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E C O N O M I C  S U R V E Y  

Rebuilding Asia 
Prosperity will return to crisis-ridden Asia-but only if it takes to heart 

the lessons of how its white-hot economies went suddenly cold 

Will 1998 be the year Asia's tiger 
economies regain their growl after a 
nightmarish Year of the Bull? The 
answers lie in the REVIEW'S annual 
economic survey debuting this week. In 
the following pages, REVIEW reporters 
examine how a potent mix of greed, bad 
governance and unchecked globalization 
sent the Asian Miracle careening off 
course. We then look at what must be 

By Nayan Chanda in Hong Kong 

The raucous party was in full swing when a wooden 
plank from the floor suddenly gave way with a crack. 
Nobody was hurt and the crowd simply moved to an- 
other corner in the house, rocking to Money: That's 
What I Want. But then a few more planks snapped 
and the old wiring system shorted, igniting a fire that 

quzckly spread, sending the revellers racing for the doors. When the 
fire brigade arrived it found the floor was rotten with decay and the 
wiring could not withstand the high-voltage partying. 

done to get it back on track and to get 
money flowing into the region once A sia's freewheeling party ended in the early hours of  July 2. Bangkok's 

again. The package also includes a top bankers were awakened before dawn and summoned to a 6:30 

discussion among regional economists a.m. meeting in a low-rise building facing Bankhumpron Palace, as 
the ornate Bank of Thailand building is known. The nervous group was told 

who agree that the crisis is far from Over the government was abandoning the baht's peg to the U.S. dollar. When the 
as bankruptcies and unemployment are market opened a few hours later, the baht plunged 1 5 %  against the green- 
certain to escalate. back, creating a vortex that quickly sucked in the rest o f  East Asia. In the 
Next week the survey will look at ensuing months, currencies collapsed across the region, triggering an avalanche 
prospects for Southeast Asian nations in of  business failures. 
1998. The spotlight will move to Greater In country after country the story was remarkably similar. Corruption and 
China, Japan and Korea in the following crony capitalism had weakened solid economies built on years of hard work 
week, the survey's final instalment. and prudent investment. Lax, outdated banking rules had left nations unpre- 

pared to handle a flood of foreign funds. In short, a potent mix of  globali- 
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zation, poor governance and greed brought 
about the crisis that now engulfs the re- 
gion. 

Today, the International Monetary 
Fund is working to contain the damage 
and to mandate a strict new building code 
to get Asia's economic house in order. A 
new era of prosperity is possible, but only 
if the crisis-stricken countries learn the 
lessons of how their golden growth years 
went terribly wrong. And despite the anti- 
foreigner rhetoric emanating from some 
parts of the region, any Asian recovery 
will require help from abroad-and that 
won't be forthcoming unless the foreigners 
are convinced that fundamental changes 
are afoot. 

The first sign of trouble brewing-the 
first plank to give way-was the mid-1996 
collapse of Bangkok Bank of Commerce. 
This exposed the failure of Thailand's 
central bank to crack down on corrupt 
banking practices. Then in early February 
1997 Somprasong Land became the first 
real-estate company to default on a 
Euro-bond. This was a sign that the flood 

, of foreign funds had created a real-estate 
bubble waiting to burst. Also in February, 
Finance One, Thailand's largest finance 
company, indicated it was in trouble by 

companies that had borrowed heavily 
abroad started dumping baht for dollars, 
forcing the central bank to spend $26 bil- 
lion in an ultimately futile bid to hold the 
Peg. 

F or all the drama behind the unravel- 
ling of Thailand's economy, the roots 
of Asia's crisis were quietly develop- 

ing as far back as the early 1990s. Those 
were the go-go years when, boosted by 
financial liberalization, Asian stockmarkets 
took off and European and American fund 
managers discovered emerging markets. In 
the US., an economic boom combined 
with low interest rates released a torrent 
of money looking for high returns. Funds 
and banks from a depressed Europe and 
recession-bound Japan too were tempted 
by the high profit margins of Southeast 
Asia. It was all so easy: Interest rates were 
high, and risk very low because currencies 
were pegged to the U.S. dollar. 

Between 1993 and 1996 money man- 
agers from the U.S., Europe and Japan 
pumped in short-term credit that turned 
the economies of Thailand, Indonesia and 
Malaysia steaming hot. Short-term foreign 
loans to Thailand amounted to 7%-10% 
of GDP in each of the years 1994-96, 

while foreign direct investment 
languished at about 1 %  of GDP, 
according to the IMF. Thailand's 
total external debt-public and 
private-rose from 38.3% of 
GDP in 1990 to 50.9% of GDP 
six years later. 

According to an IMF estimate, 
by the end of 1996, European 
banks had lent $318 billion, and 
their Japanese and American 
counterparts $260 billion and 
$46 billion, respectively, in the 
East Asian countries. Much of 
this was in the form of short- 
term loans. Leaving aside the 
financial centres of Hong ICong 
and Singapore, the highest inter- 
national lending went to South 
Korea ($100 billion), followed 
by Thailand ($70.2 billion), Indo- 
nesia ($55.5 billion), China ($55 
billion), Taiwan ($22.4 billion) 
and Malaysia ($22.2 billion). 
When the crisis broke in Asia, 
mutual-fund investments in the 
region stood at $38.5 billion. 

John ~ u i c a h ~ ,  an investment banker 
in Hong Kong, says wild expansion was 
one result of the influx. "Take Siam 
Cement. It is a good company with a good 
product but they started diversifying madly 
and in the last few years they got into 
telecommunications. They were able to go 
to the banks, and, as it happened, hun- 
dreds of millions of dollars were readily 
available." (Siam Cement's foreign debt 
now amounts to $4 billion, the largest 
among Thai private companies.) 

Foreign banks frequently lent blindly, 
with little or no due diligence. Emst-Moritz 
Lipp, a member of the board of managing 
directors of Dresdner Bank AG, admits 
the banks made mistakes. But, as he told 
the REVIEW, "all banks are under certain 
competitive pressure. If the market is 
attractive you go with the herd. Even if 
you have doubts you don't stop lending." 

It was the same story in Indonesia, 
where private foreign debt now amounts 
to a staggering $65 billion. The problem 
was compounded by lax reporting rules 
and supervision, which allowed most of 
the debt to remain hidden until mounting 
pressure on the mpiah prompted Indone- 
sia's central bank to order commercial 
banks to disclose their exposures. The 

seeking a merger with a commercial revelations poured new fuel on the 
bank. This was a cue for investors to currency crisis, helping send the 
stampede to the door. rupiah plummeting from one record 

Foreign bankers began calling in 50 Dealing With Debt low to another. 
their loans while hedge funds, smell- 51 Panel Discussion: When Will the Dennis de Tray, the World Bank 
ing weaknesses in the economy, went Good Times Return? representative in Jakarta, says that 
into overdrive, selling the baht short. "the complete collapse of the rupiah 
Fearing their currency was on the 56 Reviving Asia's Banks has moved this essentially private 
brink of devaluation, panicky Thai corporate-debt problem into the realm 
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of public policy." The Indonesian govern- 
ment has now confirmed this by seeking a 
"voluntary moratorium" on private for- 
eign debt. 

Easy money engendered bad habits 
among governments as well. "As the 
region was booming we became compla- 
cent," says Jusuf Wanandi, adviser at the 
Centre for Strategic and International 
Studies in Jakarta. "We believed it was 
our birthright to have 8% growth. We 
also became corrupt and went for excesses. 
We wanted the tallest building in the 
world, a bridge across the Malacca Straits 
from Sumatra to Malaysia, we wanted the 
world's longest building." 

Wanandi was alluding to the 88-storey 
Petronas Tower in Kuala Lumpur and 
now-shelved plans to grace the Malaysian 
capital with the world's longest building 
as well. Indeed, the Malaysian boom was 
due in part to government-backed mega- 
projects-from the massive Bakun hydro- 
electric project with the world's longest 
underwater power line to the multimedia 
supercorridor. Many long-term projects 
were financed by short-term debt. 

E ven as Malaysian export growth fell 
and the current-account deficit grew, 
the construction boom and its appe- 

tite for expensive imports continued. Not 
surprisingly, when the baht collapsed 
investors began focusing on Malaysia's 
fundamentals and started selling ringgit. 
Yawning current-account deficits-seen as 
one sign that Asian countries were living 
beyond their means-also put pressure or 
many other currencies. (See chart.) 

Thousands of miles north of Southeast 
Asia, South Korea too was experiencing a 
form of financial meltdown. Many of the 
elements were the same as in Thailand 
and its neighbours: Poor banking stand- 
ards, for example, resulted in over- 
investment in many industries. But the 
Korean crisis had its own individual char- 
acteristics as well. 

Government-backed industrial policy 
had built the world's 11th-largest econ- 
omy, but now the flaws in the system were 
apparent: The cozy relationship between 
the government and the business conglom- 
erates, or chaebol, had led to corruption, 
and had sapped entrepreneurial creativity 
and growth. 

For 30 years Korea's high savings were 
channelled to industries picked by the 
country's bureaucrats.   he family-run 
chaebol were the big winners, getting the 
capital needed to create world empires in 
major industries such as electronics. Yet 
it was often done through what the IMF 
calls "relationship banking and corrupt 
practices." 

Bureaucrats chose to finance giant 

petrochemical plants and build millions of 
cars, even when markets clearly couldn't 
absorb the additional production. By the 
end of 1997, this orgy of expansion with- 
out any concern for the bottom line or 
shareholder interest had created a stag- 
gering amount of debt-135%-140% of 
nominal GNP, according to Stephen 
Marvin, head of research at Ssangyong 
Securities. About $153 billion came from 
offshore borrowing and two-thirds of that 
was short term. Eight of Korea's 50 largest 
chaebol are already banltrupt or are fac- 
ing serious debt-related problems. 

Now, seven months after that fateful 
July 2 meeting of bleary-eyed bankers in 
Bangkok, one question stands out: How 
did the crisis spread across the region so 
fast? "There is simply a perception among 
the creditors that the party in Asia is 
over," says investment banker Mulcahy. 
"After Thailand they said, 'Okay, we 
better have a look at Malaysia, Indonesia, 
and the Philippines because they have 
broadly similar problems."' They are over- 
valued real-estate markets, weak and 
over-extended banks and mountains of 
private, short-term foreign debt that 
becomes more difficult to repay with each 
drop in the local currency. 

Markets, IMF chief Michel Camdessus 
says, began to "look more critically at 
weaknesses they had previously consid- 
ered minor, or at least manageable, given 
time. In other words, markets became less 
forgiving." The result: A sudden reversal 
of the easy money that foreigners had 
handed out to Southeast Asia. The loss of 

confidence led to a panic akin to a bank 
run as everyone rushed to get their money 
out. 

Indeed, some economists such as Jeffrey 
Sachs, director of the Harvard Institute for 
International Development, say Asia's crisis 
was caused by the panicky outflow of 
international capital, rather than any fun- 
damental weakness. "What we have expe- 
rienced is massive inflows based on high 
optimism about the region followed by 
massive outflows that one can only char- 
acterize as a panic," he says. "While it is 
fashionable to talk about the crony capi- 
talism in Asia and the mvths of East Asian 
economic performance, I believe that- 
while those weaknesses are real-thev 
cannot begin to account for the collapse." 

Another factor that fanned the flames 
of crisis was the response of government 
officials, most notably Malaysian Prime 
Minister Mahathir Mohamad. Having 
chalked up rapid growth for nearly a dec- 
ade, Mahathir was reluctant to accept that 
some of his policies could be faulty. He 
blasted foreign speculators and termed 
currency trading "immoral." It didn't help 
that his views were printed without criti- 
cism bv the local media. South Korean 
authorities, meanwhile, threatened the 
media for spreading bad news. 

This "denial syndrome," as Camdessus 
calls it, only compounded a fundamental 
problem that the crisis exposed-the lack 
of transparency. As Camdessus said in a 
speech in Kuala Lumpur: "Market doubts 
were compounded by a general lack of 
transparency. In the absence of adequate 
inforkation; markets tended to fear the 
worst." 

Denial was also manifest in the Malay- 
sian government's early actions, which 
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seemed to suggest that all would be well ij 
only speculators could be stopped. Thos~ 
actions included restrictions on loans f o ~  
speculative purposes and curbs on currencp 
swaps. They contributed to the feeling thal 
the Malaysian government was unwilling 
to address the fundamental issues. A simi- 
lar interpretation was made of the foot- 
dragging on the IMF programme by the 
Chavalit Yongchaiyudh government in 
Thailand. The Indonesian government was 
seen in the same light when, after initially 
shutting down 16 banks, it began backslid- 
ing on tough reforms. 

Indeed, some nationalists have trans- 
lated the denial syndrome into isolation- 
ist-tinged anti-IMF, anti-U.S. rhetoric. This 
troubles analysts such as Wanandi of 
Jakarta's CSIS. "Our growth has to be 
based on the assumption that we are part 
of the global economy. If we turn our back 
we'll go back to the Stone Age." 

A dd up all the woes of the past seven 
months, and you get what Mulcahy 
calls the financial equivalent of a 

nuclear holocaust. He predicts that things 
will worsen in Indonesia and Malaysia. 
But, surprisingly for someone who is a 
victim of the meltdown-he was manag- 
ing director of Indosuez W.I. Carr Securi- 
ties until the beginning of December- 
Mulcahy is very optimistic about the 
future. "Even though it's going to be very 
painful for many people, it is a good 
thing," he says. "The firestorm in Asia is 
leaving behind a scorched earth of failed 
businesses, but you will see green shoots 
of the next phase of Asia's development." 
He compares the firestorm to the painful 
restructuring of US. industry in the 1980s 
that created the basis for the long bull 
run. "Asia's restructuring will have the 
same effect." 

Indeed, the hard work, entrepreneur- 
ship, high savings, low taxation, family 
values, and flexible labour markets that 
helped the region grow at 7%-8% a year 
for more than a decade are still in place. 
So too the highways, factories and office 
towers these countries built at breakneck 
pace. 

What the region needs is to put in place 
a political system that places value on 
accountability and transparency, that con- 
trols corruption and sets up an adminis- 
trative and regulatory system that is suited 
to the age of globalization. 

Wanandi also sees the crisis as being 
"a blessing in disguise, because now we 
get the opportunity to review things in a 
more fundamental way. " Those fundamen- 
tal things not only involve shelving of 
grandiose yet dubious projects but devel- 
oping a growth strategy that is inclusive. 
Even though much progress has been made 
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in reducing the number of Asia's absolute 
poor, "we have left behind a lot of people 
who were not taken care of by the mar- 
ket," says Wanandi. 

Perhaps the last word on the lessons of 
the crisis should go to Singapore Senior 
Minister Lee Kuan Yew, a major propo- 
nent of the "Asian values" that, many say, 
turned the region from an economic back- 
water into a powerhouse. In a recent 
speech, Lee said good governance was 
essential for Asia's future economic well- 
being. "Relationships among businessmen, 
ministers and civil servants must not 

degenerate into cronyism where favours 
are given for return favours," he said. 

Good governance and fiscal discipline 
will be key elements in any Asian recovery; 
so, too, wilI be the role played by foreign 
investors and governments. Kenneth 
Courtis, the Tokyo-based chief Asia strat- 
egist of Deutsche Bank, says policies pur- 
sued by China, Japan and the U.S. will be 
crucial to Asian growth. He says Japan 
must cut taxes and stimulate domestic 

demand in order to absorb Asian exports; 
China must pump prime its economy and 
maintain the stability of its currency; and 
the U.S. must cut interest rates and push 
fast-track legislation for free trade. 

The new party zuas somewhat less 
exuberant than the last one. But the 
venue-newly rebuilt to the exacting 
specifications of the fire brigade-was 
safer, the dance floor more solid. The 

band played Back In The 
High Life Again. A good 
time was had by all . . . 
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Dealing 
With Debt 

By Salil Tripathi in Hong Kong 

The ghosts of hyper- 
inflation, debt moratori- 
ums, bankruptcy and un- 
employment that haunt 
Asia have left it with a 
daunting challenge: to 

slim down its debt andstabilize its cur- 
rencies. The two are interlinked. With- 
out stable currencies, the debt burden 
will keep mounting; and without seri- 
ous prospects of debt reduction, curren- 
cies will resume their freefall. 

