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This report on “Macroeconomic Management  
under Debt Workouts in the Pacific Region” is the 
10th report in a series of studies conducted by the 
Pacific Economic Outlook (PEO) Structure Task 
Force.1  PEO/Structure is one of the task forces 
under the Pacific Economic Cooperation Council 
(PECC) and deals with longer-term structural  
issues of macroeconomics in the Pacific region.

Under the financial globalization, we have  
witnessed more frequent financial crises all over 
the world than before. The large-scale bankruptcies 
of S&L institutions in the United States in the late 
1980s, the system-wide downward spiral due to 
die-hard NPLs (Non Performing Loans) in Japan 
since 1990 up to now, the cascading defaults of 
nonfinancial corporations, commercial banks and 
nonbank financial institutions after the 1997 
economic crisis in East Asia, the defaults of 
sovereign debts in some emerging markets, to 
name a few.  Debt workouts, thus, have become 
serious policy issues throughout the region.

Debt workouts not only become policy issues 
themselves, but constrain macroeconomic manage-
ment in various ways.  Deterioration in balance 
sheets can be found in a variety of levels and 
sectors, i.e. countries, governments, banks, 
nonfinancial corporations and households.  The 
deterioration in one sector can spill over to others 
and eventually snowball to economy-wide.  It can 
constrain monetary policy and/or exchange rate 
adjustment.  Or it can narrow a room for counter-
cyclical fiscal policy.

These are actually what happened in the Pacific 
region in the past decades.  What can we learn 
from these painful experiences?  And how can we 
get better prepared for the potential future 
troubles?  We would like to focus on how these 
efforts to improve balance sheets of financial as 
well as nonfinancial sectors constrain macro-
economic management such as monetary and 
fiscal policies, and how we can overcome these 
constraints and achieve macroeconomic stability.

We want to discuss experiences in advanced 
economies such as how we have coped with bubble 
bursts or asset market crash through a carefully 
coordinated macroeconomic and/or structural  
policy mix.  Even low inflation becomes a  
headache under debt deflation in advanced as well 
as some emerging markets.  Inflation targeting 
could be interpreted as a search for a new nominal 
anchor replacing pegged exchange rates in East 
Asia after the Crisis.  The recovery process in East 
Asia looks similar across the economies, crisis-hit 
or not, as characterized by active fiscal manage-
ment and cautious but relatively loose monetary 
policy.

We focus not only on debt workouts, but on the 
interaction between sectoral balance-sheet devel-
opments and macroeconomic management.  Thus 
we are concerned with more generally busts in 
asset markets and their impact on macro-
management.  Even those economies who have not 
experienced systemic debt-workout problems in 
the recent past, have had booms and busts in asset 
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markets and coped with the resulting economic 
downturns.

This report is a summary of studies conducted by 
the PEO/Structure Task Force under the coordi-
nation of Dr. Akira Kohsaka.2  The first part of the 
report provides an overview, prepared by Dr. 
Kohsaka, of macroeconomic management issues 
under debt workouts in the Pacific region as a 
whole.  The second part consists of executive 
summaries of individual countries/regions sub-
mitted by specialists from each PECC member 
economy.

The PEO/Structure Task Force held two Inter-
national Specialists Meetings in March 2004 and 
September 2004 in Osaka, Japan.  These meetings 
were hosted by the Japan Committee for Pacific 
Economic Outlook which has been housed in and 
staffed by the Kansai Institute for Social and 
Economic Research (KISER).3  The Committee 
has been sponsored by the Ministry of Foreign 
Affairs of Japan and also by the regional business 
communities, the relevant organizations of which 
are the Pacific Resource Exchange Center (PREX) 
and the Kansai Economic Federation (KEF)

Ambassador Yoshihisa Ara, Chairman of Japan 
National Committee for PECC (JANCPEC), serves 
as Chairman of the Japan Committee for Pacific 
Economic Outlook.  Mr. Hidehiko Sugimoto, 
Deputy Executive Director and Ms. Machiko 
Fujita, Director coordinated the management of 
the PEO/Structure Task Force. Dr. Janis Kea 
supported the PEO/Structure Task Force by editing 
and checking the papers.

The PEO/Structure Task Force presents its reports 
to the meetings of PECC and the Asia Pacific 
Economic Cooperation (APEC), forums of gov-
ernment officials and individuals in business, 
government and academic sectors who are 
interested in economic issues of the Asia-Pacific 
region.

For more information on the PEO/Structure Task 
Force, contact the secretariat at the Japan Com-
mittee for Pacific Economic Outlook.

JAPAN COMMITTEE FOR PACIFIC ECONOMIC OUTLOOK
Address : 29th Floor Nakanoshima Center Bldg.,
 6-2-27 Nakanoshima, Kita-ku, 
 Osaka 530-6691, Japan
Email : peo@kiser.or.jp
Phone : 81-6-6441-5750
Fax : 81-6-6441-5760.
Website : http://www.kiser.or.jp/peo

2 Akira Kohsaka, Ph.D., is Professor of Economics at the Osaka School of International Public Policy, Osaka University, Osaka, Japan.

3 The Kansai Institute for Social and Economic Research (KISER) is a nonprofit organization in Kansai (the region centered in Osaka, Kobe 
and Kyoto) that has its objectives in contributing to the development of the national and regional economies through academic advances.  
KISER promotes research projects under the cooperation of academia and local business community with the aid of governmental support.   
For more details, see the information provided in the bottom part of this volume.
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O V E R V I E W :
MACROECONOMIC MANAGEMENT UNDER DEBT WORKOUTS 
IN THE PACIFIC REGION
BY AKIRA KOHSAKA*

With financial globalization, we have witnessed 
more frequent financial crises all over the world. 
Examples include the large-scale bankruptcies of 
S&L institutions in the United States in the late 
1980s; the systemwide downward spiral due to 
diehard NPLs (nonperforming loans) in Japan 
since 1990 to the present; the cascading defaults of 
nonfinancial corporations, commercial banks and 
nonbank financial institutions after the 1997 eco-
nomic crisis in East Asia; and the default of sover-
eign debts in some emerging markets, to name a 
few. Debt workouts, thus, have become serious 
policy issues throughout the region.

Debt workouts not only have become policy issues 
in and of themselves, but they constrain macroeco-
nomic management in various ways. Deterioration 
in balance sheets can be found at a variety of levels 
and in various sectors, i.e., across countries, gov-
ernments, banks, nonfinancial corporations and 
households. Moreover, the deterioration in one 
sector can spill over to others and eventually 
snowball to affect the economy overall. It can 
constrain monetary policy and/or exchange rate 
adjustment, as well as reduce elbow room for 
countercyclical fiscal policy.  

These have, in fact, occurred in the Pacific region 
in the past decades. What can we learn from these 
painful experiences? How can we be better pre-
pared for potential future troubles? This report 
focuses on how these efforts to improve balance 
sheets in financial as well as nonfinancial sectors 
have affected macroeconomic management, in 

particular how it has constrained monetary and 
fiscal policies. Ideas for how we can overcome 
these constraints and achieve macroeconomic sta-
bility are offered.

In this report, we discuss the experiences of the 
PECC economies in terms of how they have coped 
with bubble bursts or an asset market crash 
through a carefully coordinated macroeconomic 
and/or structural policy mix. Even low inflation 
has become a headache under debt deflation in 
advanced as well as some emerging markets. Infla-
tion targeting could be interpreted as a search for 
a new nominal anchor replacing pegged exchange 
rates in East Asia after the crisis. The recovery 
process in East Asia looks similar across the 
economies, crisis-hit or not, as characterized by 
active fiscal management and cautious but rela-
tively loose monetary policy.  

We focus not only on debt workouts but on the 
interaction between sectoral balance sheet devel-
opments and macroeconomic management. Thus 
we are more generally concerned with busts in 
asset markets and their impact on macro-manage-
ment. Even those economies that have not experi-
enced systemic debt workout problems in the recent 
past have had booms and busts in asset markets, 
and have had to cope with the resulting economic 
downturns.    

The Asian crisis of 1997 has aroused the need for 
a new economic policy framework for the causes, 
propagation and solution of financial as well as 

* Coordinator, PEO/Structure Task Force
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currency crises. In particular, Asian experience 
showed that the private sector—including corpo-
rate firms, households and financial institu-
tions—rather than fiscal imbalances could be the 
core of a crisis. The problems have been more or 
less microeconomic in nature and include inap-
propriate supervision and regulation of financial 
systems, dubious quality of lending, moral hazard 
due to explicit or implicit government guarantees, 
and fixed exchange rates leading to short-term 
external debt in foreign currencies. The financial 
structures—i.e., the composition and size of the 
assets and liabilities of financial balance sheets—of 
the economies, both developed and developing, 
have been a source of business cycles as well as 
booms and busts including economic crises.  

This overview focuses on balance sheet adjustment 
processes across the recent boom-bust cycles in 
the Pacific region. It attempts to summarize and 
share experiences and finally to draw some policy 
implications for the future. Particular attention is 
paid to the interaction between balance sheet ad-
justments and macroeconomic variables along 
with structural changes in sectoral balance sheets 
and policy environments.

1. ASSET PRICE BUSTS AND MACROECONOMIC ADJUSTMENTS
We begin with a review of the process of asset 
price booms and busts, and their interactions with 
macroeconomic adjustments in the case of the 
1997 Asian economic crisis in emerging markets 
and the early 1990s in developed economies in the 
Pacific region. Within a country, asset price booms 
and busts are often associated with one another 
because one asset price boom raises wealth and 
then the demand for another through the wealth 
effect. Furthermore, due to financial globalization, 
equity prices increasingly tend to move in a syn-
chronized manner. These days, even property 
prices show some international synchronization 
perhaps because of increasing business cycle syn-
chronization across countries.      

Asset price busts have often been accompanied by 
economic activity slowdowns and financial insta-
bility. In fact, equities and real estate properties 
generally make up a significant share of household 
assets, while they each relate to investment incen-
tives of corporate firms through capital costs and 
collateral for loans. Moreover, exchange rates are 
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sometimes referred to as an asset price whose 
volatility could seriously affect both public and 
private sector balance sheets, especially if foreign 
exchange exposure and/or currency mismatch is 
large and unhedged.

In 1997, the emerging market economies in the 
Pacific region suffered from severe currency and 
financial crises. Before the Thai baht came under 
speculative currency attack, bubble bursts in the 
property market had deteriorated the balance 
sheets of the corporate and financial sectors in 
Thailand. Subsequently, capital flow reversals 
spread rapidly throughout East Asia. The collapse 
of their virtual fixed exchange rate regimes propa-
gated shocks through various sectors of these 
economies through suddenly ballooned external 
debt (Figure 1). In subsequent months, companies 
went bankrupt, individuals lost jobs, and the 
number of nonperforming loans expanded in fi-
nancial institutions. Relatively healthy fiscal bal-
ances turned into deficit partly because of bailouts 
of financial institutions and partly because of fis-
cal expansion to stimulate domestic demand.

The experiences of these economies clearly show 
how balance sheet problems in one sector can spill 
over into other sectors. Initial exchange rate depre-
ciation led to balance sheet deterioration of the 
unhedged corporate sector, which had difficulty in 
debt servicing; this resulted in rising nonperform-
ing loans of financial institutions or the financial 
institutions themselves suffered directly from their 
unhedged exposure of foreign liabilities. To mini-
mize these impacts on their capital bases, banks 
curtailed overall lending, choking off credit to 
otherwise solvent firms. The public sector had no 
choice but to debt finance the adjustment burden 
to avoid a total breakdown of the economy.

The impact of the 1997 crisis on Hong Kong can 
be said to be less serious than on the other East 
Asian emerging market economies. In the case of 
Hong Kong, the corporate sector was not highly 
leveraged, the financial sector was prudent and 
well-provisioned, and the entire economy was a 
net international creditor with ample foreign ex-
change reserves. Nevertheless, the crisis hit Hong 
Kong’s property market very hard (Figure 2). The 
property price bust was so severe that it dragged 
the economy into a serious deflationary spiral. A 

heavy reliance of government revenue on the 
property market made matters worse.

There is always the risk of a systemic financial 
crisis, when distressed financial institutions affect 
the real economy because they are the core of the 
financial and payment systems in both developed 
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or developing economies. Indeed, in the early 
1990s, the developed PECC economies—namely, 
Australia, Japan, New Zealand and the United 
States—experienced financial distress that origi-
nated from property market booms and busts 
(See Figure 2).

In the early 1990s, asset market booms turned to 
busts which, in turn, generated a few distressed 
financial institutions that contagiously affected 
other financial institutions. This transmission 
mechanism appears traditional(IMF(2003)). Under 
the financial globalization, however, financial dis-
turbances are now more likely to disseminate 
through a larger number of channels including the 
money, debt, equity, derivative and foreign ex-
change markets. The 1997 Asian economic crisis 
has taught us that it has become meaningless to 
determine which factors caused the crisis, domestic 
or international.

2. BALANCE SHEET DEVELOPMENTS DURING BOOMS AND BUSTS
In this section, we observe the balance sheet devel-
opments of the corporate, household, financial and 
government sectors, respectively, during the 
booms and busts through the two episodes. Be-
cause of the different stages of development of the 
financial system, we see similar but different re-
sponses of each sector as well as their resulting 
macroeconomic behaviors.

2.1 Corporate Sector
When the Asian crisis hit, the balance sheet of 
corporate sectors in Indonesia, Korea, the Philip-
pines and Thailand were already fragile. First, be-
cause of relatively low borrowing costs from 
abroad at that time, a number of firms actively 
incurred foreign currency debt. Moreover, they 
borrowed unhedged with the (erroneous) percep-
tion that there was no currency risk under the 
virtual fixed exchange rates that had prevailed in 
past years. Second, the corporate sector expanded 
their balance sheets through debt finance to a great 
extent along with asset market booms before the 
crisis. Pre-crisis debt-to-equity ratios were com-
monly at a historically high level. This high lever-
age and excessive foreign exchange exposure were 
common features among the economies.

The crisis hit the corporate sector through both 
stocks and flows. With regard to stocks, the bal-

Figure 3. 
Macroeconomic Developments: 
Emerging Asia
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ance sheet effect affected their solvency due to a 
sudden increase in liabilities. With regard to flows, 
both the tight monetary policy and sharp declines 
in domestic demand had adverse effects due to the 
high interest rates, credit crunch and lowering of 
profitability. As a consequence, the larger the 
pre-crisis expansion, the larger was the decline in 
private fixed investment in these economies (Fig-
ure 3). 

By 1999, the balance sheet deterioration of the 
corporate sector had stabilized. The indicators for 
corporate balance sheets, such as liquidity and in-
terest coverage ratios, began to improve, reflecting 
regained profitability. The debt-to-equity ratio also 
declined due to a favorable stock market and im-
proved earnings.  

Suspended financial intermediation led the corpo-
rate sector to pursue an alternative financing route 
including the capital market and other nonbank 
sources. Although the alternative sources will not 
completely substitute for financial intermediation, 
it will no doubt help fulfill the financing gap and 
may lead to the development of alternative financ-
ing. In contrast with the financial sector, however, 
the corporate sector in the crisis-hit economies 
remains exposed to currency risk because of their 
large external debt.   

By the time the bubble in commercial property 
markets had burst, corporate sector debt levels had 
soared to a historical high in the early 1990s in 
Australia, Japan and the United States. Likewise in 
post-crisis emerging markets, banks had turned 
very conservative and credit crunches occurred. 
The corporate sector was forced to adjust to this 
through debt reduction in one way or another, 
cutting down private fixed investment (Figure 4).  

2.2 Household Sector
During the decade before the crisis, household 
balance sheets expanded vigorously in Indonesia, 
Korea, Malaysia and Thailand because of persistent 
macroeconomic growth and structural financial 
deregulation. Higher disposable income and asset 
price booms enabled the household sector to enjoy 
the expansion. Households decreased saving rates 
and increased their level of debt.
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The balance sheet effect of the crisis on the 
household sector in these economies, however, was 
relatively small compared to the corporate sector. 
This is because households did not borrow from 
abroad and their exposure to asset price volatility 
was relatively limited. Nevertheless, the crisis 
brought about higher unemployment and lower 
disposable income in the sector, and the asset price 
busts negatively affected the balance sheets of 
households to some extent. Moreover, higher inter-
est rates increased their debt service burden, re-
sulting in sharp declines in household consumption 
in the following year (See Figure 3).

In the early 1990s, households’ exposure to asset 
price volatilities was limited relative to the later 
periods in the developed PECC economies. Of 
course, negative impacts of property price busts 
and resulting real economy slowdowns helped to 
decrease private consumption through balance 
sheet and income effects. However, the decreases 
were modest in Australia and the United States. 

Generally, the larger are the assets (equity or 
property) relative to income, the larger their wealth 
effects on private consumption are likely to be. 
Likewise, the larger the share of properties in as-
sets, the larger their wealth effect on consumption. 
In fact, property price busts have larger wealth 
effects on consumption than do equity price busts, 
which is what occurred in Japan in 1990 and Hong 
Kong in 1998.  

2.3 Financial Sector
The typical interplay between the property and 
financial sectors and the rest of the economy can 
be seen in the case of Thailand, the point of origin 
of the crisis.1 The property boom in the mid-1990s 
was fueled by sustained economic growth and fi-
nancial liberalization. The property sector had 
been heavily dependent on the borrowing from the 
financial sector. Furthermore, because of financial 
liberalization including the establishment of BIBF, 
part of the property sector could even issue bonds 
abroad under relatively low international interest 
rates. As a result, property prices rose quickly and 
this was the basis for the property sector to obtain 
new loans. In this way, banks and other financial 
institutions became deeply entangled with devel-
opments in the property sector.

Along with the property boom, exposures of the 
financial sector to the property sector snowballed 
in a self-fulfilling way through the practice of 
collateral-base lending using properties as collat-
eral. Once the euphoria had evaporated, however, 
the financial sector realized massive fallout from 
the bubble burst and discovered their loans were 
very underprovisioned. As a result, the financial 
sector found their capital base to be so impaired 
that they desperately needed massive recapitaliza-
tion to remain solvent. This story sounds very fa-
miliar to developed economies including Japan. 
One difference in the case of Thailand is that we 
must add the currency mismatch on top of the al-
ready disasterous situation. 

In fact, whether or not the crisis originated from 
property price bubbles, once the reversal of foreign 
capital flows occurred in the highly exposed, 
highly leveraged economies (such as Indonesia, 
Korea, Malaysia, the Philippines and Thailand), 
there resulted large-scale currency depreciation 
which led to foreign exchange risks. This, in turn, 
made debt service extremely difficult and it 
snowballed the problem of NPLs in the financial 
sector. Financial institutions tried hard to survive, 
collecting as much old assets as possible and 
squeezing provision of new credits, while the de-
mand for credits declined because of significant 
slowdown in economic activities.

