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Abstract

This bachelor thesis in economics @éxasnthe Asian financial crisi¢s impact on the

countries in the region and how well thegwered financiallfhe countries that arekta

en into consideration are Japan, Indonesia, South Korea, Philippines, Thailand, Malaysia
and Singapore. The variables used to explain the imploitiensrisisare GDP, trade
openness, unemployment ande@nt account.

Descriptive statistics shofnat the most cked economthat was affected by a current a
countreversawas also the hardest initterms of GDP The statistics also show thdt
the countries under observation have recovered totilgiosi prior to the crisis in terms
of GDP, but not in terms of the level of unemployment.

Two regressianthat wer@erformed showed the relation betweeade openness and the

effectof GDP after the crisis, and the relation of trade openness to gftevtthe crisis

The regressions show that the more closed an economy is the larger the effect of a crisis.
At the same time these countries had the highest growth rates after the crisis and were also
among the first to recov@iheoretical reasons foese results are given.
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1 Introduction

I n todayds modern history tltmeistheoWall Stwet | | K |
crash of 192%oxford reference, 2008}his fnancial crisis spread acrmssost ecoo-

mies aroundhe world. Since thehdre has been a number of stigsenongst these are

those inRussia, Latin America, Soti#st Asia andaw recentlyhe worldwide economic

criss. The frequencyof financial crises seero havebeen increasing during the last
twentyyears with major upsets in the economy across the Thaltagnitide of each

crisis hadeen alteringn size withvaryingnumbers of economies being affected, but one

thing is for surea financial csis never gesby unnoticed.

The term financiarisis isvery broad and can be used in many situatiosisised when
referringto a banking crisi a recessigra stock mast crasha currency crisiand the
bursting ofa financial bubbl&hus it is not easy to define what a finacggéentailsin

the case of thBoutheast Asian financiateiit falls under the category of a curreney cr
sis.

0A currency crisisouaden investors flee from a currency en masse out of fear that it mig
devalued. Currency crises are episodes characterized by sudden depreciations of the ¢
rency, large losses of foreign exchange reserves of the cenprakesunk donce&iiy shar
interest ratg&aminsky, 2008

Thereareoften many reasons to why a curremisysoccurs and how large the magnitude

of the crisis is. In the case of Southeast Asia the economic situation for each country is
generally very similanith the economies built on the same principles.macroes

nomic policies of these countries weeey similar and the countries are closely linked
through trade. When the crisis hit, originating in Thailand, it immediatelycpraay

trade partna; a phenomena known as the contagion effect.

In general the Asian economies are viewed as being very open in terms of trade. The level
of trade openness varies between the countries, some are more open than others. To a
large degree these cowdrare vy dependant on trade their GDP. Does the level of
openness thus have an impact on the countries in Asia when the crisis occurred?

A financial crisishange the course of history and haarge impact on the persdieds

of people. The way in whigbvernments run their economies determines the stability of a
cout r y 0 s theecanampiitheir peopleand to what magnitude the caymwill be
affected

1.1 Purpose

The Asian financial crisis affected a lot of economies in Asia as well as otheeseconom
across the worldlhe aim of this paper is to analyse what effeatgéeness of each
economyhadon thegross domestic product and Howg time it took foeach countrio

recoer after theAsian financial crisis

1.2 Outline

The rest of this paper isganizedasfollows. Section 2 gives a brief background to the
Asianfinancialcrise and previousesearclon that particular crisiSection 3 gives a the
retical base to the papand the theory explaining thypotesis. Section 4 consists of the



daa collectedand regression method, whilst section 5 is used to d@hialyssultsThe
lastsetion 6 is the conclusion of thikesis, which is followed by a listeférences



2 Background

This section will provide informatiabout the situation prior to the breakout of the f
nancial crisis along with previous researches views on the cause of the crisis.

2.1 History

The Asian financial crisis originatéthwhe fall of the Thai Baht on th& af July1997
(Montes 1998. As a diect consequen@number of countriesssociated with Thailand
were affected by thias faund throughout theaeadingthe countries that were most a
fectedin the crisis were:

Thailand
Malaysia
Indonesia
Phiippines
South Korea
Hong Kong

ogkhwpE

The fall of the Tai Baht was what triggered the actual, ¢nigishere arecsmany other
factors that playn when the actual crisis broke out. The Southeast Asian economies had
been experiencing ary positive economic climate sitmeebeginning of thE® 0 6 s .

The nterest rategverall in the Asian region wéagly hig)d ur i ng t he marl y 1
tilthe crisishitin1997T hai | andés i nterest rate toanged
1997, but by 1998 had fdento 4%. Other economies close to Thaikuzh as Inda

sia weralso experiencinggry high interest rates ranging from 8.82% up to 20% in 1997.

The Philippines had similar experiences whilst Malaydf@@a were looking at more
typicalnumbers around 5%. Due to the high levelastefesta lot of investors sathe
opportunityto investand in turn get a high rate of return on their investmiérsalso

increased the economiardie with a lot of money inflaw ther e g iecononiegin-

ternational Financial Statistics Yearbook, 2000)

There are many explanations to the cause of the Asian financial crisis, according to Montes
(1998) the four main reasons where:

1. The Southeast Asian economies kasie competitive advantage in low cost pr
duction. But with China and India emerging tloanpetitive advantage was lost.

2. Ten years of current account deficit and weak macroeconomic policies

3. Banki ng sect expansiaaonddidrsdicatiop ih thendendesticriina
cial market (p.1) all of which had been financed by the banks takingtsiror
loans

4. The contagion effect

The combination of theseur factors isvhat caused the crisis to occur in general, but
there are many other aspects that play a certain role.

In 1988 there as a repositionirgf production from Japan, Korea and Taiwaer o the
Southeast Asiatonomies. This was the staramfeconomic export boom thatcarred

i n the 1990 dwsexpectet to debrease whihaimen Wene heavy capital
inflowsto thesecountries at the time which weréting pressurenatheir currencie3he

labour intensive countries such as Thailand, Indonesia and the Philippines had to peg their



exchange rateto the USD so that theyould not appreciate, otherwise they could lose
their competitiveness in expdNtntes, 1998)

At the end of the day the economic policies and the decisions that were taken were not
very well thought through or based on normal econtmaryt Many decisions were
takenbecause each country did not want to miss the opportunity to be able to grow and
becaone a part of the world markét the e the decisions that were takaited them

since they did not listen to tlypical warning signs that the economy was in trouble.

2.2 Previous research

The Asian financial crisis is an event that has been widedgatisand researched among
economists and there are many viewpoints on what occurred to cause the crisis. On the
one hand it was the shift in market expectations and confidence that caused agiancial di
tress. On the other hand it was due to economatistuand policies of the countiires

the Southeast Asian reg{@uorsetti etl.,1999)

The following theories have been used to descrilgetieeal reasons towards why the
Asian financial crisegccurred and spread, and these will be used émibigcal frane-

work to explain the effect of the crisis on the current account along with the openness of
the economies.

2.2.1 Moral Hazard

According taCorsettietd. (1999)he root to the crisis was the form and situation that the
corpoiate and financial sectovere ecouraged to operate undene governments ne

stantly ignored the common warnings that woulddiheenvisenadesomeone elgtink

twice aboutheir actiors. Companies at the corporate level had constant political pressure
to perform. They wanted seecontinuoushhigh economic growth rates in the corporate
sector and thus they finadce lot of projecs through subsidies or certain government
policies. Even if firms in the corporate sector were not under any direct plan or subsidy
from the govemment, their general businessiica was very risk takinglmostany risk

or cost wasot large enough to deter them in their qqoesthieve success.