Asia's central bankers can't dismiss 
the mess as a private-sector problem and 
step aside. In many ways they contrib- 
uted to the turmoil by promising fixed- 
exchange rates and opening the capital 
account, which encouraged reckless 
borrowing and lending. Nor can Asia's 
finance ministers wriggle out of the 
squeeze by printing more money, 
reducing interest rates, or running high 
fiscal deficits. That would incur the wrath 
of the International Monetary Fund, 
whose belt-tightening programmes most 
have promised to follow. 

Printing more money would be a 
mistake. As any economist would point 
out, it doesn't take long for an inflation 
rate of 20% to turn into 100%. It would 
reduce not just the value of a currency, 
but also the standard of living. Worse, 
it would add to the debt-retirement bill. 

Some analysts have suggested coun- 
tries adopt a Hong Kong-style currency 
peg in order to stabilize their currencies. 
Indeed, Hong Kong's monetary author- 
ity has managed to unflinchingly main- 
tain the local dollar's link to the green- 
back, despite the region's economic tur- 
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moil. But a peg is a viable option only if 
governments practice financial discipline. 
And that's easier said than done. 

A mong Asia's crisis-ridden econo- 
mies, Indonesia is the only one with 

the requisite foreign reserves to link its 
currency to the US.  dollar. Its narrow 
money (Ml) supply is smaller than its 
U.S. dollar reserves (about $21 billion), 
which means each note of local currency 
can be backed by US,  dollars-a tech- 
nical condition necessary to create a cur- 
rency board to establish the peg. 

However, Rajeev Malik, senior 
economist at Jardine Flerning in Singa- 
pore, doubts whether Indonesia's 
reserves would expand quickly enough 
to maintain a peg. With the sharp rise 
anticipated in interest and debt payments 
to foreign creditors, Malik says, the net 
growth in reserves may not be enough 

band played Back In The 
High Life Again. A good 
time was had by a l l .  . . 

to offset the increase in 
the monetary base. 

What of raising inter- 
est rates? Opinion is 
divided on the efficacy of 
such a measure. Jakarta- 
based economist Rizal 
Ramli is not alone in con- 
demning Indonesia's high- 
interest-rate policy. "The 
patient is knocked down 
unconscious, but instead 
of administering first aid, 
the ministry is draining 
away his blood supply," 
he says. 

But others, such as 
Paul Schulte, chief strate- 
gist at ING Baring Secu- 
rities in Hong Kong, be- 
lieve keeping liquidity 
tight is the best solution, 
as otherwise the agony for 
businesses that shouldn't 
have existed in the first 
place will be prolonged. 
Most importantly, the 

IMF wants interest rates-to be kept high 
in order to support local currencies. 

Asia's floundering economies would 
also benefit from the setting up of a 
single agency to acquire the foreign 
liabilities of ailing domestic banks and 
become the sole negotiator with debtors 
and creditors, argues Ajay Kapur, 
regional strategist at UBS Securities in 
Hong Kong. That agency could then sell 
the excess-capacity plants and vacant 
office blocks which form the collateral 
for most of Asia's bad loans. The banks' 
remaining foreign liabilities could then 
be bundled into U.S.-dollar securities to 
replace the short-term debt. 

In this way, short-term debt could 
be stretched, transforming it into longer- 
term bonds. That would create some- 
thing the World Bank has advocated for 
nearly a decade-a genuine bond mar- 
ket in Asia. I 
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When Will the Good 
Times Roll Again? 

Five years ago, as they grew a t  rates averaging a robust 8%, 
the economies of East Asia seemed invincible. But how have 
the  mighty fallen. Yesterday's proud Tigers have been 
knocked to  the ground by  the  impersonal might of the  
financial markets. I t  will take time before they are back o n  
their feet, although some, such as South Korea, a re  expected 

to revive sooner than others. A remaining wild card is whether China can 
maintain the  health of its economy amid the  surrounding distress. To 
explain what might lie ahead, the REVIEW spoke to a panel of distinguished 
economists: 

Anthony Chan, chief regional economist at  HSBC James Cape1 Asia. 
a Tim Condon, vice-president a t  Morgan Stanley Asia. 

Ajay Kapur, regional strategist at  UBS Securities (East Asia). 
Sun Bae Km, executive director-Asia Economic Research a t  Goldman, 
Sachs (Asia). 

a Miron Mushkat, director-economics and  strategy at  Indocam Hong Kong. 

IS THE WORST OVER? 
Review: Is the worst over, and if not, 

what can we expect in 1998? 
Chan: It is difficult to say that the worst 

is over. Policy responses are still evolv- 
ing, and that is making any sort of fore- 
casting very difficult. If you look back at 
Latin America in the 1980s, working capi- 
tal actually dried up for something like 10 
years. Real money is not 
going back into Latin 
America. Asia will be fac- 
ing a similar scenario in the 
longer term. So, things can 
actually start deteriorating 
even further. But I hope 
that the market can iden- 
tify the individual country 
risk, rather than continue 
to see Asia as a whole. 

Mushkat: I would also 
draw a distinction between 
the cyclical dynamics and 
the long-term changes 
which are possibly begin- 
ning to take place, hope- 
fully, in a country like 
Korea. To me, the struc- 
tural underpinnings are 
beginning to improve very 
selectively in some coun- 
tries, especially countries 
adhering to the IMF 
agenda and the overall 
economic environment. 
When I think of structural 
movement, I see light at 

the end of the tunnel. Unfortunately it is 
a very long tunnel-three, four, five years. 

Kapur: Financial markets predict what 
is going to happen with the economy. For 
the real economies, clearly, the worst is 
yet to come, in terms of falling real wages, 
falling output, outright recessions, higher 
unemployment. The biggest problem is 
probably going to be the creative destruc- 

tion of excess capacity across East Asia 
and even China. Along with that, you are 
going to destroy jobs, with the concomi- 
tant impact on social and political stabil- 
ity. The misery index will rocket upwards. 
Higher unemployment, higher inflation, 
weaker growth. I think the only silver 
lining is that you will get improved 
current-account balances, trade balances 
if-and there is a pretty big "if"-internal 
liquidity is restored. 

Kim: The counterpart to creative 
destruction in real capacity is recapitalizing 
the financial system. Obviously, if you wipe 
that out you are going to have to deal 
with sizable bad loans. The policy response 
to dealing with that problem is going to be 
the key determinant. If there is going to 
be a recovery, what kind of shape will it 
take? Is it going to be something like a 
"V," which would be the optimal scenario, 
or a "U," skinny or very fat, or,an "L." If 
an L, then you have seen the worst, and it 
is going to stick around for a long time. 
For the time being, we are seeing a 
U-shaped recovery. We do not anticipate 
a V-shaped recovery. 

Condon: Whether the recovery is a V 
or an L, I think, will largely be driven by 
policymakers and their ability to adhere 
to a tough reform agenda. If they do, I 
think that the enterprises in these coun- 
tries will respond, and there will be 
potential for a V-shaped recovery. If they 
don't, we are in for a very long haul. 

Review: Some of you see growth in 
1999. Is it closer to three or five years 
that you see ' ~ s i a  rebounding? 

Chan: ~ ' r  1999 we 
are basically looking at 
0%-3%, a very modest 
recovery. 

Kapur: Our view is that 
growth next year will be 
6%. China is one-third of 
the Asian economy and if 
China can grow at about 
8% next year, that itself 
will give a huge boost. It 
is a mixture of Us and Vs. 

Kim: I think it is too 
early to say how flat the U 
is going to be and if you 
will find the right-hand side 
of the U getting back any- 
where near where it used 
to be in Asia. If [Asian 
policymakers] don't do the 
right thing, then you are 
going to get into a melt- 
down, so we are assuming 
they are going to do the 
right thing, hopefully 
sooner than later. Under 
that scenario we are  
basically looking at a very 
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moderate recovery next year. It will take 
at least three to four years to reverse the 
trend we are in. 

IS IMF MEDICINE 
GOOD FOR YOU? 

Review: Are you seeing the needed 
policy responses? 

Condon: At first blush, it looks as 
though many of the things that investors 
don't like about Korea are [being taken 
care of]. Measures that have already been 
implemented or at least are on the agenda 
for hopeful implementation: greater 
mobility of capital, greater transparency 
in accounting and the ability to lay off 
workers. In terms of implementation, there 
is at least a prima facie case of Korea 
adhering to the IMF programme and 
implementing it with vigour. 

Kim: It is very difficult for the real sector 
to see any scope for recovery when the 
financial system is impaired from doing 
what it is supposed to do-intermediate 
funds from savers to investors. Why is it 
impaired? The balance sheet, in terms of 
nonperforming loans, is looking very frail. 
You have to come up with a plan that is 
bold enough to induce investors to fee1 
confident about the scope for recapitalizing 
the financial system in a fairly expeditious 
manner. That aspect of the policy response 
has been the weaker link. 

Mushkat: The financial sector has not 
received enough attention. Obviously, 
given the nature and magnitude of the 
problem, one has to progress sequentially, 
but maybe it has been too sequential. This 
is where the distinction between Latin 
America and Asia is so interesting: Asia 
supposedly has strong leadership; Latin 
America, some form of democracy. Yet in 
Latin America, one saw a quick response. 
The Latins somehow do it faster, more 
effectively. Why? It seems to me that, for 
Latin America, living with a currency crisis 
is a way of life. 

Condon: They have had more practice. 
Mushkat: Asia is not always slow to 

respond to crisis. In the 1970s and 1980s 
there were crises which were addressed 
very quickly and handled more effectively 
than at present. Perhaps the difference is 
that here, in almost every case, there are 
far-reaching implications for the domestic 
political status quo, or even, in Korea, the 
relationship between labour, employees 
and employers. Although the IMF is an 
economic institution, it is involved in the 
redesign of the social-political order. 

Kapur: I think we need to judge 
whether the policy reforms being touted 
around are appropriate recommendations. 
Essentially, the IMF has a few good things 
to say and a few irrelevant things to say. 
The IMF has never really encountered in 
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its own programmes a scenario where the 
problem was not really in a fiscal deficit. 
Most of these Asian countries have been 
running fiscal surpluses for the past 1 0  
years or so, with very low government 
debt-to-GDP ratios. The problem in Asia 
is a private-sector problem, which was seen 
only in Chile from 1979 to 1981 and 
Mexico in 1994, where the private sector 
over-consumed. But in Asia the private 
sector over-invested. So, while the Asian 
case might have some -similarities to Chile 
and Mexico, it also has key differences. 
What the IMF is saying is all very good: 
"Break down your cartels and open up 
the financial systems." That is like telling 
a road accident victim that exercise is good 
for you and you need a jogging regimen. 

Mushkat: I don' t  accept this neat  
dichotomy between public and private 
sector. Many years of dollar undervalua- 
tion, very strong exports, coupled with 
low cost of credit can also explain the 
problem. The government to me has 
always been part of the problem, before 
and during the crisis. The key issue is gov- 
ernment credibility. Then comes financial- 
sector restructuring, debt restructuring. 
The IMF is a wonderful target. Its response 
is less than perfect, but its approach is 
basically sound. What do you do? Do you 

6 What the IMF is 
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pursue an expansionary monetary policy? 
You don't close 56 financial companies 
down, but pour liquidity into them? To 
me, this is not a feasible option. I think 
monetary policy has to be tight. 

Kapur: There has to be a distinction 
between public- and private-sector debt. 
The public sector doesn't really have very 
much debt; it hasn't driven the current- 
account deficit. The private sector did it 
by over-investing and has to be curbed by 
cutting its capacity. Which is why it has to 
be a private-sector-focused solution. Tight 
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fiscal policy currently is almost unachiev- 
able, so to demand it becomes a ridicu- 
lous kind of objective. Even the IMF now 
has given up on this fiscal target, slightly 
belatedly. Which is why, even after the 
second Indonesian budget has been passed, 
the rupiah still is at about 12,000 to 
14,000. Which clearly means something 
in the prescription is not right. 

Condon: You are right that the public- 
sector balance sheet is unencumbered in 
most of these countries now. It needs to 
stay that way because it is going to have 
to bail out the banking system. The bank- 

ble in the past for specific Latin American- 
type problems, and impose it on quite 
different conditions here. 

Kim: It is, I think, fine and dandy to 
make the distinction between private- and 
public-sector debt, and Ajay is absolutely 
right that Asia is walking into this crisis 
with virtually no overhang on public-sector 
debt, but certainly the market is not look- 
ing at the issue as such. The market is 
already telescoping the prospects that the 
public sector will ultimately bear a large 
burden of recapitalizing the losses in the 
financial system and, in that respect, the 

ing systems are bust. There is no capital 
there. For example, in Korea the National 
Assembly has issued $20 billion worth of 
payment guarantees. Obviously it's good 
for the creditors and it's good for the 
corporates when they get bailed out. But 
what is in it for the Korean tax-payer? 
Nothing. The public sector is going to have 
such huge claims on it that tightening now 
is really the only solution here. Where 
are they going to have the wherewithal to 
implement a massive bailout of the 
financial system? They are going to have 
to cut spending and raise taxes and just 
accommodate a huge new burden that they 
hadn't anticipated in the past. The IMF 
has got its eye on the ball in terms of 
what is coming down the road for these 
countries' public sectors. 

Kapur: If you ask for higher taxes in 
what is already a recessionary environ- 
ment, you will not collect very much. In 
fact, your tax intake is probably going to 
decrease. What's in it for the Korean 
tax-payer? If the commercial banks insist 
on full payment, it essentially means that 
most of the corporations in these coun- 
tries are going to go under. The Korean 
tax-payer isn't going to be paying taxes 
very soon because h e  is going to be 
unemployed, as are his employers. I think 
it is very important not to take an off-the 
shelf recommendation, which was sensi- 
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borrowing requirements will go up. 
Already the market has gone ahead and 
said that a lot of the private-sector losses 
and debt will be socialized. 

Kapur: What you are saying is that the 
market is already forecasting fiscal defi- 
cits but you can't have a financial sector 
bailout with a fiscal surplus. 

Kim: Yes, but the key distinction is 
whether you should blanket guarantee and 
bail out every Tom, Dick and Harry. You 
do not want to basically stick the tax- 
payers with bailing out essentially com- 
pletely moribund, corrupt institutions. 

WHICH COUNTRY WILL REVIVE 
THE FASTEST? 

Review: Looking ahead, which coun- 
try in your opinion is likely to do the best 
in the coming years? Which will come out 
fastest, which will languish, and why? 

Condon: I would suggest South Korea, 
where policy implementation appears to 
be the strongest and most concerted. It is 
the most highly geared of all. The debt 
problem there is the worst, but the policy 
response is the best. Malaysia is going to 
be the worst because it appears to be try- 
ing to continue the credit boom by 
expanding the central bank's balance sheet. 
This is going to forestall the problem but 
make it worse in the end. 

Review: So you expect Malaysia to go 
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to the IMF at some point this year? 
Condon: I think there will be a prob- 

lem with financial institutions in Malaysia 
this year and it will approach the IMF for 
assistance in stabilizing its economy and 
strengthening the financial sector. 

Mushkat: At the bottom, I would put 
Indonesia, which is engaged in an act of 
self-destruction, To me it looks consider- 
ably worse than Malaysia. MaIaysia is 
behind in terms of recognizing the prob- 
lems but I think the problems are perhaps 
more manageable. 

Kim: Korea is in a better position 
because the over-capacity happens to be 
in the tradable sector, as opposed to 
nontradable sectors-like property in Thai- 
land. Clearly, with an exchange-rate de- 
preciation of the sort we have seen, if the 
corporate sector survives, Korean manu- 
facturing will certainly be put on a rela- 
tively favourable footing. I would agree 
with Tim that we have yet to see the worst 
with the Malaysian situation. A lot of the 
excesses in the financial sector still haven't 
abated to a significant extent. 

Kapur: I agree on Korea appearing to 
come out well, but the worst I have to say 
will be Indonesia. There are too many 
lenders and too many borrowers. Even 
the central bank at one point was not 
aware of the actual indebtedness of most 
of the corporate sector there. Malaysia has 
an internal debt problem and internal 
financial excesses, which will explode, but 
it doesn't really have an external prob- 
lem, or huge accumulated foreign liabili- 
ties in the financial sector. While I see a 
huge domestic financial problem there, I 
think that is going to be mitigated some- 
what by reasonably large trade surpluses 
going forward. 