Banking distress usually results from careless as-
sessment of credit risk based on inflated asset 
values. In this respect, financial deregulation in 
the 1980s in developed economies and in the 1990s 
in the developing countries played a significant 
role. This financial deregulation created a climate 
of intense competition where financial institutions 
were inclined to expand their balance sheets rap-
idly. Subsequently, the usual interplay between 
property and credit markets realized a self-fulfill-
ing process of boom and bust, which occurred in 
Australia, Japan, New Zealand and the United 
States in the early 1990s. Property price busts 
were shown to affect the financial sector more 
adversely than equity price busts (IMF 2003). 
Facing the increase of NPLs and deteriorating 
balance sheets, the financial sector restrained the 
overall supply of credit that, in turn, led to reces-
sion in the real sector.  
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2.4 Government Sector
Generally, before the crisis, the levels of public 
debt in the crisis-hit economies were modest rela-
tive to economies in other regions. As the crisis 
unfolded, the governments had to play the role of 
lender of last resort to accommodate the significant 
losses in the financial sector; as a result, public 
debt began to accumulate sharply. Direct fiscal 
costs include the costs needed to close some finan-
cial institutions and to intervene in almost insolvent 
ones, the injection of public funds into viable ones 
and management of nonperforming loans.2 Fur-
thermore, facing the abrupt slowdown of economic 
activities, the governments were forced to run fis-
cal deficits to stimulate domestic demand, which 
contributed to the debt buildup toward the end of 
the 1990s (Figure 5).

Even without capital account openness, China 
turned out to be susceptible to the Asian crisis 
under the financial globalization trend. Once its 
apparent ever-increasing growth slowed, deflation-
ary pressures put the business sector into debt 
overhang and the financial sectors became ridden 
with NPLs. With the lowering of interest rates, the 
government began fiscal expansion through bond 
finance and to support weak domestic demand 
(Figure 5). 

3. MACROECONOMIC MANAGEMENT DURING THE BALANCE
　SHEET ADJUSTMENT
In this section, we review macroeconomic policy 
management during the balance sheet adjustments 
in the 1997 Asian crisis.  

3.1 Monetary Policy
Because of the trilemma of macroeconomic poli-
cies,3 the monetary authorities (particularly those 
in Indonesia, Korea, Malaysia and Thailand) had 
difficulty in maintaining their own monetary tar-
gets under capital mobility and controlled exchange 
rates that were set before the crisis. Especially in 
the first half of the 1990s, a huge amount of foreign 
capital inflows to these economies brought along 
with and was brought along by vigorous demand 
and output growth. As a consequence, the capital 
account surplus outweighed the current account 
deficit, while the latter was relatively modest be-
cause of ample domestic saving.  

While the monetary authorities barely sterilized 
inflationary impacts of the accumulation of foreign 
exchange reserves, monetary tightening lured ex-
ternal borrowing and further deteriorated corporate 
finance structures and bank portfolios. Finally, 
once monetary policy put an end to the boom, as-
set price busts occurred and capital account rever-
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sals followed, leading to a currency crisis.  

With exchange rates floating or forced deprecia-
tion cascading across the crisis-hit emerging mar-
kets contagiously, the balance sheets of the corpo-
rate sector and the financial sector were signifi-
cantly damaged. This, in turn, narrowed the ef-
fectiveness of monetary policy and generated a 
new policy dilemma.  

While high interest rates were expected to stabilize 
exchange rates, at the same time, they placed an 
additional burden on nonfinancial firms and finan-
cial institutions. What matters here is whether the 
effect of higher interest rates on capital flows 
outweighs the cost of (hopefully) temporary output 
losses. In fact, despite higher interest rates, ex-
change rates kept depreciating until the end of 
1997; this depreciation contributed to a continued 
deterioration of balance sheets of the private sector 
and the probability of bankruptcy.

One important repercussion on monetary policy of 
the balance sheet adjustment process immediately 
after the crisis can be found in the monetary 
transmission mechanism. Developing economies 
are generally dependent on bank finance or finan-
cial intermediation rather than the capital market 
for various reasons. In these bank-dependent 
economies, the credit channel has played a more 
significant role in the transmission of monetary 
policy. Of course, even in developed economies 
such as the OECD countries, the credit channel 
has been important; but in these developed coun-
tries, there is another important channel, i.e., the 
interest rate channel. The point is, to the extent 
that the credit channel is important, negative im-
pacts on the credit channel had more serious as 
well as long-lasting damages on the effectiveness 
of monetary policy.

3.2 Fiscal Policy
Except for the Philippines, fiscal policy in the cri-
sis-hit economies was relatively less constrained 
than monetary policy before the crisis. Govern-
ment budgets were generally in balance and the 
levels of government debt were relatively modest 
compared to those of other emerging market 
economies in other regions.  

The crisis significantly changed this situation, 

however, and the role of fiscal policy was con-
strained at a time when the fiscal policy was 
needed most to boost or compensate for weak do-
mestic demand. The new constraints on fiscal 
policy came from two fronts. One is contingent 
liabilities arising from blanket guarantees, and the 
other is a sudden accumulation of public debt due 
to the bailouts, both for the financial sector. Nev-
ertheless, the fiscal expansion undoubtedly helped 
to alleviate the negative impact of the sharp 
downturn of domestic demand in the crisis-hit and 
other Asian economies, and it was the pre-crisis 
health of fiscal balances in these economies that 
enabled them to do so.  

3.3 Debt Restructuring
Debt restructuring became an indispensable pre-
condition for restoring both the corporate and fi-
nancial sectors. Without reconstructing the balance 
sheets of these sectors, the monetary policy trans-
mission would not work, and hence macroeco-
nomic management would not either. Disposition 
of assets of closed financial institutions, facilita-
tion of debt restructuring negotiation in the private 
sector, and management of transfer of NPLs from 
financial institutions and asset management agen-
cies helped reduce NPL ratios.

The speed and scope of establishing the central 
asset resolution agencies for commercial banks 
were varied across the crisis-hit economies; it was 
relatively quick in Korea and Malaysia, but slow in 
Thailand. In Thailand, the government initially 
preferred a decentralized market-driven approach 
to NPL resolution, which significantly retarded the 
pace of financial restructuring. Note, however, that 
while the improvement of the balance sheets of 
both the corporate and financial sectors were nec-
essary for bank credits and corporate investment 
to resume, they are not sufficient conditions for 
economic recovery. Full-fledged recovery requires 
resolution of prior over-investment and its resulting 
excess capacities.

4. ALTERNATIVE MACROECONOMIC POLICY FRAMEWORK
Once we recognize the trilemma of macroeco-
nomic policies, some nominal anchor must be 
chosen for macroeconomic stabilization insofar as 
we allow for capital mobility in a small open 
economy. One such alternative to a fixed exchange 
rate regime is inflation targeting, which has been 
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adopted in Thailand since 2000.

Not only in pursuit for a nominal anchor, inflation 
targeting has recently become an important mac-
roeconomic policy framework because low and 
stable inflation in and of itself can be desirable and 
indispensable for financial stability. One reason is 
that unexpected inflation arbitrarily redistributes 
wealth between debtors and creditors, resulting in 
ex-post resource misallocation and potential social 
waste.

Based on the empirical fact that higher inflation is 
associated with higher volatility in inflation, infla-
tion targeting is supposed to establish the credibil-
ity of monetary policy among forward-looking 
agents. So far, there is some evidence that shows 
convergence between ex-ante and ex-post inflation 
and actual inflation has appeared to be maintained 
within the predetermined narrow bands. It is 
noteworthy, however, that, in considering balance 
sheet effects seriously, we may need a broader 
perspective for macroeconomic management than 
inflation targeting.

5. BALANCE SHEET DEVELOPMENTS IN THE POST-CRISIS PERIOD
Restructuring after the 1997 Asian crisis is not yet 
complete. Nonetheless, initial adjustments ap-

peared to be over by the end of 1999 in Korea, 
Malaysia and Thailand, and a bit later in Indonesia. 
In this section, we will trace the balance sheet 
developments after the initial adjustments, namely, 
in the post-crisis period.

In the crisis-hit economies, the crisis brought 
about significant changes in banks’ balance sheets. 
In terms of the sources of funds, they reduced the 
share of foreign currency debt, particularly of 
short-term debt, which contributed to a lengthen-
ing of the maturity structure of liabilities. In terms 
of the uses of funds, they reduced credit to the 
private sector significantly, substituting for foreign 
assets and government securities (flight to quali-
ty).

Owing to the overall restructuring efforts, the fi-
nancial systems in the crisis-hit economies are re-
gaining their health and appear to be more than 
adequately provisioned for potential bankruptcy 
risks. NPL ratios have shown a steady trend of 
improvement, though the process is not yet com-
plete (Figure 6). Around 2000, the financial sector 
began to expand its share of lending to the house-
hold sector, not only for housing, but for general 
loans, reflecting both demand and supply factors 
and financial deregulation (Korea, Malaysia and 
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Thailand).

The balance sheet deterioration of the corporate 
sector was stabilized by 1999 and the indicators 
for corporate balance sheets such as liquidity and 
interest coverage ratios have started to improve, 
reflecting regained profitability. The debt-to-equity 
ratio has also declined due to the favorable stock 
market and improved earnings.  

Suspended financial intermediation led the corpo-
rate sector to pursue an alternative financing route 
such as capital market and other nonbank sources 
(Korea and Thailand). Although these alternative 
sources will not completely substitute for financial 
intermediation, it will help to fill the financing gap 
and may lead to the development of alternative fi-
nancing. In contrast with the financial sector, 
however, the corporate sector in the crisis-hit 
economies remains exposed to currency risk be-
cause of their remaining large external debt.   

The household sector was the first sector to re-
cover from the crisis and has been the main driver 
of the recovery in the crisis-hit economies. It has 
expanded its balance sheet, particularly by increas-
ing debt. Indeed household debt has increased 
even relative to disposable income (Figure 7). This 
new trend can be explained by increased income 
and consumer confidence, low interest rates, the 
shift of loan priorities of the financial sector, and 
financial deregulation policies. Looking at Korea’s 
consumer debt problem in 2003, some regulatory 
measures will be required for the stability of the 
financial system.    

In the case of China, corporate sector finance relies 
almost solely on bank loans, because the capital 
market is still at an infant stage. While the house-
hold saving rate is incredibly high, the household 
sector holds its savings mostly in bank deposits. 
The financial sector has recently increased the 
share of household lending. NPLs in the financial 
sector are mostly referred to the public sector, in-
cluding provincial governments. Accordingly, debt 
restructuring is likely to constrain monetary as 
well as fiscal policies. Private housing investment 
and mortgage loans have been allowed since 1997. 
Since the property market is under the realm of 
provincial governments, an appropriate regulatory 
framework may be needed for orderly property 
developments.

Along with the trend of financial deregulation, we 
have witnessed some structural changes in debt 
structures of the corporate and household sectors 
throughout the Pacific region. First, the corporate 
sector has begun to rely more on internal funds 
and market-based external finance than on loans. 
Second, the household sector has increased its 
debt, mainly for housing investment, in its balance 
sheet. Parallel to this, financial institutions have 
shifted their provisions of credit from the corporate 
to the household sector (Figure 8).

In the case of Australia, lending to the corporate 
sector has become less than one-half of the total 
credit issued by financial institutions, with the re-
mainder going to households. The corporate sector 
has been profitable and its levels of debt and debt 
service have been held low. In contrast, the 
household sector has increased its ratio of debt to 
disposable income to a significant degree, partly 
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reflecting sustained increases in residential prop-
erty prices. It seems that a potential credit risk has 
shifted from the corporate to the household sector, 
and that the financial sector should be ready to 
cope with the risk. 

Reliance of the corporate sector on bank lending 
has continued to decline throughout the 1990s in 
the United States. The corporate sector expanded 
its balance sheet and leverage more through the 
capital market. This leads us to the next stage of 
balance sheet effects when we face the 2000 IT 
bust. 

6. THE 2000 IT BUST
In 2000, when the IT bubble burst, another round 
of boom and bust cycles had been expected in the 
United States and other developed economies. Al-
though the recent busts in equity price indices 
were similar to earlier episodes in terms of magni-
tude, length, and cross-country synchronization of 
the price declines, IMF (2003) suggests that the 
macroeconomic and financial developments differ 
from the past experiences of OECD economies, 
specifically with respect to the following three 
points. First, the decline in output growth began 
earlier and was larger than before, reflecting 
sharper falls in fixed investment. Second, the 
growth of private consumption was stronger than 
before, reflecting robust housing prices. Third, 
short-term real interest rates declined faster and by 
a larger amount in the United States than in previ-
ous cases.

In the case of the Pacific region, we can see visible 
synchronized slowdowns in equity price and pri-
vate investment in Hong Kong, Japan, Malaysia 

and Singapore, and slight negative impacts in 
Australia, Korea, New Zealand and the Philip-
pines. Although equity prices showed some set-
back, we saw modest negative real impacts on 
private investment in China, Indonesia and Thai-
land (See Figure 3 and Figure 9).

In terms of the interplay between the asset market 
and macroeconomic developments, the 2000 IT 
bubble burst appears to share some common fea-
tures with our previous episodes of asset market 
busts in the 1990s. First, debt accumulation and 
debt restructuring in the corporate sector played a 
major role. Second, increasing NPLs and bond 
defaults shook people’s confidence in the overall 
financial system, which in turn affected the real 
economy.

There are differences, however, reflecting struc-
tural changes in the financial system observed 
during the 1990s. These differences could have 
important implications for macroeconomic man-
agement for the future.

First, in the IT bubble burst, equity and other fi-
nancial asset prices played a central role, reflecting 
the heavier reliance of the corporate sector on the 
capital market rather than on the financial sector. 
In fact, the magnitude and coverage of equity price 
adjustments were unprecedented, especially in the 
United States. Property prices, however, were not 
greatly affected. Negative wealth effects on the 
household sector were limited to that of equity 
price busts.

Second, the impact of the IT bust influenced bal-
ance sheets in a wider range of sectors than in the 
past. This is because financial liberalization and 
development had enabled a variety of market par-
ticipants to expand their exposure to market-based 
financial assets and liabilities. In other words, in 
contrast to the early 1990s, risks were not solely 
concentrated in the financial sector. Rather, confi-
dence issues have now shifted to the financial and 
capital market as a whole. 

As a result, third, the damage made on the balance 
sheet of the financial sector was limited relative to 
the early 1990s so that the resulting credit crunch 
as well as its effect on the real sector was limited 
as well. The resulting real economic slowdowns, 
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especially in private investment, did not come 
from a credit crunch by the financial sector as it 
did in the early 1990s when banks tried to mini-
mize capital consumption through preemptive 
credit squeeze; instead, in the IT bust, banks re-
mained profitable and robust.

7. MACROECONOMIC POLICY IMPLICATIONS FOR THE FUTURE
Now we can answer why, particularly in the United 
States, the negative impact of the IT bubble burst 
on the real economy as well as the financial system 
have thus far appeared to be limited, while its 
magnitude was large. Although one may say that 
the adjustment is not over yet, we can think of at 
least the following four factors which contributed 
to a soft landing of the PECC economies despite 
the bust.  

First, there were no property price busts, particu-
larly residential ones, so that the negative impact 
of an equity price bust on the household sector was 
limited. Admitting some tautology, the confidence 
of the household sector depends on overall macro-
economic stability, including robust employment 
and steady disposable income. In this sense, timely 
policy actions to maintain confidence have become 
more important.

Second, after the previous crisis or near-crisis epi-
sodes, the financial sector has been restructured 
and disciplined, and has become off the center 
stage insofar as IT-related corporate expansions 
are concerned. Accordingly, there was little room 
for potential financial instability. We have observed 
a layer of improved regulatory rules, systems and 
organizations throughout the Pacific region which 
are referred to in the full text of our country pa-
pers.

Third, the securitization trend of corporate finance 
diversified its risks over a wide range of investors 
including not only financial institutions, but also 
households, institutional investors and foreigners. 
In contrast, in the early 1990s, corporate risk was 
ultimately taken on almost solely by the financial 
sector, especially in Japan.  

Finally, quick and resolute monetary policy and 
other policies helped to maintain the confidence of 
the private sector in the financial system as well as 
policy management. In the past, there seems to be 

Figure 9.  
Macroeconomic Developments: 
Developed Economies, 1990-
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some asymmetry in monetary policies toward ei-
ther equity price bust or property price bust. For 
example, while we observe easy money in the 
former, we observe tight in the latter, which in 
turn produced serious deflationary situations. 
Similar deflationary impacts were found in the 
case of the 1997 crisis. Subsequently, decisive 
monetary tightening to defend currency values 
turned out to be a disaster, and how to cope with 
asset price inflation is not yet known.  

As we observed from the recent boom-bust cycles 
and their implication for macroeconomic policy 
management, we may be able to summarize the 
lessons learned and raise two issues for future 
consideration. The lessons are as follows:
(i)  Improving prudential regulation and 

strengthening supervision of the financial sector 
remain the core of macroeconomic structural 
policy. Even under the trend of securitization, 
stability of the financial system cannot be 
achieved without a robust financial sector.

(ii) Improving scrutiny of corporate finance and 
strengthening (developing) of the capital market 
are indispensable. Overexpansion of corporate 
balance sheets will be the origin of booms and 
busts, and these may not be contained in the 
future. A systematic check and balance must be 
institutionalized either through rule-making or 
market disciplines.

(iii) Sometimes quick and resolute management 
of macroeconomic policies is necessary for 
macroeconomic stability particularly to avoid 
deflationary spirals. The problem here, however, 
is that there is no consensus prescription against 
both the prevention and the cure of asset price 
booms and busts.

Finally, two mutually entangled issues must be 
pursued further:
(i)  Due to improved access to the capital market 

and to accumulating wealth, we must put more 
serious thought to debt management in the 
household sector. There is still the non-negligible 
risk of a property market bust in any country. 
How to cope with the risk and its impact on the 
financial system as well as the real sector will 
be a challenging task.

(ii) With regard to asset price volatilities and 
their potentially significant impacts on the 
macroeconomy, whether inflation targeting is 

adequate enough or not for macroeconomic sta-
bility will be another challenge. Why should the 
stability of product prices come prior to that of 
asset prices?

ENDNOTES
1 There was no evidence of property price bubbles 
in Indonesia, Korea, Malaysia and the Philippines 
near the outset of the crisis.