The market and firms operated under the impression that the government would help
them in the everdf financial problems due to the government appearmgntdo save

them.To be able ta@over for the rate of investmerttee national banks of these exon

mies had to borrow e@ssively from countries abrgadhat they could provider the

lendingat home. This is one very clear sign that shows thattm®mic policies pe

formed arenot correctThis form of economic baviour is called Moral Hazard, which is
definedby Krugman & Obstfeld (2008)s o0 The possibility that
prevent an accident if you are insured again®@ %93 A number of welknownand e-

spected economists such as Paul Krugman and Alan Greenspan have stressed that moral
hazard is one of the maacfors leading up to the cri€®rsetti et Al, 1999)

But this is only the tip ohe iceberg when it comes to the problems ofjakernment

policies and actions that have been implemé@iftece was a lack of supervision and-reg

lation on the financial and banking sector activities, lack of qualifiedrstifationn-

stitutes, corrupt lending practices among many other aspects. At the end of the day all
these aspects added up to the weakness of the financial system and finally the increase
share of noiperforming loanfCorsetti et Al, 1999)



2.2.2 Contagion

The theory of contagion cée applied to many parts of economics and many theories.
But the exact theory of contagion is not agreed upon by all economists tnsielars
many aspects tfe theory.

Prior to the last ten to twenty years, @patawasnainly used wheeferringto spreading

and contagiousness effect of various diseases (Claessens and Forlteis, @9 Jjust

until recently thahe use of the word contagion has come to use among econoriic the
rists when it comes &xplaininghe movement of economic csasin relation to the Asian
financial crisis contagion has been widely discussed and been put forward by anany econ
mists as one of the mamwasons for the crisis appearingaommany countriéeconomies

at the same time

0 C o noh, ingeneral, refers to the spread of market disturbances from one country to the
other which is observed through movements in financial prices such as exchange rates,
stock prices and interest rat@zark and Song, 20@0203.

One of the firsgroys of economists to study the theory of contagiasEichengreen,
Rose and Wyplosz. After the currencay cri s
giousdé effect of a currency crisis.

According to Glick and Rose (1999) there are two explanatmws &amd why contagion
spreads between countries. One of the main reasons is that due to the macroeconomic or
financial similarities between the affected countries. The other main reason is that a dow
fall i n cuaenay giwethd countdy 8 compdte advantage the short run. The

c 0 u n tompetbitasin terms of trade will be atcamparativadisadvantage, and the
country that appears weakest is most likely to be next in the line to be hit. Furthermore
Glick andRose arguthat a currency crsswill often tend to be coentrated regionally,

due to trade beirgirongly negatively affected by distance between countries.

Claessens and Forbes (2001) also provide research on the issue of the Asian financial crisis
and find a strong relationshipveen the crisis and the theory of contadiba.fact that

the Asian financial markets are well integratedemtdvithlarge amounts of trade-

tween them shasthat they ardighlydependenbn one anotheiThus the more tightly

linked countries are tharger the positive and negaspébver efects areon between
theirmarketgClaessens and Forbes, 2001)

Thisaspect of trade and markekageplays another role apart from just the financial and
investmenspilbver. In this category there is atspresence of competitive devaluation.
Through trade linkagdevaluatiorof the exchange rateduces the expocbmpetitie-

nessof countries that compete in third markets during a crisis. Countries that have a
peggedcurrencylike the majority of courn¢s #ected during the crisiexperience that

this puts a great pressure on their expoitscomparisorto thoe who have a floating
currencyClaessens and Forbes, 2001)

The macroeconomics of a country prioror during a financial crigigays adrge role in

how widely it isffected by contagion. The wiayvhich a government regulateirtan-

cial institutions also affects the investment decisions of the private sector. The countries
that were most affected by the Adiaancialcrisis also lthvery similar macroeconomic
situations Thus with an outbreak of a financial casi one of these countries bedfig

fected, then the contagion effedhevitablesince tey all have the same weaknd&sek

and Song, 2000)



The economic theoristsathhave discussed the theory of contagion havetbeisétko-

ries around two different models. The firsdel that was put forward in78%y Paul
Krugman discussing thealance of payments @isThe other model waut foward by
Obstfeld in 1986,i@winga currency crisis as the shifts between different monetaby equili
riumsin response to sdililfilling speculative attagislick and Rose, 1999)



3 Theory

In order to show the cause adfiécts of the Asian financial igshd how it spread over
Asia,the use of economic theory needs to be applieancial crisis is something which
economic theorists have widely discussed and therefore thearyagemeral theories on

how andwhy a financiatrisisoccursThe theory otrade openness explains the recovery

and growth of each economy whilst the current account reversal theory is used to explain
the magnitude of the drop in the GDP after the crisis.

3.1 The effect of trade openness on GDP

The theory of trade openness is a widisicussed subject and there are many theories on
what effect it has on an econoiflyere are three categowéfiow operaneconomy can
be,ranging from fully closdad partly open and then full opennddsais it is hard tole-

fine how open a countrytisat deals with trade but has restrictions.

Another aspect of openness of trade is that certain economists claim that larger countries
can afford to be closed, whilst the smaller countries almost have to stayoajmmto
grow.The small countries faincentives to have an open trade policy in order to benefit
from the larger marl@tspending power. Thus the smaller countries peetex to be

more open to trad@lesina & Wacziarg, 1997)

Empirical growth studies haalso shown that outwaadierted economies have higher
growth rates in comparison to inwargented economie€ertain theorists believe that a
country can be open by having favourable policyptote but barriers to imports, whilst
others believe a cauy is open when it is unkeakin its import/export policieRecently
openness of trade has been widsfgrredto as beindree trade. Thus it is quite clear that
the theory behind openness is very baoadsnot agreed upon by éManikkaya, 2003)

The determination of acouny 6 s 0 p e n raecsrdancef sow torie wisws thaa

pect of trade openness. Certheorists believihat enhanced fremdeincreasegrowth

whilst certain economists believe that protectionism will have a betteDeedit.the

main reason®r there not being a single theory or it being disputed is because one can not
only use one single indicator to measure opefiiesssdue to there being many diffe

ent aspeciaffecting tradéEdwards, 1998)

At the same time, the more open an econsitine leger is the possibility forta be hit

by an external shock, say a financial crisis. But at the same time these open countries have a
benefit of their large export sectors, which will help them to reduce an external debt more
easily than a cled economy. This is due to that the debt service absorbs a smaller part of
the countryds total export proceeds in col
capital inflow, or it being interrupted, the country will have to alter the divisean of r
saurces from the importing sector to expatg]jthis will generate the foreign exchange

the country needs to cover for external debt. This in turn could have a negative effect on
the domestic industries that rely on importedig for their production, a-salled import
compressionAt the same timanport compression could become even more costly to a
relatively cled economy, due tbe fact thatertainessential inputsight be cut out
(MilestFerreti & Razin, 1996)

To conclude a more open econontgnal a country to grow faster due to the use of if its
trade sector. At the same time the more open economy is more vulnerable to an external
shock than a closed economy. In accordance with this a more closety edtnuot

grow as fast but ot as vuierable to an external shock as an open economy. At the same



time if an external shock were to occur, the more open economy can handle this shock be
ter due to the use of its trade sector.

