% respectively in Taiwan province of China, Republic of Korea 
and Singapore in 1997; the second, many service sub-sectors in China are underdeveloped, such as banking, 
insurance, accounting, law, advertising, computer software development, consultancy etc.  This fact has a 
dualistic aspects: on the one side, there is need to develop the service sector further; on the other aspect, the 
high share of the real productive sector and large domestic market also contribute its role in defending the 
contagion of the crisis.  It should be pointed out that the rapid growth of the globalization process and service 
trade requires a new statistical system. 

4.6  Foreign Direct Investment  
Rank of order of source of FDI used by China is prepared in table 5 of the main text.  The rank of order is fairly 

stable, Hong Kong, Japan, U.S.A. and Taiwan province of China ranked among the foremost four.  It is estimated that if 
the Asian economies can be kept stable, the impact of flow of FDI to China in medium term will be modest. 
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4.7  Chinese Currency and Foreign Exchange System 

The evolution of the Chinese currency and foreign exchange system can be divided into three periods: 

 
4.7.1 Initial Stage (1981-1985) 

The Chinese currency and its exchange rate is strongly controlled by the state planning system.  There is an 
internal price of exchange rate.  Quota of foreign exchange is allocated to various line ministries.  Since Jan. 1st 1981, 
experimental transaction system in selected municipalities is implemented, i.e. to allow the sales of retained foreign 
exchange of the quota to other domestic enterprises who are authorized to buy foreign exchange.  The internal price of 
“foreign exchange” is stopped in the beginning of 1985.  In the beginning of 1986, the exchange rate system is changed to 
administrated floating exchange rate system. 

 
4.7.2 Transaction in the Foreign Exchange Swap Center (1986-1993) 

Foreign exchange swap market is established in Shengzhen, it is extended to provinces, autonomous regions and 
central administered municipalities in this period. 

 
4.7.3 Establishment of a National Foreign Exchange Transaction Center (1994-current) 

There is unification of the exchange rate system between the official exchange rate and the rate in the swap market.  
A National Foreign Exchange Transaction Center is established and put into operation in Shanghai in 1994, a unified 
foreign exchange market is formed among the banks.  It is determined that since Dec. 1st 1998, the buying and selling 
of foreign invested enterprises will be put into the foreign exchange settlement system of the banks. 

The impact of unification of exchange rate on external trade is analyzed and detail information is presented in table 
13 of the report.  It can be seen from this table that in 1994, the year of unification of the exchange rate, the average 
exchange rate of RMB against U.S.D. (middle rate) is 8.62:1, and there is continuous trend of small value of appreciation 
of RMB against U.S.D. from 1994 to 1997.  In the recent Central Economic Working Conference held in Beijing Dec. 7th 
to 9th, “to keep a stable exchange rate of RMB” is one of the target announced in the official document. 

 
4 . 8   Financial Sector 

Development of the financial institutions, the financial instruments and the financial market are fully described in 
1.7 of this paper, discussion of the capital market is also given in section 1.2.2-3 to facilitate analysis. 

4.8.1 Development of the Financial Institutions  

China had a monobank system with the People’s Bank of China acting both as a central bank and commercial bank 
prior to 1979.  Through 20 years of reform, a modern banking system is formed preliminarily which is consisted of the 
People’s Bank of China to be the central bank, three policy banks, four state commercial banks, commercial banks and 
local commercial banks as well as non bank financial institutions.  23 Chinese banks are ranked within “The Asiaweek 
Financial largest commercial banks” 1998 with assets around 1379 billion U.S.D. which has a share of 13.04% of total.  
The organization chart of the banking system of China is shown in fig. 7 of this paper. 

4.8.2 Development and reform of the financial instruments 

Although there is progress of development and reform of the financial instruments, there remains a high degree of 
concentration of assets in the banking sector due to the limited primary securities, secondary markets, regulatory 
distortions and administrative regulations.  There is need further to improve all those aspects. 