Condon: In Korea, the policy response 
is very pro-active. The current-account 
surplus in Korea is going to come up quite 
quick actually. With the collapse of 
domestic demand, import growth could 
contract by 15%-20% very easily. Even 
if you have a very reasonable 5%-10% 
export expansion in U.S. dollars this year, 
the current account will come out very 
big, easily over $10 billion. 

THE CHINA FACTOR 
Review: Regarding China, how great 

are the risks of deflation and social unrest? 
Will there be temptation to devalue the 
renrninbi? 

Chan: The near-term concern is that 
policymakers have a very high degree of 
complacency. I think maybe they believe 
in their own numbers, 8% economic 
growth, etc. But in the short term there 
will be slippage in the economy. The next 
six to nine months are very critical to 
growth in China. In the longer term, I am 
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still relatively positive on China in the 
sense that I see several means to continue 
to support the -economy. The Chinese 
policymakers should consider how to mo- 
bilize domestic savings-about 5.5 trillion 
renminbi ($664.4 billion) at the moment. 
That basically accounts for 1 3  times the 
amount of money committed to infrastruc- 
ture investment or industrial upgrading. If 
banks are cautious in their lending, maybe 
they should consider using the capital 
market, issue project-specific bonds. 

I don't think there is an urgent need to 
depreciate the renrninbi at the height of 
the crisis. If China does not devalue it 
now, I don't think the economy or exports 
will collapse tomorrow. Also, if you con- 
sider China's bigger role in the inter- 
national arena, it needs to contribute to 
stability in the region. Looking at US.- 
dollar wages and accounting for produc- 
tivity changes, China is still very competi- 
tive. Indonesia is cheaper than China now, 
but China is still very competitive against 
other countries. 

Kapur: China is slightly behind the 
curve on monetary easing. There has to 
be some impact of the Asian devaluations 
on Chinese exports, although I agree with 
Anthony it is going to be marginal. Growth 
in the world is going to be slower. So 
exports, the engine of growth in China 
over the past year, are going to slow down. 
There is not much the Chinese can do 
about that. Devaluing the renrninbi is poli- 
tically unacceptable to the global commun- 
ity, and not really required. The main 
stimulus has to be monetary, with inter- 
est-rate cuts, to take the lending rate to 
about 6%, and probably a little bit of arm- 
twisting to let the banks actually lend to 
corporations. 

Kim: We tend to be even more san- 
guine about China's economic growth this 
year, at 9%. We do expect exports to 
slow down, if anything, because 1997 was 
an exceptional year. But China's growth 
traditionally has not  been driven by 
exports. It has been driven by domestic 
demand. I agree that monetary and fiscal 
policy will have to get looser. But in China 
fiscal policy will pack a bigger punch ,than 
monetary policy, for the simple reason that 
China is still .in transition from a credit 
allocation to a more market-determined 
and conventional monetary policy trans- 
mission. 

What China does is going to matter a 
lot for Asia and we feel that (a) because 
the economy is not going to slow and (b) 
because the political ramifications of 
devaluation would be very serious, the 
renminbi will stay on track and not 
devalue. That is ultimately going to be a 
policy choice, not market forces. 

Condon: We feel that net exports 
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would not contribute this year to growth 
at all. We feel authorities in Beijing prob- 
ably are going to opt for taking the hit on 
growth, and our growth forecast for 1998 
is 7%. We do see that there will be some 
pick-up in infrastructure spending. 

CAN JAPAN HELP? 
Review: What about Japan? Can it bail 

out the region in any way? There seems 
to be a consensus that Japan can't do much 
because of its own internal problems. 

Mushkat: Japan can certainly help, first, 
by bailing itself out. I see some evidence, 
very obscure, that the slide in interest rates 
may lead to a pick-up in interest rate- 
sensitive segments of domestic demand- 
housing, car sales. Maybe it is just an 
illusion. But obviously Japan can help by 
becoming more active on the fiscal front, 
stimulating domestic demand beyond my 
modest expectations and helping to stabil- 
ize the exchange rate. It would help if the 
yen did not go beyond 140, but stabilized 
somewhere between 120 and 130. 

Condon: If Japan falters, which prob- 
ably means the yen weakening consider- 
ably, that would be a very destabilizing 
development for this part of the world 
and, in particular, would affect growth in 
China. The last thing this region needs is a 
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much more pronounced slowdown in 
Chinese exports. 

WHEN WILL STABILITY RETURN 
TO ASIAN CURRENCIES? 

Review: Are we starting to find any 
kind of stability in the currency markets? 
Have the currencies fallen enough to take 
into account forward problems? 

Kapur: It is difficult to answer because 
the situation is so fluid. The short answer 
is, no, the currencies haven't stabilized. 
They will stabilize only as a consequence 
of policy reform and policy credibility, per- 
ceptions in the market. Whether the policy 
itself is right or wrong is a separate issue. 

Kirn: Economic analysis wilI tell you 
that most of these Asian currencies are 
vastly oversold. 

Condon: That is probably right. The 
question is what is going to eliminate that 
gap between the current spot rate and the 
PPP [purchasing power parity] rate. I think 
it is going to be inflation in Southeast Asia. 
The process we are describing, central 
bank balance-sheet expansion, means a 
burst of very high inflation which will 
eliminate this extreme undervaluation. 

ECONOMIC PAIN FOR 
SINGAPORE 

Review: What about Singapore? 
Condon: My forecast for growth for 

Singapore for this year is zero. I think 
that its economy is going to be hit very 
hard by the regional crisis. The currency 
will continue to give way. 

Mushkat: The domestic component has 
lost its vitality. I would assume some mod- 
est growth in Singapore, rather than com- 
plete stagnation in 1998, but not solid at 
all. I think 3%-4% GDP growth is not 
impossible to achieve. 

Kim: Singapore has the luxury to really 
crank up the fiscal side, like it did last year. 
When you have a current-account surplus 
in double digits, you have the luxury of 
blasting away. At the end of the day, Sin- 
gapore is a city state in a vast sea of deval- 
uation. It is going to be a tough battle. 

Kapur: We are more optimistic. We are 
looking at 6% GDP growth this year, 
mainly driven by external demand. There 
is a misconception that Singapore's exports 
to the region are meant for final consump- 
tion. They are intermediate products. If 
exports will pick up as a consequence of 
devaluation in most of these countries, Sin- 
gapore will benefit as a supplier to these 
countries. 

Chan: The problem for Singapore is 
that its economy's exposure to Malaysia 
and Indonesia is very much like that of 
Hong Kong's to China. We expect 3.5 % 
growth in Singapore, down from an earlier 
expectation of 5 %. m 
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E C O N O M I C  S U R V E Y  

Money Isn't Everything 
Asia's troubled banks need capital, but they also need to change their ways 

By Henny Sender in Bangkok, Jakarta and 
Hong Kong 

- 
- L  

1 How bad is Indonesia's 
banking crisis? To some 
people, about as bad as it 
can get. As the treasurer 
of an international bank's 

I %"k-v (l-- Jakarta branch put it in 
early February: "The Indonesian banking 
system is two days away from total 
collapse. " 

That's not as melodramatic as it sounds. 
Credit, the lifeblood of any modern econ- 
omy, has largely stopped flowing through 
the system. Indonesian companies are 
struggling with a devalued currency that 
makes thkir dollar-denominated debt-the 
bulk of lending there--increasingly hard 
to repay. The few Indonesian 
companies still honouring dol- 
lar-denominated obligations are 
doing so with the  rupiah 
equivalent of dollars a t  current 
exchange rates. 

What began as a financial 
crisis five months ago is now 
having real economic conse- 
quences. Many Indonesia-based 
exporters, bereft of working 
capital and unable to  import 
inputs, have suspended produc- 
tion. Foreign lenders have 
largely ceased accepting letters 
of credit from Indonesian 
banks, hindering trade. The 
interbank market, where banks 
lend surplus funds to each 
other, is barely functioning. 
Even Mexico's 1995 crisis was 
never this bad. 

With time running out, the 
nation's central bank on Sanu- 
ary 27 summoned foreign lend- 
ers to a Jakarta meeting on 
such short notice that only 20 
of the 70 chairs set out were 
occupied. Bank Indonesia 
promised to guarantee the 
debts, deposits and letters of 
credit of the country's banks, 
and announced it would seek 
a temporary freeze in debt 
repayments while promising a 
vague plan for reschedulings. 

The government also an- 
nounced establishment of the 
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Indonesian Banking Reform Association, 
which is to help restructure or take over 
troubled banks. The few who attended 
were not reassured. According to a 
Japanese banker who was there, the an- 
nouncement "raised more questions than 
it answered." 

The most pressing one confronts not 
only Indonesia but all of its cash-strapped 
neighbours: Who will provide the money 
needed to get the economy growing 
again? There are no easy answers, but 
much of the money will have to come 
from governments. Even that won't work 
unless officials can allocate the funds to. 
the best-managed banks, not the best- 
connected. 

"If there is no money, that means there 
is no blood circulating in the economy," 

says Vongthip Chumpani, a senior vice- 
president at Bangkok Bank. Adds Don 
Hanna, economist with Goldman Sachs in 
Hong Kong: "It's sort of like a traffic 
accident-it isn't the speed that kills, it's 
the sudden deceleration." 

The symptoms of deceleration are  
growing more manifest by the day. In 
mid-January, Taiwan's Tuntex group 
cancelled a $1 billion project in Thailand, 
citing difficulty obtaining funds from Thai 
banks. In Indonesia, shoemakers can't 
export because they can't get working 
capital to import leather and other inputs. 
Hong Kong-based Noble Group, a trad- 
ing and shipping firm, is having difficul- 
ties getting Korean banks to pay out on 
the letters of credit they issued, says 
Chairman Richard Elman. Other com- 
-- ~ a n i e s  refuse to do business 

kith any Korean company on 
E the basis of Korean letters of 
2 credit. That in turn paralyzes 
2 much of Korean industry, 
" which has few alternatives to 

domestic banks for financing 
trade. 

The situation is the most 
critical in Indonesia, where 
political uncertainty com- 
pounds economic problems. 
Until last August, investors 
were spending more money 
than Indonesia knew what to 
do with. But foreign portfolio 
investment has fled, and direct 
investment has more or less 
stopped. So has foreign credit. 
Like an engine drained of oil, 
the economy has seized up. 
Interest rates are rising, bad 
debts are ballooning, and banks 
can barely function. 

I n early November, Bank 
Indonesia closed 1 6  of its 
weakest banks-albeit ones 

whose collective asset base was 
under $150 million-a minute 
fraction of the total assets in 
the system. But that was 
enough to prompt panicked 
citizens to pull funds out of the 
system.  of days, no bank with 
surplus funds dared lend them 
to other banks through the 
interbank market, says K.J. 

FAR EASTERN ECONOMIC REVIEW FEBRUARY 1 2 ,  1 9 9 8  



Low, adviser to Bank Tiara, one of several 
private lenders considering a merger with 
other private banks. 

Since then, talk of closing the remain- 
ing 100 or so private banks that appear 
equally troubled has grown subdued. 
Analysts say the mergers subsequently 
announced, both in the private and the 
public sector, may mean a few big prob- 
lems rather than numerous small ones. But 
it doesn't begin to solve the fundamental 
problem of how to put more cash into the 
banks for lending to companies who need 
money to fuel production lines. "Zero plus 
zero &ill equals zero," says a Hong Kong- 
based bank analyst dismissively. 

No wonder cash is king in Indonesia. 
Companies like synthetic fibre producers 
Indorama or Polysindo, which had the 
foresight or fortune to raise cash before 
the crisis hit, have leverage others envy. 
They say they can compel suppliers to 
lower prices just because they can pay in 
cash today. But for those who must 
depend on the banks, there are few 
choices. 

T hailand is marginally better off than 
Indonesia or South Korea. Indeed, 
for the last few months it has man- 

aged to post a current-account surplus, 
thanks to orders for Thai rice, tapioca, 
furniture and footware. Saha Union. a Thai 
conglomerate, expects its sports-shoe 
exports to rise sharply this year, to $800 
million. Foreign multinationals are buying 
Thai textiles that they recently rejected as 
overpriced. 

"Liquidity hasn't totally dried up," says 
a British bank treasurer in Bangkok. 
"There are concerns about suppliers who 
can't get credit, but it isn't a complete 
credit crunch. " 

A partial credit crunch is bad enough, 
though. "Thai banks . . . are just in capital- 
preservation mode," says the head of an 
American bank in Bangkok. Bank of Asia 
and Bangkok Bank officials deny they are 
putting all their funds in investments 
rather than lending them out. But they 
do say they aren't taking on new custom- 
ers and aren't extending new facilities to 
existing customers. Lenders such as Bang- 
kok Bank, which' receive funds from 
public-sector institutions such as the 
Export Import Bank of Thailand, now lend 
only to exporters who provide detailed 
documentation. And it's still hard to insure 
that loan proceeds go where they're sup- 
posed to, rather than to somebody's pet 
property project. 

"We have to monitor all transactions 
closely," sighs Vongthip of Bangkok Bank. 
"We find there is a lot of abuse." 

Asia is so vulnerable to banking crises ., 
because lenders play such a huge role in 

its economies. In recent years, bank loans 
accounted for about 70% of all capital 
inflows, compared with less than half in 
the West. Equity and bond markets are 
relatively minor sources of capital for 
Asia-and will likely remain that way. 
While Asian authorities would like to 
develop these markets and reduce the 
region's dependence on banks, few are 
ready for bold initiatives when they have 
to deal with the meltdown at hand. 

What's more, throughout Asia a hand- 
ful of banks account for a huge share of 
credit creation. America's largest bank, 

markets aren't going to generate that 
kind of money any time soon. The day 
Thai Farmers Bank announced a rights 
issue, its price plummeted 3 0 % .  Thai 
Military Bank couldn't pull its equity 
raising off without help from military 
pension funds, according to Jardine Flem- 
ing Thanakom. Korean banks will have 
an even harder time. At Korea First and 
Seoul Bank, shareholders have about 
90% of the value of their holdings wiped 
out already, according to Dresdner IUein- 
wort Benson. 

One possible source of funds is foreign 

Chase Manhattan, controls assets equiva- 
lent to about 4% of annual US. output. 
By contrast, Malaysia's biggest lender 
(Malayan Banking) has assets equalling 
more than 37% of domestic GDP, while 
those of Thailand's top lender, Bangkok 
Bank, equal 2 5 % ,  according to Roy 
Ramos, bank analyst for Goldman Sachs 
in Hong Kong. So when the top banks are 
in trouble, the whole economy suffers. 

As a result of past profligacy, most 
banks in South Korea, Indonesia and Thai- 
land are technically insolvent (meaning 
liabilities exceed assets), say bank ana- 
lysts. As pillars of their economies, Asian 
banks can't be allowed to fail. Yet the 
bill to recapitalize them will be huge: $15 
billion to $25 billion for Thailand; $34 
billion to $54 billion for South Korea, 
according to calculations by Stephen Frost, 
Singapore-based bank analyst for UBS 
Securities. 

And it isn't clear where the money 
would come from. Asia's flagging equity 
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financial institutions looking to take 
major stakes in Asian banks. So far 
though, few deals have been completed- 
most in Thailand-and the motivations 
for them seem as much political as com- 
mercial. Sanwa Bank says it will pay $50 
million in April for 14% of Siam Com- 
mercial Bank-which is part-owned by 
the Crown Property Bureau-even 

~ ~ 

though dividends are not expected for 
years. Government-controlled Develop- 
ment Bank of Singapore is taking control 
of Thai Danu Bank. 

Meanwhile, the highest-profile comrner- 
cial deal may not materialize. Citibank is 
considering a 51% stake in First Bangkok 
City Bank, but that is by no means a done 
deal. Citibank staffers say the 90-day due- 
diligence period is up on February 23, and 
that 100 people are poring over the books, 
40 from Citi and 60 from its advisers at 
Coopers & Lybrand. 

