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In this briefing we look at the economic impacts of the regional currency crisis and, where possible, the drought and fires. The briefing covers the major ASEAN countries, China and Japan. 


The accompanying table provides a quantitative guide to the impacts of the crisis on the prospects in each country (other than China) for growth, inflation, wages, exchange rates and interest rates. China is excluded from the table, but not from the commentary, because of a lack of data. In the table we compare consensus forecasts for 1997 and 1998 made at the end of April, immediately before the first major speculative attack on the Thai baht, with the latest available forecasts made in early October at the beginning of the stock-market correction. These forecasts were compiled from a number of sources, including Asia Pacific Consensus Forecasts (Consensus Economics Inc) and the Pacific Economic Outlook (Pacific Economic Cooperation Council). 


To understand how to use this table, take as an example the comparison for Thailand’s real GDP growth in 1998. Before the crisis, the consensus forecast was for 5.9 per cent growth. The revised forecast, which takes account of the effects of the crisis (and of other factors such as drought and fires) is for 1.9 per cent growth, a reduction of 4.0 percentage points. We attribute all of the difference (ie all of the 4.0 percentage points fall in expected growth) to the expected impact of the crisis on Thailand’s GDP growth in 1998. 


Country-by country commentary


We begin with the country shown in the table to be effected most by the crisis (Thailand), and finish with the country shown to be effected least (Japan).


Thailand (current consensus forecasts for 1998: consumption growth (0.9%), consumer-price inflation (8.8%), wages growth (6.0%), year-end exchange rate (25.3 baht/$Aus))


The Bank of Thailand’s decision to float the baht (2 July), after an unsuccessful defence of the currency, led to a sharp devaluation. The effects of this have been dramatic. Interest rates have risen, leading to higher costs of servicing foreign debt and to a sharp slow down in activity in interest-sensitive areas of the economy. The devaluation has caused import prices to rise sharply, leading to higher inflation. The IMF’s intervention will assist in replenishing foreign exchange reserves. However, it will oblige the government to severely tighten fiscal policy.


Overall, as the table shows, the crisis has severely reduced Thailand’s growth potential in the remainder of 1997 and in 1998. It will also increase inflation, with a small flow on into wage rates. The effects on interest rates will lessen through time, but the exchange rate is expected to remain weak.


Malaysia (current consensus forecasts for 1998: consumption growth (5.4%), consumer-price inflation (3.8%), wages growth (2.5%), year-end exchange rate (2.02 ringgit/$Aus))


After Thailand, Malaysia was the next to experience currency turmoil. The ringgit’s fall, coupled with the plunge in stock market prices, led to increasing monetary and fiscal policy austerity. 


Interest rates and inflation have risen, while economic growth has fallen.


However, relatively little short-term foreign debt has enabled the Central Bank to maintain an accommodative monetral policy which, along with a high saving rate, has helped to avert a financial collapse. 


The numbers in the table suggest that, as a result of the recent events, economic growth will be reduced further in 1998. This reduction has been acerbated by recently-announced government plans to further curb infrastructure spending.


Indonesia (current consensus forecasts for 1998: consumption growth (6.4%), consumer-price inflation (8.1%), wages growth (7.5%), year-end exchange rate (2084 rupiah/$Aus)) 


Since the crawling peg exchange rate regime was abandoned, the rupiah has devalued substantially.


Despite the US$38bn IMF rescue package, financial and economic conditions continue to deteriorate, with low investor and consumer confidence combingin with high interest rates, a dry-up of liquidity to produce contractions in most sectors.


Current high interest rates have not attracted foreign capital, but have intesified the risk of companies defaulting as they struggle to refinance foreign debts. 


Current evidence suggests that the devaluation has been too strong, and that the currency is now undervalued. If this is true, then after a period of stabilisation we can expect to see a strengthening of the rupiah through the second half of 1998. 


The devaluation, together with the requirements of the IMF package, drought and fires, has (not surprisingly) produced a lower 1998 forecast for growth and a higher forecast for inflation. The higher forecast for inflation is due to a surge in import prices which will result from the devaluation. Higher inflation will erode incomes, leading to slower consumption and GDP growth in 1998 than previously expected. The one positive consequence of the devaluation is that it will lead to improved competitiveness. Along with weaker domestic demand, this is likely to curb the current account deficit in 1998. 


the Philippines and Singapore (current consensus forecasts for 1998: (Philippines) consumption growth (5.0%), consumer-price inflation (8.1%), exchange rate (22.64 peso/$Aus)); (Singapore) consumption growth (6.2%), consumer-price inflation (2.3%), wages growth (1.0%), year-end exchange rate (1.07 dollar/$Aus))


The most significant impact of the currency crisis on these economies is likely to be an indirect one. The other ASEAN economies account for nearly a third of Singapore’s exports and just over a quarter of the Philippines’ exports. The worsening outlook for growth in the other ASEAN economies means a downward revision to the export and gdp growth forecasts for Singapore and the Philippines. 


Hong Kong (current consensus forecasts for 1998: consumption growth (5.0%), consumer-price inflation (7.0%), wages growth (8.0%), year-end exchange rate (5.58 dollar/$Aus))


The Hong Kong dollar was the last (before the Korean Won) Asian currency to come under selling pressure.


The Hong Kong Monetary Authority with the assistance of funds from mainland Chinese appear to have fought off the attack. Thus in our table we see Hong Kong expected to enjoy a more stable economic environment than its ASEAN neighbours.


The main uncertainty for Hong Kong stems from the effects of the stock market fall in October (probably not fully accounted for in our table). If this leads to a sustained loss of confidence (for both local consumers and overseas investors) and to reduced consumer wealth, then Hong Kong’s growth forecasts for 1998 should probably be cut.


China (current consensus forecasts for 1998: consumption growth (10%), consumer-price inflation (6.4%), year-end exchange rate (11.2 renminbi/$Aus))


China’s prospects continue to be influenced more by domestic factors than factors emanating from the currency crisis. Through most of the year, the central bank has maintained a fairly tight monetary policy stance in order to cut inflation and to pressure state-owned enterprises into structural reforms. This is likely to result in single-figure GDP growth in 1997 (around 9 per cent), compared with average growth in the three years to 1996 of 12.9 per cent, and an inflation rate of around 6.0 per cent, compared with an average inflation rate over the past three years of 16.5 per cent. 


�
Japan (current consensus forecasts for 1998: consumption growth (1.7%), consumer-price inflation (0.8%), wages growth (2.8%), year-end exchange rate (82.8 yen/$Aus))


Like China, Japan’s prospects continue to be influenced more by domestic factors than the currency crisis. Government officials state that they are not concerned about the yen’s recent weakness verses the US dollar, given the slide in other Asian currencies. The consensus forecast for Japan’s current account surplus in 1998 (not shown in our table) is for a noticeable increase over that in 1997. 


Beyond 1998


With the benefit of hindsight, the currency crisis appears to have been an inevitable consequence of over-valued currencies sustained by too high foreign investment in large (low-yielding) infrastructure projects, and by weak Government fiscal policies. Though there is, and will be, considerable short-term pain for countries like Thailand and Malaysia, over the longer term these countries will gain from the stru