3.2 Current account reversal
Edwards (20Q4efines current accountversahs a decrease in the current accouwitdefi

by a minimum of 4% of GDP in a ye8uch a reversal iderf due taa sec a | duddeth 6

sto which igeferredto as an abrupt stop in the inflow of capital to a country, which in

the end ihighlydiguptivesince this is mainly foreign capitai the other hand there are

cases of sudden stops without a reversal effect after. The countries that have managed to
avoid this have used their international reserves to make adjustthentsurrent a-

count. Moreover there is the ogie case, that there héveen aeversawithout a sd-

den stop but these countries were not first experiencing ldmyesimf capitalEdwards,

2004)

Many economis arguehat a high amount afpital mobility is éemely troublesome. If

a couttry were to restrict thase of capital it could help prevent the probability that a
countrywill suffer from a sudden stop andrent acount reversal. Othectam that sul-

den stops andurrent account reversalsiakerséy/ relatedoacoun r yds si ze of
(Edwards, 2004

Edwar ds uses a nibdertetast wmhatcaduseednd te whiatsdégree, current
account reversals as well as sudden stops. Hissfindiogte thaa reversal is more likely

to ocar urder a number of differenircumstances such as a large current ackdioits

low initial GDP and high occurrence of sudd®ps in the region of that countifya
country has a high level of ndernational reserves then grebability of eperiacing a
reversal decreaséairthermore Edwards fisthat the effect of current account reversal
on growth is highly depenteon trade openness of the econgBgwards, 2004)

The level of trade opennesil determine to what degree a country wikhfleetedin
terms of growth if a current reversal occurs. A current account reversal will always have a
negative effeadn a country GDP but the negative effectdependenbn openness. The
more open an economy is the smaller the negative effect on IGIRERTWis is because,
accoding to Calvo et al. (2008penness, which is viewed aselangpply of tradable
goods, reduceshe leverage ovehe current account defidi. accordance with this the
more closed an economy is, the larger the negagioecéfh reversal will be on GDP.
Thus a more closed economy will be rafiectedhananopen economy byarrent a-
countreversal. The reversal explains the magnitude of the drop after a Tausrsad
larger the reversal is in magnitude of GDRattgeer the negative effect on growth after
(Edwards, 2004)



4 Empirical Framework

Thissection clarifies the method that will be used for the analysis and also exmains the r
sults that arexpeoedduring the Asian financial crisis.

4.1 Method and Hypothesis

The Asian financial crisis affected many countrigssiAsiabut in different magnitudes.
The six countries listguleviousy andthat were widelyffacted by the crisivere Tha
land, Malaysia, Indonesia, Philippines, South Korea and Hong k®agn ito see how
the degree ofrade openness each countrhasaffectedthe gravth of GDP when the
crisis hit.In order to put the magnitude of the crisis into perspegtwell analyse to
what degree each country was affected in terms of GDEhafteisis and how well they
recovered.

In order to put thesigures into perspective they emenpard in relation to two cou

tries thatre in the Asian region lwre not as widely hit by the cribige countries used

in this case is one smalleoecomy and one of the worl dds |
and Japan.

In order to measure the trade opennesadi respective econothg following formula
was used

(Import + Export)
GDP

This shows the proportion of goods and sesvibat are entering and leaving the country

in terms of the gross domestic prodiibe theoryand calculations of opennessvadely

discussed and themee many sides to ithi§ formulais the most used when it comes to
showinghe most clear and ditemea ur e ment of h otnadepglioyis. a cour

Trade Openness =

As for the aspect and measurthe curent account the analyseshkased onhe level of

the accounprior to the cris,using descriptive statistics on beéore after to saéthere

are any gxial change$he current account balanceussiallydefinedsimply aghe k-

mandfor countries exportsf goods and servicasnus their importsf goods and se

vices But the balance also includes net unilateral transfers of ilbeneeare manyda

tors that affect the balance but the two main determinants are the exchange rate as well as
the domestic disposable income. (Krugman & Obstfeld, 2006)

To determine the effects of the crisis the use obtdinary least square crssstional
regressionis made The first regression model is:

(1) Change from 1998 to 2005 in log GDP = 8; + [,0openness + &

wheref, represents the intercept of the trend lifigis the slope of the trend line,sHu
tratinghowthe change ilog GDP is depadent on the level of openneasde, is the e
ror term.The second regression model is:

(2) log GDP growth after 1997 = 5, + [,0openness average + &

for this regressiofy represents the intercept of the trend Ifeis the slope of the trend
line after 1997, illustratihngw the change itog GDP growthis depend# on the ave

age level of openness from 1998 to 200k, is the error term.



For regression (it)isconduced once with all the countries and oekeluding Japan. As
for the second regressioni{2yill follow the same procedure but this time excluding both
Japan and Hong Konghe reason for this is explained in the empirical rebelts iwis
relevant.

The growh rate shows one aspect to vecy, & the same time the levelsuolemplgy-
mentprior to and after ianalysed to see if there are any apparent changes and if there is
any pattern in the levels during the yg@aesuse bdescriptive statisticsused to analyse

how theunemploymenécts according to the crisisnédnployment is bound to increase
during a crisis and thus one can see if the numbers start to return to the initial level before
1997 and thus indicating a recovery.

The aim of thehesis is to see how the opess of an econoy affects theconomy
through he gross domestic product growth &diter a financial crisis.

Certain theorists believe that #mealler the economy is the more open the economy will
be in general. Smaller economies have to be open to benefit framlieadble to grow
faster andecover from an event of financial crisighe same time they will also be more
vulnerableo an external shock in comparison to a relatively closed economy.

- The hypothesis for regression (1 tha the moe open an econuy is the more
vulnerable it ito an external shkc

- The hypothesis for regression (2 that the more @m an economy is the faster
it will recover after an external shdbln a more closed economy

According to the theory on current accounts thare expectation that there will bea cu

rent accounteversaéffectafter a crisisThis is due téhe private sector money drcgos-

ing the capital account to drop and in order to balance this, the current account will have to
balance out the negativepamt. Which means that if a current account is experiencing
negative numbers in one year and there is dioadofcthe current account defibyt 4%

of GDP then there is a current account reversal. During these circumstances the smaller
the degree of opaess of a country, the larger belthe current accounts reversalaneg

tive effecton growth causing a larger drop in the year of the. dfisis the other hand

the country is very open the negative effect will be smaller.

In accordance with the efféloe crisijias on GDP there will be different levels ofweco

ery required for each countrjaeTcountrie that are most affected will be in larger need to
recover fastahan those who did not suffer the same magnitude. At the same time the
more operan economy is the faster they can recover due to the use of the more open trade
sector, in comparison to the more closed economies.

1C



5 Empirical Results

This section illustrates and explains how the countries were affected prior, during and after
the fnancial crisis took pladéhe countries are separated into two different figures in ce

tain sections, this is due to the viewing of the figure would be to crowded and misleading
with all countries on one small graph. Also note the difference in thefdtadgures

when making interpretations.

5.1 Unemployment

In order to see how the financial crisis affected each respectiveacowedsure that can
beobservd istherate of unemploymenf each country before and after the crisiBéit.
low there aréwo figureq5.1.2 and 5.1.2presenting the level of unemploymeetaain
countryfrom the yearshortlyprior to the crash until year 2G@0ter the crisis hit.
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Figure 5.1.1 Unemployment after 1995

Source: IMF financial statistics yearbook

Prior  the brealout of the crisign 1997 the unemployment rateshe region had been
varying both up and downhe boom in the Eagtsian economies generatddtaf job
opportunities and thenhemploymemunbers started to decrease in certain countries.