2 In addition to direct fiscal costs, we can count on 
contingent liabilities to be included. In the Asian 
crisis, governments in Indonesia and Thailand an-
nounced blanket guarantees for deposits in finan-
cial institutions to prevent bank runs and to restore 
people’s confidence in the financial system. If 
these were included in public debt, the figures 
would become enormous.

3 The trilemma implies that we cannot attain all 
three policy goals—i.e., exchange rate stability, 
capital mobility and monetary autonomy—simul-
taneously. To attain exchange rate stability and 
capital mobility, we must give up monetary au-
tonomy, which is the case of Hong Kong; to attain 
exchange rate stability and monetary autonomy, 
we must give up capital mobility, which is the case 
of China.
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Banks remain at the core of Australia’s financial 
system, although the increasing role played by fi-
nancial markets—including the money, debt, eq-
uity, derivative and foreign exchange markets—
means that financial disturbances are now more 
likely to originate in, and be transmitted through, 
these markets. Moreover, with more internationally 
integrated financial markets, instability can be 
imported from abroad, as demonstrated by the 
Asian crisis of 1997–98.

Traditionally, financial crises in Australia have 
been triggered by the failure of one or more banks, 
usually following a boom in asset prices and then 
a bust. The cause of the bust typically has been the 
incorrect assessment of credit risk (for example, by 
lending against temporarily inflated asset values). 
Contagion effects would lead to runs on other 
banks and the emergence of a full-scale financial 
crisis. Although a financial crisis of this kind has 
not been experienced in Australia recently, such 
crises are still possible.

Currently, Australia’s banking sector is quite prof-
itable by international standards. Yet the nation’s 
current reputation for financial stability has 
evolved over a very long period of time, in re-
sponse to episodes of domestic financial instabili-
ty—notably in the 1890s, 1930s and, most recently, 
the early 1990s.

The latter decade began with the Australian bank-
ing industry experiencing its worst losses since the 

depression a century earlier. In 1990, 1991 and 
1992, the sum of individual bank losses (before 
tax) exceeded AUD9 billion which is equivalent to 
over 2.25 percent of GDP in 1990, or over one-
third of the aggregate level of shareholders’ funds 
in the banking system in 1989.

The main reason for these losses was that financial 
deregulation in the mid-1980s had created a cli-
mate of intense competition in which financial in-
stitutions expanded their balance sheets rapidly. 
This occurred at a time when asset prices, espe-
cially commercial property prices, were rising 
quickly and credit assessment procedures in many 
financial institutions had not adapted to the new 
liberalized environment. As a consequence, ex-
tremely strong credit growth was set against in-
creasingly overvalued commercial property.

The growth in lending to households over the last 
ten years has been associated with a sustained rise 
in residential property prices and, more recently, 
with a strong increase in demand for credit by 
property investors. The ratio of debt to household 
disposable income has reached 125 percent which 
is in the upper range of other developed coun-
tries.

These circumstances have increased the financial 
risks facing households (30 percent) with that level 
of housing debt. Yet there are no obvious signs of 
financial stress in the household sector. Interest 
burdens are less than what they were in the late 

-5

0

5

10

15

20

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004

%
 c

h
a
n

g
e

0

50

-50

100

150

200

Macroeconomic Developments

A U S T R A L I A
BY TONY MAKIN

：investment contribution to GDP growth
：consumption contribution to GDP growth
：real GDP growth ：share price index （1995=100, RHS scale）
：money market interest rate ：real credit to private sector （1995=100, RHS scale）

shaded area：periods of debt workouts



　 

	 MACROECONOMIC MANAGEMENT UNDER DEBT WORKOUTS IN THE PACIFIC REGION	 23

1980s and early 1990s, and employment growth 
has bolstered household incomes and debt-servic-
ing capacity.

A source of risk to continued financial stability is 
the possibility of a major correction in the housing 
market, affecting the balance sheets of financial 
intermediaries through defaults on mortgages. The 
balance sheets of banks could also be stressed if 
mortgage default rates rose suddenly due to rising 
interest rates that, in turn, reflect increasing global 
demand for savings and inflationary pressures.

Low and stable inflation, well-functioning finan-
cial markets and a reliable payments system are all 
essential foundations for financial stability. The 
Reserve Bank of Australia has adopted a policy of 
inflation targeting on the grounds that maintaining 
low inflation is important for macroeconomic and 
financial market stability. It is recognized that in-
flation imposes economic welfare costs. A contin-
uation of inflation targeting within a narrow range 
can therefore be expected to further minimize in-
flation uncertainty and the arbitrary and unwar-
ranted income transfers that it causes.

Over the past half-century, there have been major 
changes in the regulatory system governing Aus-
tralia’s financial markets and institutions. The 
regulatory architecture for Australia’s financial 
system comprises three agencies, each with spe-
cific functional responsibilities:
　● the Australian Prudential Regulation Authority 

(APRA), which has responsibility for the pru-
dential supervision of deposit-taking institu-
tions (banks, building societies and credit 
unions), as well as friendly societies, life and 
general insurers, and superannuation funds;

　● the Australian Securities and Investments 
Commission (ASIC), which has responsibility 
for market conduct and disclosure in the finan-
cial sector, enforcement and administration of 
the Corporations Law, and consumer protec-
tion across the financial system; and

　● the Reserve Bank of Australia (RBA), Austra-
lia’s central bank, which retains responsibility 
for monetary policy and overall financial sys-
tem stability, and is charged with promoting 
safety, competition and efficiency within the 
payments system.

Presently, Australia’s financial system appears 
quite sound. Banks are, in general, adequately 
capitalized. Unlike many of its Southeast Asian 
neighbors, its banking sector did not suffer any 
lasting effects from the Asian financial crisis of 
1997–98. The scale of nonperforming loans on the 
balance sheets of commercial banks remains small 
by historical standards and the regulatory system 
has been strengthened since the early 1990s to 
cope with the risks associated with a deregulated 
financial system.

Developments in Australia’s financial sector sug-
gest there will be continued shift from intermedi-
aries to markets to cater to the growing demand 
for more diversified financial services. These in-
clude greater securitization, growth in corporate 
debt markets and investments in market-oriented 
instruments compared to deposits and similar in-
struments provided by intermediaries. Additional-
ly, the range of derivative instruments markets for 
managing risk is likely to expand further. Austra-
lia’s financial system can be expected to become 
even more highly integrated with global markets 
as technology facilitates access to markets over-
seas.
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China faces serious problems of bad debt in the 
banking sector, the securities market and local 
governments. Too much debt may damage the fi-
nancial system and this could subsequently lead to 
financial crisis. Although China was able to avoid 
most of the negative effects of bad debts arising 
from the Asian financial crisis of 1997, the Chi-
nese government recognizes the potential for ad-
verse impacts of a similar crisis in the future and 
it has set about addressing the vulnerability of its 
economic system.

The debt issue can be derived from examining 
data on sectoral flow of funds balance sheet (B/S). 
The full sample period of 1992 up to the present 
are categorized into three non-overlapping subpe-
riods: period 1:1992–96, period 2: 1997–2002, and 
period 3: 2003 to the present. Households were 
always the main surplus sector but began to lend 
more money after the government pushed forward 
the reform of housing in 1997. The corporate sec-
tor absorbed capital mostly from the banking sec-
tor reflecting the fact that the Chinese financial 
mode is different from that of some Western coun-
tries in which direct finance play an important 
role. The amount of capital that the corporate sec-
tor needs is in line with the business cycle; this 
means that during an economy boom, the corpo-
rate sector lends more, and conversely during an 
economy slump, businesses lend less. In general, 
the government sector is neutral; however, during 
the second period, the government issued more 
bonds to support expanded expenditure.

Asset market dynamics (i.e., markets for corporate 
stocks, housing and land) may cause these devel-
opments of B/S as mentioned above. Domestic 
credit increases too quickly and bubbles in the 
stock and real estate markets are signals of eco-
nomic crisis. Because of the special financial 
structure of China, nonperforming loans of com-
mercial banks have a significant effect on demand 
components (i.e., investment and consumption).

The banking sector is the blood circulation system 
of the national economy. Abnormal banking be-
havior will certainly result in blocking of the mon-
etary policy transmission mechanism, which, in 
turn, makes the adjustment of interest rates inef-
fective. The debt workout of the banking sector 
mainly affects monetary policies and may influ-
ence fiscal policies as well. First, retaining the in-
terest spread results in inflexibility of monetary 
policies and could lead to an adverse effect in the 
credit market and furthermore to a vicious circle 
of bad debts. Second, the concentrated peel-off of 
bad debts led to moral risks and the plight of fiscal 
policies. Ultimately, the monetary polices may go 
out of control. Third, an influx of capital would 
weaken the effect of tight monetary policies and 
increase the financial burden of governments.

Bad debts of securities companies were not promi-
nent during the growing period before 2001.  Chi-
na began to compress the bubbles in the stock 
markets in 2001. As the stock index continued to 
fall, however, the bad debt of securities companies 
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emerged. When some securities companies went 
bankrupt in 2003 and 2004, the Chinese authori-
ties stopped compressing the bubbles and took 
measures to initiate the confidence of stockhold-
ers. This means that the huge amount of bad debts 
actually increased the difficulties of reducing mar-
ket risks. If there were not this huge amount of 
accumulated bad debts, there would have been 
greater flexibility to mitigate market risks. If the 
bad debts in securities companies remain unre-
solved, it will be difficult for China to establish a 
sound capital market system.

The rapid development of housing since 1997 is a 
key factor propelling investment demand. If not 
for the rapid development of the real estate market 
in the past seven years, the expansive fiscal policy 
and relaxed monetary policy would not have had a 
great impact. By the end of 2003, the bubble in 
real estate in some cities was obvious so that au-
thorities began to worry about the floating rate of 
long-term mortgage’s potential risk and increased 
the interest rate on Oct. 29, 2004. However, at the 
same time, governments are not willing to experi-
ence a burst in the housing and land bubbles as 
they are concerned about the economic crisis that 
could result. Hence, the present situation in the 
Chinese real estate market represents an obstacle 
to increasing the interest rate.

Moreover, government bad debts may damage the 
integrity of government bodies and increase the 
difficulties and costs of financing. The high level 
of government bad debts has increased financial 
pressures and may induce monetary policies to go 
out of control. In extreme cases, foreign exchange 
policies were needed as a supplement. However, 
such passive adjustments led to a lack of indepen-
dence in foreign and domestic economic policies. 
In the future, controlling the rapid growth of gov-
ernment debts will affect the implementation of 
expansive fiscal policies.

To stabilize the real economy in reaction to B/S 
vulnerabilities, China has implemented some mea-
sures such as changing the banking sector, mitigat-
ing risks in the securities market and resolving li-
abilities of governments. At the same time, atten-
tion has been paid to households’ lending and for-
eign exchange aspects.

Over the past ten years of experiments, several les-
sons can be drawn: the culture of being honest and 
having credit; grasping of the center of the trans-
formation of the economy which is reform of en-
terprise; changing the present financing mode, 
which relied excessively on bank lending; optimiz-
ing ownership structure, corporate governance and 
the internal control system of financial institu-
tions; a focus on asset prices on the real economy; 
and then incorporating these factors into designing 
monetary policy.

China is deepening its financial reform, including 
the banking sector and its capital market. The 
People’s Bank of China (China’s central bank) is 
becoming the center of deepening reform and 
some financial reform. Risk management policies 
have been implemented since Dr. Zhou Xiaochun 
became president of the central bank. Based on 
these trends, we believe that China will establish a 
healthy financial system and improve its risk man-
agement ability in the near future.
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The Asian financial turmoil in 1997–98 revealed 
the pitfalls of excessive leverage, and notwith-
standing the severe hardship that the crisis caused, 
it provides all of the affected economies a useful 
lesson. We have seen extensive restructuring in 
many of the Asian economies following the crisis, 
and Hong Kong has also taken the opportunity to 
review and enhance its system and infrastructure 
in order to add strength to its resilience to external 
shocks.

Apparently the Hong Kong economy has been able 
to weather the crisis relatively better than many of 
its neighboring economies. This is a manifestation 
of the inherent strength of Hong Kong’s economic 
infrastructure as demonstrated by the flexibility in 
the local cost/price structure, monetary discipline 
and fiscal prudence, the sound legal framework, 
and its well-regulated and properly supervised fi-
nance and banking systems.

In particular, both the corporate and household 
sectors in Hong Kong are not highly leveraged. 
This, notwithstanding, the corporate sector has 
engineered substantial balance sheet adjustments 
after the crisis in order to regain competitiveness. 
A detailed analysis of external debt and balance of 
payments (BOP) statistics further demonstrates 
that Hong Kong’s private sector is financially 
sound and far from being overleveraged, and 
therefore is not unduly vulnerable to unfavorable 
changes in credit conditions or a sudden reversal 
of capital flows.

The government of HKSAR has maintained a pru-
dent fiscal policy and sizable fiscal reserve, de-
spite the marked deterioration in its fiscal position 
in the post-crisis years. With regard to monetary 
policy, the linked exchange rate system is simple 
and transparent, and is also highly credible on the 
back of enormous foreign exchange reserves.

The local banking sector has also displayed its 
strength and resilience to adversities thanks main-
ly to its prudent lending practices, strong balance 
sheets and robust external position. Also relevant 
is the sound supervision performed by local au-
thorities. As a result, the local banking sector 
managed to remain profitable and highly liquid 
even in the wake of the Asian financial turmoil.

Nonetheless, the Hong Kong economy as a whole 
was still hit hard by the financial turmoil. Apart 
from triggering a severe economic setback in 
1998, the crisis also contributed to the bursting of 
a property market bubble that marked the begin-
ning of a prolonged and painful adjustment pro-
cess. This involved protracted deflation, the prob-
lem of negative equity leading to sluggish domes-
tic demand, shrinkage in bank loans for domestic 
use, as well as a worsening in the fiscal situation.

Even with the absence of monetary devices to 
fine-tune the economy under the linked exchange 
rate system, the government of HKSAR has made 
a great effort during the post-crisis years to relieve 
the pain borne by various sectors amidst the pro-

-5

0

5

10

15

20

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004

%
 c

h
a

n
g

e

-50

0

50

100

150

200

Macroeconomic Developments

HONG KONG, CHINA
BY ELLEY MAO

Note: For the legend, see the one for Australia, p. 22.



　 

	 MACROECONOMIC MANAGEMENT UNDER DEBT WORKOUTS IN THE PACIFIC REGION	 27

longed adjustment process, while firmly adhering 
to the principle of “big market, small government.” 
Measures taken include tax cuts and rebates, a 
special finance scheme for small and medium-
sized enterprises (SMEs), the Mortgage Insurance 
Program (MIP) to facilitate home purchases, and 
various policy initiatives to help debt restructuring 
between banks and enterprises/households.

The government has also devoted considerable ef-
fort to enhance Hong Kong’s financial infrastruc-
ture over the past few years. A notable example is 
the strengthening of the currency board arrange-
ment in September 1998. The enhancement in 
clearing and settlement facilities has laid the foun-
dation for the development of a deep and liquid 
debt market in Hong Kong, so as to provide local 
enterprises with more diversified sources of busi-
ness finance. In addition, the establishment of a 
Commercial Credit Reference Agency (CCRA) for 
SMEs has facilitated banks’ credit assessment and 
has made it easier for SMEs to obtain finance. All 
of these measures should further strengthen Hong 
Kong’s resilience to adverse economic shocks by 
reducing the likelihood of a credit crunch.

In sum, the “free market principle” has worked 
well for Hong Kong. In the aftermath of the Asian 
financial crisis, competitiveness has been restored 
mainly through adjustments in Hong Kong’s do-
mestic price and cost structure. Hong Kong must 
continue its efforts to strengthen its market funda-
mentals, and at the same time address the weak 
spots in the economy. In view of the rapid pace of 
globalization and advancement in technology, 
macroeconomic management is no longer the task 
of an economy on its own. Cooperative action 
across economies is not only desirable; it is perti-
nent.
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The economic and financial crises that impacted 
Indonesia since mid-1997 triggered a significant 
economic downturn, especially in the banking 
system, the business sector, and the social and po-
litical environments. Mounting inflationary pres-
sure along with a battered rupiah exchange rate 
further compounded the deterioration of the coun-
try’s economic fundamentals. A vicious deprecia-
tion-inflation spiral following the excessive expan-
sion of money supply due to the bank run precipi-
tated the threat of hyperinflation. With confidence 
in the banking system eroded, the financial inter-
mediary function of banks virtually came to a halt, 
resulting in a sharp fall in production and invest-
ment. The end result was a deep contraction of the 
entire economy, accompanied by heightened social 
and political tensions emanating from massive un-
employment and widespread poverty.

To deal with the crisis and unfolding hyperinfla-
tion, difficult and tough measures were required.  
A broad-based policy package that included four 
major elements was adopted. First, a primary role 
was given to a tightening of monetary policies, 
with a sharp increase in interest rates and strict 
controls over base money and net domestic assets 
to achieve macroeconomic stabilization. Second, 
an adjusted and less restrictive fiscal framework 
was implemented, with the resulting fiscal deficits 
in large part financed externally. This expansion-
ary fiscal stance was designed to cover the costs of 
bank restructuring and recapitalization, the effects 
of devaluation on external commitments and to 
provide social safety net measures to cushion the 

impact of the crisis on the poor.  Third, to address 
the virtual collapse of the financial system, an ac-
tion program for restructuring the banking system 
and recapitalizing the banks, including comple-
mentary measures to deal with corporate debt, was 
developed and implemented. Finally, continuity 
was given to a program of structural adjustment 
and reform, focusing on measures to increase ef-
ficiency and competitiveness.

The results of this economic adjustment and re-
form program, while painful, are increasingly well 
known. There has been major progress in the res-
toration of macroeconomic stability, supported by 
sound monetary policies. The risk of deepening 
hyperinflation in 1998 was averted and inflation 
has since abated, reaching a record low of 5 per-
cent in 2003. The rupiah has strengthened at 
around Rp8,800 per U.S. dollar and exchange rate 
stability was restored in a free market environ-
ment. Consistent with the renewed macroeconomic 
balance, pressures on the interest rate abated along 
with an improvement in the risk premium, a steady 
appreciation of the rupiah, an increase in foreign 
exchange reserves to a record high and of share 
values on the Jakarta Stock Exchange. With the 
restored macroeconomic stability and renewed 
business confidence, signs of incipient recovery in 
the real economy are taking place and GDP is 
gradually rebounding, as confirmed by improved 
leading indicators. In this regard, economic growth 
has continuously increased up to nearly 5 percent 
in 2003. The economic recovery, while still fragile 
and beset with uncertainties, appears to be ongo-
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ing and widening its base.

