
POLICY RESPONSES TO THE ASIAN 
CURRENCY CRISIS: CASES OF MALAYSIA 

AND SOUTH KOREA

Tan Soo Kee

Introduction

)RU�WKH�SDVW�WKLUW\�\HDUV��WKH�ZRUOG�KDV�ZLWQHVVHG�DQ�LQFUHDVLQJ�QXPEHU�RI�ÀQDQFLDO�
crises. Many studies suggest that capital mobility has been a major cause of global 
ÀQDQFLDO�LQVWDELOLW\��LQ�ERWK�GHYHORSHG�DQG�GHYHORSLQJ�FRXQWULHV��0DQ\�REVHUYHUV�ÀQG�
WKDW�KLVWRULFDOO\��VLJQLÀFDQW�ZDYHV�RI�LQFUHDVHG�FDSLWDO�PRELOLW\�DUH�RIWHQ�IROORZHG�E\�
D�VWULQJ�RI�GRPHVWLF�EDQNLQJ�FULVHV��2WKHU�VWXGLHV�VXJJHVWV�WKDW�ÀQDQFLDO�FULVHV�KDYH�
PXOWLSOLHG�ZKHQ�FDSLWDO�PRELOLW\�EHFDPH�LQWHQVLÀHG�VLQFH�����V��DOO�ZLWK�GHYDVWDWLQJ�
HIIHFWV� RQ�GHYHORSLQJ� HFRQRPLHV���%HIRUH� WKH� �����$VLDQ� HFRQRPLF� FULVLV�� WKH� ,0)�
thought that capital controls should be banned and discouraged.2�+RZHYHU��VLQFH�WKH�
�����JOREDO�FULVLV�WKH�,0)�KDV�FKDQJHG�LWV�WXQH�E\�DGPLWWLQJ�WKDW�FDSLWDO�FRQWURO�ZRXOG�
KHOS�WR�VPRRWK�WKH�LQÁRZV�DQG�RXWÁRZV�RI�FDSLWDO��

:KHQ�0DOD\VLD�DQG�6RXWK�.RUHD�ZHUH�KLW�E\�WKH�$VLDQ�FXUUHQF\�FULVLV�LQ�������
ERWK�FRXQWULHV�UHVSRQGHG�LQ�VLPLODU�ZD\V�LQ�FRQIURQWLQJ�WKH�FULVLV�LQ�WKH�ÀUVW�RQH�\HDU�
but subsequently, Malaysia shifted to drastic capital control with effect from September 
��������8QGHU�WKH�QHZ�SROLF\��0DOD\VLD�ULQJJLW�ZDV�SHJJHG�DW�50����WR�RQH�86��DQG�
foreigners were prohibited from taking portfolio capital out of the country for one year. 
7KLV�GUDVWLF�PRYH�KDG�UHFHLYHG�KDUVK�FULWLFLVPV�IURP�WKH�international community and 
ZHVWHUQ�DQDO\VWV��1RQHWKHOHVV��WKH�VWRFN�PDUNHW�ZHQW�XS�LQ�WKH�ÀUVW�ZHHN�RI�WKH�QHZ�
UHJXODWLRQV�DQG�WKH�0DOD\VLDQ�HFRQRP\�LPSURYHG�UDSLGO\�VLQFH�������%\�-XQH�������
WKH�:DOO�6WUHHW�-RXUQDO�HGLWRULDOLVHG�WKDW�´WKHUH�QHYHU�ZDV�DQ\�GRXEW�WKDW�SUHYHQWLQJ�
PRQH\�IURP�ÁHHLQJ�0DOD\VLD�FRXOG�SURYLGH�VKRUW�OLYHG�UHOLHI�µ�+RZHYHU��VRPH�VFKRODUV�
��H�J�-RPR�.6�DQG�1RXULHO�5RXELQL��DUJXHG�WKDW�FDSLWDO�FRQWURO�ZDV�RQO\�LPSRVHG�RQH�
\HDU�DIWHU�WKH�FULVLV��QRW�GXULQJ�WKH�FULVLV��ZKLFK�PHDQV�0DOD\VLD�VKRXOG�KDYH�DOUHDG\�
VWDUWHG�WR�UHFRYHU���2WKHU�FULVLV�KLW�FRXQWULHV��OLNH�7KDLODQG�DQG�6RXWK�.RUHD�DOVR�EHJDQ�
WR�UHJDLQ�JURZWK�TXLFNO\�IURP������ZLWKRXW�LPSRVLWLRQV�RI�FDSLWDO�FRQWURO��3DUWLFXODUO\�
LQ�6RXWK�.RUHD��WKH�HFRQRP\�UHERXQGHG�IURP�LWV������FROODSVH�IDVWHU�WKDQ�H[SHFWHG��
7KH�VKRUW�WHUP�,0)�SROLFLHV�KDG�UHVXOWHG�LQ�PDVVLYH�XQHPSOR\PHQW�DQG�VLJQLÀFDQW�
XSURRWLQJ�RI�WKH�HPSOR\PHQW�VHFWRU�DW�WKH�EHJLQQLQJ��+RZHYHU��LQ�WKH�ORQJHU�WHUP��WKH�
EDQNLQJ�V\VWHP�DQG�FRUSRUDWH�VHFWRUV�RI�.RUHD�KDYH�EHHQ�IXQGDPHQWDOO\�VWUHQJWKHQHG�
FRPSDUHG�WR�SUH�FULVLV�SHULRG�

�� �$QQ�3HWWLIRU��¶&DSLWDO�ÁRZV��ÀQDQFLDO�FULVHV�	�LPSOLFDWLRQV�IRU�SRRU�FRXQWULHV·��35,0(����-XO\��������
KWWS���ZZZ�SULPHHFRQRPLFV�RUJ�"S ����
2 �.HYLQ�3���*DOODJKHU�·&RQWURO�WKDW�&DSLWDO·��Foreign Policy, 
���0DUFK������KWWS���ZZZ�DVH�WXIWV�HGX�JGDH�3XEV�US�*DOODJKHU)3&DS&RQWURO�SGI�
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$IWHU�PRUH�WKDQ�RQH�GHFDGH�RI�UHFRYHU\��WKH�6RXWK�.RUHDQ�HFRQRP\�FRQWLQXHV�WR�
JURZ�UDSLGO\�ZLWK�LWV�LQQRYDWLRQ�GULYHQ�LQGXVWULHV�ZKLOH�0DOD\VLD�LV�VWLOO�FDXJKW�LQ�WKH�
´PLGGOH�LQFRPH�WUDSµ��0DOD\VLD�LV�VWLOO�VWUXJJOLQJ�DQG�WU\LQJ�WR�VKLIW�IURP�PDQXIDFWXULQJ�
WR�LQQRYDWLRQ�GULYHQ�HFRQRP\��7R�H[DPLQH�WKH�HIIHFWLYHQHVV�RI�SROLFLHV�UHVSRQVHV�WR�
WKH������$VLDQ�FXUUHQF\�FULVLV��WKLV�SDSHU�FRPSDUHV�WKH�HFRQRPLF�SHUIRUPDQFH�RI�.RUHD�
DQG�0DOD\VLD�IURP�����WR�������,Q�WKH�ÀUVW�VHFWLRQ��LQWHUQDWLRQDO�ÀQDQFLDO�WKHRULHV�DUH�
EULHÁ\�UHYLHZHG��DQG�WKHQ�IROORZHG�E\�GLVFXVVLRQV�RI�FDSLWDO�FRQWURO�DQG�IUHH�FDSLWDO�
PRELOLW\�IURP�����VWR�����V��7KH�WKLUG�VHFWLRQ�GLVFXVVHV�KRZ�WKH�$VLDQ�FXUUHQF\�FULVLV�
DIIHFWV�WKH�FULVLV�KLW�FRXQWULHV�DQG�WKH�IRUWK�VHFWLRQ�H[DPLQHV�WKH�SROLF\�UHVSRQVHV�RI�
Malaysia and South Korea and their impacts on the economy in the past one decade.   