Thai banks refuse to take the initiative 
in seeking foreign capital. "They care more 
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about control than profitability," says Dan 
Fineman, strategist for Jardine Flerning in 
Bangkok. 

Indeed, Asian banks generally remain 
reluctant to disclose the information that 
would give investors enough confidence 
to help recapitalize the financial systems 
of these countries, especially now that 
major rating agencies have downgraded 
the three most-troubled-Indonesia, Korea 
and Thailand-to below investment grade. 
"We don't have confidence in the audit- 
ing or the figures," says John Hobson, 
bank analyst for Morgan Stanley in Hong 
Kong, "so we can't recommend that 
investors put money in. " 

So there's a catch 2 2  for Asian banks 
seeking foreign buyers: Disclose the true 
state of their affairs and nobody will 
invest on the basis of fact; refuse to dis- 
close and nobody will invest on the basis 
of fear. 

It will be a while before international 
banks renew lending in any significant 
way: For now they're nursing their Asia- 
inflicted wounds. Deutsche Bank is set- 
ting aside more than $700 million to deal 
with problems in Asia; J.P. Morgan more 
than $500 million. Japanese banks 
haven't reported how much they are 
provisioning, but given their problems at 
home they are looking to reduce their 
assets in Asia, not increase them. Even 
major Japanese multinationals such as 
Toray Industries find the banks are 
calling on them to repay loans rather 
than extend new credit to finance expan- 

special bond issues. And whatever they 
do, they'll need assistance from the 
World Bank and the International Mon- 
eta j Fund. Says Frost: "Bailouts are not 
popular among taxpayers, but, as we 
have seen in Japan, the alternative is 
worse. " 

However and whenever recapitalization 
comes, that is only the first hurdle. Asian 
banks got into trouble in the first place 
because they made poor lending decisions. 
They lent too much with too little thought 
about whether they could actually be 
repaid from the cash flow generated by 
the projects they financed, relying instead 
on collateral which has plummeted in 
value. "Now is the time when they pay 
for their pawn-shop mentality," says Gold- 
man Sachs' Ramos. 

K orean banks lent (largely at the gov- 
ernment's behest) to chaebols that 
were indifferent to the return on 

that borrowed capital. In 1996, according 
to Goldman Sachs, the top 49 chaebols 
produced revenues equivalent to 97% of 
Korea's GDP, yet their net income 
amounted to little more than $100 mil- 
lion, a minute fraction of GDP. In Indone- 
sia and Thailand, where most private 
banks are part of large corporate groups, 
related-party lending bypassed credit con- 
trols altogether. 

Once recapitalized, can Asian banks be 
entrusted to do a better job next time? 
Part of the answer lies in government will- 
ingness to improve bank regulation. Asia's 

banking crisis has been aggravated by the 
failure of regulators to supervise lenders 
properly and safeguard the integrity of the 
financial system. In many countries, 
authorities more eager to protect their 
charges than to protect the banking system 
have turned a blind eye to flagrant rules 
violations. 

It happens in the most advanced 
economies. In Tokyo, at the end of Janu- 
ary, the public was astonished to read 
press accounts of the arrest of Ministry 
of Finance officials who had made a 
mockery of bank inspections, tipping off 
banks and, according to prosecutors, 
helping to conceal damaging records. The 
Thais haven't been any better. The cen- 
tral bank, the Bank of Thailand, also 
supported troubled banks, most notably 
Bangkok Bank of Commerce, and poured 
money into them long after they should 
have closed down. (Late last month, the 
authorities finally marked down the 
assets of Bangkok Bank of Commerce- 
to a mere five cents on the dollar.) 

Bank Indonesia has a credible regula- 
tory regime on paper, but not in practice. 
Most inexplicable is its failure to sound 
any warning about the alarming rise in 
Indonesia's corporate debt. That indebted- 
ness in turn undermined the soundness of 
its banking system after the rupiah was 
floated in mid-August. (Bank Indonesia 
officials blame the lack of capital controls, 
but in fact both banks and corporations 
must notify the central bank of offshore 
capital raisings.) 

sion either at  home or in the Moreover, when the central 
region, according to Akira Sawa- bank finally did close down the 16 
mura, a senior managing director banks in November, President 
at Toray. Suharto's son, Bambang, objected. 

That means governments will A director of one of the closed 
probably have to provide the lenders, he charged that most 
majority of any funds infused into Indonesian banks, not just his Bank 
Asia's ailing financial systems. The Andromeda, had violated capital 
Japanese Diet recently approved a rules. Analysts concur. 
measure that would allot Y30 tril- Moreover, banking supervisory 
lion ($240 billion) to shore up its staff have periodically been for- 
banking system, although there are mally accused of accepting kick- 
concerns that some of the money backs; at the end of last year, four 
could be used to prop up institu- B1 directors were dismissed and 
tions that should go under. Other charged with corruption. Indeed, 
governments will have to use their international bankers suspect the 
limited resources judiciously. "Un; Indonesian Banking Reform Asso- 
less the governments inject public ciation is being set up because out- 
money into the financial system, side monetary officials have so little 
Indonesia, Korea and Thailand face confidence in the central bank's 
the prospect of a prolonged credit independence. 
crunch, tight liquidity, bank runs Now these authorities must 
and lack of confidence in the somehow not only arrest the dam- 
financial system as well as wider age but restore confidence. "Au- 
economic consequences in the real thorities need to put financial 
economy," says Frost of UBS. reform ahead of vested interests," 

Governments will have to fi- says Ramos. "Otherwise there will 
nance these bailouts either through just be another crisis in five years' 
their own resources or through time. " m 
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From now until December 15, 1998, 
book the Privilege Plan at any 

Grand Hyatt Hotel in Asia Pacific 
and enjoy the following benefits 

at no extra cost: 

Upgrade to next category of room. 

Complimentary limousine transfer to 
and from airport.' 

Daily complimentary American 
Breakfast. 

Complimentary pressing of one suit on 
arrival and free laundry, maximum 3 
pieces per day. 

No surcharge for credit card calls 

15% off all Business Centre services. 

Complimentary entrance to hotel's 
Entertainment Centre. 

Late check-out. 

t except Melbourne L$ Seoul 

PARTICIPATING 
G R A N D  HYATT HOTELS 
(shows upgraded category of room) 

Crand Hyatt Bali 
US$1 70 Ocean View 

US4225 Regency Club Ocean View 

Grand Hyatt Erawan Bangkok 
USB198 Deluxe Guestroom 

US$228 Regency Club 

Grand Hyatt Fukuoka 
Yen28,OOO Grand Deluxe 

Yen36,OOO Regency Club Grand Deluxe 

Grand Hyatt Hong Kong 
HK$2,900 Harbour View 

HK$3,400 Regency Club Harbour View 

Grand Hyatt Jakarta 
US$Z90 Grand Room 
US$320 Regency Club 

Grand Hyatt Melbourne 
AUD375 Regency Club Guestroom 

AUD575 Executive Suite 

Grand Hyatt Seoul 
US$210 Deluxe Guestroom 

US$230 Regency Club 

Grand Hyatt Singapore 
S$400 Crand Room 

S$450 Regency Club Guestroom 

Grand Hyatt Taipei 
NT$7,500 Regency Club Guestroom 
NT$8,500 Regency Club Grandroom 

Above rates are sublect to tax and service charge 

Opening soon: 
Crand Hyatt Shanghai (1 998) 

Grand Hyatt Berlin (1 998) 
Grand Hyatt Amman (1998) 

Duta Grand Hyatt Kuala Lumpur (1 999) 
Grand Hyatt New Delhi (1999) 

M A L A Y S I A  

Oh for a Bailout 
Few tycoons will survive the economic crisis 

aires. But sinking currencies and stock- 
markets have wiped out much of their 
wealth and hit them with whopping new 
debt obligations. 

"All of them are in trouble," Daim 
Zainuddin says bluntly. He should know. 
Many of them are his proteges. They 
worked with him when he ran the ruling 
party's investment outfits, beginning in the 
late 1970s. How many will survive? "Very 
few," Daim predicts. 

It's too early to say who'will sink and 
who will float, but some of the biggest 
names in Malaysian business are swimming 
in a rising tide of red ink. Among them: 

Halim Saad, the 44-year-old, cigar- 
chomping chairman of Renong, which has 
a stable of 11 listed companies, mostly in 
infrastructure. Hottick Investments, a Hong 
Kong-based company linked to Halim, is 
saddled with an $800 million loan used to 
buy a struggling Philippine steel com- 

him with personal debt estimated at 1.55 
billion ringgit. Two years later, he sold a 
21% stake in Celecom, TRI's telecommu- 
nications unit, to Deutsche Telekom for 
1.4 billion ringgit. Analysts believe the deal 
would have cut Tajudin's personal debt to 
roughly 700 million-800 million ringgit. 

Malaysia Airlines and TRI have good 
cash flows, but both are heavily indebted. 
Based on estimates by Ice-Zan Securities, 
the airline has debt of 7.2 billion ringgit, 
saddling it with a debt-equity ratio of 
153%. TRI's debts stand at 2.4 billion ring- 
git. 

Ting Pek Khiing, timber magnate and 
executive chairman of Ekran, which won a 
privatization deal to build the 13.6-billion- 
ringgit Bakun hydroelectric dam in Sara- 
wak. Last June, Ekran launched a rights 
offering to raise funds, partly to finance 
the dam. But investors' lukewarm response 
forced Ting and parties close to him to 
guarantee to take up more than 1 billion 
ringgit of unsubscribed Ekran shares. 

In September, the currency crisis 
prompted the government to take over 

the giant infrastructure proj- 



Ling Liong Sik. In 1996, the 
corporate newcomer bought 
stakes worth more than 1.3 
billion ringgit in Berjaya 
Industrial, Promet and 
Kelanamas. Ling has said in 
press interviews that brok- 
erage Rashid Hussain 
financed the acquisition of 
these shares, whose values 
have fallen more than 50% 
since March. Opposition 
leader Lim Kit Siang has 
called on the minister to 
explain what role he played 
in his son's moves to  snag 
control of a slew of listed 
companies. 

0 Mirzan Mahathir, 39, 
son of Prime Minister Ma- 
hathir Mohamad. The trans- 
port titan has watched his 
paper wealth plunge as the 
share price of his shipping 
company, Konsortium Per- 
kapalan, collapsed from 
17.30 ringgit last March to 
around 3.78 ringgit by early 
February. Arab-Malaysia 
Securities estimates the 
company's total debt at 1.7 
billion ringgit, giving it a 
debt-equity ratio of 298%. 

0 Azman Hashim, the 
58-year-old head of the 
Arab-Malaysian Group. The 
entre~renehrial banker mav 

0 Francis Yeoh, 
43, is the flamboy- 
ant head of YTL 
Corp., which is sit- 
ting on 3 billion 
ringgit in cash. 

A diversified in- 
frastructure group 
involved in con- 
struction, power 
generation, property 
development and 
resorts, "YTL is one 
of the  very few 
groups that not only 
are cash rich, but 
have the entrepre- 
neurial spirit to take 
advantage of the 

becoke the first indebted* tycoon to be current depressed stockmarket," Smith 
rescued. The investment Zain Securities, a Merrill Lynch affiliate, 
fund, Permodalan Nasional, is negotiat- wrote in a recent report. 
ing to buy a stake in the group's financial- 
services arm, AMMB Holdings. The sale . Lim Gob Tong, 79, heads gaming @- 
would raise cash to repay debts incurred ant Genting group, whose coffers are buk- 
by Amcorp, the parent company of ing with 2.1 billion ringgit in cash. 

T.K. Lim, heads finance, gaming and 
property outfit Multi-Purpose Holdings, 
which has a cash hoard of nearly 3 billion 
ringgit. 

Shamsuddin Abdul Kadir of Sapura 
Holdings clung on to his cash by default. 
His attempt a year ago to buy a control- 
ling stake in listed auto-assembler United 
Motor Works from a government unit 
trust was blocked. He had offered almost 
12 ringgit a share; the price is now half 
that. 

In late 1996 he sold his mobile-phone 
and pay-phone business to the Renong 
group for more than 1 billion ringgit. And 
in December, he netted another 234 mil- 
lion ringgit from the sale of six of his pri- 
vately-held information-technology com- 
panies to Sapura. 

Finally, multinational Sime Darby is 
sitting on cash reserves of 1.3 billion ring- 
git, even though its newly acquired finan- 
cial-services arm has been struggling since 
the stockrnarket crash. 

Murray Hiebert and S. Jayasankaran 
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Not in the Clear Yet 
A stronger ringgit, but job losses and inflation prevail 

By S. Jayasankaran in Kuala Lumpur 

These days, Kuala Lum- 
pur's taxi drivers are emi- 
nently qualified-but not 
necessarily to drive. As 
Malaysia's economy festers, 
passengers seem just as 

likely to be carted around town by an 
out-of-work engineer as a career cabbie. 

It's a sign that Malaysia can expect 
plenty of pain in the coming year. Many 
economists predict a year of stagflation- 
low growth accompanied by unemploy- 
ment and inflation. It's still not clear, how- 
ever, just how hard the Malaysian econ- 
omy-accustomed to year after year of 
8% growth-will be hit. Growth estimates 
from private economists range between 
zero and 5%; the government forecasts 
4%.  Optimistic estimates assume that 
exports, boosted by a depreciated ringgit, 
will lift Malaysia out of trouble. 

But that may be expecting too much. 
Whole areas of the economy, especially 
construction and financial services, have 
imposed pay cuts and lay-offs. Engineers, 
architects and analysts have been among 
the first put out of work. Even industries 
that have fared well so far-food prepa- 
ration and telecommunications, for 
instance-are paring down ahead of an 
expected drop in consumption. 

Zainal Rampak, who heads the power- 
ful Malaysian Trades Union Congress, 
estimates that 10,000 blue-collar workers 
have been fired since July. A correspond- 
ing estimate of managerial job losses is 
tough to come by. More lay-offs are sure 
to follow when the wave of bank and 
finance-company mergers mandated by 
Malaysia's central bank takes place, start- 
ing in April. At least 30% of branches are 
expected to close, leaving thousands job- 
less. "Even if we growj it will feel like a 
recession," sighs one senior banker, who 
expects 3% growth in 1998. 

The pressure of inflation has come to 
bear. A chief executive of a securities firm, 
who uses his own basket of goods and 
services to track costs, says his mid- 
January survey showed prices were up 
10% in Kuala Lumpur compared with a 
year ago. Official inflation figures are likely 
to remain in the single digits, however, 
since most items in the government's 
basket of goods-things like food and 

transport costs-are deemed essential and 
are therefore price-controlled. 

Meanwhile, the hugely leveraged 
private sector struggles to make interest 
payments on its 400-billion-ringgit ($104.1 
billion) debt bill amid prohibitive rates. 
Base lending rates stand just below 12'3'0, 
compared with 9% five months ago; rates 
on revolving credit facilities, predomi- 
nantly used for working capital, went 
above 20% in mid-December. Some relief 
came on February 7, when the central 
bank cut the statutory reserve ratio by 
three percentage points, to 10%, releas- 
ing 1 4  billion ringgit back to banks. The 
ratio measures the amount of interest-free 
reserves banks must place with the central 
bank, Bank Negara. 

But this does not increase liquidity since 
the central bank will cut lending to the 
interbank market by the same amount. 
The change gives banks some leeway to 
reduce the cost of their funds and also 

Monetary Fund, which might impose 
politically unacceptable conditions for its 
emergency funds. For instance, the IMF 
would likely repudiate an affirmative- 
action policy that benefits Malays, but 
causes some market distortion. 

To prevent this, Deputy Prime Minister 
Anwar Ibrahim unveiled a sweeping pack- 
age in December that slashed government 
spending, tightened monetary policy and 
emphasized protecting the banking system 
at all costs-all measures the IMF might 
impose itself. 

So far, so good. Non-performing loans 
are 6%-7% of total loans-a reasonably 
healthy indicator. But with more corporate 
failures expected, Bank Negara is bracing 
itself, calling for banks to merge or face 
going bust. One concern is that a looming 
oversupply of property and the possibility 
of drastic price reductions could affect 
banks that have accepted property as col- 
lateral on loans. ~ o w e v e r ,  most analysts 
minimize the likelihood of irretrievably 
falling real-estate prices. 

