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China 
China has not been impacted by the currency crisis as the other South East Asian countries, but its 
banking sector and SOE's are potentially vulnerable. China is also indirectly vulnerable in the 
unlikely event of a collapse of the Honk Kong dollar. 

• Market Developments 
=> Exchange rate stable: Yuan has been stable since beginning of the year. China has Art. 8 

status (no capital account convertibility) 
=> Interest rates stable: No change in (administered) deposit and lending rates, despite falling 

inflation. Interbank rates slightly down to 11 .5 % p.a. 
=> Stock market increased: The stock market has gone up by 24 percent since January. 

Slowdown in rise after transaction tax, IPO increase 
=> Export growth significant: Export grew by 24 percent between January-August (YOY). Trade 

balance +$25 .5 January-August 
=> Foreign Exchange reserves increased: The present level of foreign exchange reserve is around 

$126 billion, equivalent to 9 months of imports, up from $105 billion at the start of the year 

• Policy Developments 
=> SOE Reforms: The 15th party congress mainstreamed ongoing SOE reforms. Expect 

announcements on bank recapitalization/SOE reforms in November 1997 
=> Possible Export slowdown: Watch for slowdown in export growth in light of competitor' s 

devaluation 

Indonesia 

• Market Developments 
=> Exchange rate depreciated substantially and remains volatile: The value of Rupiah has 

depreciated against$ by 50% since the currency crisis, and rupiah closed at 3662/$ on October 
20 compared to 2432/$ at end June1

. The Central Bank has intervened to stabilize the 
currency, and it is estimated that Indonesia has sold over $2 billion (about 10% of total 
reserves) since the crisis . 

1 The depreciation is based on the change as a ratio of the previous level of exchange rate (this method is 
different than the one used by the IMF) . 
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~ Interest rates increased significantly and remain high: The over night interest rate had 
increased from 14% at the end-June to 52% at the end of August, and it was 31 % on October 
20 

~ Stock Market index fell substantially: The composite Jakarta Stock market index has fallen by 
29%, from 725 at the end of June to 514 on October 20. The stock market reached its low of 
486 on September 1 

• Policy Developments 
~ Loss of Confidence: Market response to the earlier policy measures and announcements was 

weak. 
~ IMF/ WBIADB assistance: On October 7, the President formally agreed to invite a joint 

IMF /WB/ ADB mission to discuss a program and possible financial assistance. The IMF has 
prepared a draft letter of intent for review by its senior management and the Indonesian team. 
WB has collaborated closely with the IMF mission. Negotiations are at a delicate stage 

Malaysia 

• Market Developments 
~ Exchange rate depreciated significantly: Ringgit has depreciated by 32% against $, and it 

closed at 3.32/$ on October 20 compared to 2.52/$ in June. The Ringgit has been under 
increased pressure since the announcement in early August of a June trade deficit of over $1 
billion, the largest monthly deficit in 17 years . The recent budget announced on October 17 did 
not help to stabilize the ringgit 

~ Interest rates remain low but increasing: The one month KLIBOR, while remaining low, has 
increased to 8.5% compared to 7.5% in June. The growth of broad money and credit to private 
sector in the last twelve months to August remained relatively high at 20.3 percent and 28.6%, 
receptively 

~ Stock Market down: The KLSE index has fallen by 29% to 768 from 1077 in June 

• Policy Developments 
~ 1998 Budget: Mr. Anwar Ibrahim, the Finance Minister announced the 1998 Budget on 

October 17, aggressively seeking to restore investor confidence in Malaysia in the aftermath of 
the currency and stock market turmoil. The Finance Minster said that the proposals in the 1998 
budget will be followed by additional measures if necessary. The budget, a 1. 9% increase from 
1997, projected 7% economic growth in 1998 following a decade of 8% or greater expansion. 
The budget is aimed at curbing growth in imports and credit. Market response to the budget 
has been lackluster 

~ Expenditure cuts: the 1998 budget has deferred projects worth a total of 65.6 billion ringgit 
($20.38 billion); projects deferred include the Bakun Hydroelectric Project, the Putrajaya (new 
federal capital) Administrative Center Phase 2, the Northern Regional International Airport, 
the Cameron Highlands-Frasers Hill-Genting Highlands Road project, the Straits of Malacca, 
Malaysia-Indonesia bridge, procurement of military vehicles, and LRT (light rail transit) 
overhead rail networks 

~ Tight Monetary Policy: Central Bank announced that monetary policy would be tighted for the 
rest of the year. Bank Negara Malaysia (BNM) said the annual rate of loan growth will decline 
to 25% by the end of 1997 from 28.6% at the end of August, and it will further tighten to 15% 
by end of 1998 

·• 



3 

=> Current account deficit projected to go down: The external current account deficit, which is 
presently around 5.5% of GNP, is projected to go down to 4% of GNP in 1998. The deficit 
will be largely financed by net inflow of foreign corporate direct investment. The 1998 budget 
has introduced a number of import measures including · increase in tariffs on imports of 
completely built cars (CBU) to 140-300% against 140-200%, increase in import taxes on 
consumer durables (e.g., refrigerators) from 25% to 30%, and increases in import duty of 
between 5%-20% on bulldozers. Export industries given tax breaks, corporate taxes reduced to 
28% from 30%. Foreign exchange reserves are expected to go down to 3.8 months of imports 
by end-1997 against 4.6 months of imports at end 1996. Exports : Weak currency triggered a 
surge in the exports of tin and palm oil 

