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Abstract

After the Asian currency and financial crisis in 1997, four Asian countries, namely Korea,
Thailand, Indonesia and the Philippines, adopted inflation targeting as an anchor of monetary
policy, along with floating exchange rate regime.

There is a famous tri-lemma in the theory of international finance: liberalized capital movement,
a fixed exchange rate regime and autonomous monetary policy cannot co—exist at the same time.
It is almost meaningless to examine the post—crisis Asian currency regimes independently from
their monetary policy frameworks, since most countries have already liberalized international
capital flows. The current currency systems in East Asian countries fall into the following three
categories: floating or managed floating combined with inflation targeting, fixed exchange rate
regimes such as de facto dollar pegs or a currency board arrangement, and de facto dollarized
countries. This paper focuses on the first category, assessing the inflation—targeting frameworks in
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Korea, Indonesia, Thailand and the Philippines, and evaluating monetary policy management
based on these frameworks and their performance.

The evaluation concludes that the inflation—targeting frameworks in these four countries have
contributed to the economic recovery after the crisis through stabilizing expectation in the
markets, and have enhanced the transparency and accountability of monetary policy. Further
improvement of the frameworks, however, is necessary: the independence of the central banks
remains unsatisfactory in Thailand and Korea, and the design of the inflation targets must be
reviewed in Korea (the target range, the time horizon and consistency with the medium-term
target), Indonesia (the target range, the time horizon and the level of target) and Thailand (the
lower bound of the target range). Pursuing better frameworks in these aspects would be critically

important for more effective and credible monetary policy based on inflation targeting.
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