The countries that hasen an overall decrease in their unemployment prior to the crisis
are Thailand, South Korea, Malaysid the Philippines. Whilst the unemployment seems
to be increasg in Indonesia and Japte figures for Singapore and Honghéare flue-

tuating up ad down.

After the crisis the numbers changed drastically for each owithttiie change in 1997
to 1998ranging from a rather small change percentage points in Singapore of 0.8 up to 4.2
percentage points change in South K@ddas er vi ng I ndonesiads un
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see that it has been dradlifdacreasing after the crisispan and Singapore were na-dra
tically affected due to them not being directly hit bgribis but the contagion effect
caused them to experienodrecreas in their numbers for 1997 to 19BBe plotted path
for Jgan israther horizontafter 1998ndicating almost no change whilst Singagpore
plotted line fluctuates up and down
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Figure 5.1.2 Unemployment after 1995
Source: IMF financial gidics yearbook

From observinghefiguresit is quite apparent that the financial crisis hatfeant en the
unemployment rated each respective country. These countries were all affected-in diffe
ent magnitudes and tdevelopment of their figuresshitaken different path3hailand

and South Korea have started decreasing their unemploymexst isateen in the figures

above attempting tanove back to the levels priorthe crisisThe unemployment rates

of the other countries haeéher incre&sl or stagnated aroutigk level just after theicr

sis. But it is clear that none of the countries have come back to the level of unemployment
prior to the crisis and therefore have not recovered in this aspect.

5.2 Gross Domestic Product

Japanwhich is the mst closed econonamong those presenteegs the first to recover

to its initialGross Domestic Produ¢GDP) leve] already within the second yeathe

crisis (1999). Thegures5.2.1 and 5.212elow, illustrate the level of the log of GDP for
each repective country in relation to time. From the figumesan also see the difference
in the size of all these economaesl observing the non logged GDP levels in appendix 7,
Japan ismore than eighimes as large as South Kareterms of GDP in 1998vhich is

the second largest economyhie sample sefouth Korea recovered in 2002 to the same
GDP level as 1997 and they haveicoed to grow after this atdacreasing growth rate
(see appetlix 6). What is important to remember when observinggtived is that the
axis of each respective figure is different.
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Hong Kong was another country that recb¥ast; they were back to theiitial GDP in

the year 200@hich deiates from their other figuréster this their growth slowed down
and had a decreasing trenth the GDP just below the 1997 level for the years 2001 to
2004 They were the only country that recovered only to fall back down below their 1997
level asliistrated by figure 5.2.1.

Thailand and Philippines were the courttiegstook the longest to recovéey returned
to their 1997 level 2004. The fact that Thailandsamongst those who took the longest
to recover is quite understandable sincesthigere the Asian finaal crisis broke out

Si n g ap o azilusrated Defow in figure 5.2.2, also experienced a very low level of
growth in GDP after the crisis, bubhés been generallging.Observing the GDP in el

tion to recovery in thégure, it shows th#te GDP almost returned to the 1997 level

much earlier than in 2004, but the numbers were just below this level. At the same time
Singapore is the most open economy in the sample set and was among the three countries
that took the longst to recover.

Both Indonesia and Malaysia recovered within six years (2003) and they have continued to
grow after this. The figures in 5.2.2 illustrate a rather steep increase in the growth of the
GDP for eaclof these respective countries
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In terms of the GDP all the countriecovered by 200%he different growth rates and
the need to recover is dependant on how each country was affected after 1997, which is
discussed ithe next section.

5.3 Current Account

The current account balance, as mentioned earlier, is altered mainly by the exchange rate
and the amount of disposable income there is within a country. To determine the effect
that a change in relative prices of nationlome will have on the current account we

need to consider the import and export sector of the country. If foreign products become
more expensive than domestic products due to an increase in the real exchange rate, all else
equal, a foreign output nowys more domestic outputs, the foreign consumption pattern

will move in favour of domestic export. This change will improve the current account of

the domestic country. As one considers the same real exchange rate increasm-effect on i
port one will see aare complicated situation. To respond to the price shift the domestic
consumer will decrease their unit consumption of the more expensive foreigmgoods. |

port is measured in terms of domestic outputs, so increases in real exchange rates does not
implytha# i mport have to fall. O0OBecause a ri sc¢
value of each units of imports in terms of domestic output units, imports measorted in d
mestic output units may rise as a result of a rise in the real exchange fabtepeven i
decline when measured in foreign output ur
fall as a consequence of a real exchange rate increase, this creates an ambiguous effect o
on t he cur r evnotl uantewienfobhsuc@iBilerelingdeffects import and
export gua ntvalteiefebangesnheiddmedtic outhueworh of a given vo

ume of foreign impords  (44Q). Krugman & Obstfeld assume that the volume effect
outweighs the value effect and thus a decretimearchange rate also decreasesthe cu

rent account. The effect of this at the same time also comes with a time lag; this is because
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the import and export order of goods and services are usually planned a certain time ahead.
Thus when a depreciation o tturrency occurs, the previously ordered goods may reflect

the consumption decisions made under the old exchange rate. It takes time forthe new o
ders to adjust to the new price schemes and it takes time for the consumers to adjust. This
time lag also kaa certain effect on the p#s®ugh of the exchange rate to the import
prices, in turn affecting the trade volumes within a country. The time lag that thés depreci
tion causes, and the theory behind, it is referred to asuihve JKrugman & Obstfeld,

2006).

The disposable incoraffects the current account a bit differeityincrease in thedd

posable income will cause the current account to decrease, because domestic consumption
goes towam all goods including importdilst the opposite effetd apparent for aed

crease in the disposable incgkreagman & Obstfeld, 2006)

Observingfigures 5.3.1Jand 5. 3.2 for each of the count
that all of the countries that were directly hit by the crisis experienced negaiive-cur

counts. With the outbreak of the crisis these countries current accounts went from negative

to positive within a period of one year. The magnitude of the reversal varied in size from
country to country and i n tiogrtoncuri@rt diceoant e d e :
reversal theory put forward by Edwards (2004) the magnitude of the reversals effect on
GDP is dependent on the degree of trade openness of each respective country.

The observatiain these figures wecalculated by the followingiwula

CA,
Avg GDP

WhereCA: is the current account of a country in year t and Avg GDP is the GDP average
for that countryfor the years 1998 to 200%he formulallustrateghe form of the figures
below howeach currerdaccounthangd over a namalised GDP

Observing the figures for the current accounts of each respective country allriee count
that were directly hity the crisis experienced a current account reversal, with fhe exce
tion of Hong Kong. The figures for Hong Kong prior to 19@8naissing and a possible
explanation to this is the change of government in 1997.
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The most closed econopdgpan, along with the most open econ8mgaporgoth

have positive figures from 1989 to 2005 in terms of their current aCoopdring these
to the other countries all of them have negative curreanafiguregprior to 1998 with
the exceptionf South Korea who had positive figure in 1989 and 1990.

After 1997 the majorityf thecountries current account figures are positive and show ge

erally higher values than those before 1998. The Philippines experienced negative current
account figures between 1999 to 2002.
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of

The magnitude of the reversal
Table.5.3 Current Account Reversal
Country Reversal 1997 %
Japan No reversal
Indonesia 4.29
Korea 117
Philippines No reversaP.37
Thailand 12.6
Malaysia 13.2
Hong Kong Data not available
Singapore No reversal

al

t hese

As mentioned above the data prior to 1997 was missing for Hong Kong and thus we could

not calculate or conclude if there had been ateversan Ho n g

Kongds

currtr

Philippines isnother exception to the thedhgy experience a change in their cureent a

count from negative to positive, but this change was ortfy & &DP, whilst a reversal

is defined as at least a 4% of GDP.