A critical issue addressed in this study is how 
common shocks during the crisis period brought 
about the macroeconomic outcomes we have wit-
nessed. The study briefly discusses the problems, 
responses and lessons learned in the country’s ef-
fort to restore the economy to its long-term poten-
tial growth path. The balance sheet conditions 
across sectors in the economy (government, corpo-
rate, household and banking) are examined. The 
study shows that some progress has been achieved 
and the steady improvement in the overall macro-
economy and socio-political conditions have 
gradually reversed the picture. As a result, Indone-
sia has recorded the highest momentum in 2001 
with a net borrowing surplus of 2.9 percent of 
GDP. On the other hand, the picture shows that 
while saving and investment steadily increased, 
the gap in net borrowing (S–I) fluctuated over the 
last decade. This confirms that the recovery pro-
cess is staggering and is vulnerable to subsequent 
shocks that may hit the economy; thus efforts to 
restore economic growth and stability face sub-
stantial challenges.

Another emerging issue is the vulnerability of bal-
ance sheets, the factors affecting this vulnerability, 
and how these conditions will impact the economy. 
This paper partially addresses the issues on the 
behavior of asset market dynamics and the impact 
of balance sheet adjustment on monetary policy 
transmission. It can be concluded that there are 
indications that bank’s balance sheet adjustments, 
which have led to bank disintermediation, have 
reduced the effectiveness of monetary policies 
during the crisis and postcrisis period. Structural 
changes and balance sheet adjustment in banks 
and borrowers have altered the smoothness and 
effectiveness of monetary policies. As banks re-
main the major source of financing in Indonesia, 
this situation contributes to the current slower pace 
of economic recovery compared to other countries 
that experienced similar crisis.

The above issues clearly imply that the vulnerabil-
ity of balance sheets have widespread impacts on 
the whole economy. As experienced by Indonesia 
and other Asian countries, it has been empirically 
shown that the vulnerability of the corporate sec-
tor propagated to the banking sector as the key 
player in financial markets, and onto other sectors 
as well. Therefore, urgent action was implemented 

by the Indonesian macroeconomic policymakers 
who focused their efforts on strengthening finan-
cial markets, among others, by developing bond 
markets and implementing a strong banking archi-
tecture.

Currently, the government bonds market has be-
come more liquid and efficient. However, it re-
mains necessary to maintain a close watch on the 
market due to refinancing and undersubscriptions, 
which could erode government credibility and the 
sustainability of state budget financing. Recent 
developments show that large amounts of govern-
ment bonds will mature in the 2004–13 period, 
which narrows the long-term options for govern-
ment bond refinancing. This was one of the factors 
behind several cases of undersubscription of gov-
ernment bond issuance in 2003. The corporate 
bond market has also improved markedly, as evi-
denced by the rising value of new bond issuances 
and market capitalization. However, such rapid 
developments necessitate close monitoring due to 
potential and systemic risks. Meanwhile, the archi-
tecture also represents an urgent need for the Indo-
nesian banking system in order to strengthen the 
fundamentals of the banking industry. The 1997 
economic crisis demonstrated that Indonesia’s 
banking industry lacked the proper institutional 
basis, and therefore requires strengthening of fun-
damentals to be able to withstand internal and ex-
ternal shocks. Lack of strong fundamentals in the 
banking system presents a challenge not only for 
the banking industry as a whole, but also for Bank 
Indonesia as the authority responsible for bank 
supervision.

Despite the improvements that have been made, 
various constraints remain and the recovery pro-
cess is yet to be accelerated. The banking system 
is still struggling to improve its risk management 
capacity, with a remaining reluctance to restart 
lending and a preference towards investment in 
government bonds and Central Bank certificates. 
The challenge is to speed up institutional reform 
so that credit lending and other funding sources 
can resume to support higher investment growth. 
Debt restructuring and structural reform will have 
to be pursued in order to avoid the same recur-
rence of crisis. Policy coordination in developing 
the bond market and conducting prudent monetary 
and fiscal policies is equally crucial, and is fortu-
nately legally supported and benefits from an inde-
pendent Central Bank.
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The Japanese economy has been in a long slump 
after the collapse of the asset-price “bubble.” This 
paper, which examines the persistent stagnation, 
notes several points. Few expected the persistent 
stagnation, the “Lost Decade,” in the first half of 
the 1990s. and in fact, there were several occasions 
when the Japanese economy appeared to be on the 
road to recovery. However, these short-term up-
turns in the economy did not lead to robust recov-
eries due to obstacles such as the ongoing balance 
sheet adjustments, policy mistakes and so on.

As this slump continued, mild deflation began. 
Faced with the heavy debt burden inherited from 
the bubble period, the private sector began to ad-
just their balance sheets. This changed the flow of 
funds dramatically so that some of the ordinary 
interconnections between the real and financial 
sectors broke down. This has made genuine eco-
nomic recovery more difficult and has been a 
contributing factor to the persistent stagnant econ-
omy. However, it appears that the adjustment pro-
cess has accelerated in recent months. This may 
make up for the breakdown in the real-financial 
interconnections. If policymakers have learned 
enough from their mistakes in the recent past, we 
may be able to have full-fledged recovery arising 
from the deflation.

Many researchers have investigated the causes of 
this persistent slump and have made policy recom-
mendations. The majority of the studies focus on 
factors such as policy mistakes, bad loans and ex-

cessive debts which may explain the demand 
shortages; as a result, these studies tend to recom-
mend more active macroeconomic policies. Others 
insist that supply-side factors, like the adverse pro-
ductivity shocks, are the main causes of the slump, 
and argue for structural reforms of the economic 
system. In addition, there are studies that empha-
size the interconnections between the demand and 
supply factors.

On the macroeconomic policy side, several policy 
mistakes are confirmed. The monetary policy ac-
tions were delayed in the beginning of the bubble 
and again after its collapse, and yet again in the 
mid-1990s. At the same time, fiscal policy actions 
were not consistent over time. The government 
first tried to expand the economy, then attempted 
to reduce the deficits, and subsequently tried to 
expand the economy again. These inconsistent 
zigzag movements caused further inconsistency 
between the two macroeconomic policy actions. In 
addition, the tax side of fiscal policy operations 
seems to have neglected the slump for quite a long 
time.

In terms of balance sheet adjustment, the structure 
of the funds flow changed dramatically after the 
bubble collapse. While funds used to flow through 
private financial institutions during the bubble 
period, after its collapse, funds flowed through 
public financial institutions and the government. 
In addition, after the bubble, all components of the 
private sector—private corporations, households 
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and private financial institutions—shrank the size 
of their balance sheets by reducing both assets and 
debts. In particular, private corporations appear to 
have sped up this adjustment process recently, and 
currently, they are in financial surplus. However, 
the public sectors—i.e., the general government, 
the public corporations and the public financial 
institutions—expanded its assets and debts. In 
other words, the private sector avoided risk-taking 
activities and the public sector took over them.

These structural changes in the flow of funds have 
affected the macroeconomy. VAR(vector autore-
gressive model) analysis that examines macroeco-
nomic variables, policy actions and sector finan-
cial surplus/deficits reveals quite a few changes. 
These changes reflect the breakdown of the ordi-
nary propagation mechanisms of the business cy-
cles, which have occurred in the post-bubble peri-
od. As a result of these changes, in the post-bubble 
period, GDP has not recovered well in response to 
the shocks which used to cause strong recoveries.

An increase in the personal financial surplus is 
one of those shocks. Before the bubble collapse, it 
would lead to GDP expansion; however, after the 
collapse, responding to this shock, households in-
creased only the very liquid assets such as deposits 
and currency. Though deposits increased, banks 
did not loan the funds out since they were handi-
capped with huge amounts of nonperforming 
loans. In addition, a significant majority of corpo-
rations, probably the smaller ones, were more fi-
nancially constrained in this period, though private 
corporations as a whole were in financial surplus. 
Thus, an increase in the personal financial surplus 
did not lead to credit expansion nor to business 
investments; as a result, GDP did not increase.

Facing this environment, the policy responses 
changed. For example, monetary policy used to 
restrain credit expansion, but no more. After the 
bubble collapse, the monetary authorities tried 
hard to accommodate demand. These policy oper-
ations seem to have helped in avoiding the defla-
tion spiral, but they have not been sufficient for 
full recovery.

Finally, the “policy duration” effect of the current 
monetary policy commitment is analyzed in the 
turbulent episode of 2003. The commitment to 

continue the current accommodation successfully 
lowered the medium- to long-term interest rates 
significantly by changing market expectations. 
However, turbulence is caused by changes in those 
expectations when it appears that the deflation rate 
is closer. The exit policy from the current “Quan-
titative Easing” policy is technically difficult and 
is not yet well-specified.

The economic expansion may not go on straight-
forwardly in 2004–05. However, the balance sheet 
adjustments have proceeded significantly in the 
private sectors. Thus, the real-financial intercon-
nections may have been restored so that true re-
covery is not far off in the future.
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The Korean economy has gone through drastic 
changes in the relatively short period since 1990. 
As exemplified by the financial and foreign ex-
change crisis of 1997, idiosyncratic factors, most 
notably balance sheet conditions, specific to the 
Korean economy played an important role both 
before and after the crisis in determining how the 
contagious common shock (e.g., a collapse in the 
exchange value of currencies) affected various 
macroeconomic outcomes that were not necessar-
ily the same across the region. This paper exam-
ines the interplay of Korea’s idiosyncratic condi-
tions, mainly the balance sheet situations, as well 
as the common external conditions (e.g., financial 
crisis, global slowdown).

The advent of the 1997 financial crisis appeared to 
have introduced discontinuity in the Korean eco-
nomic landscape. For example, the heavily lever-
aged Korean businesses were in an expansionary 
mode typical of the earlier (pre-crisis) rapid-
growth period, but were quick to de-leverage with 
the onset of the crisis. Recovery has taken several 
years since the onset of the crisis, and in particu-
lar, large-scale efforts to restructure the financial 
sector coupled with a strong surge in exports have 
been the most visible developments during the 
period immediate after the outbreak of the crisis. 
By 2001, most restructuring issues that required 
immediate attention had been addressed and nor-
malcy seems to have returned.

However, the newly emerging Korean economy 

looks quite different compared to the period before 
the 1997 crisis. Households’ saving patterns, for 
example, have been quite erratic, while businesses 
have reduced borrowing. The government has also 
become a major borrower. Domestic demand has 
remained weak and thus the overall pace of growth 
has been determined largely by external demand. 
Efforts to support domestic demand by boosting 
consumption in 2002 initially created a boom in 
consumer credit; but the consumer credit bubble 
quickly turned into a bust and a sharp surge in the 
consumer credit delinquency rate followed.

The rapid debt adjustments that took place at a 
very large scale in the wake of the 1997 crisis, and 
a minor one following the consumer credit expan-
sion of 2002, certainly have imparted a clear con-
tractionary momentum to Korea’s real economic 
sector. Many in Korea are concerned about its per-
manence, as domestic demand has remained quite 
sluggish since 2002. A large-scale and sudden ad-
justment of financial imbalances indeed seems to 
have substantial real consequences. In terms of 
financial conditions, the household sector contin-
ues to be the surplus sector but less so compared 
to the early 1990s. Businesses have retrenched, 
cutting down on investment as well as borrowing. 
On the other hand, the government has emerged as 
a major deficit sector.

With respect to policy lessons, it is important to 
avoid a path of economic management, or eco-
nomic development management, that could lead 
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to major imbalances that would necessitate a mas-
sive adjustment in a short period of time. In addi-
tion, if faced with unavoidable large-scale adjust-
ment, such as a debt overhang, one has to assess 
very carefully possible adverse long-term conse-
quences of a ‘cold-turkey’ approach. Korea’s expe-
rience suggests that the linkage between vigorous 
restructuring efforts and the return of economic 
vigor within a reasonable amount of time may not 
be as tight as some envision.
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Like many countries, incidents of financial dis-
tress have marred New Zealand’s modern eco-
nomic history. Without question, the most turbu-
lent period was between 1984 and the early 1990s. 
The rapid adjustment from an economy character-
ized by high levels of government intervention and 
regulation to arguably the most free-market indus-
trialized economy of the era, gave rise to massive 
sectoral supply-demand imbalances, many of 
which had dire consequences for the financial sec-
tor. Collapsing farm incomes and massive over-
investment in the commercial property sector pre-
cipitated the failure of the Development Finance 
Corporation in 1988, which at the time was New 
Zealand’s seventh-largest financial institution. 
Around the same time, the Bank of New Zealand 
required a significant injection of new funds from 
the government, then the bank’s largest share-
holder. Deregulation of the financial sector signifi-
cantly increased the level of competition in the 
sector, which in turn led to the closure (but not 
necessarily failure) of a number of financial insti-
tutions and consolidation of the remaining play-
ers.

However, while potentially damaging to individual 
investors, neither the DFC failure, the BNZ recapi-
talization nor the M&A activity of the financial 
sector resulted in systemic losses. Any financial 
losses were typically confined to the central insti-
tution involved via a combination of appropriate 
and early remedial action effected by the govern-
ment, supported by transparent signals of intent; a 

background of well–thought out, well-communi-
cated, and, at times, well-implemented macroeco-
nomic policy (in particular, highly successful in-
flation targeting); and plain old good luck. These 
incidents of financial distress did, however, serve 
to remind the New Zealand government and the 
country’s financial institutions that it was not im-
mune to such failures, and that the potential for a 
financial crisis was very real. Lessons learned dur-
ing this period support the financial regulatory 
and supervisory arrangements that exist in New 
Zealand today.

The structure of New Zealand’s banking sector, 
and partly as a consequence, its regulatory and 
supervisory framework, is perhaps unique. New 
Zealand’s four largest banks, holding over 85 per-
cent of banking sector assets, are owned by Aus-
tralian parent companies. This degree of overseas 
control is unparalleled among industrialized coun-
tries, and provides something of a safety net, pro-
vided the Australian banking authority continues 
to effectively monitor its banks.1 New Zealand’s 
banking watchdog, the Reserve Bank of New Zea-
land (RBNZ), has therefore adopted a relatively 
light-handed regime, preferring to concentrate on 
the provision of relevant information to depositors, 
thus relying on regulation by the market.

Although the regulatory approach adopted in New 
Zealand has attracted some criticism, assessment 
of the financial system by the RBNZ has found 
that it appears to be relatively resilient to a range 
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of hypothetical shocks. In a recent review, the IMF 
found that New Zealand’s financial system was ef-
ficient and profitable, and that short-term risks to 
stability appear low. These findings are supported 
by a range of stability indicators, ranging from 
return on banking assets to capital adequacy ra-
tios.
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The Philippines is the second-largest debt issuer in 
Asia, next only to Japan. In 2004, national govern-
ment outstanding debt reached almost 79 percent 
of GDP, a 23 percentage point increase from 1997. 
If total public debt, which includes contingent 
debts such as those guaranteed and assumed by the 
government, is considered, the debt figure goes up 
to 96 percent of GDP.

The public debt is rising steadily with the deterio-
ration of the government’s budget deficit. In the 
late 1970s and 1980s, the public deficits have been 
perennial concerns that led to several deficit re-
duction programs. The worsening deficits were 
blamed primarily to declining government reve-
nues, high government spending on personal ser-
vices, and interest payments.

However, the government deficit does not tell the 
entire debt story. The major contributor to the 
rapid increase in public debt is not only the chron-
ic budget deficit, but also the worsening perfor-
mance of the 14 government owned and controlled 
corporations (GOCCs) monitored by the govern-
ment.

Under the Ramos administration, with the help of 
multilateral financial institutions, an average bud-
get surplus of P9 billion was experienced between 
1994 and 1997. The surplus trend was, however, 
significantly reversed with the onset of the Asian 
crisis in 1997 followed by the severe El Niño 
drought in 1998. During this time, the government 

abandoned its macroeconomic policy stance of 
expenditure control in an attempt to grow out of 
the initial recession.  Consequently, the deficit de-
teriorated and the government found itself borrow-
ing heavily from both domestic and foreign 
sources to finance the deficit resulting in the 
buildup of public debt.

The reliance of the Philippines on borrowing to 
service its debt obligations sprung from the fact 
that its primary surplus is not sufficient to service 
the interest payments. In 2004, the primary sur-
plus amounted to P74 billion or a mere 1.5 percent 
of the GDP, while the interest payment due that 
same year amounted to P261 billion.

Given the small primary surplus, the rising share 
of foreign debt adds to the difficulty of servicing 
the debt. The public debt is denominated in both 
local and foreign currencies. From its pre-crisis 
level of 44 percent, foreign debts increased to 56 
percent in 2004. This rising foreign debt ratio ex-
poses the Philippine economy to foreign currency 
risk and other external shocks.

The obvious implication of the large debt and 
deficits on macroeconomic management is the 
curtailment of the government’s policy space. 
Since the government must devote a large portion 
of its budget to debt service, the proportion left for 
current services and capital investments is severely 
constrained. On the other hand, the less obvious 
effect of large public sector deficits and debt stock 
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is the “crowding out” by the government of the 
private sector.
 
In the past seven years, roughly one-third of the 
national budget went to debt service, crowding out 
the government’s option to determine what devel-
opment projects it would prioritize. Compared to 
other Asian countries, the Philippines has the low-
est spending on infrastructure, averaging only 2.7 
percent of GDP annually between 1990 and 2001, 
compared to Singapore (5.1 percent), Indonesia, 
(6.9 percent) and Thailand (4.7 percent), to name a 
few. The weak infrastructure has eroded the coun-
try’s competitiveness as an attractive investment 
site in the Asia-Pacific region as reflected by the 
declining share of foreign direct investments flow-
ing into the region.

A few lessons can be drawn from the Philippine 
experience with respect to public sector debt and 
deficits.  First, the last quarter century shows that 
public sector deficits are difficult to escape once a 
country falls into those situations. The second les-
son is concerned with the effects of debt workouts 
on macroeconomic management and resource al-
location. Higher interest rates, preferential access 
to domestic funds by the government, and the in-
creased proportion of debt service in the govern-
ment budget probably crowd out private sector ac-
tivities and distort resource allocation in the 
economy as a whole. Lastly, large public debt and 
deficits distorts the government’s own resource 
mobilization and allocation.

In sum, large public deficits and the resulting debt 
level have costs that may not be fully incorporated 
into policy decisions. Policymakers need to be 
more conscious of the hidden costs of a long peri-
od of debt workouts that invariably become neces-
sary in the long run.