4.8.3 Development and reform of the financial market 

Financial market can be classified into money market and capital market.  The Chinese financial system is 
characterized in lacking a unified money market before the 90’s, a national unified market of inter bank lending and 
borrowing was established in Jan. 3rd 1996.  The market is consisted a primary network with 20 commercial banks and 
35 financing center of branches of PBC, the secondary market is participated by other financial institutions organized by 
the local financing center. 

The issuance of treasury bill is recovered in 1981, there is gradual development of the bond market since 90’s.  Due 
to the underdevelopment of domestic bond market, it is not opened to the outside.  Shanghai and Shengzhen stock 
market are established respectively in 1990 and 1991.  By the end of 1997, there are around 745 enterprises on listing in 
A share which is allowed to be bought only for domestic investors, the market value of A share in 1997 is around 1750 
billion yuan which is 23.4% of GDP in that year.  There are around 105 enterprises (106 in Dec. 31, 1998) with B shares 
on listing which is opened to foreign investors raising U.S. $ 4.6 billion by the end of April 1997.  The Chinese 
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enterprises are also permitted to issue H shares on listing in Hongkong stock market, and N shares listed on the New 
York stock exchange (NYSE).  Due to the low market capitalization and semi-isolation of stock market with 
international investors, the Chinese stock market has a different trend of performance with other markets, this can be 
fully illustrated by comparison of the pattern of annual change of index of the stock market in Fig1 a (stock market index 
of Hongkong SAR and B shares of Shanghai and Shengzhen security market) and Fig1 b  and 1 c (pattern of change of 
comprehensive index of stocks of Shanghai and Shengzhen market) given in the main text. 

 
4.9   State Owned Enterprises 

A sound macro economy depends also on a sound foundation of micro-economic sectors.  Before the launch of 
economic reform, the micro-economic sector of China is dominated by the state owned enterprises.  In the transitional 
process, there is policy shift to encourage the development of enterprise of different ownership system while keeping the 
SOEs to be the backbone of the national economy.  The share of GDP of SOEs is declined from 70% in the beginning of 
80’s to 40% currently.  The current policy is to implement modern enterprise system (corporation in Western 
terminology).  The state is responsible to implement modern enterprise system, experiment on 100 enterprises, all 
provinces and municipalities are also responsible to implement this experiment on enterprises under their region.  111 
cities are identified to be comprehensive experimental cities.  Formation of the enterprise groups (conglomerate firm in 
Western terminology) is one of the major focus of reform of SOEs.  This is for the purpose to improve the 
competitiveness of enterprises through improvement in economy of scale and scope.  Several official documents to guide 
their development have been issued in different stages. 

The performance of few enterprise groups and enterprises which are empowered with trading right abroad are 
effected by the financial crisis directly.  The cheaper product imported from the effected countries also effected the 
performance of SOEs such as chemical sector and raw fuel sector etc. 

 
4.10   Impact of Financial Crisis and Prospect Scenario of Recovery 

         China is less effected by the financial crisis mainly due to the following reasons: 

          
China has curbed down the high inflation in 1993 and 1994.  An economic adjustment program is launched since 

June 1993.  And the rate of inflation is reduced annually as shown in table IV.  The elimination of the bubble economy 
in 1993 and a very low rate of inflation in 1997 and 1998, a stable and strong RMB help greatly to be immune from the 
crisis. 

 

Table IV   RPI and CPI of China (1992-1998) 
Year 
 
   Index 

 
1992 

 
1993 

 
1994 

 
1995 

 
1996 

 
1997 

 
1998 

RPI 5.4 13.2 21.7 14.8 6.1 0.8 -2.6 
CPI 6.4 14.7 24.1 17.1 8.3 2.8 -0.8 
 

China has not opened its capital account.  The stock market is semi-isolated from international investors.  There 
is restricted access to the foreign exchange market. 

China has low share of service sector and high share and growth rate of the real sector, primary and secondary 
sector. 