Thus according to the theory of Edwards along with our hypothesis the results of countries
that were affected by current account reversals and the effect on their GDP is correct with
theacceptancef Malaysia.

5.4 The relation of the 1998 GDP drop to Openness

The theory of current account reversal says that the more closed an economy is the larger
the negative effect of on GDP, whilst the more open the smaller is the effect. Figures 5.4.1

and 5.4.2 below illustrate this relationship. The countries thatnegplegecurrentca

count reversal were mentioned in the previous sector. The figures in this section show the

relation and effect of a reversal on the GDP.

Edwards claimed that the effect of a current account reversal will always have & negative e
fect on tle level of GDP in a country but the size of this is dependent on the trade ope
ness. The more open a country is the smaller is the negative effect of the reversal on the
GDP, whilst a relatively more closed economy GDP will suffer more.

Japan is one of thergest economies in the world and the difference in the level of their
GDP in relation to the other countries in this samplerysubstantial. In order to give a
more true representation they are removed from the figure below 5.4.2.

The figures belavi.4.1 and 5.4.2, illustrate the theory put forward by Edwards (2004), that
the more closed an economy is the more affected it is by a current account reversal. The
figures show that on average as the countries are increasing in openness the kfss they are
fected by therisis interms of the magnitude of the drop of their GDP from the crisis.

The trend line illustrates that increasing openness decreases the magnitude of the drop in
GDP.

Amongthe countries presented in figure 5.4.1 Indonesia is thelosesteconomy at the

time of the crisis with 0.44 degrees of openness, thus in accordance with the reasoning they
should also be the most affected after the crisis. Analysing the change in GDP from 1997
to 1998 there is a drop calculated to be 55.76%yé&t@f GDP more than halved in one

year. The drop is quite substantial and a drop of this magnitude causes major shocks in the
economy and the aslishment and thus in there is great potential for growth in the short

run in order to return to the sategel of GDP as befare

South Korea is in turn the second most closed economy amongst the affected countries.
They show a drop of 33.09% in their GDP from 1997 to 1998, their GDP almost halved in
the year of the crisis making them the second most affgctied crisis. Like all other
countries they have the potential to recover fast and it is the third fastest growing country
after the crisis. Thus both Indonesia and South Korea are in line with the theory that the
more closed the economy is the moreciaifie the exception to this is Malaysia. They are

the third most affected country but at the same time the third most open after Singapore,
who was not affected in the same magnitude as Hong Kong. The drop in GDPyfor Mala
sia from 1997a8/R5%EG to 1998 was
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Hong Kong is the second most open economy in the analysis and as accordingrto the th
ory of openness they are the least affected country in terms of GDP. The difference from
1997 to 1998 is only a slight drop of 5.33%. Hong Kong was not deeply affeetge in a |
drop in their GDP but on the other hand their growth took a substantial hit.

Thailand is either the fourth most open country or the fifth most closed country depending

on how you see it. They are on the other hand the fourth most affected, sviécbsg p

with the Philippines who are fifth, but should be fourth according to the theory. This can
though be explained by the fact that the degree of openness between these countries is very
similar, Thailand with 0.8 degrees of openness and the Philipin@37. Comparing

the drops from 1997 to 1998 in GDP for each respective country Thailand wds more a
fected with a drop of 25.91% whilst the Philippines had 20.85%. One logical explanation
apart from the openness not being very different is that @hadanthe actual origin of

the crisis and thus they should be and were more hit by speculative attacks as-other cou
tries were affected, in comparison to the Philipg®es.appendix 8)

Japan and Singapore are special cases since they did not expeviersed and were not
directly hit by the crisis. Even though these countries were not affected in terms-of a reve
sal they werkoth negatively affected by the contagion effect causing a negative climate in
the Asian economic ar€zontagion as discuds@ the previous research sector explains

the spreading of the crisis to so many countries and also why it occurred so fast. The main
reasons for the contagion effect is based on that the affected countries are all based on
similar macroeconomic polica®l at the same time are very well integrated through trade.
Thus in accordance with this, when an external shock causes problems in one economy it
will pass through very easily to the others.

In this case Singapore experienced the largest fall of thighaodecrease of 14.05% in

their GDP whilst Japan only had a decrease &b9.4e drop in these countd&DP

plays a certain role but for Japan the need to recover to their initial geowstimotas

| ar ge a s T8isiskpapse Japadne of the largest economies in the world and
can handle this sort of debt and recover in due time, whilst Singapore is a verm-small eco
omy which relies highly on their imports and exports as a contribution to GDP.

To test the validity of these resuthe estimation results for the trend lines in Figure 5.4.1
and 5.4.2 (regression (1)) are presented in Table 5.4.1 below.

Table 5.4.1
Regression of change in log GDP on openness
All countries All countries exceptpan
Slope coefficient 8.455 13.013
t-statistic 1358 2722
p-value 0.223 0.042
R? 0225 0597

Looking at the qwalue when all countrieg ancluded, we woulibt reject thenull hy-
pothesis that openness has no linear effect on the change in lag &BBnificance level

2(



of 1 % As we can see from figure 5.41id as confined by the sign of the estimated
slope coefficient in table 5.4.1 when all countries arehesedis a increasen log of
GDP a decreasg negativeness in that chaag¢he openness of a countries is inogeas
This is notin line with thestated hypdtesisthat the more open an economy is the more
vulnerable they are to anezral shockAs Japan iemovel from the regression the same
conclusions reached. In figufe4.2 onean see aexper tend linethan in figure 5.4.1,
which is also reflecténl the regression results, strengthening the conclusion tthgrin
words the more closed an economy is the more affected it would be.

5.5 Openness of countries and growth

This section analyses what relation the openness of a country has on itgrewhnage
level after the crisis.

The figure 5.5.1. below shows a decreasing trend between GDP growth and increasing
opennesslhe most closed economy in the sample, Japan, was the third largest economy in
the world in 2005 (CIA World factbook, 2005) measarpdrchasing power parity of

GDP and therefore it is not surprising that they are more closed than the other countries.

The growth level is very low but they are not in the same need to grow as other countries
as explained by the theory of opennessa tlhaje economy can afford to be more closed.

At the same time the growth rate has not changed much from the years prior to the crisis;
it has been rather maintained. Furthermore the case of Hong Kong is also very special
since it has been experiencing\arage decrease in its growth rate level after the crisis.

In order to give a more true representation of how the countries growth rates were affected
after the crisis, another figure was provided excluding Japan and Hong Kong.
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Figure5.5.2 illustratdsow theopenness of each country is related to the rate of gfewth a

ter 1997, measured by the gradient of the growth trend line (see appendix 9). The figures
for openness are taken from appendix 5. Observing the figure we can see that all countries
are followingtlte same pattern, that the more open an economy is the smaller the growth is
after the crisis.

The countries that are most affected when a crisis occurs are usually the most eager and in
need to recover faster than the less affected naturally. Simeréhayin a larger magn

tude they have a larger amount to recover until they return to the level before the crisis.
The theory says that the more open a country is the more vulnerable they are to an external
shock, at the same time they are more ablenttie a shock with the help of their trade
balance. Thus if a more closed economy is hit they do not have the same abilities to deal
with the crisis and should thus be more affected by a crisis.