38  PACIFIC ECONOMIC OUTLOOK STRUCTURE TASK FORCE

Singapore is one of the wealthier economies in 
East Asia and ranks second-highest in terms of per 
capita GDP (measured in current U.S. dollars) 
since 1990. Over the past four decades, Singapore’s 
economy is characterized by high GDP growth, 
high gross national savings, low unemployment, 
low inflation, substantial current account surplus-
es, low levels of debt and steady appreciation of 
the Singapore dollar. Singapore is also an extreme-
ly open economy with imports and exports of 
goods and services exceeding GDP by nearly 
threefold over the last two decades.

Being a hub for headquarters of regional multina-
tional corporations (MNCs), Singapore has be-
come a large source of outward direct investment 
undertaken by MNCs and government-linked 
companies (GLCs) since the early 1990s. In addi-
tion to being an international financial center, 
Singapore also serves as a large source of and des-
tination for portfolio investment. The strong pres-
ence of Singapore’s offshore market is also re-
flected by both large inward and outward flows in 
the other investment category. Singapore’s steady 
accumulation of international foreign exchange 
reserves since the early 1990s has also led to large 
negative financial flows.

The Central Provident Fund (CPF) Board is an in-
novative market-based institution designed in the 
1960s by the Singapore government to replace the 
traditional state-funded pension system. While the 
CPF system has been subjected to several fine-
tunings over the past decades as a macro instru-
ment to restore wage competitiveness whenever 
the economy falters (in 1986, 1997 and 2001, for 
example), its three fundamental objectives of pro-
moting house ownership, nonstate base medical 

and retirement schemes have been by and large 
fulfilled. The unique CPF system not only assures 
its members a pre-announced interest return that is 
benchmarked by the weighted deposit rates paid by 
local banks, but the state also guarantees with-
drawals by all members at the age of 55 and im-
mediate withdrawal by those members who are 
leaving Singapore permanently. The CPF board, in 
turn, is under the stipulated statutory requirements 
to purchase long-term government securities is-
sued by the Monetary Authority of Singapore 
(MAS), which then directs those borrowed funds 
to government agencies for investment outside 
Singapore. Members’ total CPF balances have ris-
en steadily over the decades with stable interest 
returns being credited to each member’s account.

Singapore as a regional financial hub appears to 
have recovered steadily from the 1997 Asian fi-
nancial crisis that severely crippled ASEAN 
economies. Banks, both local and foreign, totaling 
115 in 2004 demonstrated their resilience in 
healthy expansion in terms of their assets and lia-
bilities covering domestic banking units (DBUs) 
and the Asian currency units (ACUs). If we study 
trends of bank loans and advances for domestic 
use according to industrial classification, the share 
of housing loans as a percentage of total loans has 
climbed steadily from 16 percent in 1995 to 31 
percent in 2004, due partly to liberalization of the 
public housing mortgage market in 2003. The 
government’s property enhancement policy imple-
mented since the early 1990s has been so effective 
that consumers continue to gear up or invest heav-
ily in the real estate sector, which resulted in the 
Singapore syndrome known as “asset-rich cash-
poor” for retired workers which may not be wise. 
In fact, if we lump building and construction with 
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housing loans, the real estate property sector ac-
counted for 45 percent of total loans and advances 
by banks. The ratio of manufacturing to total loans 
has declined steadily from 10 percent in 1995 to 5 
percent in 2004, while loans to financial institu-
tions and professionals have remained quite 
steady.

Following the MAS’ Financial and Banking Liber-
alization Plan in 1999, private sector bond issuance 
has taken a significant quantum leap since 2000. 
Government-linked companies are in fact encour-
aged to raise capital from the private sector subject 
to market pricing instead of looking towards gov-
ernment funding. Singapore is determined to de-
velop itself into a major regional capital market in 
both the bond and equity markets; however, the 
latter does not appear to have been very success-
ful.

Singapore’s leading role as a regional funding cen-
ter can be seen from the activities of the Asian 
Dollar Market (ADM) according to inter-bank 
lending of ADM outside Singapore, which has 
risen from S$201 billion in 1995 to S$291 billion 
in 2004, a rise of 45 percent over a decade. How-
ever, lending to nonbank customers, which is hov-
ering around S$85 billion, has yet to recover from 
the level prior to the 1997 Asian financial crisis. 
Interestingly nonbank customers’ deposits in the 
ADM have soared from S$81 billion in 1995 to 
S$138 billion in 2004, which probably accounts for 
the inter-bank leading activities outside Singapore 
due to restructuring of economies in the crisis af-
termath.

Over the past four decades, successive Singapore 
governments have been able to operate under 
structural budget surpluses with the economy 
growing above its potential or natural output. 
Given the aging population and rising health care 
burden, Singapore must avoid and resist being 
caught in a situation of structural budget deficit 
under increasing pressure from the public at large 
for subsidies and state handouts, which is ad-
dressed in the second part of the study.

Accumulation of government surpluses has slowed 
since the 1990s. It has become increasingly diffi-
cult for the government to sell the idea of reserve 
accumulation and to resist demand for more hand-
outs. Distributing handouts to those who do not 
need it is a waste of precious financial resources. 
A more-focused approach to assist targeted social 
groups or purpose-oriented projects, which gener-
ate wider benefits or spin-offs, may be more effec-
tive and less costly.

In summary, the lack of precision in policy state-
ments on surplus accumulation, management and 
utilization has led to negative perceptions on all 
three counts. First, people in general are unwilling 
to accept further saving or wealth accumulation 
without a good purpose. Since citizens cannot see 
when reserves will be deployed, they do not ap-
preciate the need to “maintain moderate govern-
ment budget surpluses over business cycles.” Con-
sequently, the government is under intense pres-
sure to provide handouts since it has accumulated 
a substantial pool of reserves. In fact, past experi-
ences elsewhere have shown that successive gov-
ernments have increasingly not been able to with-
stand such pressure without making concessions. 
Such a strong national surplus position also helps 
to explain the public’s general resistance to any 
increase in taxes (including the GST) and public 
service charges.

In conclusion, our suggestions and observations 
pertaining to government surplus accumulation, 
management and utilization may be summed up as 
follows. First, the public should be convinced of 
the need to accumulate and maintain handsome 
surpluses given the vulnerability of Singapore in 
an increasingly globalized economy, the volatile 
regional environment and intensifying challenges 
from China, India and some of Singapore’s neigh-
bors. Second, the government should avoid devel-
oping unhealthy public expectations on handouts 
by indiscriminate redistribution of surpluses. It is 
currently in danger of doing just this, after several 
earlier attempts at redistribution that came in dif-
ferent forms and under varying justifications. A 
more-focused approach should be adopted, target-
ing those who have lost the ability to compete and 
avoiding those who do not need help. Third, the 
government should moderate or even preempt sur-
plus generation through fees and charges by gov-
ernment agencies that are supposed to operate on 
a cost recovery basis. One important outcome of 
such an exercise will be to contain the rising cost 
of doing business in Singapore. Fourth, budgetary 
operation should continue to aim for surpluses, the 
extent of which would be determined by the 
strength of economic growth. While shifting from 
a direct tax to an indirect tax is an appropriate 
long-term measure to widen the tax base with a 
rapidly aging population, other ways to improve 
budget surpluses or contain budget deficits would 
include tightening expenditure on non-essential 
items. While recognizing that good systems and 
institutions do not guarantee good outcomes, it is 
imperative to embrace and institutionalize good 
corporate governance in order to protect and grow 
our hard-earned financial resources.
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Chinese Taipei’s financial environment has under-
gone dramatic changes recently. These changes 
consist of various monetary and fiscal policies 
which were used to stabilize the financial market 
and the whole economic structure as well.

As balance sheets and sectoral funds transaction 
data show, Chinese Taipei has been always in a 
funds surplus situation over the last ten years, but 
has experienced two recessions, one in 1995 and 
another in 1998. The former was the result of pros-
perous expectations, whereby the rise in domestic 
investment and outward foreign direct investment 
reduced the level of funds surplus. The latter re-
cession was induced by the economic turmoil of 
Asian financial crisis. The decline in the export 
sector led to a systemic failure of enterprise, from 
small- to medium-scale enterprises to business 
bloc.

The rise of nonperforming loans (NPLs) places a 
direct drag on financial institutions’ balance 
sheets, and the collapse of enterprise means the 
vanishing of employment opportunities. In Chi-
nese Taipei, household loans were always targeted 
toward the housing market. As a result, the in-
crease in unemployment not only worsened the 
balance sheet condition of households, but also led 
to further deterioration of financial institutions’ 
balance sheets. These challenges were compound-
ed by a series of shocks that hit the economy in-
cluding the collapse of real estate prices, an earth-
quake measuring 7.3 on the Richter scale, and for 

the first time, negative economic growth. These 
phenomena pushed the ratio of NPLs to record 
levels of 8.78 percent in March 2002. For founda-
tional institutions, credit departments of farmers’ 
and fishermen’s association, the NPL ratio went up 
to 21.44 percent in June 2002.

To treat the symptoms of fiscal vulnerability, Chi-
nese Taipei implemented macroeconomic policies 
to deal with these balance sheet vulnerabilities. 
Because it had been defeated by speculators, the 
Central Bank abandoned its defense of the ex-
change rate. This forced the NT dollar to depreci-
ate from the annual average value of 28.71 in 1997 
to 33.46 in 1998. Subsequently, in May 1998, the 
Central Bank established strict limits on the trad-
ing of nondeliverable forward contracts in foreign 
exchange so as to effectively fend off speculation 
in the market.

Similarly, short-term interest rates followed a 
downward trend to about 6 percent, after the 
Bank’s reduction of the rediscount rates four times 
during the Asian crisis. An easy monetary policy 
was pursued by lowering the required reserve ratio 
and releasing postal saving redeposits continuous-
ly. These efforts helped to fill the gap of funds for 
the enterprises sector.

In November 1998, the Ministry of Finance and 
Central Bank announced a relief package aimed at 
pulling troubled companies through their difficul-
ties. If certain conditions were met, companies 
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could apply to the Special Committee for Aid to 
the Operating Fund of Enterprises for financial ac-
commodation. These measures were designed to 
prevent financial markets from being unduly upset 
by consecutive incidents of financial defaults, and 
to avoid a possible credit crunch.

The authorities also took fiscal stimulus measures 
aimed at expanding domestic demand in August 
1998. Some of the main measures included the 
implementation of an accelerated budget, an in-
creased supplementary budget amounting to 
NT$161 billion for public investment and over 600 
important items designed to encourage private in-
vestment. In addition, measures for the revitaliza-
tion of the housing industry were taken. In Decem-
ber 1998, Chinese Taipei approved a revitalization 
policy regarding the housing sector, and NT$150 
billion of postal redeposits were made available at 
low interest rate loans to the public for the pur-
chase of residential housing.

Other measures were also implemented for the 
sake of maintaining economic growth including: 
promotion of an exports plan, amendments of fi-
nancial regulations, the establishment and opera-
tion of a financial restructuring fund, and Promot-
ing Financial Asset Securitization.

As a result of these measures, the ratio of NPLs 
began to decline in the second quarter of 2002. 
The cleanup of NPLs reached NT$1.168 trillion 
(US$33.3 billion) by November 2003. Moreover, 
the Financial Restructuring Fund had handled 44 
financial institutions from their former owners. 
Fourteen financial holding companies, five asset 
management companies, seven cases of M&A in 
the banking sector, and five cases of securitization 
were launched through the end of 2003. These 
measures helped to shape a new look for the bank-
ing industry and improved their competitive ad-
vantages in the banking sector.

However, some shadows still exist behind this fi-
nancial system. Among these, the worsening of 
public finance would be the potential threat to fi-
nancial stability of Chinese Taipei. The measures 
of stabilization, NPL cleanup, protection against 
speculator and public investment extending need 
to be supported by healthy public finance condi-
tions. Therefore, how to reverse the trend of public 

finance is a high priority for the government in 
order to establish a sound financial environment in 
Chinese Taipei.
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In July 1997, the Thai economy, one of the fastest-
growing economies in the first half of 1990s, was 
caught in the middle of the most severe financial 
storm ever to hit the country. The demise of the 
long-standing fixed exchange rate regime sent 
shock waves through virtually all sectors of the 
economy. In the months that followed, thousands 
of companies went bust, millions of people found 
themselves out of work, and the financial system 
was on a brink of a systemic collapse.

The Thai crisis illustrates vividly how balance 
sheet deterioration in one sector of the economy 
can spill rapidly into other sectors via balance 
sheet linkages. Initially, an exchange rate shock 
caused the balance sheet of the unhedged corpo-
rate sector to deteriorate sharply and the inability 
of the sector to honor its ballooning debt obligation 
took a toll on the financial sector in the form of 
rising nonperforming loans. To prevent their asset 
portfolio from further deterioration, banks tight-
ened lending, resulting in a severe credit crunch 
for otherwise viable firms. It took an international 
financial rescue package and tremendous fiscal 
resources to avert a complete meltdown of the 
economy. Public debt as a percentage of GDP 
more than quadrupled, partly as a result of the 
high cost of bailing out troubled financial institu-
tions.

Seven years after the crisis broke out, the Thai 
economy has improved remarkably. Real GDP 
grew over 6 percent in both 2003 and 2004. The 

economy is expected to continue to do well in 
2005 despite adverse internal and external envi-
ronments.

This study reviews post-crisis balance sheet evolu-
tion of the Thai economy across four key eco-
nomic sectors, namely, government, banks, nonfi-
nancial corporations and households, with empha-
sis on the assessment of maturity, currency and 
capital structure mismatches in the balance sheets 
of these sectors. The main finding reaffirms the 
strength of the current economic recovery seen in 
the traditional flow variables analysis. At the 
economywide level, external vulnerabilities have 
been significantly reduced. The economy’s foreign 
currency financing gap, defined as total maturing 
foreign currency liabilities less liquid foreign as-
sets, has turned negative (that is, there are more 
assets than liabilities). The ratio of external debt to 
GDP now stands at a level that was last seen in the 
early 1980s. Moreover, foreign reserves currently 
cover six months of imports and nearly four times 
short-term external debt.

At the sectoral level, all four sectors exhibit stron-
ger balance sheet conditions. Public debt to GDP 
has fallen faster than expected. The banking sys-
tem’s NPL ratio now stands below one-third of its 
peak. In the corporate sector, many firms have 
completely restructured their balance sheets. The 
decrease in leverage, however, did not depress 
profitability which has now been back to the pre-
crisis level. Meanwhile, improved consumer confi-
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dence has resulted in a household consumption 
boom. In tandem with the improved fundamentals 
were announcements of credit upgrade one after 
another.

Despite these marked improvements, there remain 
several weak spots in Thailand’s aggregate balance 
sheets. In the government sector, despite a marked 
reduction, public debt is still much higher than it 
was prior to the crisis. In the banking sector, a 
large overhang of NPLs still hampers banks’ bal-
ance sheet and obstructs re-intermediation. In the 
corporate sector, foreign exchange exposures are 
still somewhat high. Finally, the sector with the 
strongest balance sheet, the household sector, has 
accumulated debt to levels that have caught the at-
tention of many observers.

After reviewing the postcrisis evolution of Thai-
land’s aggregate balance sheets, the study takes a 
few steps back to revisit how an asset price boom 
sowed the seed of the balance sheet distress prob-
lems. The key lies in the interplay between the 
property market, the financial sector and the rest 
of the economy. A lending boom gave rise to a 
speculative property market boom. Inflated prop-
erty prices, in turn, allowed the real sector to load 
up excessive debt. The entire economy then hinged 
critically on development in the property market, 
putting it in a very precarious situation. Moreover, 
when the tide turned, massive fallout ensued. In 
this respect, the burst of the Thai bubble is similar 
to what has been documented in developed coun-
tries. The consequence here is much more devas-
tating, however, for there was a significant degree 
of currency mismatches.

Poor balance sheet conditions directly constrain 
Thailand’s macroeconomic policy management. 
Weaknesses in the banking system and the corpo-
rate sector impair both bank lending and tradi-
tional interest rate channels of monetary policy 
transmission, reducing the effectiveness of mone-
tary policy. Large government liabilities, from fi-
nancial restructuring costs and the fiscal deficits 
run by the government to stimulate the economy, 
tie down fiscal resources, leaving smaller room for 
countercyclical fiscal policy.

Thai policymakers, nevertheless, have found ways 
to get around the constraints imposed by the bal-

ance sheet distress. The policy employed by the 
authorities could have been described as a three-
pronged strategy of macroeconomic policy man-
agement. The three prongs are: (i) unclogging the 
wheels of the monetary transmission mechanism 
through the restoration of financial system stabili-
ty and corporate sector’s strength; (ii) maintenance 
of price stability through inflation targeting; and 
(iii) calculated deployment of limited fiscal re-
sources. This three-pronged macroeconomic man-
agement strategy has effectively helped the gov-
ernment to create a virtuous circle of economic 
recovery.

Still, the recovery process is not yet complete and 
much remains to be done for Thailand to have 
sustainable growth. First and foremost, balance 
sheet vulnerabilities will have to be reduced fur-
ther. Debt restructuring and structural reforms 
must continue. At the same time, there is a need to 
ensure that the current economic euphoria does 
not lead to a new set of balance sheet weaknesses. 
To achieve this, policymakers must proactively as-
sess and manage the risks to economic stability 
that often accompany continued high growth. 
Close coordination between macroeconomic policy 
and prudential regulation will be crucial. Only 
then will the future of the Thai economy be en-
sured.
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The United States was the first developed country 
in the postwar period to endure a major series of 
bank and savings and loan (S&L) failures. These 
failures began in the late 1970s and accelerated in 
the mid-1980s. Their causes included such factors 
as inappropriate incentives for financial institu-
tions and regulators implicit in legislation, rapidly 
changing competitive conditions that disadvan-
taged S&Ls, and badly timed deregulation. The 
bank and S&L failures, in turn, led to bankrupt-
cies in the institutions that insured depositors 
against such failures. The high costs of resolving 
these failures and protecting depositors, in turn, 
contributed to the large federal fiscal deficits of 
the mid- to late 1980s and to interest rates above 
those needed to satisfy macroeconomic targets. 
These crises were eventually overcome by initiat-
ing a series of institutional reforms.

After 1990 there were two additional, though less 
severe, financial crises. The first came from asset 
bubbles abroad, the bursting of which impaired the 
ability of foreign borrowers to repay U.S. banks, 
thus ushering in a credit crunch. The second oc-
curred in 2000 as the IT bubble burst, resulting in 
a fairly severe decline in stock market prices be-
tween 2000 and 2002. In both these cases, how-
ever, conventional (expansionary) monetary and 
fiscal policies were largely sufficient to treat the 
problems. The one institutional change required 
during this latter period was a tightening of ac-
counting standards and disclosure rules so as to 
reduce the misrepresentation of firms’ net worth.