=> Banking sector: Central Bank Negara Malaysia is tightening rules on classification of non
performing loans to three months in arrears from six months and raising general provisions to 
1.5% from 1 % of total loans. Banking institutions will have to provide information on non
performing loans, exposure by sector and movements in their provisions for bad and doubtful 
debts including interest in suspense. Banks and finance companies will have to limit their 
exposure to property sector to 20% of total outstanding loans. To increase national savings, 
the budget introduced an increase to 19% from 17% in the voluntary employers ' contribution 
towards the Employees Provident Fund. Rules governing the ownership of residential 
properties by foreigners to be relaxed 

Philippines 

• Market Developments 
=> Exchange rate depreciated substantially: Since July l , the Peso has depreciated by 29%, 

from a level of 26.38/$ to 33 .92/$ on October 20. On October 7, the Bankers Association of 
the Philippines introduced a volatility band for the Peso which limits volatility to 4% a day, 
after which trading is suspended for the day 

=> Stock Market declined: The stock market has fallen 28% since July 1 and by about 37% since 
end-December 1996 

=> Interest rate high and volatile: The prime lending rates of commercial banks currently range 
between 26-30%. 

• Policy Developments 
=> The Government has done reasonably well in handling the effects of the crisis since July. 
=> But markets remain tense, and the extent of corporate distress and banking repercussions can 

be expected to grow as long as interest rates have to remain at current high levels. So far only 
about three firms have requested protection from their creditors . 

=> The IMF is scheduled to conduct its final review of the EFF/Emergency Financing Mechanism 
in early November. (The IMF Board held an interim meeting on October 15-this was a 
review, not a decision meeting.) 

=> The Government has not yet requested a new IMF program or fast-disbursement lending from 
the Bank. But we have offered TA on banking and are awaiting Government response on 
specific areas of assistance. 

=> High level policy discussions, led by Mr. Kaji, were held with the Government after the Annual 
Meetings. A Bank CEM is being finalized, and a CG meeting has been scheduled for 
December 16-17. 
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Thailand 

• Market Developments 
~ Exchange rate depreciated substantially: After expending sizable reserves defending the baht, 

the Central Bank finally abandoned the peg to the dollar on July 2. The · Thai baht has 
depreciated by over 40% since July 1. Currently a two-tier market (offshore and onshore) is in 
effect. Yesterday, following the Finance Minister' s decision to resign, the baht closed at 37.6 
in local trade and slumped to a record low of 37.9 in the offshore market. 

~ Stock Market has fallen : The Thai stock market has been volatile during 1997. Between end
December 1996 and end-June 1997 the stock market index fell by 37% from 832 to 527. 
While it recovered to 666 by end-July it has since fallen by 23 % to 510. 

~ Interest rates high: Interest rates which had risen significantly since the baht devaluation have 
started to come down since the IMF program was announced in August. The one-day 
repurchase rate has come down from 26% in the first week of September to under 13% now. 

• Policy Developments 
~ Financial Restructuring Package on October 14, 1997: There has been a muted market 

response to the Government's restructuring package for the financial sector 
~ World Bank Position: The operations proposed to support this strategy include a fast track 

Financial Sector Implementation Assistance (FSIA) loan and two structural adjustment loans 
during the next three years. The FSIA loan supports strengthening of the financial sector and 
was presented to the Board on September 11. The first SAL is due to be presented to the Board 
in December. 

~ Political Changes: All 48 cabinet ministers will tender their resignations to open the door for a 
comprehensive cabinet reshuffle. Continued market volatility reflects a lack of confidence in 
the national leadership and its commitment. 

Vietnam 

Vietnam has not been impacted as much as other countries mainly because it is at an early stage of 
integrating into world financial and capital markets. Nevertheless some effects are now becoming 
apparent, particularly as regards exchange rate movements. 

• Market Developments 
~ Exchange Rates: The crisis has increased already existing pressure for the Dong to depreciate. 

Last week, responding to this increased pressure, the State Bank of Vietnam widened the 
trading band within which the Dong is traded in the interbank market to plus/minus 10 percent 
from 5 percent. This resulted in an immediate depreciation of the interbank rate by close to 5 
percent. Given this small movement in the nominal exchange rate, the Dong has however 
appreciated significantly in real terms relative to regional currencies . 

~ Interest Rates: Rates are still administered and have not been affected 
~ International Reserves: Gross reserves have increased by some US$400 million during the 

first half of 1997 but reserve cover is low relative to international standards--around 9 weeks 
of imports 

~ Trade: Export growth has continued to be strong--about 24 percent during January to 
September compared to same period last year. There is however evidence that rice exports 
may slow during the last quarter of the year unless there is further substantial adjustment of 
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the exchange rate. Imports fell by about 2 percent over the same period. Trade balance 
narrowed to about US$ l . 8 billion. 

• Policy Developments 
=> New Government has announced 6 point program of reform that includes actions in key areas 

such as SOE, financial sector and trade reform. No major steps taken as yet. Some bold 
measures will be important for success of the upcoming CG meeting 
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