As Thailand was the origin of the crisis and IndonesigsiMalad South Korea were the

most affected and were considered in trouble, the International Monetary Fund offered to
help all of these countries in their financial situation along with other organisations such as
the World Bank. All these except Malastapted to be helped both financially and with
policies. South Korea, the largest of the economies, received the most &utatadgof

58.4 billion dollars US, with 21.1 billion dollars US coming from the IMF. Indonesia which
is second largest inrtes of GDP received 49.7 billion dollars US whilst Thailand received
17.2 billion dollars US (IMF, 2005).

With funding from the IMF and the World Bank these countries have had a helping hand

in their struggle to recover from the crisis. Indonesia, whithearasst affected country,

was also in need to recover the fastest. Looking at their growth rate after the crisis they are
the second fastest growing after the crisis. Figure 5.5.1 shows that Malaysia has the highest
growth rate out of the countries ire tbample and it is tightly followed by Indonesia and

South Korea. According to the logic, the most affected countries should be those who



should have the fastest growth rate to recover faster. Thus Indonesia and South Korea are
in line with the logic but &faysia is going against the logic slightly.

Both the Philippines and Thailand have very similar levels of growth after the crisis, similar
to how they were affected by the crisis. In this case the Philippines has been growing
slightly faster than Thaithreven though Thailand was in larger need to grow faster in a
cordance to what magnitude they were affected in. The reason again for Thagand not b
ing able to maintain a higher growth is due to it being the origin of the crisis and a lot of
structural @forms taking place in the country.

The observation for Hong Kong which was excluded in figure 5.5.1 since it is the only
country with a negative average growth from 1997 to 2005. In other words the drisis has a
fected Hong Kong very negatively but infeeréint sense in comparison to the other
countries. (See appendix 7)

Statistics for the trend lines are presented in Figures 5.5.1 and 5.5.2 (regression (2)) above
are presented in table 5.5.1 below.

Table 5.5.1

Regression ofaverage Growth after 1997 onpg@nness

All countriesafter 1997 All countries after 1997 excey
Japarand Hong Kong
Slope Coefficient -0103 -0020
t-statistic -0.729 -0.745
p-value 0.494 0.498
R? 0081 0122

Whether one decides to have all the wmsm the regression or exclude Japan and Hong
Kong, the outcome isimilar.As isse@ from figure 5.5.1 and 5.58d as confirmed by

the sigrof the estimated slope coefficients in tablé thére is a netiae relationshow-

ing that the GDP growth will decrease as average openness is indoyasueg.for both

of the regressions one can not reject the null hypothesis that there is no linear effect of
openness on average growththe sane time the Bquared values for the regressions in
table 5.5.1 are both very low, meaning that the goodness of fit of the regressions is not to
strong. In other words both the figures and regressions show that the relation between
openness and growth 130 strong.

As mentioned earlier the IMF along with the World Bank provided a lot of funiding t
wards South Korea and Indonesia who were thedsandrhird most growing economies

after the crisis. At the same time they are the two most closed cihattwese affected,

and the two most affected in terms of the magnitude of the drop in GDP. The countries
that were most affected are in greater need to recover fast than those less affected. This
could have certain implications for testing the theofgnuard.

An interesting observation is that for all the countries the average openness increases in the
period 1998 to 2005 in comparison to the period before the crisis 1989 to 1996 even
though these countries were experiencing a very large growtlatptran time (seg@-a



pendix 5). An explanation for this is that the countries had to open their trade sector in 0
der to recover from the drop that they experienced after the crisis. If a country trades more
this takes a larger percent of their total G they become more open.

24



6 Conclusion

The Asia financial crisis effectivelyt@n end to what was knowntak e 6 Asi.an mi 1
As the thesis shows, many countries in Asia were affected, all of them in different magn
tudes.The thesis shows what a financial crisis can do to a region and the economic climate.
What is important to remember is that there are many implications on the rest of the world
when a crisis of this magnitude hits a large economic region as Asiaormathirsgsthat

has not been covered within the thesis due to the magnitude of informatimowdedde

one would have to have in ortledraw any relevant conclusion.

This thesis shows that the degree of openness has an effect on how a country is affected
during a financial crigisterms ofits current account, which in turn aftetie growth of

its GDP. The firstregression sells show that theffect of openness on tdeopin GDP

after the asian financial crjgbatthe more closed an economyhe targer the drop in

GDP after a crisid.ooking further at how openness affggbwth in the years after the
crisisthere is no direct indication of a linkage of that the more open the higher the growth
rate will beThe descriptive statistics and #gression shotliat the more closed a ceu

try is the more they will grqaithough this is not statistically signifioaht¢h was not in
accordance to the hypothesis

One conclusion that can be drawn from the analysis is that all the countriesvsaed reco

in terms of their level of GDP. But a total recovery has not been achieved sinee-the une
ployment rat@rior to the crisis is lower in all countries than what it is for all thefyears a
ter. It is important though to remember that the growth levetsefoajority of the cod

tries was very higsrior to the crisissomething which they all had not experience before
and thus it is hard to expect for these countries to return to the same level under eight
years.

Suggestions for further resediwdt cold be of use and give a more concentrated direct
answer is to analys®re deeplg very specific area such as only looking at the carrent a
count effect. Since there is a problem to explain a valid result when one takes into many
aspects into their anays

Furthermore a suggestion is to andhesaffectedrading partnersvho are located ima
other region to see if they were affected in the same way as the countries in #ie Asian r
gion.
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Appendix 1

Unemployment rates (%) Period Average

South Hong
Years| Thailand | Korea | Singapore | Malaysia | Indonesia | Philippines | Japan| Kong
1989 | 14 26 2.2 6.3 238 84 2.3 11
1990 | 2.2 24 17 51 25 8.11 2.1 13
1991 | 2.7 23 19 4.3 26 9 2.1 18
1992 | 14 24 2.7 3.7 2.7 9.8 2.2 2
1993 [ 15 28 2.7 3 238 9.3 25 2
1994 | 1.3 24 26 29 44 95 29 19
1995 | 1.1 2 2.7 2.8 95 32 3.2
1996 | 1.1 2 3 25 4 8.6 34 28
1997 | 0.9 26 24 25 4.7 8.7 34 2.2
1998 | 34 6.8 32 32 55 101 41 4.7
1999 |3 6.3 46 35 6.4 938 4.7 6.3
2000 | 24 44 44 3.1 6.1 112 4.7 5
2001 | 3.3 4 34 35 8.1 111 5 51
2002 | 24 33 52 35 9.1 114 54 73
2003 | 2.2 36 54 36 10.6 114 53 79
2004 | 2.1 3.7 4.8 35 8.7 118 4.7 6.8
2005 | 1.9 3.7 3.4 35 9.2 114 44 56

Source: International Monetary Fund financial statistics yearbook
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Appendix 2