Analysis of the balance sheets of different institu-
tions reflects the following trends over the period 
1975–2000: (i) the shares of real estate, corporate 
equities and pension reserves in the asset holdings 
of households and nonprofit organizations were 
rising at the expense of checkable deposits, cur-
rency, time and savings deposits and government 
securities; (ii) the share of home mortgages in 
household liabilities was increasing; (iii) for non-
farm, nonfinancial corporate businesses, the share 
of financial assets in total assets was rising, as was 
that of corporate bonds in liabilities; (iv) for state 
and local governments, U.S. government bonds 
were rising relative to other assets, and municipal 
bonds were rising relative to other liabilities; (v) 
for the federal government, the growth of liabili-
ties was almost twice as rapid as the growth of 
assets; and (vi) commercial banks were rising in 
importance relative to S&Ls in terms of both as-
sets and liabilities, and especially with respect to 
residential mortgages and small time and savings 
deposits.

Perhaps like Japan in the 1990s, the U.S. resolution 
of the S&L crisis of the 1980s was painfully slow. 
In part this was because at first, the authorities 
believed the problem was temporary. However, it 
was also because both the managers of the finan-
cial institutions and the supervisory agencies had 
an incentive to wait and hope that the problems 
were temporary. These delays made the situation 
worse and prolonged the crisis. Yet, the strong so-
cial belief that households should have a viable 
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means of becoming homeowners had much to do 
with the eventual solution to the problem. The fact 
that the loan failures of the early 1990s and the 
sizable fall in stock market prices in the 2000–02 
period were resolved relatively quickly through 
quick action of the monetary authorities suggest 
that some lessons of the earlier experience may 
have been learned.





A P P E N D I X  T A B L E S
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Appendix Table.    Macroeconomic Developments in the PECC Region, 1980-2004

Austraila 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 26.74 27.67 27.83 28.97 33.11 41.76 46.14 49.57 57.22 76.56 80.16 79.11 82.16 86.63 94.23 100.00 106.53 117.81 129.87 143.51 152.45 157.38 168.84 189.60 206.16
share price index (1995=100) 31.04 31.40 24.05 31.20 35.45 44.32 59.79 83.28 72.39 77.71 71.80 74.65 76.83 89.68 100.72 100.00 112.08 125.23 131.29 145.11 156.55 161.51 156.82 150.37 174.87
investment contribution to GDP growth (%) 1.98 2.92 -0.78 -2.47 1.80 3.83 0.33 0.96 1.47 2.63 -2.40 -2.36 -0.08 1.10 2.76 0.44 0.44 1.49 2.22 1.35 -0.16 -0.55 3.20 1.69 0.85
consumption contribution to GDP growth (%) 2.23 2.33 1.27 1.21 1.23 3.56 2.27 1.69 1.55 2.48 2.59 1.86 1.85 1.66 2.41 3.20 1.73 2.45 3.23 3.27 1.46 1.65 2.51 1.73 1.91
real GDP growth (%) 2.84 4.48 -0.08 -0.44 6.79 5.85 2.17 4.89 4.70 4.82 1.86 -0.60 1.97 3.89 4.87 3.55 4.42 3.92 5.33 4.35 3.29 2.55 4.07 3.48 3.35
money market interest rate (%) 9.49 12.07 13.90 9.50 10.84 14.70 15.75 13.06 11.90 16.75 14.81 10.47 6.44 5.11 5.18 7.50 7.20 5.50 4.99 4.78 5.90 5.06 4.55 4.81 5.25

China 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 14.04 15.60 16.64 18.67 23.36 30.15 37.28 43.10 45.43 49.81 57.08 64.13 72.81 91.17 91.71 100.00 116.71 139.05 165.18 188.59 210.10 228.96 270.47 322.87
share price index (1995=100)
investment contribution to GDP growth (%) 3.15 -2.05 4.27 4.00 6.37 5.60 3.50 5.26 3.59 -3.63 0.49 5.34 10.81 14.49 3.52 2.44 2.86 2.37 4.20 3.20 3.88 4.62 5.68 8.90
consumption contribution to GDP growth (%) 6.07 4.95 3.49 5.63 6.43 10.06 3.53 5.54 8.26 2.10 -0.11 3.30 6.93 3.78 5.60 7.40 6.00 3.57 3.78 4.21 4.34 3.05 3.27 2.87
real GDP growth (%) 8.09 4.62 8.54 10.47 14.99 17.11 9.38 12.06 12.64 4.38 4.11 9.78 15.15 15.85 15.21 11.91 10.22 8.87 7.64 6.95 8.00 9.89 10.20 11.46

Hong Kong, China 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 90.52 80.28 80.70 89.10 98.23 100.00 108.82 123.56 112.77 105.74 112.43 111.84 110.79 110.55 115.19
share price index (1995=100) 33.69 42.19 60.86 82.86 105.86 100.00 127.51 148.61 104.79 140.81 178.09 139.71 116.19 114.09 143.41
investment contribution to GDP growth (%) 7.35 4.06 -1.61 -3.43 -0.32 -1.18 3.18 6.30 4.37 1.36 1.40 1.78 2.95 1.68 4.64 2.10 2.28 4.61 -4.30 -2.73 3.49 -0.59 -2.41 -0.15 2.19
consumption contribution to GDP growth (%) 6.58 6.04 3.63 7.78 2.61 0.89 5.68 4.01 3.61 0.38 4.23 6.82 3.98 3.46 5.10 5.16 2.22 2.83 -2.94 1.04 4.08 1.53 -0.68 1.15 5.41
real GDP growth (%) 11.96 10.31 2.92 6.57 10.75 0.20 11.49 14.11 8.73 2.88 3.67 6.15 7.22 6.88 5.86 3.98 4.56 5.36 -4.98 3.22 9.54 0.45 1.87 3.00 7.91
money market interest rate (%) 11.50 4.63 3.81 4.00 5.44 6.00 5.13 4.50 5.50 5.75 7.13 2.69 1.50 0.07 0.13

Indonesia 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 6.20 7.73 9.94 11.42 13.94 16.35 19.51 23.20 29.29 40.55 62.28 66.44 68.84 78.85 89.29 100.00 112.46 136.88 115.13 42.53 50.09 49.54 52.06 58.96 69.79
share price index (1995=100) 100.00 118.07 120.35 83.97 108.98 99.05 81.35 90.75 103.31 161.56
investment contribution to GDP growth (%) 2.57 7.42 1.73 0.95 -1.08 1.36 2.81 2.17 2.97 4.11 3.37 1.89 0.96 0.78 3.81 3.62 3.95 0.04 -9.79 -4.64 3.26 0.84 -0.83 0.37
consumption contribution to GDP growth (%) 7.14 -0.61 7.48 2.94 3.99 0.24 7.30 -1.32 2.92 -0.02 5.84 4.96 0.70 12.28 6.23 7.89 6.22 2.48 -5.39 8.40 -3.36 2.64 5.25 3.08
real GDP growth (%) 12.76 9.39 2.36 5.00 7.55 2.63 6.24 5.45 6.35 8.34 7.93 7.70 6.86 7.12 8.13 9.03 8.50 5.29 -23.01 0.90 5.39 3.82 3.87 4.78
money market interest rate (%) 12.87 16.26 17.24 13.17 18.63 10.33 14.52 15.00 12.57 13.97 14.91 11.99 8.66 9.74 13.64 13.96 27.82 62.79 23.58 10.32 15.03 13.54 7.76 5.38

Japan 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 41.38 43.32 46.07 48.87 51.63 55.26 59.93 69.09 77.62 85.22 91.40 94.15 96.84 97.40 98.85 100.00 102.50 97.09 97.19 99.93 96.14 93.02 87.10
share price index (1995=100) 34.34 39.94 39.77 46.88 59.10 72.19 95.90 141.80 154.42 186.06 157.15 133.44 98.81 110.38 115.83 100.00 116.30 101.04 85.36 100.36 112.02 86.54 70.27 66.50
investment contribution to GDP growth (%) 1.22 -0.01 -0.30 -0.99 0.61 1.19 0.71 2.26 3.60 2.74 3.25 0.59 -0.97 -1.12 -0.68 0.01 1.70 0.12 -1.43 -0.47 0.75 -0.46 -1.59 0.33
consumption contribution to GDP growth (%) -1.51 0.82 2.72 1.53 0.89 2.14 1.29 2.14 2.89 2.65 2.75 1.44 1.39 0.97 1.75 1.11 1.85 0.85 -0.09 0.60 0.94 0.88 0.34 1.12
real GDP growth (%) 3.85 3.12 2.84 1.68 3.18 5.16 3.0 6 3.75 6.85 5.39 5.37 3.43 0.97 0.20 1.13 1.87 3.58 1.79 -1.18 0.19 2.81 0.39 -0.49 2.44
money market interest rate (%) 10.93 7.43 6.94 6.39 6.10 6.46 4.79 3.51 3.62 4.87 7.24 7.46 4.58 3.06 2.20 1.21 0.47 0.48 0.37 0.06 0.11 0.06 0.01 0.00 0.00

Korea 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 18.62 19.39 22.64 25.74 28.75 33.37 37.38 43.48 46.63 55.46 64.47 70.85 74.30 80.31 90.38 100.00 114.16 131.96 132.41 156.21 180.59 197.20 229.71 241.15 235.85
share price index (1995=100) 11.81 13.72 13.25 13.22 14.32 15.09 24.73 45.34 75.26 99.74 81.11 71.35 63.75 79.67 105.09 100.00 90.30 70.89 44.36 87.04 79.50 62.22 82.25 73.84 90.52
investment contribution to GDP growth (%) -2.81 -2.39 2.71 4.62 2.12 1.44 2.84 4.47 4.02 4.86 10.88 6.19 -0.06 1.51 3.45 4.75 2.95 -0.20 -6.63 2.15 4.22 -0.41 1.59 1.85 0.97
consumption contribution to GDP growth (%) 1.68 4.41 3.61 4.00 3.62 3.51 2.70 3.26 2.19 5.72 5.50 5.35 3.82 1.53 5.76 5.12 4.31 2.57 -6.65 7.91 6.94 3.55 4.53 -0.32 0.16
real GDP growth (%) -2.60 7.62 7.76 11.34 8.71 6.77 11.53 11.60 11.25 6.43 9.94 10.23 5.85 6.16 9.21 9.85 7.36 4.87 -7.25 9.48 8.55 3.97 7.17 3.18 4.77
money market interest rate (%) 22.85 18.14 14.18 13.00 11.39 9.35 9.70 8.93 9.62 13.28 14.03 17.03 14.32 12.12 12.45 12.57 12.44 13.24 14.98 5.01 5.16 4.69 4.21 4.00 3.65
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Austraila 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 26.74 27.67 27.83 28.97 33.11 41.76 46.14 49.57 57.22 76.56 80.16 79.11 82.16 86.63 94.23 100.00 106.53 117.81 129.87 143.51 152.45 157.38 168.84 189.60 206.16
share price index (1995=100) 31.04 31.40 24.05 31.20 35.45 44.32 59.79 83.28 72.39 77.71 71.80 74.65 76.83 89.68 100.72 100.00 112.08 125.23 131.29 145.11 156.55 161.51 156.82 150.37 174.87
investment contribution to GDP growth (%) 1.98 2.92 -0.78 -2.47 1.80 3.83 0.33 0.96 1.47 2.63 -2.40 -2.36 -0.08 1.10 2.76 0.44 0.44 1.49 2.22 1.35 -0.16 -0.55 3.20 1.69 0.85
consumption contribution to GDP growth (%) 2.23 2.33 1.27 1.21 1.23 3.56 2.27 1.69 1.55 2.48 2.59 1.86 1.85 1.66 2.41 3.20 1.73 2.45 3.23 3.27 1.46 1.65 2.51 1.73 1.91
real GDP growth (%) 2.84 4.48 -0.08 -0.44 6.79 5.85 2.17 4.89 4.70 4.82 1.86 -0.60 1.97 3.89 4.87 3.55 4.42 3.92 5.33 4.35 3.29 2.55 4.07 3.48 3.35
money market interest rate (%) 9.49 12.07 13.90 9.50 10.84 14.70 15.75 13.06 11.90 16.75 14.81 10.47 6.44 5.11 5.18 7.50 7.20 5.50 4.99 4.78 5.90 5.06 4.55 4.81 5.25

China 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 14.04 15.60 16.64 18.67 23.36 30.15 37.28 43.10 45.43 49.81 57.08 64.13 72.81 91.17 91.71 100.00 116.71 139.05 165.18 188.59 210.10 228.96 270.47 322.87
share price index (1995=100)
investment contribution to GDP growth (%) 3.15 -2.05 4.27 4.00 6.37 5.60 3.50 5.26 3.59 -3.63 0.49 5.34 10.81 14.49 3.52 2.44 2.86 2.37 4.20 3.20 3.88 4.62 5.68 8.90
consumption contribution to GDP growth (%) 6.07 4.95 3.49 5.63 6.43 10.06 3.53 5.54 8.26 2.10 -0.11 3.30 6.93 3.78 5.60 7.40 6.00 3.57 3.78 4.21 4.34 3.05 3.27 2.87
real GDP growth (%) 8.09 4.62 8.54 10.47 14.99 17.11 9.38 12.06 12.64 4.38 4.11 9.78 15.15 15.85 15.21 11.91 10.22 8.87 7.64 6.95 8.00 9.89 10.20 11.46

Hong Kong, China 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 90.52 80.28 80.70 89.10 98.23 100.00 108.82 123.56 112.77 105.74 112.43 111.84 110.79 110.55 115.19
share price index (1995=100) 33.69 42.19 60.86 82.86 105.86 100.00 127.51 148.61 104.79 140.81 178.09 139.71 116.19 114.09 143.41
investment contribution to GDP growth (%) 7.35 4.06 -1.61 -3.43 -0.32 -1.18 3.18 6.30 4.37 1.36 1.40 1.78 2.95 1.68 4.64 2.10 2.28 4.61 -4.30 -2.73 3.49 -0.59 -2.41 -0.15 2.19
consumption contribution to GDP growth (%) 6.58 6.04 3.63 7.78 2.61 0.89 5.68 4.01 3.61 0.38 4.23 6.82 3.98 3.46 5.10 5.16 2.22 2.83 -2.94 1.04 4.08 1.53 -0.68 1.15 5.41
real GDP growth (%) 11.96 10.31 2.92 6.57 10.75 0.20 11.49 14.11 8.73 2.88 3.67 6.15 7.22 6.88 5.86 3.98 4.56 5.36 -4.98 3.22 9.54 0.45 1.87 3.00 7.91
money market interest rate (%) 11.50 4.63 3.81 4.00 5.44 6.00 5.13 4.50 5.50 5.75 7.13 2.69 1.50 0.07 0.13

Indonesia 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 6.20 7.73 9.94 11.42 13.94 16.35 19.51 23.20 29.29 40.55 62.28 66.44 68.84 78.85 89.29 100.00 112.46 136.88 115.13 42.53 50.09 49.54 52.06 58.96 69.79
share price index (1995=100) 100.00 118.07 120.35 83.97 108.98 99.05 81.35 90.75 103.31 161.56
investment contribution to GDP growth (%) 2.57 7.42 1.73 0.95 -1.08 1.36 2.81 2.17 2.97 4.11 3.37 1.89 0.96 0.78 3.81 3.62 3.95 0.04 -9.79 -4.64 3.26 0.84 -0.83 0.37
consumption contribution to GDP growth (%) 7.14 -0.61 7.48 2.94 3.99 0.24 7.30 -1.32 2.92 -0.02 5.84 4.96 0.70 12.28 6.23 7.89 6.22 2.48 -5.39 8.40 -3.36 2.64 5.25 3.08
real GDP growth (%) 12.76 9.39 2.36 5.00 7.55 2.63 6.24 5.45 6.35 8.34 7.93 7.70 6.86 7.12 8.13 9.03 8.50 5.29 -23.01 0.90 5.39 3.82 3.87 4.78
money market interest rate (%) 12.87 16.26 17.24 13.17 18.63 10.33 14.52 15.00 12.57 13.97 14.91 11.99 8.66 9.74 13.64 13.96 27.82 62.79 23.58 10.32 15.03 13.54 7.76 5.38

Japan 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 41.38 43.32 46.07 48.87 51.63 55.26 59.93 69.09 77.62 85.22 91.40 94.15 96.84 97.40 98.85 100.00 102.50 97.09 97.19 99.93 96.14 93.02 87.10
share price index (1995=100) 34.34 39.94 39.77 46.88 59.10 72.19 95.90 141.80 154.42 186.06 157.15 133.44 98.81 110.38 115.83 100.00 116.30 101.04 85.36 100.36 112.02 86.54 70.27 66.50
investment contribution to GDP growth (%) 1.22 -0.01 -0.30 -0.99 0.61 1.19 0.71 2.26 3.60 2.74 3.25 0.59 -0.97 -1.12 -0.68 0.01 1.70 0.12 -1.43 -0.47 0.75 -0.46 -1.59 0.33
consumption contribution to GDP growth (%) -1.51 0.82 2.72 1.53 0.89 2.14 1.29 2.14 2.89 2.65 2.75 1.44 1.39 0.97 1.75 1.11 1.85 0.85 -0.09 0.60 0.94 0.88 0.34 1.12
real GDP growth (%) 3.85 3.12 2.84 1.68 3.18 5.16 3.0 6 3.75 6.85 5.39 5.37 3.43 0.97 0.20 1.13 1.87 3.58 1.79 -1.18 0.19 2.81 0.39 -0.49 2.44
money market interest rate (%) 10.93 7.43 6.94 6.39 6.10 6.46 4.79 3.51 3.62 4.87 7.24 7.46 4.58 3.06 2.20 1.21 0.47 0.48 0.37 0.06 0.11 0.06 0.01 0.00 0.00