T he only good news is on the cur- 
rency front. After a fitful bout in 
January, when all Asian currencies 

were dragged down by Indonesia's tur- 
moil, the ringgit may have decoupled from 
the problems of the mpiah. Lately, inves- 

helps corporations, albeit slightly, by 
reducing interest rates on revolving credit. 
But it won't be enough to prevent wide- 
spread bankruptcies from moving beyond 
small and medium-sized firms to larger 
companies, notes one senior banker. 

The banking sector-still generally 
healthy, but riddled with intangibles- 
remains key to the resolution of Malaysia's 
problems. If it crumbles, Kuala Lumpur 
could be forced to turn to the International 

tors seem to focus on Malaysia in isola- 
tion. The ringgit has strongly rebounded 
over the last two weeks, after falling to a 
historic low of 4.88. 

The recovery is sound too, say traders. 
"Barring civil war in Indonesia or a yuan 
devaluation, I'd say the ringgit has stabi- 
lized," says the head of Asian currency 
trading at a Singapore bank. "We're look- 
ing at 3.50 to 3.90 for the rest of the 
year." 
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but that's who they got," observes one 
analyst. "And they have a lot less power 
vis-a-vis the president now than they had 
then." 

In the reshuffle, Wiranto's former 
position as army chief was taken by a 
former presidential bodyguard, Lt.-Gen. 
Subagio-another Special Forces com- 
mander like Prabowo. But while both men 
were sworn in almost immediately, other 
changes of command will not take effect 
until after the People's Consultative 
Assembly meeting in March. 

This may be especially significant in 
the case of Lt.-Gen. Yunus Yosfiah, 54, 
the chief of social and political affairs and 
one of a handful of Habibie associates in 
the armed-forces hierarchy. Analysts sus- 
pect Yunus is being retained long enough 
to guide the vice-presidential process to 
its conclusion before handing over to Maj.- 
Gen. Bambang Yudhoyono, one of 
Wiranto's closest associates. 

Prabowo replaces Lt.-Gen. Sugiono, 
another former-presidential adjutant who 
now becomes deputy army chief. At 46, 
the move makes Prabowo the youngest 

Nervous 
Neighbours 
By Ben Dolven in Singapore and 
Murray Hiebert in Kuala Lumpur with 
Salil Tripathi in Jakarta 

P -  

I t was an extremely direct remark, even 
for a man famed for putting things 

bluntly. At a dinner with his constituents 
on February 7, Singapore's senior minis- 
ter, Lee Kuan Yew, said the Indonesian 
rupiah would weaken again if financial 
markets were uncomfortable with Indo- 
nesia's choice of its next vice-president. 
Lee didn't name B.J. Habibie, the man 
likely to get the nod, but his meaning 
was clear. Markets had pounded the 
rupiah, he said, because President 
Suharto's statements "pointed to a min- 
ister whom they associated with Indone- 
sia's high-cost projects." 

That brought objections from Habibie, 
and dozens of people demonstrated the 
next week in front of Singapore's em- 
bassy in Jakarta. But while Lee's speech 
touched a raw nerve there, it also brought 
the concerns of Indonesia's neighbours 
into the open. As financial problems have 
pushed Indonesia closer to social chaos, 
both Singapore and Malaysia have grown 
palpably fearful-not just of another 

three-star general in the modern Indone- have you got?" says one. "He has his force 
sian Army. His is the son of former presi- of personality, his relations with the presi- 
dential economic adviser Sumitro Djojoha- dent and to some extent his connections 
dikusumo and husband of Suharto's mid- in the Special Forces, but you won't get 
dle daughter, Siti Hedijanti Herijadhi. anyone to say he's in Prabowo's camp or 

If Wiranto's relations with Prabowo are part of his faction." 
strained, in large part because the elder A Yogyakarta-born Javanese Muslim, 
general has sought to rein in the younger Wiranto spent much of his early army ca- 
man, analysts say, that doesn't mean the reer in North Sulawesi, before serving four 
army is as divided as it may sometimes years with the Malang, East Java-based 
appear. "Take away Prabowo and what 2nd Kostrad Division. He was a battalion 

D 

lndonesia on the Boil 
Not only are riots growing bigger, they're growing more frequent. 

More than 30 outbreaks of violent social unrest were reported 
in Indonesia during the first seven weeks of 1998-as many as 

during the whole of the previous year 

* Riots  

round of regional financial panic, but also 
of the possibility that they could be 
swamped by Indonesian refugees. 

In mid-February, Singapore's English- 
language newspapers, usually very care- 
ful about reporting events in Indonesia, 
put anti-Chinese riots in Java on their 
front pages. The Chinese-language press 
was even bolder-Shin Min Daily News 
carried large photos of Indonesians loot- 
ing Chinese-owned shops and a headline 
that noted the rioters' chant: "Chinese, 
Get Lost." Rumours abound that Malay- 
sian and Singaporean naval forces have 
been put on alert to stave off an Indone- 
sian influx, though neither government 
has confirmed them. 

The alarm has led both Malaysia and 
Singapore into delicate diplomatic waters 
in a region where noninterference in 
others' internal affairs is a mantra. 

Prime Minister Goh Chok Tong has 
visited Jakarta three times since Octo- 

Reported by Fanny L~oe/REvlEw 

ber, offering financial assistance and a 
proposal for trade-financing guarantees. 
But with each offer, Singapore has 
backed the International Monetary Fund's 
reform recommendations. As Indonesian 
policymakers move towards pegging their 
currency to the US. dollar, Singapore's 
expressions of anxiety have grown. Goh 
said on February 16 that he was con- 
cerned about Indonesia's intention to 
adopt the controversial currency-board 
plan. 

It's a tricky situation for Singapore, a 
mostly Chinese nation surrounded by 
large Muslim countries. "Singapore faces 
a dilemma right now," says Bruce Gale 
of the Political and Economic Risk Con- 
sultancy. "On the one hand it has to iden- 
tify itself with Southeast Asia. On the 
other hand its economic interests lie 
closer to those of outsiders." 

While Malaysia's comments about 
Indonesia have been more cautious, its 



commander in 1982-83, undertook a 
year-long assignment at  the Army Infan- 
try Weapons Centre under then Brig.-Gen. 
Feisal Tanjung and then returned to 
Malang to fill various staff positions. 

His biggest break came in 1989, when 
Suharto, always on the lookout for offic- 
ers with off-Java experience, personally 
chose him from a list of 10 promising 
colonels to act as his adjutant. It was a 
position he held until 1993, and which 
shot his career forward like a rocket, send- 
ing him from Jakarta-region chief of staff 
to army commander in only three years. 

Wiranto is seen to be the consummate 
professional, and the maturing process that 
comes with rubbing shoulders with the rich 
and powerful means he is no political nov- 
ice. "A presidential adjutant is almost a 
shadow minister," notes a retired general. 
"It's an opportunity for him to learn state- 
craft at the macro-national level. He sits 
in cabinet meetings and he carries notes 
from the president to his ministers. It's 
on-the-job training." As Indonesia lurches 
further into crisis, that training should be 
eminently useful. m 

fears are no less tangible. Malaysia has 
2 million foreign workers, 70% of them 
Indonesian. And the ringgit has fallen 
with nearly every plunge of the rupiah. 
"As Indonesia is a close neighbour, it 
is only to be expected that we are con- 
cerned about what happens in that 
country," Daim Zainuddin, the coun- 
try's' top economic adviser, said in a 
recent interview with the REVIEW. 

Their shared sense of concern has 
led Singapore and Malaysia to put aside 
bilateral disputes in the hope of pro- 
moting regional stability. Relations 
between the two were deeply strained 
early last year following Lee's descrip- 
tion of the southern Malaysian state of 
Johor as "notorious for shootings, 
muggings and car-jackings." But when 
Goh and Malaysian Prime Minister 
Mahathir Mohamad met in Kuala 
Lurnpur on February 16-17-their third 
meeting in a month-they hashed out 
agreements which went a long way 
towards restoring amicable ties. Malay- 
sia agreed to provide Singapore with 
water past 2061, the year their current 
agreement expires. And in.a cornrnuni- 
que, Goh and Mahathir said the regional 
financial crisis had "further underscored 
the need for both countries to cooper- 
ate closely in all possible areas." 

Several contentious issues remain, 
including competing territorial claims. 
But for now, they're overwhelmed .by 
concerns about Indonesia. 

I N D O N E S I A  

Strings Attached 
The Clinton administration's efforts to 
obtain congressional approval for $18 
billion in additional contributions to the 
International Monetary Fund face a tough 
test on Capitol Hill. The Republican 
speaker of the House of Representatives, 
Newt Gingrich, will be a key player in 
determining the outcome. Editor Nayan 
Chanda interviewed Gingrich in Davos. 
Excerpts: 

How do you see the IMF programme in 
'Indonesia? 

In Indonesia there have to be clear 
negotiated mileposts for each tranche. 
Unless there are serious 
step-by-step, measurable, 
visible signs of change we 
are not going to help you 
because an unreformed, 
corrupt Indonesian gov- 
ernment is going to absorb 
all the money we send 
and still not solve the 
problem . . . Whereas in 
Korea you seem to have 
a pretty clear commitment 
to real changes that are 
measurable. 

planet should be required to pay, in effect, 
an indirect tax to sustain irresponsible 
banks. 

So we need to find a reform model, 
and I am of the view that if you do not 
find the reform model during the crisis it 
slips off the agenda . . . Even the people 
who favour the IMF seem to agree that 
this is probably the last crisis we could 
deal with in this manner because the pri- 
vate market is growing faster than gov- 
ernment resources. 

So what you're looking a t  is a long 
process? 

It is going to be a two- 
or three- or four-month 
process at  a minimum. 
And frankly the adminis- 
tration has to do a great 
deal of selling. We have 
had practically zero pub- 
lic explanation by the 
president. . . If the grass- 
roots American taxpayer 
does not understand it, 
their representative won't 
vote for it. 

In order to help Asia pull 
In Indonesia, it's compli- Newt Gingrich: 'We need to out of the crisis, one also 
cated because of political find a reform mdel . '  needs the U.S. adminis- 
factors, the uncertainty of tration to have fast-track 
succession, like President Suharto stepping negotiating authority on trade [refused by 
down. Congress in 1997 in the face of labour 

Maybe that should be the goal. opposition]. 
I just find tremendous timidity on the 

But that cannot be an IMF demand. part of the corporations about educating 
In that case we cannot give them their own workers on the importance of 

money. fast-track. Exporting companies who only 
stay open because they export are unable 

How is Congress going to react to the IMF to explain that to their workers. I put the 
request? burden a little bit on the president and a 

There is a consensus that we do want lot on the business community. If they 
to help the IMF if we can, but the real will find us 20 Democrats we'll pass fast- 
question is how to help them, how to track within 48 hours. I am very "pro" 
restructure them. The first question I have fast-track. 
is: Is this the right medicine? Is it really 
the right way to get change in the region? The Asians will need to export their way 

I think there is also a big issue about out of this crisis. 
whether or not in the way we bailed out For the American consumers the mes- 
Mexico we sent up a signal to the banks sage is that things are going to be a lot 
to be irresponsible in their lending. Clearly cheaper for the next three years. You are 
there were loans made that no rational going to get terrific bargains and Asia will 
market-oriented banks would have made be a great place to invest and buy. We 
. . . Banks today believe correctly that could come out in the next three to four 
they can make terrible loans and the years in a much stronger position in South- 
governments will bail them out . . . I don't east Asia economically and it keeps our 
think that the industrial workers of the inflation down. 
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T A I W A N  

Under My Thumb 
Is President Lee out of step with democracy? 

By Julian Baum in Taipei 

I f Lee Teng-hui is losing his 
grip, as some suggest, he isn't 
showing it. Visiting a bicycle 

factory last month during an 
island-wide tour, Lee hopped on 
a newly built mountain bike. 
Pedalling off in a flash, the spry 
75-year-old left his pursuing 
bodyguards breathless. 

This month, he was busy 
overriding Premier Vincent 
Siew. At least that's how it 
appeared after a cabinet reshuf- 
fle, when the president's hand 
was visible in some controver- 
sial personnel changes. Those 
included the naming of a 
native-born Taiwanese to the 
sensitive position of chief nego- 
tiator with Beijing. 

Nearly three months after his 
handpicked candidates were 
drubbed by the opposition in 
local elections, Lee's vigour has 
confounded critics who wrote 
him off as a lame duck. Despite 
his setback at the polls, the 
president's influence over gov- 
ernment and party affairs ap- 

For instance, Ting notes Lee's failure to 
dispose of the KMT's massive corporate 
assets, conservatively estimated at $3 
billion and including investments in more 
than 100 companies. The party and gov- 
ernment also keep control over the island's 
three major television stations, while 
military intelligence agencies continue to 

operate under the ruling party's 

No hero at home: President Lee Teng-hui has won much praise tightly closed governient 
abroad for his leadership, but his reputation in Taiwan is slipping. doesn't appear ready to imp]e- 

influence. These gaps in Lee's 
reforms are hangovers from the 
party's statist past and now 
loom as major conflicts of 
interest. 

"Gradually people have lost 
the trust in Lee Teng-hui that 
they had in the beginning," says 
Wu. "In a democratic society, 
people expect ministers to cany 
out effective policies, but all we 
get are more bureaucrats. Little 
by little, the high expectations 
about what democracy can do 
for them have been brought 
down. " 

That disappointment is 
reflected in Lee's recent ap- 
proval ratings, which have fallen 
below 40%, according to local 
newspapers. In 1996, following 
his election, more than 80% of 
the public approved of Lee. 
Critics, especially in the oppo- 
sition New Party, which favours 
reunification with China, say it's 
ironic that the  man most 
credited with opening up a 

pears undiminished. 
Lee's strength, however, may prove to 

be his biggest weakness. Under his firm 
command, political analysts say, the rul- 
ing Kuomintang is failing to keep pace 
with the democratization that Lee himself 
unleashed when he  became Taiwan's first 
popularly elected leader two years ago. 
Rather than spearheading further reform, 
the government remains intertwined with 
a self-sewing bureaucracy and an ineffec- 
tive domestic agenda. 

Popular dissatisfaction with the status 
quo is reflected in poll results, which show 
Lee's popularity at record lows. Although 
he's praised abroad for leading the coun- 
try's democratic transformation and 
respected for his toughness in dealing with 
China, Lee's reputation at home has 
slipped badly. Many Taiwanese-espe- 
cially those in the middle-class-are ask- 
ing whether further reforms are possible 
as long as the I(MT controls the govern- 
ment. 

Democracy is now in place, but many 
problems inherited from the authoritarian 

era remain unresolved, says political 
scientist Joseph Wu of the Institute of 
International Relations at  National 
Chengchi University. Wu says that, in a 
throwback to Taiwan's martial-law years, 
government officials are more interested 
in pleasing their superiors than in getting 
things done. And few citizens are con- 
vinced that corruption has seriously 
diminished-whether in awarding public- 
works contracts or in political campaigns, 
where money still plays a decisive role. 

Many observers also say that the judi- 
ciary remains compromised by political 
interference and that Taiwan's traditional 
education system, with its emphasis on rote 
learning and examinations, is not attuned 
to the needs of a modern society. Wu and 
others add that Lee and other political 
leaders still have a long way to go to prove 
that democracy is a workable form of gov- 
ernment for a Chinese society. 

"Lee has stopped short of full demo- 
cracy and failed to institutionalize demo- 
cratic reforms in several major areas," says 
sociologist and Gallup pollster Tim Ting. 
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ment t h e  far-reaching political 
changes that democracy makes possible. 

Yet comprehensive reform of the KMT 
may be beyond Lee's reach. Ending the 
party's often corrupt relations with local 
factions, opening up internal decision-mak- 
ing and eliminating corporate holdings 
would weaken it to the point that it would 
lose political dominance, say observers. 
Asia's oldest ruling party may need the 
shock of defeat before it's willing to com- 
pete fairly with other political parties. "I 
doubt the I W  can reform itself without 
going into opposition," says Jean-Pierre 
Cabestan of the French Institute for Con- 
temporary China Studies. 