Unemploymen

South Hong
Years| Thailand| Korea | Singapor¢ Malaysig Indonesig Philippines Japan | Kong
1988| 929000| 435000/ 46000 | 482000 2106000[ 1954000 | 155000¢ 38000
1989| 433000| 463000/ 31000 | 389000| 2083000[ 2009000 | 1420000 30000
1990| 710000| 454000/ 26000 | 315000| 195000 | 1993000 | 134000C¢ 37000
1991| 869000| 436000/ 30000 | 314000| 2032000[ 2267000 | 136000¢ 50000
1992| 456000| 465000/ 43000 | 271000| 2199000[ 2263000 | 1420000 55000
1993| 646000 550000/ 44000 | 317000| 2246000 2379000 | 1656000 57000
1994| 423000| 489000/ 44000 | 228000| 3738000 2622000 | 192000¢ 56000
1995| 375000| 419000 47000 | 248000 2704000 | 2098000 96000
1996| 354000| 425000/ 54000 | 217000| 4287000 2546000 | 2250000 87000
1997| 293000| 557000/ 46000 | 215000| 4197000 2640000 | 230300¢ 71000
1998 | 1138000 146300 62000 | 287000 5062000 3043000 | 2787000 154000
1999| 986000| 135300¢ 90000 | 314000 6030000{ 3017000 | 3171000 208000
2000| 813000| 974000 96000 | 299000| 5813000, 3459000 | 3198000 167000
2001| 119000| 899000| 72000 | 342000| 8005000, 3653000 | 3395000 175000
2002| 826000| 752000 110000 | 344000| 9132000, 387400 | 3588000 256000
2003| 761000| 818000 111000 | 370000 3936000 | 3504000 277000
2004| 741000| 868000 367000 4249000 | 3134000 241000
2005| 666000| 887000 372000 4145000 | 2940000 201000

Source: International Monetary Fund financial statisticsolearbo




Appendix 3

Series Key:
PA = Population growth (annual %)
PT = Population Total

Country
Name Series YR1989 YR1990 YR1991 YR1992 YR1993 YR1994
Hong Kong PA 1,0359 0,3213 0,8292 0,8397 1,7178 2,2520
Hong Kong PT 5686200 5704500 5752000 58005® 5901000 6035400
Indonesia PA 1,7688 1,7938 1,7179 1,6420 1,5662 1,4903
Indonesia PT 175063344,00 178232000,00 181320358,03 184322300,55 187231804,74 190042962,43
Korea, Rep. PA 0,9602 1,1472 0,9264 0,9088 0,8960 0,8971
Korea, Rep. PT 42380000 4286900 43268000 43663000 44056000 44453000
Malaysia PA 2,8857 2,7980 2,6923 2,6007 2,5408 2,5242
Malaysia PT 17603827 18103341 18597361 19087376 19578569 20079056
Japan PA 0,4094 0,3414 0,3104 0,2482 0,2468 0,3407
Japan PT 123116000 123537000 123921000 124229000 124536000 124961000
Philippines PA 2,3839 2,3567 2,3309 2,3069 2,2767 2,2396
Philippines PT 59799928 61225972 62669859 64132377 65609257 67095197
Singapore PA 2,9429 3,8814 2,8504 3,0038 2,5306 3,1343
Singapore PT 2931000 3047000 3135100 3230700 3313500 3419000
Thailand PA 1,2696 1,2355 1,2021 1,1701 1,1472 1,1347
Thailand PT 53624669 54291323 54947895 55594639 56236105 56877831
Country
Name Series YR1995 YR1996 YR1997 YR1998 YR1999 YR2000
Hong Kong PA 1,9801 4,4386 0,8325 0,8348 0,9551 0,8816
Hong Kong PT 6156100 6435500 6489300 6543700 6606500 6665000
Indonesia PA 1,4144 1,3947 1,3750 1,3554 1,3357 1,3160
Indonesia PT 192750000,00 195457134,30 198163293,95 200867393,24 203568332,74 206265000,00
Korea, Rep. PA 1,4295 0,9535 0,9379 0,7220 0,7104 0,8355
Korea, Rep. PT 45093000 45525000 45954000 46287000 46617000 47008111
Malaysia PA 2,5320 2,5463 2,5377 2,4900 2,3930 2,2654
Malaysia PT 20593952 21125065 21668014 22214316 22752310 23273615
Japan PA 0,3818 0,2564 0,2621 0,2527 0,1897 0,17%
Japan PT 125439000 125761000 126091000 126410000 126650000 126870000
Philippines PA 2,1991 2,1547 2,1153 2,0913 2,0871 2,0946
Philippines PT 68587012 70080887 71579068 73091778 74633277 76213060
Singapore PA 3,0390 4,0644 3,3566 3,3979 0,7989 1,7329
Singapore PT 3524500 3670700 3796000 3927200 3958700 4027900
Thailand PA 1,1275 1,1270 1,1203 1,0907 1,0307 0,9509
Thailand PT 57522738 58174703 58830127 59475310 60091464 60665589
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Country Name |  Series YR2001 YR2002 YR2003 YR2004 YR2005
Hong Kong PA 0,7325 0,3667 0,3667 0,3667 0,3667
Hong Kong PT 6714000 6738663.76 6763418.13 6788263.43 6813200
Indonesia PA 1,3240 1,3320 1,3400 1,3480 1,3560
Indonesia PT 209014094,83 211816758,36 214674159,94 217587497,82 220558000,00
Korea, Rep. PA 0,7321 0,5509 0,4904 0,4856 0,4399
Korea, Rep. PT 47353519 47615132 47849227 48082163 48294143
Malaysia PA 2,1308 2,0130 1,9186 1,8560 1,8156
Malaysia PT 23774848 24258296 24728210 25191441 25652985

Japan PA 0,2197 0,2325 0,2140 0,0337 0,0094

Japan PT 127149000 127445000 127718000 127761000 127773000
Philippines PA 2,1043 2,1055 2,0944 2,0674 2,0286
Philippines PT 77833803 79489929 81172343 82867926 84566163
Singapore PA 2,6967 0,9141 -1,4764 1,2534 2,3505
Singapore PT 4138000 4176000 4114800 4166700 4265800
Thailand PA 0,8633 0,7862 0.730080774166714 0,7034 0,6974
Thailand PT 61191592 61674588 62126510 62565066 63002911

http://ddp -ext.worldbank.org/extDDPQQ/report.do?method=showRepo
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Appendix 4

Current account in millions of US$

South Hong
Years| Thailand| Korea | Singapor¢ Malaysig Indonesig Philippineg Japan| Kong
1988| -1654 | 14505 1937 1867 -1397 -390 79250
1989| -2498 | 5361 2964 315 -1108 -1456 63210
1990| -7281 | -2003 3122 -870 -2988 -2695 44080
1991| -7571 | -8137 4880 -4183 -4260 -1034 68200
1992 | -6303 | -3944 5915 -2167 -2780 -1000 112570
1993| -6364 990 4211 -2991 -2106 -3016 131640
1994| -8085 | -3867 11400 | -4520 -2792 -2950 130260
1995| -13554| -8507 | 41373 -8469 -6431 -1980 11040
1996| -14691 | -23006| 13854 | -4596 -7663 -3953 65880
1997| -3024 | -8167 14919 -4792 -4889 -4351 94350
1998| 14048 | 40558 | 18286 9529 4096 1546 120700 2507
1999| 11050 | 24522 | 14361 | 12604 5783 -2874 | 106870 10248
2000| 9313 | 12251 | 10728 8488 7992 -225 119660, 6993
2001| 5101 8033 11760 7287 6901 -1744 87800 | 9786
2002| 4691 5931 11918 7190 7824 -279 112450 12412
2003| 4772 | 11950| 22317 | 13381 8107 288 136220 16470
2004| 2759 | 28174| 26318 | 14871 1563 1633 172060 15728
2005| -7857 | 14981 | 33212 | 19980 2338 165780 20233

Source: International Monetary Fund financial statistics yearbooks
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Appendix 5