Korea 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 18.62 19.39 22.64 25.74 28.75 33.37 37.38 43.48 46.63 55.46 64.47 70.85 74.30 80.31 90.38 100.00 114.16 131.96 132.41 156.21 180.59 197.20 229.71 241.15 235.85
share price index (1995=100) 11.81 13.72 13.25 13.22 14.32 15.09 24.73 45.34 75.26 99.74 81.11 71.35 63.75 79.67 105.09 100.00 90.30 70.89 44.36 87.04 79.50 62.22 82.25 73.84 90.52
investment contribution to GDP growth (%) -2.81 -2.39 2.71 4.62 2.12 1.44 2.84 4.47 4.02 4.86 10.88 6.19 -0.06 1.51 3.45 4.75 2.95 -0.20 -6.63 2.15 4.22 -0.41 1.59 1.85 0.97
consumption contribution to GDP growth (%) 1.68 4.41 3.61 4.00 3.62 3.51 2.70 3.26 2.19 5.72 5.50 5.35 3.82 1.53 5.76 5.12 4.31 2.57 -6.65 7.91 6.94 3.55 4.53 -0.32 0.16
real GDP growth (%) -2.60 7.62 7.76 11.34 8.71 6.77 11.53 11.60 11.25 6.43 9.94 10.23 5.85 6.16 9.21 9.85 7.36 4.87 -7.25 9.48 8.55 3.97 7.17 3.18 4.77
money market interest rate (%) 22.85 18.14 14.18 13.00 11.39 9.35 9.70 8.93 9.62 13.28 14.03 17.03 14.32 12.12 12.45 12.57 12.44 13.24 14.98 5.01 5.16 4.69 4.21 4.00 3.65
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Appendix Table.    Macroeconomic Developments in the PECC Region, 1980-2004, continued

New Zealand 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 17.85 18.90 19.30 19.66 21.68 23.30 27.50 28.80 71.07 73.34 72.24 74.43 80.78 84.28 90.87 100.00 108.66 119.36 125.61 136.71 141.33 146.78 153.29 165.79 180.15
share price index (1995=100) 15.44 21.96 21.47 28.40 40.52 47.91 81.33 94.98 58.80 64.52 56.77 49.89 57.07 74.85 94.83 100.00 112.34 130.70 153.33 136.36 139.50 146.94 161.62 179.40 228.58
investment contribution to GDP growth (%) 0.41 5.47 0.35 1.46 2.22 1.19 -3.01 1.30 -1.70 0.71 -0.93 -2.93 0.48 3.29 3.32 2.03 0.71 -0.43 -0.97 2.01 -0.27 1.78 1.34 2.20 1.24
consumption contribution to GDP growth (%) 1.63 1.05 -1.27 2.42 3.90 1.75 -2.40 6.10 0.98 1.01 2.07 -0.73 -0.13 1.64 3.62 2.30 2.89 2.06 2.50 1.94 0.52 0.77 3.98 1.88 -0.05
real GDP growth (%) 1.23 5.68 -3.82 6.05 5.61 -0.25 3.93 8.76 1.94 0.22 0.00 -1.16 1.02 6.38 5.23 3.84 3.28 2.77 1.01 5.20 2.07 4.60 4.27 3.49 1.41
money market interest rate (%) 24.74 17.70 21.32 15.27 13.40 13.42 9.94 6.63 6.25 6.13 8.91 9.38 7.38 6.86 4.33 6.12 5.76 5.40 5.33 5.77

The Philippines 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 58.04 61.94 65.14 79.54 51.09 37.16 29.32 34.31 36.11 40.43 46.14 41.77 48.21 62.95 73.47 100.00 138.32 168.71 144.16 132.92 134.73 123.91 121.25 118.49 122.16
share price index (1995=100) 7.73 6.74 5.52 5.49 4.86 4.32 20.32 46.93 48.99 70.07 61.42 64.37 75.54 89.61 112.19 100.00 97.43 84.86 56.41 87.14 81.69 52.63 39.56 33.35 47.27
investment contribution to GDP growth (%) 3.07 1.69 0.84 3.56 -10.04 -6.56 0.13 1.29 2.95 5.50 3.75 -3.22 1.07 4.07 0.98 -0.40 2.94 2.50 -3.24 -1.38 3.53 -2.34 0.54 -0.05 0.81
consumption contribution to GDP growth (%) 0.28 2.62 3.89 -0.07 -0.55 -1.08 1.96 0.71 4.33 5.03 3.68 2.16 2.48 2.52 1.59 3.42 3.92 3.07 1.43 0.83 -0.21 3.63 2.73 3.56 3.20
real GDP growth (%) 5.49 3.82 3.93 2.14 -11.23 -8.59 3.52 4.63 7.40 6.77 3.43 -0.67 0.36 2.26 4.83 5.03 6.29 5.51 -0.64 3.67 4.34 3.56 5.72 5.09 5.36
money market interest rate (%) 11.88 15.36 12.26 16.56 28.32 16.85 12.18 11.84 14.16 15.06 14.93 15.66 16.58 13.77 13.99 11.93 12.77 16.16 13.90 10.16 10.84 9.75 7.15 6.97 7.05

Singapore 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 23.00 27.28 31.25 36.96 39.37 39.39 38.48 40.74 44.60 52.09 57.62 62.62 67.22 75.67 84.59 100.00 114.24 126.20 136.63 132.51 138.46 159.46 146.24 153.43
share price index (1995=100) 33.86 35.05 53.89 45.80 60.03 62.16 65.36 66.76 85.69 105.78 100.00 110.67 102.18 68.33 109.19 114.64 92.50 87.86 83.66
investment contribution to GDP growth (%) 9.85 8.12 8.11 4.14 4.22 -5.44 -4.52 0.02 0.94 5.20 3.01 3.86 4.52 3.57 2.64 2.61 8.76 4.12 -1.38 -1.32 -0.98 -0.73 -2.87 -0.59
consumption contribution to GDP growth (%) 1.73 2.10 1.15 0.92 3.41 0.50 2.93 5.10 5.83 4.16 3.09 1.75 2.94 5.63 3.96 0.80 2.27 2.67 -1.49 5.16 4.22 2.29 0.94 -0.17
real GDP growth (%) 10.80 10.25 7.15 8.51 8.36 -1.60 2.27 7.58 12.30 10.07 10.13 6.74 6.83 12.67 11.71 8.21 8.23 8.58 -0.92 6.54 10.10 -1.87 2.16 1.09
money market interest rate (%) 10.98 11.54 7.92 7.11 7.67 5.38 4.27 3.89 4.30 5.34 6.61 4.76 2.74 2.50 3.68 2.56 2.93 4.35 5.00 2.04 2.57 1.99 0.96 0.74 1.04

Chinese Taipei 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
 real credit to private sector (1995=100) 21.1 22.4 27.1 37.9 45.3 50.5 59.1 72.8 84.4 94.2 100.0 102.8 110.0 116.6 118.4 118.9 114.5 110.8 102.02 86.27 73.99 67.96 75.88 81.37 82.18
 share price index (1997=100) 100.00 92.00 88.30 93.30 58.35 62.13 61.4 71.7
 investment contribution to GDP growth (%) -1.41 1.11 6.20 5.04 1.82 1.08 2.62 4.95 2.72 1.64 1.36 0.77 3.43 1.92 -0.42 0.80 -4.13 0.13 -9.95 -0.56 2.33 1.65 1.03 3.07 3.74
 consumption contribution to GDP growth (%) 3.09 3.66 5.54 6.70 6.72 4.28 4.03 4.99 4.59 4.93 3.31 3.86 4.31 3.89 3.26 3.05 0.66 1.20 -6.71 4.27 2.87 2.51 2.94 3.43 2.46
 real GDP growth (%) 5.0 11.6 12.7 7.8 8.2 5.4 7.6 7.5 7.0 7.1 6.4 6.1 6.7 4.6 5.4 5.9 -2.2 3.5 -11.48 4.27 4.81 2.21 5.37 7.00 6.33
 money market interest rate (%) 6.56 4.77 4.73 3.69 2.05 1.10 1.06

Thailand 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 8.98 9.40 10.54 13.19 15.02 16.11 16.54 19.36 24.12 30.58 39.33 45.63 54.73 66.95 83.81 100.00 109.56 119.89 102.02 86.27 73.99 67.96 75.88 81.37 82.18
share price index (1995=100) 100.00 59.59 70.90 57.67 51.11 61.73 81.26 111.75
investment contribution to GDP growth (%) 4.35 2.04 0.40 3.41 1.82 -0.17 0.04 5.04 8.37 9.77 12.67 5.25 0.79 3.74 4.21 5.32 2.50 -6.62 -9.95 -0.56 2.33 1.65 1.03 3.07 3.74
consumption contribution to GDP growth (%) 3.91 3.99 1.72 5.48 2.20 1.46 2.57 4.53 4.19 5.73 7.95 3.21 4.39 4.55 4.31 4.28 3.98 0.14 -6.71 4.27 2.87 2.51 2.94 3.43 2.46
real GDP growth (%) 5.41 6.40 5.62 5.79 5.84 4.75 5.63 9.97 14.07 12.94 11.81 9.05 8.45 8.52 9.46 9.75 6.14 -1.43 -11.48 4.27 4.81 2.21 5.37 7.00 6.33
money market interest rate (%) 14.66 17.25 14.95 12.15 13.58 13.48 8.07 5.91 8.66 10.60 12.87 11.15 6.93 6.54 7.25 10.96 9.23 14.59 13.02 1.77 1.95 2.00 1.76 1.31 1.23

The United States 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 46.66 45.01 45.99 50.43 53.93 60.51 66.87 70.50 74.36 78.84 76.57 79.14 81.47 86.59 89.47 100.00 109.69 123.43 139.33 156.76 156.78 152.20 146.16 166.29 181.63
share price index (1995=100) 20.97 22.48 20.82 28.13 28.25 32.38 40.86 51.57 47.80 57.71 60.92 69.48 76.46 80.60 84.06 100.00 123.48 159.31 198.70 251.28 272.77 215.20 178.12 171.59 200.96
investment contribution to GDP growth (%) -1.07 0.31 -1.36 0.70 2.69 0.99 0.49 0.09 0.31 0.35 -0.41 -1.22 0.40 0.89 1.21 0.95 1.15 1.19 1.40 1.41 1.07 -0.60 -0.81 0.72 1.86
consumption contribution to GDP growth (%) 0.81 0.67 0.58 4.09 3.52 3.63 2.85 2.74 3.13 2.31 1.89 0.20 2.64 2.30 2.55 1.92 2.52 2.58 3.28 3.66 3.50 1.59 2.04 2.39 2.76
real GDP growth (%) -0.25 2.76 -2.05 4.70 7.46 4.26 3.54 3.47 4.27 3.67 1.95 -0.17 3.40 2.73 4.11 2.56 3.77 4.57 4.22 4.51 3.74 0.77 1.89 3.10 4.53
money market interest rate (%) 13.36 16.38 12.26 9.09 10.23 8.10 6.81 6.66 7.57 9.22 8.10 5.69 3.52 3.02 4.20 5.84 5.30 5.46 5.35 4.97 6.24 3.89 1.67 1.13 1.35

   Source: IMF, International Financial Statistics, CD-ROM.
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New Zealand 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 17.85 18.90 19.30 19.66 21.68 23.30 27.50 28.80 71.07 73.34 72.24 74.43 80.78 84.28 90.87 100.00 108.66 119.36 125.61 136.71 141.33 146.78 153.29 165.79 180.15
share price index (1995=100) 15.44 21.96 21.47 28.40 40.52 47.91 81.33 94.98 58.80 64.52 56.77 49.89 57.07 74.85 94.83 100.00 112.34 130.70 153.33 136.36 139.50 146.94 161.62 179.40 228.58
investment contribution to GDP growth (%) 0.41 5.47 0.35 1.46 2.22 1.19 -3.01 1.30 -1.70 0.71 -0.93 -2.93 0.48 3.29 3.32 2.03 0.71 -0.43 -0.97 2.01 -0.27 1.78 1.34 2.20 1.24
consumption contribution to GDP growth (%) 1.63 1.05 -1.27 2.42 3.90 1.75 -2.40 6.10 0.98 1.01 2.07 -0.73 -0.13 1.64 3.62 2.30 2.89 2.06 2.50 1.94 0.52 0.77 3.98 1.88 -0.05
real GDP growth (%) 1.23 5.68 -3.82 6.05 5.61 -0.25 3.93 8.76 1.94 0.22 0.00 -1.16 1.02 6.38 5.23 3.84 3.28 2.77 1.01 5.20 2.07 4.60 4.27 3.49 1.41
money market interest rate (%) 24.74 17.70 21.32 15.27 13.40 13.42 9.94 6.63 6.25 6.13 8.91 9.38 7.38 6.86 4.33 6.12 5.76 5.40 5.33 5.77

The Philippines 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 58.04 61.94 65.14 79.54 51.09 37.16 29.32 34.31 36.11 40.43 46.14 41.77 48.21 62.95 73.47 100.00 138.32 168.71 144.16 132.92 134.73 123.91 121.25 118.49 122.16
share price index (1995=100) 7.73 6.74 5.52 5.49 4.86 4.32 20.32 46.93 48.99 70.07 61.42 64.37 75.54 89.61 112.19 100.00 97.43 84.86 56.41 87.14 81.69 52.63 39.56 33.35 47.27
investment contribution to GDP growth (%) 3.07 1.69 0.84 3.56 -10.04 -6.56 0.13 1.29 2.95 5.50 3.75 -3.22 1.07 4.07 0.98 -0.40 2.94 2.50 -3.24 -1.38 3.53 -2.34 0.54 -0.05 0.81
consumption contribution to GDP growth (%) 0.28 2.62 3.89 -0.07 -0.55 -1.08 1.96 0.71 4.33 5.03 3.68 2.16 2.48 2.52 1.59 3.42 3.92 3.07 1.43 0.83 -0.21 3.63 2.73 3.56 3.20
real GDP growth (%) 5.49 3.82 3.93 2.14 -11.23 -8.59 3.52 4.63 7.40 6.77 3.43 -0.67 0.36 2.26 4.83 5.03 6.29 5.51 -0.64 3.67 4.34 3.56 5.72 5.09 5.36
money market interest rate (%) 11.88 15.36 12.26 16.56 28.32 16.85 12.18 11.84 14.16 15.06 14.93 15.66 16.58 13.77 13.99 11.93 12.77 16.16 13.90 10.16 10.84 9.75 7.15 6.97 7.05

Singapore 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 23.00 27.28 31.25 36.96 39.37 39.39 38.48 40.74 44.60 52.09 57.62 62.62 67.22 75.67 84.59 100.00 114.24 126.20 136.63 132.51 138.46 159.46 146.24 153.43
share price index (1995=100) 33.86 35.05 53.89 45.80 60.03 62.16 65.36 66.76 85.69 105.78 100.00 110.67 102.18 68.33 109.19 114.64 92.50 87.86 83.66
investment contribution to GDP growth (%) 9.85 8.12 8.11 4.14 4.22 -5.44 -4.52 0.02 0.94 5.20 3.01 3.86 4.52 3.57 2.64 2.61 8.76 4.12 -1.38 -1.32 -0.98 -0.73 -2.87 -0.59
consumption contribution to GDP growth (%) 1.73 2.10 1.15 0.92 3.41 0.50 2.93 5.10 5.83 4.16 3.09 1.75 2.94 5.63 3.96 0.80 2.27 2.67 -1.49 5.16 4.22 2.29 0.94 -0.17
real GDP growth (%) 10.80 10.25 7.15 8.51 8.36 -1.60 2.27 7.58 12.30 10.07 10.13 6.74 6.83 12.67 11.71 8.21 8.23 8.58 -0.92 6.54 10.10 -1.87 2.16 1.09
money market interest rate (%) 10.98 11.54 7.92 7.11 7.67 5.38 4.27 3.89 4.30 5.34 6.61 4.76 2.74 2.50 3.68 2.56 2.93 4.35 5.00 2.04 2.57 1.99 0.96 0.74 1.04

Chinese Taipei 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
 real credit to private sector (1995=100) 21.1 22.4 27.1 37.9 45.3 50.5 59.1 72.8 84.4 94.2 100.0 102.8 110.0 116.6 118.4 118.9 114.5 110.8 102.02 86.27 73.99 67.96 75.88 81.37 82.18
 share price index (1997=100) 100.00 92.00 88.30 93.30 58.35 62.13 61.4 71.7
 investment contribution to GDP growth (%) -1.41 1.11 6.20 5.04 1.82 1.08 2.62 4.95 2.72 1.64 1.36 0.77 3.43 1.92 -0.42 0.80 -4.13 0.13 -9.95 -0.56 2.33 1.65 1.03 3.07 3.74
 consumption contribution to GDP growth (%) 3.09 3.66 5.54 6.70 6.72 4.28 4.03 4.99 4.59 4.93 3.31 3.86 4.31 3.89 3.26 3.05 0.66 1.20 -6.71 4.27 2.87 2.51 2.94 3.43 2.46
 real GDP growth (%) 5.0 11.6 12.7 7.8 8.2 5.4 7.6 7.5 7.0 7.1 6.4 6.1 6.7 4.6 5.4 5.9 -2.2 3.5 -11.48 4.27 4.81 2.21 5.37 7.00 6.33
 money market interest rate (%) 6.56 4.77 4.73 3.69 2.05 1.10 1.06

Thailand 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 8.98 9.40 10.54 13.19 15.02 16.11 16.54 19.36 24.12 30.58 39.33 45.63 54.73 66.95 83.81 100.00 109.56 119.89 102.02 86.27 73.99 67.96 75.88 81.37 82.18
share price index (1995=100) 100.00 59.59 70.90 57.67 51.11 61.73 81.26 111.75
investment contribution to GDP growth (%) 4.35 2.04 0.40 3.41 1.82 -0.17 0.04 5.04 8.37 9.77 12.67 5.25 0.79 3.74 4.21 5.32 2.50 -6.62 -9.95 -0.56 2.33 1.65 1.03 3.07 3.74
consumption contribution to GDP growth (%) 3.91 3.99 1.72 5.48 2.20 1.46 2.57 4.53 4.19 5.73 7.95 3.21 4.39 4.55 4.31 4.28 3.98 0.14 -6.71 4.27 2.87 2.51 2.94 3.43 2.46
real GDP growth (%) 5.41 6.40 5.62 5.79 5.84 4.75 5.63 9.97 14.07 12.94 11.81 9.05 8.45 8.52 9.46 9.75 6.14 -1.43 -11.48 4.27 4.81 2.21 5.37 7.00 6.33
money market interest rate (%) 14.66 17.25 14.95 12.15 13.58 13.48 8.07 5.91 8.66 10.60 12.87 11.15 6.93 6.54 7.25 10.96 9.23 14.59 13.02 1.77 1.95 2.00 1.76 1.31 1.23

The United States 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
real credit to private sector (1995=100) 46.66 45.01 45.99 50.43 53.93 60.51 66.87 70.50 74.36 78.84 76.57 79.14 81.47 86.59 89.47 100.00 109.69 123.43 139.33 156.76 156.78 152.20 146.16 166.29 181.63
share price index (1995=100) 20.97 22.48 20.82 28.13 28.25 32.38 40.86 51.57 47.80 57.71 60.92 69.48 76.46 80.60 84.06 100.00 123.48 159.31 198.70 251.28 272.77 215.20 178.12 171.59 200.96
investment contribution to GDP growth (%) -1.07 0.31 -1.36 0.70 2.69 0.99 0.49 0.09 0.31 0.35 -0.41 -1.22 0.40 0.89 1.21 0.95 1.15 1.19 1.40 1.41 1.07 -0.60 -0.81 0.72 1.86
consumption contribution to GDP growth (%) 0.81 0.67 0.58 4.09 3.52 3.63 2.85 2.74 3.13 2.31 1.89 0.20 2.64 2.30 2.55 1.92 2.52 2.58 3.28 3.66 3.50 1.59 2.04 2.39 2.76
real GDP growth (%) -0.25 2.76 -2.05 4.70 7.46 4.26 3.54 3.47 4.27 3.67 1.95 -0.17 3.40 2.73 4.11 2.56 3.77 4.57 4.22 4.51 3.74 0.77 1.89 3.10 4.53
money market interest rate (%) 13.36 16.38 12.26 9.09 10.23 8.10 6.81 6.66 7.57 9.22 8.10 5.69 3.52 3.02 4.20 5.84 5.30 5.46 5.35 4.97 6.24 3.89 1.67 1.13 1.35
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Edited by Dr. Akira Kohsaka, PEO/Structure Coordinator.
Published by the Japan Committee for PEO, Osaka, Japan, September 2001
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1 The PECC Economies include Australia, Brunei Darussalam, Canada, Chile, China, Colombia, Ecuador, Hong Kong China, Indonesia, Japan, Korea, 
Malaysia, Mexico, New Zealand, Peru, The Philippines, Russia, Singapore, Pacific islands Forum, Chinese Taipei, Thailand, The United States and 
Viet Nam. France (Pacific Territories) and Mongolia are Associate Members. The Pacific Basin Economic Council (PBEC) is the regional business 
organization, and the Pacific Trade and Development Conference (PAFTAD) is the region-wide organization of academic economists, both of which 
are Institutional Members.