A strong political system, the people have a high confidence on the state banking system 

The related policies of China in facing the challenges in short and medium term includes trade policy, foreign 
investment policy, expansion of domestic demand, stabilization of financial sector, fiscal policy, reform of the state owned 
enterprise, labor and social security system reform. 

 
4.11   Trade Pol icy 

The major trade policy of China in dealing with the financial crisis includes diversification of the market (refer to 
table 7 and box1 of the main text); tax rebate on exports of selected products; provision of trade financing and working 
capital to exporters; expand the number of export trading right of production enterprises including non-state owned 
enterprises; promote further the processing trade; integrating trade export with ODA, engineering contract, labor service 
cooperation and packaged equipment etc. 
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It is described in recent Central Economic Working Conference that: “full effort should be exercised to promote 
export and increase the income of foreign exchange, to insist the strategy of diversification of the export market and 
strengthen competitiveness through product quality, adjust the structure of export through consolidation of the 
traditional existed market and develop new market actively.” 

 
4.12   Foreign Investment Policy 

Encouragement of the foreign investment is based upon the recently amended Guiding List on Foreign Invested 
Industrial Sectors; scope of opening to foreign investment will be broadened further through gradual opening of the 
service sector; petrochemical and construction sector are also fouesed; rehabilitation of existed enterprises from foreign 
investors are welcome specifically. 

Regionally, foreign investment to current SEZs, HTDZs are welcome; encourage investment to Central and Western 
region, the existed coastal foreign invested enterprises are encouraged to re-invest to central and Western region; capital 
of provinces in Central and Western region are allowed to experiment opening of service sector. 

China has a good investment environment for foreign investors due to its political stability and sound 
macro-economic condition.  A recent survey done by an attached institution of our center with a total sample of 4573 
foreign invested enterprises (if enterprise of investment from Hong Kong, Macao and Taipei China are excluded, the 
number is 2553) shows that the foreign invested enterprises concern highly on economic environment (74.4%), political 
environment (68%) and market environment (68%) of the country invested.  They ranked highly on China to be an ideal 
place for investment.  It is also described in the document of Central Economic Working Conference that “... improve the 
investment environment with full effort, to attract as much as possible the foreign investment, especially the investment 
from MNCs.  To guide the foreign investment appropriately, upgrade the quality of utilization of foreign investment and 
to guide the foreign investment to central and Western region.” 

 
4.13   Expansion of Domestic Demand  

The Chinese government is trying all means to stipulate the domestic demand to nullifying the adverse impact of 
insufficient external demand from this financial crisis.  Analysis of the variation of the demand structure is given in 
figure 9 of the main text which shows acceleration of the rate of investment will promote the economic growth faster than 
that of consumption.  A special state bond of 100 billion yuan is issued in 1998, and the growth rate of investment to the 
state owned enterprise is 10.3%, 15.2%, 28.2% and 24% (estimation) respectively from the 1Q to 4Q in 1998.  The 
interest rate is lowered.  This has guaranteed the growth rate of GDP of 7.8% in 1998. 

It is determined by the Chinese government that expansion of the domestic demand will be the major 
macro-economic policy in 1999, the economic growth rate in 1999 is set at 7%; the growth rate of investment in 1999 will 
be around 13.5%; 

Means to promote the consumption component of the demand are also enforced, which includes encouraging the 
house purchasing and buying cars through bank loans, measures to increase the income of people in poverty are also 
implemented. 

 
4.14   Stabil ization of  Financial  Sector 

The Chinese top leadership has a full awareness of the financial risks of this crisis.  Financial sector is one of three 
major focus of the Chinese government in 1999.  It is described in the official document that “The major task of the 
financial sector is to improve its work, to keep the stability of the value of the currency, to support the economic 
development, to prevent and dilute the financial risks... Push forward the financial sector reform steadily, especially the 
reform of the State Commercial Banks.  Rectify the financial order with full effort, strengthen the supervision of the 
financial system, keep the exchange rate of RMB stable.  Accelerate the establishment of legal system and regulations 
on financial management, punish the crime of financial activity based upon law.” 