Openness to Trade

South Hong

Year Thailand Korea | Singapor¢ Malaysial Indonesig Philippines Japan Kong
1989 06322 | 05363 | 31280 | 12005 | 03758 04460 01641 | 21133
1990 06585 | 05096 | 30742 | 13012 | 04142 04790 01716 | 21415
1991 06701 | 04962 | 28922 | 14155 | 04281 04774 01589 | 22383
1992 09011 | 04783 | 27243 | 13498 | 04392 04767 01514 | 23359
1993 06648 | 04566 | 27320 | 13681 | 04112 05515 01386 | 22834
1994 09566 | 04654 | 28163 | 15627 | 04064 05619 01402 | 23108
1995 07545 | 04931 | 28738 | 16762 | 04254 06171 01478 | 25411
1996 07016 | 04826 | 27616 | 15304 | 04075 06638 01635 | 23859
1997 07942 | 05193 | 26712 | 15524 | 04399 07715 01780 | 22550
1998 08513 | 06192 | 25475 | 18077 | 0.7932 09328 01730 | 21478
1999 08161 | 05773 | 27228 | 18757 | 05165 08851 01662 | 22745
2000 10601 | 06429 | 29290 | 19765 | 05772 09865 01837 | 21140
2001 10907 | 05994 | 27649 | 18194 | 05413 09407 01835 | 23469
2002 10382 | 05702 | 27266 | 18062 | 04505 09912 01921 | 24892
2003 10867 | 06047 | 31649 | 17904 | 03975 09868 02018 | 28731
2004 11735 | 06933 | 33966 | 18473 | 04173 09848 02212 | 31961
2005 12939 | 06895 | 35729 | 18547 | 04996 09176 02436 | 33317
AVG 8996 | 07424 | 04898 | 28753 | 14255 | 04135 05342 01545 | 22938
AVG9805 | 10513 | 06245 | 29782 | 18472 | 05242 09532 01956 | 25967
Avg 8905 | 08908 | 05549 | 29117 | 16315 | 04671 0.7453 01753 | 24340

Source: Import & Export figures from Comtrade Database and GDP from DDP World
Bank Quick Query Database
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Appendix 6

GDP Growth rate (%)

Souh Hong
Years| Thailand Korea | Singaporg Malaysig Indonesig Philippineg Japanr Kong
1988 13 11 11 10 6 7 7 8
1989 12 7 10 9 9 6 5 8
1990 11 9 9 9 9 3 5 4
1991 9 9 7 10 9 -1 3 6
1992 8 6 6 9 7 0 1 6
1993 8 6 12 10 7 2 0 6
1994 9 9 12 9 8 4 1 6
1995 9 9 8 10 8 5 2 2
1996 6 7 8 10 8 6 3 4
1997 -1 5 8 7 5 5 2 5
1998 -11 -7 -1 -7 -13 -1 -2 -6
1999 4 9 7 6 1 3 0 3
2000 5 8 9 9 5 6 3 8
2001 2 4 -2 0 4 2 0 0
2002 5 7 4 4 4 4 0 2
2003 7 3 3 6 5 5 1 3
2004 6 5 9 7 5 6 3 8
2005 5 4 7 5 6 5 2 7

Source:IMF Internation al Financial Statistics yearbook




Appendix 7

Gross Domestic Product in USD Millions

South Hong
Years| Thailand| Korea | Singapor¢ Malaysig Indonesig Philippines  Japan Kong
1989| 72251 | 230473| 30117 | 38849 | 101455| 42575 | 29402884 68 752
1990| 85345 | 263777 36842 | 44024 | 114426| 44312 | 3018271 76 887
1991| 98234 | 308185 43165 | 49134 | 128168| 45418 | 3451454 88833
1992| 80929 | 329886| 49716 | 59151 | 139116| 52976 | 3767 083 104 002
1993| 125009 362 136/ 58 158 | 66 894 | 158 007| 54368 | 4324 015 11998
1994 | 103 754 423 434| 70679 | 74481 | 176892 64085 | 4760 420[ 135542
1995| 167 896| 517 118| 84291 | 88832 | 202132| 74120 | 5247609 144 230
1996 | 181 689 557 644| 92552 | 100 852 227 370| 82848 | 4635652 158 966
1997| 150891 516 282 95867 | 100 169 215749| 82344 | 4258576| 176 312
1998| 111 860| 345432 82399 | 72175| 95446 65172 | 3856551 166 909
1999 | 132562 445399 82611 | 79148| 140001| 76157 | 4368 738| 163 283
2000| 122 725| 511658 92717 | 90320| 165021| 75913 | 4667 449 196 121
2001 | 115536 481 899| 8565 | 88001| 160447 71216 | 4095487 166 593
2002 | 126 877| 546 934| 88266 | 95164 | 195661| 76814 | 3918 333 163 781
2003| 142 640| 608 148| 93 152 | 103992 234 772| 79633 | 4229097 158572
2004 | 161 340 680 492| 109 157| 124 749 256 837| 86930 | 4605934/ 165 886
2005 | 176 420] 791 427| 119 778| 137 163 286 969 98 712 4549 110 177772
Source: DDP World Bank Quick Query Database
Appendix 8
Fall in GDP
Fall in GDP 1997 to | Slope| Slope | Difference
Opennesy Us$ Millions 1998 before| after in slope
Japan 017 402025 -9.44% 0857 | 0429 -0428
Indonesia 044 120303 -55.760 0988 | 0972 -0016
South Koreg 052 170850 -33.096 0979 | 0968 -0011
Philippines 077 17217 -20.8%0 0981 | 0882 -0099
Thailand 08 39031 -25.9% 0892 | 086 -0032
Malaysia 15 27994 -27.9%0 0993 | 0974 -0019
Hong Kong 23 9403 -5.3% 0994 | -0058 -1052
Singapore 27 13468 -14.086 0993 | 0875 -0118




Appendix 9

Before 1997

Coefficients

Standardized Coeffi-

Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Year ,005 ,000 ,993 22,760 ,000
(Constant) -6,976 412 -16,928  ,000
The dependent variable is In(HongKong).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Year ,004 ,000 ,988 16,750 ,000
(Constant) -5,617 ,480 -11,712 ,000
The dependent variable is In(Indonesia).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Year ,005 ,000 ,992 21,422 ,000
(Constant) -7,884 479 -16,453  ,000
The dependent variable is In(Malaysia).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Year ,004 ,000 ,981 13,533 ,000
(Constant) -5,237 ,563 -9,309 ,000

The dependent variable is In(Philippines).
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Coefficients

Standardized Coeffi-

Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Year ,006 ,000 ,992 21,055 ,000
(Constant) -9,817 ,579 -16,953 ,000
The dependent variable is In(Singapore).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Year ,004 ,000 ,979 12,609  ,000
(Constant) -5,981 ,669 -8,946 ,000
The dependent variable is In(South Korea).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Year ,004 ,001 ,893 5,236 ,001
(Constant) -6,114 1,626 -3,759 ,007
The dependent variable is In(Thailand).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Year ,002 ,001 ,858 4,413 ,003
(Constant) -1,871 ,998 -1,874 ,103

The dependent variable is In(Japan).



After 1997

Coefficients

Standardized Coeffi-

Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Y -6,141E-5 ,000 -,058 -,142 ,891
(Constant) 2,541 ,863 2,943 ,026
The dependent variable is In(Hong Kong).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Y ,006 ,001 971 9,875 ,000
(Constant) -8,623 1,118 -7,710 ,000
The dependent variable is In(Indonesia).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Y ,003 ,000 ,974 10,582  ,000
(Constant) -4,446 ,647 -6,876 ,000
The dependent variable is In(Malaysia).
Coefficients
Standardized Coeffi-
Unstandardized Coefficients cients
B Std. Error Beta t Sig.
Y ,002 ,000 ,883 4,597 ,004
(Constant) -1,206 ,782 -1,543 174

The dependent variable is In(Philippines).
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