M eanwhile, the appointment of Hsu 
Hwei-you as Taiwan's chief con- 
tact with Beijing is particularly sig- 

nificant not only because it shows that 
Lee remains firmly in charge, but also 
because it sends mixed signals on where 
the president stands on the issue of unifi- 
cation with China. The politically explo- 
sive struggle over national identity is 
unresolved and although Lee maintains an 
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official pro-unification stance, he appears 
to be making a greater effort to please the 
majority of native-born voters, rather than 
the minority of mainland Chinese who 
emigrated to Taiwan 50 years ago. New 
Party critics say that those who identify 
more with Taiwan than with China now 
dominate the government. "Lee has not 
clearly demonstrated his position on 
national identity," says Andrew Yang, 
secretary-general of the Chinese Centre 
of Advanced Policy Studies. "This creates 
anxieties because people don't know 
where he stands." 

The surprise decision to replace Tai- 
wan's lead negotiator came just as the two 
sides prepare to reopen cross-strait talks. 
According to Lin Yu-hsiang of the ICMT's 
policy research office, Hsu's predecessor, 
Chao Ren-ho, had too much empathy with 
China and Chinese culture to be trusted 
with such a sensitive job. But Chao had 
served for four years as secretary-general 
of the Straits Exchange Foundation, Tai-' 
wan's quasi-governmental agency for han- 
dling relations with Beijing, and was 
widely regarded as competent and trust- 
worthy. 

His replacement, Hsu, is a feisty native 
Taiwanese who once angered Beijing 
negotiator Tang Shu-bei when he broke 
into the Taiwanese language during talks 
several years ago. The KMT official says 
Hsu would be more prepared than Chao 
to break off discussions that are not in 
.Taiwan's interests. 

"We definitely want to come back to 
the table, but we also want to be able to 
stop at any time if they put forward some- 
thing we can't accept," says Lin, explain- 
ing the decision to replace Chao. "This 
change in personnel means that Taiwan is 
seriously ready to talk." 

Lin says that the president's attention 
to such issues shows he is more in tune 
with Taiwanese public opinion than his 
critics allow. But it also puts him at odds 
with the media and a highly vocal 
community of scholars-which Lin says 
are disproportionately sympathetic to the 
New Party and a Greater China point of 
view. "There is a huge gap between the 
news media and public opinion," says 
Lin. 

As Lee's presidency enters its 11th 
year, independent observers continue to 
credit him for his substantial progress in 
reforming the government and tolerating 
opposition. But with democratic reforms 
now irreversible, what remains to be done 
often looms larger than what has been 
achieved. "What Lee has achieved should 
not be underestimated, but most of his 
accomplishments took place before his 
election in 1996," says Cabestan. "Isn't 
this an irony of democracy?" B 

China is planning to set up a high-level 
body responsible for overseas public- 
ity. 

According to the Hong Kong news- 
paper Ming Pao, the existing Central 
Office for Overseas Publicity will be 
upgraded to a commission, but will 
continue to be headed by Zeng Jianhui. 
The new body will have the same rank 
as the current Propaganda Department, 
which will in future only deal with 

At the end of last year, more than 
10,000 people were invited to grade 
over 6,000 civil servants in the city. 
"Generally speaking, the appraisal sys- 
tem has imposed enormous pressure 
upon the public servants and encour- 
aged them to improve their working 
styles," said Xu Xiangping, a leading 
official of the municipal government. 

domestic propaganda. Big growth in nuclear 
The paper also said energy planned. 
that the Propaganda 
Department would be 
taken over by Wen 
Jiabao, a member of 
the Central Commit- 
tee's Secretariat. The 
post is currently held 
by Ding Guangen. 

China hopes to keep 
population to 1.3 bil- 
lion by 2000. 

State Councillor 
Peng Peiyun, respon- 

china has lifted the i 
; traditional secrecy sur- 

rounding its nuclear 
industry by disclosing 
plans for the next few 
decades. According to 
Xinhua, with the con- 
struction of the Qin- 
shan nuclear power 
station and another at 
Daya Bay, near Hong 
Kong, China is now 
one of seven countries 
that can independ- 
ently design, build and 

sible for family plan- China's planning big on nuclear manage nuclear power 
ning, said that China's Power. 
goal is "to control the 
population within 1.3 billion by 2000." 
She said another goal is to cut births 
of "disabled and deformed babies" by 
half and to "eliminate the birth of 
retards." 

In a speech at a conference in Tian- 
jin, reported by the Tianjin Daily, Peng 
said that the country's birth rate had 
been reduced from 33.43 per thousand 
in the 1970s to 16.57 per thousand in 
1997. 

Officials are dismissed after failing 
public evaluation test. 

Authorities in different parts of the 
country have introduced various meas- 
ures to make the government more 
accountable in the absence of democra- 
tic elections. Recently, the official Xin- 
hua news agency reported that 11 offi- 
cials in Liuyang city, in Hunan prov- 
ince in central China, were dismissed 
after they were graded "unqualified" 
by the public in two consecutive years. 
The city introduced the public appraisal 
system two years ago. 

stations. 
Four additional 

nuclear power plants are planned and, 
by the beginning of the next century, 
total installed capacity of nuclear power 
plants will be close to 9 million kilo- 
watts. Nuclear energy now accounts for 
only 1 %  of the country's total energy 
output. But by 2010, total nuclear 
installed capacity will be 20 million kilo- 
watts. and bv 2020 it will reach 40 
million kilowatts, when nuclear energy 
will account for 5% of energy output. 

"GerontoIogical society" i s  approach- 
ing. 

More than 400 million people will 
reach or surpass the age of 60 by the 
mid-2lst century, according to the 
overseas edition of the People's Daily. 
"China will soon enter a gerontologi- 
cal society," the paper said. Currently, 
120 million people in China are aged 
60 or above. The paper said the 
number will increase to 280 million by 
2025 and 400 million in 2050. when 
senior citizens will account for more 
than a fourth of the population. 
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Riding out Asia's crisis: Conservative commercial values are the keys to survival for ethnic-Chinese businessman Churat Pasupa . . . 

Frugality and family values 
could help ethnic-Chinese 
businesses stay afloat in 
stormy economic waters. 
This survival instinct is 
characteristic of millions of 
ethnic Chinese, not only in 
Thailand, but also in other 
parts of Asia. It  suggests 
that most economies in 
which ethnic-Chinese 
family businesses are 
dominant could weather 
the current economic crisis. 

By Michael Vatikiotis and 
Prangtip Daorueng in Bangkok 

Churat Pasupa ushers his 
guests into an air- 
conditioned reception 
room, out of the stifling 
midday heat and away 
from the gloom of the 

dusty warehouse, located in the heart of 
Bangkok's old Chinatown. The wood- 
panelled room is cluttered with porcelain 
figurines of the three Chinese gods of 
prosperity, longevity and fertility, placed 
there to protect Churat's family-owned 
steel business, Cheung Chai Hah. 

In. hard times like these, ,any help the 
deities can offer will be welcome. But 
Churat also is putting his faith in the con- 
servative commercial values he inherited 
from his ethnic-Chinese parents: frugality 
and family ownership. Keeping his busi- 
ness to .a manageable size and all in the 

family is the key to survival, he believes; 
this way he does only what he knows best 
and at a cost he can afford. 

Similarly, his friend Sita Karnkriangkrai 
keeps his small construction company 
strictly a family affair. (Thai-Chinese long. 
ago adopted Thai names.) Atis Build Co. 
operates from a modest townhouse in 
northern Bangkok, and is completely 
owned by Sita and his wife. Sita, too, has 
no time for the extravagant borrowing that 
inflated the bubble economy. "I spend ' 
today's money," he says. "I don't spend 
tomorrow's money." 

Neither Sita nor Churat has borrowed 
beyond his means, nor diversified from 
his core business-and they aim to keep it 
that way. Because of their past and .present 
conservatism, both men perhaps stand a 
better chance of putting their businesses 
back on track once the economy recovers. 
This sunrival instinct-turnine to tradi- -- - 

U -  

tional family values when things go bad- - - 
is characteristic of millions of other 
ehc-Chinese businesspeople, not just 
in Thailand but also in other parts of 

45 The Chinese Way the region. It suggests more broadly 
that Thailand, as well as most other 
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. . . and for Sita Karnkriangkrai. 

economies enriched by ethnic-Chinese 
enterprise, may be down, but not out. 

"The Chinese family business format 
was designed to survive intense volatility," 
says Gordon Redding, a Hong Kong-based 
expert on ethnic-Chinese business in Asia. 
He cites strategic flexibility and speedy 
response to changing conditions as two 
major strengths of the ethnic-Chinese 
family business. Combine that with an 
innate conservatism and prudence, and the 
stories of Churat and Sita provide a tell- 
ing lesson for the high-flying business- 
people burned by Asia's economic melt- 
down and must start anew. That's not to 
say risk-taking and entrepreneurial flair 
won't be essential if economies are to 
recover, but respect for traditional values 
clearly helps to guard against excess. 

Theera Boonyasiriwat has learned that 
lesson well-his company is one of those 
that grew too fast and was undone as a 
result. He was forced by the economic 
downturn to pull down the shutters on his 
six-year-old electrical-supply business, 
Melec Co., at the end of last year. In its 
heyday, Melec employed about 80 people 
and had an annual turnover of about 100 

FEBRUARY 2 6 ,  1998  

million baht ($2.1 million). 
The firm recently moved into 
a new 20-million-baht four- 
storey building off Bangkok's 
busy Sukhumwit Road. 

Then the baht collapsed, 
and private construction 
projects ground to a halt. The 
government froze payment of 
about 3 million baht for a 
building project, and Melec's 
cash flow slowed to a trickle. 
Now, the partitions in Melec's 
modern office divide empty 
spaces, computer terminals 
are covered in dusty plastic, 
and the telephone calls that a 
solitary loyal secretary an- 
swers are mainly from impa- 
tient creditors. 

"The boom was too 
much," recalls Theera, who 
expanded beyond his means 
and ability. "The construc- 
tion companies wanted fast 
and diversified service from 
the same company." Melec 
diversified beyond air-condi- 
tioning into general electrical 
and water contracting; the 
more it expanded, the more 
people it employed, and the 
more debts it accumulated. 
After the baht's devaluation, 
Theera began downsizing- 
cutting staff, salaries, and 
parts of the business. But it 
was too late. 

By contrast, Sita kept his business small 
and its profits undivided-and has 
survived. Atis Build's construction projects 
.didn't exceed 100 million baht in value, 

Tighter ownership also gives Atis Build 
greater flexibility to scale down building 
projects to suit the gloomier times. Smaller 
projects mean less time spent on construc- 
.tion. "I'm just doing short-term work-a 
maximum of six months," says Sita. That's 
not a bad idea when material costs are 
rising and clients don't always pay up. Sita 
hasn't seen any money from a 16- 
million-baht project for which he won a 
tender from a large Bangkok corporation. 
In the better days, he might have stopped 
the project altogether; nowadays even 
delayed payment helps him to continue to 
employ his 100 workers. 

T his approach is typical of Thai-Chi- 
nese businesses and makes them very 
resilient, asserts Vorasakdi Mahatdha- 

nobol, an expert on Thai-Chinese society 
at Bangkok's Chulalongkom University. 
He adds, however, that "they will survive 
for sure, but they won't grow very rich." 

Thai-Chinese like Surat and Churat 
would prefer it that way, perhaps. At the 
height of Thailand's economic boom, they 
would have been considered commercial 
dinosaurs, unwilling to take risks, unwill- 
ing to borrow cheap capital from over- 
seas, and unwilling to invite outsiders to 
invest in their companies. 

That kind of prudence ensured that 
many small Thai-Chinese businesses had 
enough liquidity when the bad times came. 
Panya Chattanrassamee, who owns an 
executive-search company in Bangkok, 
says fall-back cash reserves will be vital 
for many small businesses to survive. 
"Right now it's better to save cash until 
recovery becomes evident," he says. "Cash 
reserves can help maintain a business." 

Sita agrees. "If I hadn't kept cash in 

in profit each year. 
"If you go above 
200 million baht, 
you need to bring 
in partners and new 
staff, which means 
the profits are more 
divided," says Sita. 
Having no outside 
shareholders, h e  
claims, is the key to 
resilience: "I do my 
own business alone. 
When I am in 
trouble I use my 
personal reputation 
with the banks to 
get credit. When I 
make profit, I'm the 
one who keeps the 
money." 

What makes the ethnic-Chinese family business tick $ 
0 

Strengths Weaknesses 
S CONTROL :- -- D 

Intensity of managerial Lack of neutrality and 
commitment professionalism 

Reliability of managerial Goal displacement possible 
commitment when control is unclear 

Cost-effic~ency by reducing Coordlnation problems due 
bureaucrat~c control to lack of focus 

-p. ADAPTIVENESS '̂ :, 
Strategic flex~b~llty Danger of nonratlonal, 

opportunrsttc leaps 

Speed of response Possible diffraction of 
organization 

Personal vision can be Lack of creative tension and 
operationalized debate on strategic issues 

Source: The Spirit of Chinese Capitalism by S.Gordon Redding 
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the bank, I'd be finished by now," 
he says, adding that he has 
enough liquidity to survive for at 
least another year if business is 
flat. Sita has cash to spare partly 
because he shunned the extrava- 
gant lifestyle of the boom years. 
His inexpensive attire and small 
but tidy office attest to a pen- 
chant for thrift. The soft-spoken, 
slightly built businessman recalls 
how his friends laughed when he 
bought an Australian-made 
Holden instead of a Mercedes. For 
Sita, the purchase was in charac- 
ter: "I bought the car for 1 mil- 
lion baht in cash. At the time a 
Mercedes cost 3 million baht. 
When people ask why I did not 
buy a Mercedes I tell them that I 
saved 2 million baht in cash." 

Beyond excessive materialism, 
Sita also saw many of his friends 
fall into debt because, as he sees 
it, they strayed from the tradi- 
tional Chinese way of doing busi- 
ness. Looking at Thailand's econ- 
omy today, Sita believes that too 
many people were distracted by a 
foreign business culture. "I never 
appreciated the MBA culture," he 
says. "It trains people to cheat- 
to do business in a wav that ex- 

Paying the price: Theera Boonyasiriwat's business grew too fast 
and was undone when the economic crisis hit Thailand. 

ploits others all the time, taking shortcuts is there in your account," says Sita, who 
to profit and inflating their asse&." hasn't bounced a cheque in 17 years of 

Even though Sita has managed to keep doing business. 
Atis Build's head above water, other com- Born to a father from Hainan Island 
panies' troubles affect business. His brother- who settled in the central Thai province of 
in-law's steel-supply company has been Suphanburi and built river boats, Sita 
badly hit, with its monthly turnover down studied engineering at IQon Kaen Univer- 
to 50 million baht from about 400 million sity. There he got involved in student poli- 
baht. To help out, Sita has built a 10- tics in the mid-1970s, and like thousands 
million-baht warehouse for his brother-in- of others protesting against the military 
law and asked for no regime at the time, 
uavment. Thai-Chi- Sita fled to the jungle . , 
nese business tradition 6 1f I hadn't kept 
dictates it should be  

and joined the-CO&- 
munist Party of Thai- 

so. His brother-in-law cash in the bank, land. A go;ernment 
gave Sita his first amnesty five years 
experience in business I'd be finished later allowed him to 
at ' the steel-supply by now 9 return to a normal Iife. 
company. "We have He joined his brother- 
to &lp kach other in 
business," Sita points 
out. "Because when 

-Atis Build Co.'s 
in-law's firm, but in 

Sits Karnkriangkrai 1982 started a small 
construction business 

we make a profit, w e  
get it from them. My  
business is based on trust." 

Trust is a hard principle to live by these 
days, however. Many of Sita's suppliers 
have begun to insist on cash payments, 
even as raising money from banks has 
become harder, and cement, a vital com- 
modity in the building trade, has become 
costlier. "You have to  pay in advance for 
materials. People don't believe the money 

with some friends. As 
now, Thailand was 

then heading into recession, but that slump 
was easier to ride out because the baht's 
value was fixed. Says Sita: "It was more 
predictable, more certain." 