There is reorganization of the administrative structure of the Central Bank.  The provincial branch of the Central 
bank is abolished.  Nine new branches across the administrative regions are established. (please refer to table 18 of the 
main text)  This will strengthen the independence of financial supervision of the Central Bank and to get rid off the local 
intervention. 

 
4.15    Fiscal  Pol icy  

Active fiscal policy is implemented in 1998, 100 billion special T-bond is issued (approved by the National People’s 
Congress on Aug. 29th 1998) which is matched by increase of credit of banks around 100 billion RMB. The sum of 200 
billion yuan is invested to agriculture, water irrigation, project related to improvement of ecological environment; 
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transport and communication; urban infrastructure and environmental protection; construction and improvement of 
urban and rural electric networks: central controlled grain reserve warehouse; economic housing for commons.  This 
active fiscal policy in combination with appropriate monetary policy is important for the short term economic growth of 
China in the wave of the financial turmoil. 

China will continue to implement an active fiscal policy in 1999 to be one of four major economic tasks outlined by 
the Chinese official document. 

Normalization of the taxation system- changing “fees” into tax will also be an important fiscal policy in medium 
term which is described fully in Box 3 of the main text. 
 
4.16   Reform of the State Owned Enterprise 

The basic policy of reform of the state owned enterprises has been set up in the document of 15th Party’s Congress, 
this policy is restated and elaborated in recent document of Central Economic Working Conference.  The basic guideline 
of reform of SOEs is ‘a clear identification of property rights; well defined power and responsibility; separation of 
enterprise function from administration and strengthening of scientific management”.  The major focus is to establish 
highly competitive enterprise groups with trans-regional, cross-ownership and trans-national operations.  There are 30 
companies of China listed among the Asiaweek 1000 largest in 1998 with a share of 3.39% of total assets of 1000, but its 
share of employees is 19.48% which is only next to Japan, while Japan has 688 companies in the list.  (Refer to table 20 
of the main text, only top 20 enterprises are listed).  This can show the excess labor force employed in China. 

The basic policy for small enterprises is to quicken the pace in relaxing the control and invigorating them through 
reorganization, association, merger, leasing, contract operation, joint stock partnership or sell.  A case study of Zuchang 
experience is given in Box 5 of the text. 

 
4.17   Labor and Social Security System Reform  

Accelerate the establishment of social security system is important to create a favorable external environment for 
reform of enterprises.  The labor and social security system reform achieved in China to-date includes: 

1)  The system has been changed gradually to a system with allocation of labor resources through market 
mechanism. 

2)  A framework of social security system has been set up initially. 
3)  Legal system for labor and social security administration has been brought to legal tracks. 
Future prospect of furthering reform includes: implementation of an active employment policy, old age insurance 

system reform, the medical insurance system reform, expanding the coverage of unemployment insurance, 
strengthening the related legislation etc. 

 
Lessons from the Financial Crisis and China’s Development Strategy for Long Term Growth  
 
4.18   Lessons drawn from international studies 

There are many international publications to study the cause and lessons of the financial crises.  The major lessons 
are: economic: weak financial systems, large external deficits, inflated property and stock market values, maintenance of 
relatively fixed exchange rates and over dependence on short term capital flows. (Internal cause) (IMF annual report 
1998) 

When policies falter in managing capital and integration, there is no limit to the damage that international finance 
can inflict on an economy.  However, these crises are a systemic problem, and action is therefore needed at the global 
level.  (Both internal and external causes are analyzed) (TDR 1998) 

 
4.19   Lessons drawn by China from the East Asian Financial Crises 

The trend of globalization and multipolarization, the rapid progress of science and technology and the emergence of 
the knowledge based economy is effecting and changing the global society deeply.  It is necessary for China to participate 
the process of economic globalization actively and prudently, following the trend and proceeding gradually, to get the 
benefits and to avoid the risks. 

