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The Asia Recovery Report (ARR) is a
semi-annual review of Asia’s recovery
from the crisis that began in July 1997.
The analysis is supported by high-
frequency indicators compiled under the
ARIC Indicators section of this web site.

This inaugural issue of the ARR focuses
on the five countries most affected by
the crisis: Indonesia, the Republic of
Korea, Malaysia, the Philippines and
Thailand. The recovery process in these
five countries together with its strengths
and weaknesses are discussed. The
theme of this ARR is the most immedi-
ate and complex challenge to the re-
covery process—the restructuring of
banks and the corporate sector.
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Highlights

e Asia’s recovery has been encouraging and faster than ex-
pected but incomes and living standards have still a way
to go to reach pre-crisis levels.

e The recovery is uneven—Korea has experienced the stron-
gest recovery, while Indonesia is furthest behind—and it is
not yet broad-based.

e Asset markets have led the recovery, with exchange rates
and equity valuations at the forefront, but property mar-
kets have yet to recover.

e Exports and public spending have driven recovery in the
real economy so far; private consumption and investment
are beginning to track upward as well.

e Bank re-capitalization and restructuring is proceeding at
an uneven pace, fastest in Korea and Malaysia, at a mod-
erate pace in Thailand and slowest in Indonesia; recovery
is mainly cyclical not structural.

e Corporate restructuring and resolution of corporate debt
have proceeded more slowly than bank restructuring in all
the affected countries; however, there are signs of progress
in resolving more cases.

e The social dimensions of the crisis cannot be ignored if the
Asian economies are to achieve their growth potential; in-
vestments in education, health and improved social safety
nets are essential.

e The recovery process will be further consolidated and pos-
sibly strengthened in 2000, driven mainly by domestic
demand.

e Some have suggested that a more cautious approach to
reforms is now needed to allow growth to take root; this
“growth first” approach is risky and may invite a recur-
rence of problems at a later date.

e There is no room for complacency or for slackening reform
efforts; if reforms are continued, in the long run, the crisis
may indeed appear to be a relatively moderate disturbance

in Asia's rise and dynamism.
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Country-specific Recovery Prospects

Indonesia’s recovery has been constrained by political
uncertainties and instability, but with a new democrati-
cally elected President it is poised to begin recovery in
earnest this year.

Korea is back with the strongest recovery in the region,
but chaebol reform remains to be accomplished.

Malaysia’s selective capital controls policy may have
provided the authorities with breathing space to stimu-
late the economy through expansionary macroeco-
nomic policies and structural reforms; but the jury is
still out on the efficacy of capital controls.

Philippine banks report recovery in lending activities
and a decline in the share of NPLs, indicating the re-
covery is gathering momentum; but fiscal consolida-
tion and governance issues have to be addressed.

Thailand’s market-led approach to financial restructur-
ing is finally starting to pay dividends as banks report
progress in clearing bad debts.