2 The Standing Committee is PECC’s governing body.  It includes the Chairs of PECC Committees in each of the 25 full member economies. 
PBEC and PAFTAD also have seats on Standing Committee.

The Pacific Economic Cooperation Council 
(PECC) was founded in 1980 at the initiative of the 
Prime Ministers of Japan and Australia, with the 
aims of serving as a regional forum for coopera-
tion and policy coordination to promote economic 
development in the Asia-Pacific Region.

PECC is a unique tripartite partnership of senior 
individuals from business and industry, govern-
ment, academic and other intellectual circles in 25 
Asia-Pacific Economies1.  All participate in their 
private capacity and discuss freely on current, 
practical policy issues in search of broad-based 
answers to regional economic problems.

PECC advocated the need for a formal, intergov-
ernmental organization in the Pacific from the 
time of its creation.  The regional ministerial pro-
cess of the Asia Pacific Economic Cooperation 
(APEC) has realized that goal and now provides 
PECC with a formal channel by which its practical 
recommendations can be implemented.  PECC is 
the only non-governmental official observer of 
APEC since the formation of APEC.  PECC has 
provided information and analytical support to 
APEC ministerial meetings and working groups.

PECC’s substantive work is carried out through a 
range of forums, task forces and project groups.   
These cover trade and investment policy, financial 
and capital markets, community building activities 
for sustainable cities, human resource develop-
ment, and digital divide resolution, as well as out-
looks for the Pacific economy and food system.

Pacific Economic Outlook (PEO) is among these 
PECC activities and has twin task forces of PEO/
Forecast and PEO/Structure, respectively dealing 
with short-term and longer-term macro-economic 
issues in the Pacific region.

The groups of PECC activities meet periodically to 
organize seminars or workshops, conduct studies 
and publish their research outcomes and recom-
mendations for the benefit of the Pacific commu-
nity.

PECC member committees and PECC work groups 
send tripartite delegations to the PECC General 
Meetings.  In the interim, policy matters are han-
dled by a Standing Committee2, and day-to-day 
administrative and coordinating functions are car-
ried out by the International Secretariat based in 
Singapore.

For more information on PECC, please contact the 
PECC International Secretariat.

PECC International Secretariat
Address : 4 Nassim Road, Singapore 258372
Tel : 65-6737-9823
Fax : 65-6737-9824
Email : info@pecc.org
Website : http://www.pecc.org/

P A C I F I C  E C O N O M I C  C O O P E R A T I O N  C O U N C I L　
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P A C I F I C  E C O N O M I C  C O O P E R A T I O N  
C O U N C I L  M E M B E R  C O M M I T T E E S

PACIFIC ECONOMIC COOPERATION COUNCIL
The PECC International Secretariat
4 Nassim Road
Singapore 258372
Tel: 65-6737-9823
Fax: 65-6737-9824
Email: info@pecc.net

AUSTRALIA
Australian Pacific Economic Cooperation 
Committee (AUSPECC)
JG Crawford Building
Australian National University
Canberra ACT 0200
Australia
Tel: 61-2-6-125 0567
Fax: 61-2-6-125 0169
Email: jim.short@anu.edu.au

BRUNEI DARUSSALAM
Brunei Darussalam National Committee for Pacific 
Economic Cooperation (BDCPEC)
c/o APEC National Secretariat
Ministry of Foreign Affairs
Jalan Subok, Bandar Seri Begawan BD 2710
Brunei Darussalam
Tel: 673-226 1177
Fax: 673-226 1620
Email: bdcpecc@mfa.gov.bn

CANADA
Canadian National Committee for Pacific 
Economic Cooperation (CANCPEC)
Asia Pacific Foundation of Canada
666-999 Canada Place
Vancouver, BC, V6C 3E1
Canada
Tel: 1-604-684 5986
Fax: 1-604-681 1370
Email: paul.irwin@asiapacific.ca

CHILE
Chilean National Committee for Pacific Economic 
Cooperation (CHILPEC)
c/o Chile Pacific Foundation
Av. Los Leones 382, Of. 701
Providencia, Santiago
Chile
Tel: 56-2-334 3200
Fax: 56-2-334 3201
Email: info@funpacifico.cl

CHINA
China National Committee for Pacific Economic 
Cooperation (CNCPEC)
China Institute of International Studies
3 Toutiao Taijichang, Beijing 100005
China
Tel: 86-10-8511 9648
Fax: 86-10-6523 5135
Email: cncpec@netchina.com.cn
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COLOMBIA
Colombia National Committee for Pacific 
Economic Cooperation (COLPECC)
c/o Asia Work Group
Ministry of Foreign Affairs
Palacio de San Carlos, Calle 10, No 5-51 Bogota
Colombia
Tel: 57-1-566-7140
Fax: 57-1-566-7145
Email: aocolpecc@minrelext.gov.co

ECUADOR
Ecuadorian Committee for the Pacific Economic 
Cooperation Council (ECPECC)
Avenida 10 de agosto y Carrion
Ministry of Foreign Affairs, Quito
Ecuador
Tel: 593-2-250-1197
Fax: 593-2-250-8987
Email: cecp@mmrree.gov.ec

HONG KONG, CHINA
Hong Kong Committee for Pacific Economic 
Cooperation (HKCPEC)
Trade and Industry Department
17/F., Trade and Industry Department Tower
700 Nathan Road, Kowloon
Hong Kong, China
Tel: 852-2398-5305
Fax: 852-2787-7799
Email: hkcpec@hkcpec.org

INDONESIA
Indonesian National Committee for Pacific 
Economic Cooperation (INCPEC)
Centre for Strategic and International Studies
(CSIS)
Jalan Tanah Abang III/23-27, Jakarta 10160
Indonesia
Tel: 62-21-386 5532/5, 380 9637/9
Fax: 62-21-384 7517, 380 9641
Email: incpec@pacific.net.id

JAPAN
Japan National Committee for Pacific Economic 
Cooperation (JANCPEC)
The Japan Institute of International Affairs (JIIA)
11F Kasumigaseki Bldg., 3-2-5 Kasumigaseki
Chiyoda-ku, Tokyo 100-6011
Japan
Tel: 81-3-3503 7744
Fax: 81-3-3503 6707
Email: jancpec@jiia.or.jp

KOREA
Korea National Committee for Pacific Economic 
Cooperation (KOPEC)
Korea Institute for International Economic Policy
300-4, Yomgok-Dong, Seocho-Gu
Seoul 137-747
Korea
Tel: 82-2-3460 1242
Fax: 82-2-3460 1244
Email: kopecsec@kopec.or.kr

MALAYSIA
Malaysia National Committee for Pacific 
Economic Cooperation (MANCPEC)
Institute of Strategic and International Studies
(ISIS)
No. 1 Pesiaran Sultan Salahuddin
PO Box 12424 50778 Kuala Lumpur
Malaysia
Tel: 60-3-2693 9366, 2693 9439
Fax: 60-3-2693 9430
Email: noordin@pc.jaring.my

MEXICO
Mexico National Committee for Pacific Economic 
Cooperation (MXCPEC)
Paseo de la Reforma 175
PISO 10th Floor, Col. Cuauhtemoc 06500 Mexico, 
D.F.
Tel: 52-55-53273001
Fax: 52-55-53273134
Email: sdelara@sre.gob.mx
　　　or mgomezm@sre.gob.mx
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NEW ZEALAND
New Zealand Committee of the Pacific Economic 
Cooperation Council (NZPECC)
c/o Statistics New Zealand
Private Bag 92003, Auckland
New Zealand
Tel: 64-9-9209132
Fax: 64-9-9209055
Email: ejones@ihug.nz

PACIFIC ISLANDS FORUM
Pacific Islands Forum Secretariat
Private Mail Bag, Suva
Fiji
Tel: 679-3312 600, (Direct) 3302 375
Fax: 679-3300 102
Email: gregu@forumsec.org.fj
　　　or laisiasat@forumsec.org.fj

PERU
Peruvian National Committee for Pacific 
Economic Cooperation (PERUPEC)
Ministry of Foreign Affairs
Jr Lampa 545, 4th Floor, Lima
Peru
Tel: 511-311-2570
Fax: 511-311-2564
Email: jreyest@rree.gob.pe
　　　or rcasildo@rree.gob.pe

THE PHILIPPINES
Philippine Pacific Economic Cooperation 
Committee (PPECC)
c/o Philippine Foundation for Global Concerns
43/F Philamlife Tower
8767 Paseo de Roxas, Makati City
Philippines
Tel: 632-885-0924
Fax: 632-845-4832/885 0925
Email: ppecc@pfgc.ph

RUSSIA
Russian National Committee for Pacific Economic 
Cooperation (RNCPEC)
19 Novy Arbat St., Office 2029, Moscow 103025
Russia
Tel: 7-95-203-53-47
Fax: 7-95-203-34-11
Email: khab.rep@g23.relcom.ru

SINGAPORE
Singapore National Committee for Pacific 
Economic Cooperation (SINCPEC)
c/o Singapore Management University (SMU)
School of Acccountancy #07-12
469 Bukit Timah Road
Singapore 259756
Tel: 65-6822-0150
Fax: 65-6338-0596/6338-8236
Email: tanteckmeng@pacific net.sg

CHINESE TAIPEI
Chinese Taipei Pacific Economic Cooperation 
Committee (CTPECC)
Taiwan Institute of Economic Research (TIER)
7F, 16-8, Tehui Street
Taipei
Chinese Taipei
Tel: 886-2-2586 5000
Fax: 886-2-2594 6528 (Direct) 2586 8855
Email: d11224@tier.org.tw
　　　or d15626@tier.org.tw

THAILAND
Thailand National Committee for Pacific 
Economic Cooperation (TNCPEC)
c/o Department of Economic Affairs
Ministry of Foreign Affairs
Sri Ayudhya Road, Bangkok 10400
Thailand
Tel: 662- 643-5248-9
Fax: 662-643-5247
Email: apecdesk@mfa.go.th

THE UNITED STATES
United States National Committee for Pacific 
Economic Cooperation (USNCPEC)
1819 L Street, N.W., 2nd Floor,
Washington, D.C., 20036, USA
Tel: 1-202-293 3995
Fax: 1-202-293 1402
Email: info@usapec.org
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VIET NAM
Viet Nam National Committee for Pacific 
Economic Cooperation (VNCPEC)
c/o Ministry of Foreign Affairs, Department of 
Maltilateral Economic Cooperation
#8 Khuc Hao Street, Ha Noi
Viet Nam
Tel: 84-4-199-3617
Fax: 84-4-199-3618
Email: apec@mofa.gov.vn

ASSOCIATE MEMBERS:

FRANCE (PACIFIC TERRITORIES)
France Pacific Territories National Committee for 
Pacific Economic Cooperation (FPTPEC)
c/o Secrétariat du comité France (Territories du 
Pacifique) pour le P.E.C.C.
c/o Secrétariat Permanent pour le Pacifique, 
Bureau n  176
27, rue Oudinot 75007, Paris
France
Tel: 331-5369 2529
Fax: 331-5369 2276
Email: bruno.gain@diplomatie.fr

MONGOLIA
Mongolian National Committee on Pacific Eco-
nomic Cooperation (MONCPEC)
c/o Ministry of Foreign Affairs
Ulaanbaatar-49, Peace avenue 12-a
Mongolia
Tel: 976-11-311311 (ext.257)
Fax: 976-11-322127
Email: mongmer@magicnet.mn

INSTITUTIONAL MEMBERS:

PACIFIC TRADE AND DEVELOPMENT CONFERENCE (PAFTAD)
PAFTAD Secretariat
Australia-Japan Research Centre
Asia Pacific School of Economics and 
Management (APSEM)
Australian National University
Canberra ACT 0200
Australia
Tel: 61-2-61250161/3780
Fax: 61-2-61250767
Email: paftad.sec@anu.edu.au

PACIFIC BASIN ECONOMIC COUNCIL (PBEC)
PBEC International Secretariat
Room 1304, Wing On Centre, 111 Connaugh 
Road, Central
Hong Kong, China
Tel: 852-2815-6550
Fax: 852-2545-6499
Email: info@pbec.org

JAPAN COMMITTEE FOR PACIFIC ECONOMIC OUTLOOK
c/o Kansai Institute for Social and Economic 
Research (KISER)
29th Floor Nakanoshima Center Building
6-2-27 Nakanoshima, Kita-ku
Osaka 530-6691, Japan
Tel: 81-6-6441-5750
Fax: 81-6-6441-5760
Email: peo@kiser.or.jp
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Background
The Kansai Institute for Social and Economic Re-
search (KISER) is a nonprofit organization in 
Kansai (the region centered in Osaka, Kobe and 
Kyoto) that has its objectives in contributing to the 
development of the national and regional econo-
mies through academic advances.
KISER was established April 2002 as a result of 
the consolidation of the three research institutions 
in the region: the Kansai Economic Research Cen-
ter (KERC), the Center for Industrial Renovation 
of Kansai (CIRK) and the Socio-Economic Re-
search Institute in Kansai.
KISER promotes research projects under the coop-
eration of academia and local business community, 
with the aid of governmental support. The neces-
sary funds for KISER are raised through member-
ship fees from 175 leading firms in various indus-
tries from all over Japan.

Purpose and Activities
KISER is currently engaged in the following pro-
jects:

● Conducting theoretical and empirical research 
on social and economic issues in Japan and 
overseas, including economic policies and re-
gional development.

● Making proposals on both national and re-
gional policies formulated through its flexible 
research capabilities that take advantage of its 
academic, industrial and governmental net-
works.

● Supporting and fostering researchers at univer-
sities, research institutions and private compa-
nies by inviting their participation in KISER 
research programs.

● Providing administrative and financial support 

for academic research.
● Encouraging research exchange among Japa-

nese and overseas economists, as well as 
among foreign residents in Kansai.

● Carrying out research commissioned by gov-
ernment agencies, regional public institutions, 
and private enterprises.

● Hosting seminars and symposiums by inviting 
specialists from all over the world.

KISER Highlights

<Research for Policy Proposal>
* Policy agenda for the national and local governments 

(Discussion on policy agendas regarding the 
most pressing and challenging contemporary 
themes. Topics include structural reform, macro- 
economic policy, international trade, and aging 
and fewer children problem among others. Some 
of the findings of these discussions are also pub-
lished in the opinion paper “Nouvelle Epoque”).

* Issues for public administrative and fiscal reforms and 
for local government’s initiatives.

* Proposals for revitalization of industrial competitiveness 
and for regional development strategies.

<Economic Analysis>
* Macroeconomic analysis of the Japanese economy.

* Quantitative analysis of the regional economy.

* Compilation and publishing of a variety of data on re-
gional economy “White Paper on Industrial Revitaliza-
tion of Kansai”

K A N S A I  I N S T I T U T E  F O R  S O C I A L  A N D
E C O N O M I C  R E S E A R C H
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<Member Service and Public Interest >
* Research entrusted by public entities

* Sponsoring symposiums, seminars and lecture meet-
ings.

* Sponsoring professional conferences and academic meet-
ings (Modern Economic Policy Conference).

* Promoting International Academic Exchange PECC-
PEO(Pacific Economic Cooperation Council － 
Pacific Economic Outlook).

* Encouraging interactions among academia, business 
communities, and governmental bodies.

* Public affairs (publishing the newsletter “KISER”, 
maintaining our website).

Senior Officers
KISER is administered by a board of directors, 
which consists of representatives from major cor-
porations and universities in the Kansai region.

Chairman
AKIYAMA, Yoshihisa
Chairman, Kansai Economic Federation

Vice Chairman
NOMURA, Akio
Chairman, Osaka Chamber of Commerce and In-
dustry

MURATA, Jun'ich
Chairman, Kyoto Chamber of Commerce and In-
dustry

MIZUKOSHI, Koshi
Chairman, Kobe Chamber of Commerce and In-
dustry

MATSUSHITA, Masayuki
Co-Chairman, Kansai Association of Corporate 
Executive

TSUJII, Akio
President, Kansai Employers' Association

Research Director
HONMA, Masaaki
Professor, Graduate School of Economics, Osaka 
University

Contact
Address: 29th floor, Nakanoshima Center Building
 6-2-27 Nakanoshima, Kita-ku 
 Osaka 530-6691, Japan
Tel : 81-(0)6-6441-5750
Fax : 81-(0)6-6441-5760
Email : kiser@kiser.or.jp
Website : http://www.kiser.or.jp