It is necessary to work actively, push forward and establish a reasonable international political and economic new 
order with justice, struggle to get a favorable international environment for China’s socio-economic development. 

There is need to establish a sound foreign exchange management system, sound banking system and prudent debt 
management (refer to 3.2, 3.3 and 3.4 of the main text). 

There is need to have high corporate leverage, but there is also need for good corporate governance. 
There is need to pursue modern industrialization process appropriate for China, and to manage appropriately 
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capital and integration i.e. China shall be integrated into the global economic system with appropriate management. 
 
4.20  Relative detail discussion on development and reform of the financial market, prospect of foreign exchange 

management and liberation of capital account, several aspects of management of financial risks are given  in 3.2, 
3.3 and 3.4 in the main text. 

 
4.21    Development  Strategy for Long Term Growth 

 
1. General  

China is still in the process of industrialization. The stability of Chinese economy is maintained both through the 
real sector and the financial sector. The high growth of the Chinese economy in the past two decades since the launch of 
the reform depends also on the growth of the real sector.  This can also be illustrated from the decision of the recent 
Central Economic Working Conference. 

2. Long Term Development Strategy of China  

 
(1)  Background of Chinese Condition 

 Long term development strategy should be appropriately designed to adapt to concrete conditions of China. 

(2)  China is characterized by a high sectoral share of GDP in agriculture (18.7% in 1997) and a high share of 
population in the rural area. (70% share of total population in 1997) Stabilization and development further the 
agricultural sector is important.  It is emphasized in the Central Economic Working Conference to implement 
fully the decision of the third plenary session of the Fifteen Party’s Congress.  Major focus will be put on 
increase of the farmer’s income and maintenance of the rural stability.  Restructuring the agricultural sector, 
developing the town and village enterprise, pushing forward the poverty alleviation through active 
development policy, vitalizing the circulating system of the agricultural products will also be focused. 

 It should be pointed out that there are 866.3 million of rural population by the year 1997, promote the growth 
of the agricultural sector is of vital importance to promote the living standard and demand in consumption.  
This point had also been observed by the World Bank that the growth of collective enterprise and town village 
enterprise had formed a second wave of industrialization of China.  Therefore, this development strategy 
focusing on agriculture is vital to long term growth scenario for China. 

(3)  Deepening the Reform of the State Owned Enterprise 

It is emphasized once more the target and policy measures to be applied to the reform of State Owned 
Enterprises in the Central Economic Working Conference.  A part of related policy measures had been 
described previously.  One more point is designated in this conference, that is “continue the implementation of 
the guideline ‘to focus on the large, to liberalize the small’, development of the small enterprise should be highly 
focused”. 

(4)  Strategy of Development of small and medium sized enterprise 

a) There is new emphasis placed on the development of small enterprises in the official Central Economic 
Working Conference that “the development of small enterprises should be highly emphasized, more effective 
policy measures should be adopted to create the necessary condition of growth for enterprises of various 
ownership system especially high and advanced technological enterprises...”, this new emphasis is also a 
recognition of the trend of globalization pointed out in the same document that “... the emergence of the 
knowledge based economy” is effecting the change of the pattern of the whole world deeply...”  This 
recognition is in accordance of the recognition of the trend of change of global society and it will form the 
basis of development strategy of China toward medium and small sized enterprises. 