Like Sita, Churat was at university dur- 
ing the turbulent mid-1970s, but didn't 
follow his friends into the countryside. "I 
was tempted, but I liked the city life," he 
quips. Besides, as the eldest of eight chil- 

dren, he had to take over the fam- 
ily business. 

The current economic heart- 
ache has taught Churat that the 
way his fathkr did business-in 
the same tumbledown wooden 
warehouse where Churat now 
works--can help him survive. He 
has adapted to the crisis by 
shrinking inventory and freezing 
orders from his suppliers. The 
ability to scale back, he says, rests 
on three important pillars: "Stay- 
ing out of debt, concentrating on 
one business, and being totally 
family-owned . . . I don't bring 
too much theory into my busi- 
ness, I work with my own logic." 

However, neither logic nor the 
Chinese gods arrayed in his meet- 
ing room has helped Churat pro- 
tect his business from losing 
money in the teeth of the current 
crisis. Cheung Chai Hah was 
started by immigrants from 
Shantou in southern China 40 
years ago. In the boom years from 
the late 1980s till the mid-1990s, 
the firm boasted an annual turn- 
over of 1 billion baht. Since July 
last year, sales have plunged 60 % . 

Churat saw the crisis coming 
well before it hit. In a response 

similar to Theera's, he tried to downsize 
by slashing inventory. But there's a limit 
to the costs he can trim, because the baht's 
value has plummeted so quickly and his 
business needs to import about 40% of its 
material. Even so, Churat has managed 
not to lay off any of his 70 employees. 

A s with so many businesses in Thai- 
land, the major impact of the crisis 
has been on liquidity. Churat now 

insists on cash payment from clients whom 
he doesn't know well. Regulars still get 
credit, in a continuation of business ties 
built on trust. Churat says that small clients 
pay up, while big firms "are more untrust- 
worthy." In another effort at damage con- 
trol, he is asking banks and suppliers for 
more time to pay them back. "These days 
you rely more on banks, but you have to 
have good business. If you open up a letter 
of credit, the bank screens it very carefully 
and they chase after the money much 
faster," he says. 

For Theera Boonyasiriwat, the econ- 
omic turmoil has provided a particularly 
harsh lesson. Now that Melec has closed 
its doors to business, the family is relying 
on a small printing press started by his 
father and currently run by Theera's wife. 
The press makes about 1 million baht in 
annual profit, enough to run the house- 
hold, says Theera, whose lined face makes 
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him look older than his 46 years. 
The family was saved from further pain 

only because Melec's debt burden at closure 
equalled its assets, underlining the irnpor- 
tance of keeping cash in reserve instead of 
the debt favoured during the boom years. 
All Melec's shareholders have repaid the 
banks. Theera even managed to set up a 
small air-conditioner service company to 
rehire people who had worked for Melec 
over the last decade. "I don't want the 
company to completely die. I'll go into 
hibernation and wait for the boom times 
to come back," he says optimistically. 

Theera admits that the previous gen- 
eration worked a lot harder than his own. 
(Theera's Shantou-born father, now 74, 

recently opened a new business selling Bud- 
dhist artifacts.) "My generation liked to be 
comfortable," says the dapper, bespecta- 
cled Theera. "We cannot compete with 
my dad's generation." He believes that 
what will save him ultimately is that, learn- 
ing from his father, he is rather conserva- 
tive in his personal finances, if not in busi- 
ness. Theera, who has two teenage sons, 
says he still has plenty of cash-enough to 
buy the office building, for instance. Most 
importantly, he has the traditional 
familv-owned business to fall back on. 

So what went wrong? According to 
Theera, Thailand did too much business 
Asian-style. Unlike Sita-and to an extent 
Churat-who believe family ties will help 

people survive, Theera is convinced that 
too much trust in personal ties contrib- 
uted to the crisis. "We gave people credit 
by just looking at people's face without 
substantial facts to support such a deci- 
sion. At the same time, we borrowed 
things from the West, like speculation on 
commodities," he says bitterly. "It's a mix- 
ture of bad things from both cultures. We 
lost our sense of perspective-a sense of 
what was possible." 

Theera spealts from experience. Star- 
ing blankly at a television screen with run- 
ning stock prices, he admits to sinking 2 
million baht in the stockmarket. "I just 
try to forget about it now," he says, with 
a shale of his head. 

ing stock in southern China, are today the pillars of corporate The Chinese Way afe in their adopted lands. in Thailand, the ethnic Chinese 
have been instrumental in developing the private sector. Over- 

seas Chinese Business Networks in Asia 

T he setting is spartan and unambigu- says the Thai-Chinese, which make up 
ously Chinese. A family of four sits about 10% of the population, control an 

around a dinner table, eating boiled rice. estimated 81% of listed companies by mar- 
Their faces are drawn and hungry. Above ket capitalization. 
the dimly-lit table hangs a dried fish. The Chinese in Thailand have blended 
Looking up from her bowl, the wife asks more smoothly into the country than have 
the husband how the family can possibly their counterparts in other Asian nations. 
save more in these hard times. Suddenly, They suffer from little of the tension and 
the fish opens its eyes and begins to speak. Television lessons on frugality. suspicion stalking the ethnic Chinese in 
"Well, why not try using a more energy- Indonesia, for example. This perhaps 
efficient light bulb," it says. accounts for the more proactive role that Thailand's Chinese 

In this recent television advertisement, the Electricity community is playing in tackling the country's worst econ- 
Generating Authority of Thailand uses a traditional Chinese omic crunch in more than 50 years. They are rediscovering 
fable to promote energy conservation. The story goes that in the traditional Chinese value of frugality not just personally, 
order to save money on food, poor Chinese immigrants used but at the national level. Prominent Thai-Chinese families 
to hang dried fish over the table so they could inhale the have spearheaded a campaign to donate gold and foreign 
aroma while they ate a frugal meal of boiled rice. The urge to currency to the Thai government. The gestures, though, remain 
save "is very much the Chinese way of thinking," explains largely symbolic, given the scale of Thailand's economic 
Vorasakdi Mahatdhanobol, a s~ecialist on Thai-Chinese cul- ~roblems. Michael Vatikiotis . . 
ture at Bangkok's Chulalongkorn University. He 
says this thmking epitomizes the enduring values 
of fruealitv which the advertisine aeencv calcu- 

land and other fdreign lands with little more 
than a pillow and a mat to sleep on. The 
immigrants faced immense hardship at first, 
but through thrift and perseverance worked 
their way to a better life. In Thailand, the 
presence of Chinese immigrants was noted as 
early as the 1660s. Significant numbers of 
Hokkien Chinese also arrived in Thailand in 
the early to middle 19th century. The final 
wave accompanied the communist takeover 
in China in 1949, according to Overseas 
Chinese Business Networks in Asia, an analy- 
sis by Australia's Department of Foreign 
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lated would be understood immediately by every Southeast  Asia's ethnic-Chinese communities wield a n  
Thai viewer. economic clout disproportionate t o  their numbers S 

Dirt-poor and usually borrowing the cost of a ,-, C 

I MALAYSIA 
Ethnic Chinese make up 
29% of population, but 
control 69% of share 
capital by market 
capitalization 

passage on the steamers leaving ports like Guang- 
zhou and Xiamen, the Chinese arrived in Thai- 

- 

SINGAPORE 
Ethnic Chinese make up 
77% of population, and 
control 81 % of listed 
firms by market 
ca~italization 

THAILAND 
Ethnic Chinese ma ke uo 

Affairs and Trade. 
Many of those immigrants, from peasant farm- 

I a n  estimated 10% o f  ' 
population, but control 
81 % of listed firms by 
market capitalization 

PHILIPPINES 
Ethnic Chinese make up 
2% of population, but 
control 50%-60% of 
share capital by market 
capitalization 

INDONESIA 
Ethnic Chinese make up 
3.5% of population, but 
control 73 % of listed 
firms by market 
capitalization 

Source Overseas Chmese Busness Networks In Aaa by the East As~a Analytical U n ~ t ,  
Department of Foreign Affa~rs  and Trade, Australia 



The market crash of 1929 and the beginning of the Great Depression: Is Japan teetering on the edge of a 1930s-style collapse? 

E C O N O M I C  S U R V E Y  

On the Edge 
Japan could topple as reform slips, debt mounts 

The economic distress calls have gone out 
from its neighbours, yet Japan can't throw 
them life-jackets. That's because the region's 
sole economic superpower is grappling with By Rudi Dornbusch, economist at Massachusetts 

its own gargantuan problems of bad debt and Institute of Technology 

government mismanagement. China, meanwhile, i s  T he millions of people in Tokyo waiting for the Big 

preoccupied with keeping its economic growth from Bang might be in for a real surprise: Big Bang could 

falling dangerously low, and has little to offer its turn out to be the collapse of the Japanese economy 
rather than a new age of competitive finance. neighbours beyond promises not to devalue its currency. Surely the greatest paradox today is that one of the 

This week's third and final instalment of the REVIEW'S richest countries in the world, Japan, is flirting with bank- 
annual economic survey begins with an essay by Rudi mptcy. Its banks are being downgraded by credit-rating 
Dornbusch, an economist at the Massachusetts lnstitute of agencies, its budget deficit has grown alarmingly large, 
Technology, who argues that Japan's problems are so bad, and if unfunded pension liabilities are included, its debt is 

that the country may be on the brink of a Great now equal to more than 200% of GDP. One might even 

Depression reminiscent of America's. In subsequent say that in financial terms, Indonesia looks good com- 
pared to Japan. pages, REVIEW reporters look at the bleak economic The Japanese say that's ridiculous: They work hard, 

landscape in Japan and and the but they are better educated than anyone else, they have tech- 
still troubled prospects for Greater China-China, nology, they lend to the whole world. How can they go 
Taiwan and Hong Kong. bust? But all of these good things could have been said of 
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the United States in 1929 when President 
Hoover and the Federal Reserve pursued 
deeply misconceived policies that plunged 
America and the world into the Great 
Depression. 

Japan today is no different: There 
must be no doubt that Japan is teetering 
on the verge of a 1930s-style collapse of 
financial institutions, confidence and 
economic activity. Taking measures to 
prevent this is "very difficult." The meas- 
ures aren't really understood and they 

demand-less than the regular budget took 
away. But then there is the regular 1998 
budget now before the Diet, which offers 
new fiscal restraint. That, we are told, will 
be offset by new expansion in a subse- 
quent supplementary 1998 budget. Sorry 
all this is confusing, but that is Japan, 
where face-saving and pretence are more 
important than the results. Cut through 
the charade and the truth is that if we are 
lucky there will be a one-quarter-of-one- 
percent stimulus this year on the fiscal side. 

Premier Ryutaro Hashimoto will have to get Japan to 
become part of the solution to the Asian crisis. 

certainly are not believed. Having 
preached to the U.S. for more than a 
decade that deficits are bad, that Japan 
is right, and that free-market pursuit of 
prosperity is inferior to conformism and 
a managed economy means that the 
Japanese public and most surely its 
sclerotic policymaking process cannot just 
jump over their own shadows. Japan is 
trapped. If everything goes well, the 

. That is not enough to offset 
i the impact of deteriorating 
I confidence and a curb on 
j bank loans as the financial 
j system tries to reach mini- 

mum world capital standards. 
Japan is the weakest link in 
the world economy and Asia 
has the misfortune of being 
next door. 

What should Japan do? 
Three steps are essential. First 
and foremost, a huge tax cut, 
say 3% of GDP, is needed. 
Small tax cuts do nothing; 
there is now a need to take a 
big leap forward, create a 
forceful expansion in 
demand, output and employ- 
ment and start rebuilding 
confidence. When confidence 
is eroding, nickel-and-dime 
fiscal policy make the budget 
worse without making the 
economy better. 

Second, Japan must 
immediately do a deep clean- 
ing of' its financial system. 
This is vastly different from 
tinkering with accounting 
rules or setting aside money 
to pay depositors of failed 
banks; it means taking out 

the bad loans and making banks liquid 
and eager lenders. Nonperforming loans 
are somewhere between 12% and 15% 
of GDP and presumably rising. Years of 
bad loans are coming to roost; no bad 
loan was ever refused. Cleaning up the 
banks costs a lot of budget money; not 
doinp it now will cost far more later. 

L, 

Third, Japan must deregulate and open 
up pervasively. The country is festering 

amid an overwhelming bureaucracy that 
has had the last word on literally any 
reform. Deregulation means getting rid of 
bureaucrats; new laws and regulations are 
not enough to reverse the state of affairs. 
As long as the bureaucrats are in place 
they will do what they have been 
appointed to do-co-opt people from pur- 
suing their market interests or conspire 
with them to conceal bankruptcy and 
misfeasance. 

J apan needs a vigorous market econ- 
omy; the old model is dead. Over the 
next two decades the government 

requires a gigantic amount of money to 
meet its liabilities. More taxes can't deliver 
that. They would merely crash the econ- 
omy as we saw last year. The right answer 
is a vast expansion of taxpayers and econ- 
omic activity-the supply side. That is 
what the US, did in the early 1980s-pay 
for a bank clean-up and big deficits 
through supply-side economics. Patently 
it has worked, since America enjoys both 
full employment and a balanced budget. 
And in the face of an acute labour short- 
age the U.S. can even afford to do such 
controversial thinas as abolish welfare. " 
Like sclerotic Europe, Japan must now 
adopt the US, model. But since that is 
counter to Japanese culture, don't wait 
for it. Don't expect Japan to surprise with 
a sudden rebound either. Not in this cen- 
tury and not for a long time beyond. 

Asia is building its recovery on export- 
led growth. Mega devaluation and reces- 
sion translate into readily available and 
competitive exports. The worse off Japan 
is, the more difficult it will be for Asia's 
larger economies to get back on their feet. 
The size of Japan's market makes that 
point quite obvious. The bad news, of 
course, is this: Asia needs to resume 
growth one way or the other. The sicker 
Japan is, the more depreciated the Asian 
currencies will have to be and the more 

country will just putter along with 
near-zero growth. If something I 

p- 

goes wrong-and it does not take 
m 

much, as we saw when the fall of 54 Japan: Time of Troubles 
Yamaichi Securities sparked wor- 
ries of a nationwide bankine col- 55 China: Cooling Off 

lapse-Japan will go over thi  cliff 56 South Korea: Aftershocks Rumble 
and pull down t h e ~ s i a n  region in 57 K ~ ~ ~ :  ~ ~ i l d i ~ ~  ~l~~~ 
the process. 

True. there is a 1997 s u ~ ~ l e m e n -  58 Taiwan: No Escape 

Asia and Japan will compete in running 
huge trade surpluses against Europe and 
the U.S. There will surely be a strong 
message from the advanced countries: no 
thank you. Trade conflict is a real possi- 
bility. 

The Asian discussion has focused 
excessively on the U.S. role in the bailouts, 

whether the IMF was right or  1 wrong, and what the programmes 
should look like. But the most 
immediate answer for the region is 
a prosperous Japan. That is in 
Japan's own interest and it is para- 
mount for the region. Why don't 
Asian leaders get the message and 
tell Japan: Shape up and start being 
Dart of the solution rather than com- 

tary bhdget which ad& some plicating the problem. 
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E C O N O M I C  S U R V E Y :  T A I W A N  

There's No Escape 
Taiwan's central bank offers new flexibility 

and foreign-exchange reserves of $83.5 
billion as of December, Taipei has the 
luxury of relying on fiscal policy to stimu- 
late growth. Increased domestic spending 
on infrastructure projects, for instance, 
could take up any slack in consumer 
spending, which some analysts say 
accounted for more than half of last year's 

By Julian Baum in Taipei 

Taiwan has stood on the 
sidelines of the region's 
economic turmoil, at least 
according to government 
officials and economic 
planners. ~ndee'd, because 

it exports mainly outside Asia and regu- 
lates its banks more strictly, the island has 
not been battered as badly as its South- 
east Asian neighbours. 

Yet Taiwan has not escaped the regional 
upheaval, and the effects have been a mix 
of the right and wrong lessons learned. On 
the positive side, the turbulence in regional 
foreign-exchange markets has forced the 
island's Central Bank of China to become 
more market-friendly, say private bank- 
ers. The bank has become less quick to 
accuse currency traders of speculation and 
more tolerant of wider daily fluctuations 
in the New Taiwan dollar. 