b) The small and medium sized enterprises have played a dominant role in the high growth of Chinese 
economy since the launch of economic reform and opening.  It is pointed out by the World Bank that “the 
share of the labor force in agricultural sector is declined from 71% to 50% within 18 years since 1978, while it 
took 50 years in U.S.A. and 60 years in Japan to accomplish the same structural change.. the second wave of 
industrial growth was emerged in collective owned enterprises and TVEs.  But in past several years, the 
third wave of industrialization is under formation...”  In fact, there are  four types of small and medium 
sized enterprises, state owned, collective owned, private owned and foreign funded enterprises.  The 
operation of them can be divided into exported oriented, domestically oriented high technology oriented 
located in HTDZs.  Appropriate policies should be designed and implemented to take all these into 
consideration. 
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c) There is no systematic study of policy support for small and medium sized enterprises, only the reform of the 
large SOEs is very much focused in China in the past.  Our Center has advocated to focus on the 
development of small and medium sized enterprises and implemented joint research with the World Bank 
and field survey from the support of the sponsor of this study.  A detail description of the policy and strategy 
will require a special paper, several major concepts are briefed below in d). 

d) There is transfer of technology (not necessary of the nature of high and advanced) in the export oriented 
enterprises located in special economic zones or high technology development zones, a part of the technology 
belonged to high and advanced.  More effort should be focused on the development of innovative capacity. 

  The market development strategy depends very much on the enterprise manager as well as further reform 
of the foreign trade system.  For example, one of the best computer corporation Lianxiang starting their 
business by focusing on marketing first, this has assisted the growth of this enterprise greatly. 

  It is necessary for the government at different levels to establish “Support Institution” to assist small and 
medium sized enterprises on R&D activity, marketing and sales, testing and training, but this has not been 
raised to the agenda in common. 

  In the past, it is difficult for non-state enterprises to get loans from the banks.  This aspect is changed very 
recently, the small and medium sized enterprises can get loans from the banks, but the interest rate paid is 
high.  There is need to devise a systematic policy to small and medium sized enterprises. 

  The government is encouraging the cooperation among production, universities and research institutions.  
Establishment of a national innovation system is on going. 

(5)  Reform and promotion of domestic demand is a long term strategy 

China is a large country with large domestic market.  It is common that large countries will have lower 
“External Dependence Ratio”, while this value for China2 , Brazil and U.S.A. is 45%, 14.4% and 17% 
respectively in 1993.  This is more or less abnormal.  Promotion of domestic market and domestic demand 
should be focused.  It is correctly pointed out in the official document of Central Economic Working Conference 
that: “...continue to push forward reform and opening, expansion of the domestic demand should be a major 
measure to promote the economic growth...”  China is encouraging FDI to inland area through its industrial 
policy, China is also encouraging the cooperation between coastal developed region to the developing region in 
the Central and Western region, China had also a complete program of poverty alleviation including poverty 
alleviation through technology assistance.  For example, developed counties in Guangdong province (a well 
known developed province in China) is responsible to cooperate with developing counties in this province.  
President Jiang Zeming has pointed out clearly in his speech delivered to the 15th Party’s Congress, that “ the 
primary stage of socialism is a historical stage of gradually reduce the disparity through development in lead or 
in lag, from a very unbalanced regional economy and culture...  This historical process will require at least 100 
years.”  Therefore, difficulty in reducing regional disparit should be foreseen. 

(6)  Implementation of the basic strategy of vitalizing the country through science and education. 

(7)  Other aspects 

Industrial policy is also one of the major policies of China to promote long term growth.  Machinery, electronics, 
petrochemicals, construction, housing, automobile and infrastructure are the major focus.  Industrial policy is 
also used to guide the foreign investment.  There is a long list of items encouraged and prohibited.  The 
strength of the Chinese economy lies currently on the real sector.  It can be seen from Appendix 6 that China 
takes the lead in the quantity of production of many products, there may be modification of approach to 
industrial policy when more market oriented reform is in effect. 

 

In order to follow the strategies mentioned above, OECF can contribute a lot to the China’s development.  The 
types of assistance OECF expected to provide are: human resource development, infrastructure development, agriculture 
sector reform, trade policy formulation. 

                                                 
2 Note: In order to have a uniform data base for comparative purpose, calculation is done based upon WDR 1995, the year 1993 is chosen because it is  the year of 
high economic growth rate, high export growth and high inflation. 
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