"After this financial crisis, you will see 
the New Taiwan dollar move more freely 
than before," says C.J. Chien, vice- 
president at Citicorp International Securi- 
ties. In the past, the currency's exchange 
rate moved within a very tight margin, 
often fluctuating only one-tenth of a New 
Taiwan dollar or less in one day. An 
exchange rate driven more by market 
forces than by central-bank policies should 
help Taiwan remain more competitive. 
"For a healthy economy, your exchange 
rate has to have a certain degree of flex- 
ibility," notes a senior economist at a local 
brokkrage house. 

The less beneficial consequence of the 
currency's new freedom is an expected 
delay in opening up the island's financial 
markets by 2000. Meeting the ambitious 
deadline, a declared goal of former 
Premier Lien Chan, was always doubtful. 
Now it most likely will be missed- 
because, says Minister of Economic Affairs 
Wang Chih-kang, some officials believe 
that Taiwan's curbs on  capital flows and 
foreign-exchange trading helped to protect 
the economy. 

This would be the wrong lesson for 
Taiwan to learn from the financial debacle, 
analysts say. "The problems we saw in 
Southeast Asia and Korea have little to 
do with these countries being too liberal 
on capital flows," says Duncan Wool- 
dridge, a senior economist at Merrill Lynch 

in Taipei. One of the core issues had more 
to do with excessive investment rates with- 
out regard for the rate of return. On that 
score, says Wooldridge, Taiwan's lending 
institutions have shown they are able to 
assess credit risk with little political inter- 
ference from the government. 

For the present, Taipei needs to con- 
centrate on outlining policies to cope with 
the duller months ahead. Should the 
central bank fight inflationary pressures 
caused by the higher cost of imports fol- 
lowing the New Taiwan dollar's 18% 
depreciation last year? Or should it stimu- 
late growth to compensate for weaker 
export performance? 

Private forecasts for GDP growth in 
1998 range from as low as 4% by SBC 
Warburg to 5.5% by Citicorp; local econ- 
omic research institutes put it at 6.0%- 
6.2%. For its part, the government's Coun- 
cil for Economic Planning and Develop- 
ment sees GDP growth for 1998 at 6.7%, 
the same rate estimated for last year, 

economic growth. 
Much of what happens in 1998 will 

depend on the resourcefulness of export- 
ers, especially in the heavy-machinery and 
electronics industries. Now that orders to 
China and Southeast Asia are slipping, 
machinery makers are scrambling for new 
markets in South Asia, the Middle East 
and Latin America, says an official at the 
Taiwan Association of Machinery Indus- 
try. With regional sales in decline, record 
numbers of Taiwanese companies are par- 
ticipating in trade fairs as far away as 
Istanbul, New Delhi and Mexico City. 

E lectronics exporters are much more 
bullish. Acer, Taiwan's largest com- 
puter maker, projects a 35% increase 

in sales of personal computers for 1998. 
Mitac, a major original-equipment manu- 
facturer for Compaq; envisages a 50% 
increase in revenue for the year, mostly 
on the strength of its ability to meet 
demand for low-cost computers for export 
overseas. 

which in itself was an improvement of one 
full percentage point over 1996. Analysts 
note, however, that the sluggishness they 
foresee has yet to show up in economic 
indicators. "I think the slowdown will 
come, but I don't think it will be as trau- 
matic an experience as it's going to be for 
other countries in the region," says Mer- 
rill Lynch's Wooldridge. 

With a healthy current-account surplus 
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Meanwhile, the February 1 6  plane 
crash that killed Central Bank Governor 
Sheu Yuan-dong and four other senior 
bank officials should have no effect on 
Taiwan's financial policies, according to 
government spokesman C.J. Chen. 
Observers say, however, that the loss of 
so many experienced officials at the cen- 
tral bank could temporarily handicap Tai- 
pei's efforts to assist Southeast Asia. W 
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C U R R E N C I E S  since recovered somewhat. With uncer- 
tainty growing over Indonesia's economic 
future, the region may have to deal with 
even more turbulence-Thai Prime Min- H a n ke r i n g f o r a Peg ister Chum Leekpai told the m v ~ w  that 
the world views the region as a single unit. 

Jakarta's challenge to the IMF's pre- Indonesia forges ahead with its currency-board plan scription, of austerity and reform also 
comes at a time when many are question- 

By Salil Tripathi in Jakarta 

I t was more of a classroom lecture on 
monetary policy than a press conference. 
Although a roomful of reporters fired a 

barrage of questions at him, Steve Hanke 
deftly picked the few he wanted to answer 
and evaded the rest. For the most part, he 
talked in his slow, purposeful manner, 
spectacles perched on the bridge of his 
nose, about the economic rightness of a 
currency peg for Indonesia in these 
troubled times. It's an idea championed 
by Hanke, who has emerged as President 
Suharto's economic guru in recent weeks. 
And it is creating much heartburn for the 
country's economic policyrnakers. 

The president's insistence on taking 
Hanke's advice to peg the floundering ru- 
piah has led to a stand-off with the Inter- 
national Monetary Fund, which has threat- 
ened to withdraw a $33 billion bailout 
package if he goes ahead with plans to set 
up a currency board to implement such a 
link, presumably to the U.S. dollar. The 
IMF believes such a radical measure can- 
not work in Indonesia under the present 
circumstances: The country's reserves are 
low, banks are weak, and corporate debt 
is high. Reserves are needed to back the 
peg, and banks need to be strong to with- 
stand high interest rates. High corporate 
debt means the government's coffers could 
be drained of foreign currency as com- 
panies pay off foreign loans. 

Hanke refuses to define the precondi- 
tions necessary to establish a board. Nei- 
ther does he accept that there could be a 
run on U.S. dollars as soon as a currency 
board is set up. The Johns Hopkins Uni- 
versity professor-who comes across as a 
preacher with a missionary zeal that some- 
times borders on the arrogant-argues that 
nothing in the IMF-Indonesia memoran- 
dum prevents a currency board. Dismiss- 
ing his critics as inaccurate and ignorant, 
he says: "My plan is not a substitute to 
IMF; it complements the programme." 

The rupiah initially rose to 7,000-levels 
against the dollar on news of the currency- 
board plan, but it later tumbled to about 
10,000 as the plan met criticism from the 
IMF and world leaders. Australian econo- 
mist Michael Backman says: "The world 
is on the verge of deserting Suharto and 
the markets certainly have. The rupiah is 
now an accurate messenger, and by 
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Suharto's economic guru: Steve Hanke has a 
rescue plan for the rupiah. 

attempting to fix it, Suharto is simply try- 
ing to shoot the messenger." 

Worse, he is destabilizing the region. 
Other currencies such as the baht and the 
ringgit, which had been strengthening 
before the feud broke out, declined in tan- 
dem with the rupiah, although they have 

ing some elements of its severe prescrip- 
tion for Thailand and South Korea. The 
US.-supported IMF programmes will bring 
unemployment and bankruptcies in the 
short term as they try to rid. those coun- 
tries of economic deadweight and make 
them more efficient. That makes the fight 
over how to fix the Indonesian economy 
a defining moment in the seven-month old 
Asian crisis. 

To be sure, the IMF's opposition to a 
currency board is not doctrinaire. In fact, 
the multilateral agency in the past has rec- 
ommended just such a system for trou- 
bled economies in Bosnia, Estonia and 
hyperinflationary Argentina. Indeed, 
Hanke's main success has been in Argen- 
tina, where an autonomous currency board 
is constitutionally mandated. Says an 
economist familiar with Hanke's work: 
"He is a highly successful salesman who 
sells his device to all countries, whether 
small ones like Estonia, where it is prob- 
ably appropriate, or large ones such as 
Russia, where it is not." 

Critics say it isn't appropriate for Indo- 
nesia either. The country's reserves are a 

> .  

HARMONIC BALANCE 

Under a currency board, Indonesia would link its supply of local currency directly to 
its supply of US. dollars. That means the amount of rupiah in circulation has to be 
held steady with the amount of dollars the country owns. 
If too many people exchange rupiah for dollars, local currency reserves would 
dwindle. With fewer rupiah around, interest rates on local currency loans and 
deposits would rise, making the rupiah a more attractive investment. 

Source: REVIEW Data 



mere $19 billion, compared with the $30 
billion-40 billion that economists believe 
would be needed to back a currency board. 
In addition, about $30 billion of private 
foreign debt falls due this year. Once 
dollars are affordable at a pegged rate, 
companies may decide to buy huge 
amounts to pay off their debt, thus reduc- 
ing reserves. In addition, many economists 
question whether Indonesia could weather 
the extremely high interest rates-by some 
reckoning as high as 200%-that a cur- 
rency board might require if people shift 
money en masse from rupiah into dollars. 
(Rates of 300% were seen in Hong Icong's 
interbank market in October when exactly 
such a move happened; they have since 
fallen as depositors return to local cur- 
rency.) 

Hanke dismisses this scenario, holding 
up the examples of Bulgaria and Argen- 
tina, where interest rates actually fell after 
currency boards were set up. But Neil 
Saker, head of economic research at  
SocGen-Crosby, points out that such a 
turnaround would happen only in econ- 
omies reduced to a rubble, where any 
credible, austere step like a currency board 
inspires confidence. Indonesia hasn't 
experienced such severe hyperinflation 
and isn't yet in such dire economic straits. 

S 
ome economists argue that much of 
Indonesia's problem with the IMF 
package has to do with Jakarta's fail- 

ure to implement its conditions faithfully. 
The first deal struck in mid-November 
flopped when, among other things, Indo- 
nesia backtracked on cancelling certain 
infrastructure projects. Implementation of 
a revised package in midJanuary has been 
equally half-hearted: A plywood monopoly 
meant for the axe survives, and mono- 
polies continue to grow-an exclusive new 
water-supply contract was recently given 
to Suharto's grandson, Ari Sigit. 

Not surprisingly, local business people 
who want cheap dollars believe the presi- 
dent should be allowed to try the option 
of a currency board, since the IMF in their 
view has clearly failed to stabilize the 
rupiah. Argues James Riady, deputy chair- 
man of the Lippo group: "The system has 
the potential to provide a stable currency 
and manufacturers can start planning to 
do business. " 

For the moment, though, it seems the 
currency board can take off only with IMF 
support. And that won't happen unless 
Indonesia implements promised banking 
and debt-repayment reforms. Faced with 
global opposition to his plan, Suharto may 
buy time by delaying implementation, 
perhaps until August, -by which time 
domestic banks should have begun restruc- 
turing in earnest. M 

Sweet Smell of Success 
By Eriko Amaha in Tokyo 

I n a country where taking hot baths 
is the national pastime and politeness 

the national virtue, it's no surprise that 
scientists are waging total war on 
offensive body smells. What is surpris- 
ing is that one of them is claiming total 
victory. Meet Tadao Hamaya, presi- 
dent of Tokyo's Ricom Corp. A sim- 
ple mushroom extract, he says, elimi- 
nates all unwanted body odours-foul 
breath, stinky sweat, even bathroom 
smells. The extract, called Champex, 
is now available in nearlv 20 food 

ended in September. 
Yoshiharu Tomura, a marketer at 

Kanro, the company that makes Nio- 
One, says he originally expected the 
candy to be popular among the young, 
many of whom have become 
ultra-fastidious about hygiene. For 
example, young women prefer to 
withdraw cash from special automatic 
teller machines that use heat-pressing 
to dispense crisp, germ-free bills. But 
now middle-aged businessmen have 
also taken to Nio-One. "These 
businessmen do care about body 
odour," says Tomura. 

- - 

Champex suppos- 
edly works by attack- 
ing smells at their 
source: in the intes- 
tines. Bacteria there 
convert some nutrients 
into putrid substances 
such as ammonia and 
hydrogen sulphide. The 
claim is that Champex 
prevents these sub- 
stances from being 
absorbed into the 
bloodstream. 

Nice theory, but 
does it work? Masaki 
Honbo, a high-school 
student checking out a 
garlic restaurant one afternoon, cer- 
tainly thinks so. He's hooked on a 
candy called Nio-One, a name that's a 
pun on a Japanese word that means 
"doesn't smell." He says: "I use it after 
I eat dinner. It refreshes your mouth 
too." 

Hamaya himself claims: "Many 
products are designed to eliminate bad 
smells just in your mouth. But our 
product does the job from your stom- 
ach." The 48-year-old studied in 
Germany and worked at a foreign 
trading company importing chemical 
products before founding Ricom in 
1982. The annual market for products 
using Champex is Y10 billion ($80 
million), and Hamaya expects that 
figure to grow several times in coming 
years on the back of strong demand. 
Ricom itself posted pretax profits of 
Y600 million in the fiscal year that 

Ricom scientists 
started looking into the 
humble mushroom in 
1989 after they noticed 
its natural, smell- 
neutralizing function. 
They succeeded in ex- 
tracting six substances 
that produce the smell- 
neutralizing effect, and 
have taken out patents 
in the United States 
and six European coun- 
tries. (Eating actual 
m u s h r o o m s ,  
incidentally, doesn't do 
smelly people any 
good-or so says the 
company .) 

Now even greater profits may await 
Hamaya from medical use. According 
to a study by Tatsuo Shiigai, director 
of the Toride Kyodo General Hospital, 
Champex may suppress the progress 
of renal failure. And at the Akita East- 
ern Medicine Institute in northern 
Japan, four of six elderly patients suf- 

l 

fering from watery stool saw improve- 
ment after taking Champex. I 

Further tests are needed to estab- 
lish Champex's medical worth, but 
Kiyoshi Kanaya, a cllnical technician 
at the institute, may have another 
reason for being a Champex fan. He 
believes that it may help break down 
alcohol. "I take it before I go out drink- 
ing," he says. "Nowadays, I don't get 
a hangover." 

Ricom, however, makes no claims 
as to Champex's value for the morning 
after. M 
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ASIAN EXECUTIVES POLL 
g Asia's crisis: The worst isn't over . . . 

. . . but the bourses don't know it 
f Reform report card: The best and the worst 
g Investing in the crisis-hit countries 

Is the worst over in Asia 'S economic crisis? 

Keep the champagne corked: Overall, the majority 
(60.5%) of business leaders polled across the region 
say the worst isn't over. 

Have Asian governments carried out enough 
economic reforms to justify the optimism displayed 
by the region's stockrnarkets in early February? 

0 % 100 
Malaysia . . . . - - . - -- - 
Taiwan 

lndonesia B 
Philippines 

Australia B 
Thailand 

Singapore 

Japan 

Hong Kong 1 2 . 5 1  

South Korea 5 . 6 1  

m 

Overall, the majority (79.2%) of respondents believe 
the early February spike in the region's bourses was 
the result of misplaced optimism. 

Which country-Thailand, Malaysia, lndonesia 
or South Korea-has gone farthest in reforming 
its economy in recent months? 

0 % 100 
Thailand 5.6 

Japan 8.7- - 
Malays~a 

Hong Kong L . 
Philippines &S=-m- 

Singapore 

Taiwan 1 1 . 8 m  -,-.- 
Australia 

Which cbuntry- haila and, Malaysia, lndonesia 
or South Korea-is now most attractive for 
investment? 

Thailand 5 . 6 b  . -- 5.6 

Hong Kong 

Ta~wan 5.9- 

Singapore 6.4- 

Japan 4.5 -' 

lndonesia m ,',z -6.7 

Philippmes my- -- 
Malaysia 

South Korea 11.8 South Korea 6.3 1 
p-  

6.3 

lndones~a 7.1 --7.1 Austraha b. 
Tha~land L% lndones~a 

6 Malaysia South Korea 

Thailand -m lndonesia 

Malaysia South Korea 

Overall, 51.6% pick South Korea, 23.4% Thailand, Overall, 41.9% of business leaders polled across the 
22.3% Malaysia and just 2.7% Indonesia. Note the region pick Malaysia, 29.6% Thailand, 22.6 % South 
response from Indonesia. Korea and only 5.9% Indonesia. 

The Asian Executives Poll, a weekly fax survey, is conducted by  the REVIEW and CNBC Asia Business News. 
Respondents to the pol l  are top company executives in l 0  Asian countries. 

The survey is administered by Asia Studies-Wirthlin Ltd. o f  Hong Kong. 
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