Theories Review

Mundell Fleming Model

:KHQ�D�FRXQWU\�LV�KLW�E\�ÀQDQFLDO�FULVLV��ZKLFK�PRQHWDU\�RU�ÀVFDO�SROLF\�LV�PRUH�HIIHFWLYH�
WR�ERRVW�DJJUHJDWH�GHPDQG"�7R�DQVZHU�WKLV��0XQGHOO�)OHPLQJ�0RGHO��ZKLFK�H[SODLQV�
WKH�OLQNDJHV�EHWZHHQ�ÀQDQFLDO�V\VWHP�DQG�PDFURHFRQRPLF�IDFWRUV��SURYLGHV�JXLGDQFH�
LQ�SROLF\PDNLQJ��7KLV�PRGHO�LV�DQ�HFRQRPLF�PRGHO�ÀUVW�VHW�IRUWK��LQGHSHQGHQWO\��E\�
5REHUW�0XQGHOO��$FFRUGLQJ�WR�0XQGHOO�)OHPPLQJ·V�0�)�0RGHO��ZKHQ�D�FRXQWU\�FKRRVHV�
WR�KDYH�D�ÁRDWLQJ�H[FKDQJH�UDWH�V\VWHP��ÀVFDO�SROLF\�LV�QRW�HIIHFWLYH�DW�DOO�LQ�ERRVWLQJ�
DJJUHJDWH�GHPDQG��PRQHWDU\�SROLF\� LV� HIIHFWLYH��2Q� WKH� FRQWUDU\��ZKHQ�D� FRXQWU\�
FKRRVHV�WR�KDYH�D�À[HG�H[FKDQJH�UDWH�V\VWHP��PRQHWDU\�SROLF\�LV�QRW�HIIHFWLYH�DW�DOO�EXW�
ÀVFDO�SROLF\�LV�HIIHFWLYH��,Q�EULHI��SROLF\�HIIHFW�GHSHQGV�RQ�VLWXDWLRQV�DQG�VWUXFWXUHV�RI�
WKH�HFRQRP\�DQG�SROLF\�FKRLFH�LV�DQ�HPSLULFDO�PDWWHU��$�ÀVFDO�H[SDQVLRQ�KDV�QRQH�RU�
OLWWOH�HIIHFW�RQ�LQFRPH�ZKHQ�D�FRXQWU\�FKRRVHV�WR�KDYH�D�ÁH[LEOH�H[FKDQJH�UDWH�V\VWHP��
7KH�UHDVRQ�LV�WKDW�WKH�LQLWLDO�HIIHFW�GXH�WR�WKH�ÀVFDO�H[SDQVLRQ�LV�FRPSOHWHO\�RIIVHW�E\�
the appreciated currency if capital is perfectly mobile. The offsetting effect of currency 
PD\�EH�OHVV�VHYHUH�GHSHQGLQJ�RQ�WKH�GHJUHH�RI�FDSLWDO�PRELOLW\���)LVFDO�SROLF\�DFKLHYHV�
WKH�JUHDWHVW�HIIHFW�RQ�LQFRPH�ZKHQ�FDSLWDO�LV�LPPRELOH��7KLV�LV�HTXLYDOHQW�WR�D�FORVHG�
economy, implying that its effect is always less than that of a closed economy.4�,Q�EULHI��
the Mundell–Fleming model has been used to claim that an economy cannot concurrently 
PDLQWDLQ�D�À[HG�H[FKDQJH�UDWH��IUHH�FDSLWDO�PRYHPHQW��DQG�DQ�LQGHSHQGHQW�PRQHWDU\�
SROLF\��7KLV�SULQFLSOH�LV�IUHTXHQWO\�FDOOHG�́ WKH�8QKRO\�7ULQLW\�µ�RU�́ ,PSRVVLEOH�7ULQLW\µ�

Theory of Impossible Trinity

7KHRU\�RI�,PSRVVLEOH�7ULQLW\�DUJXHV�WKDW�QR�JRYHUQPHQW�FDQ�PDLQWDLQ�À[HG�H[FKDQJH�
UDWHV��IUHH�FDSLWDO�PRELOLW\��DQG�KDYH�DQ�LQGHSHQGHQW�PRQHWDU\�SROLF\�DW�WKH�VDPH�WLPH��
RQH�RI�WKH�WKUHH�RSWLRQV�PXVW�JLYH�ZD\��$�FRXQWU\�FRXOG�RQO\�KDYH�D�FRPELQDWLRQ�RI�DQ\�
WZR�RI�WKHVH�WKUHH�FRQGLWLRQV��,Q�RWKHU�ZRUGV��LI�D�FRXQWU\�FKRRVHV�WR�À[�LWV�H[FKDQJH�
UDWH�DQG�KDYH�PRQHWDU\�DXWRQRP\��FRQWURO�RI�LQWHUHVW�UDWHV���LW�QHHGV�FDSLWDO�FRQWUROV�WR�
EORFN�LQWHUQDWLRQDO�DUELWUDJH�ÁRZV�WKDW�ZRXOG�ZHDNHQ�WKH�H[FKDQJH�DQG�LQWHUHVW�UDWH�
settings. Otherwise, an arbitrage possibility between domestic and foreign interest rates 
ZLOO�DULVH�HYHQWXDOO\��,I�LW�À[HV�WKH�H[FKDQJH�UDWH�DQG�DOORZV�IUHH�FDSLWDO�ÁRZV��LW�ZLOO�
ORVH�FRQWURO�RYHU�WKH�LQWHUHVW�UDWH�VLQFH�PRQHWDU\�SROLF\�PXVW�EH�GLUHFWHG�WR�PDLQWDLQLQJ�

�� �:DQJ��3HLML��The Economic of Foreign Exchange and Global Finance,�%HUOLQ��6SULQJHU�������SS���������
4  Wang, The Economic of Foreign Exchange and Global Finance, SS���������
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WKH�H[FKDQJH�UDWH��,I�LW�À[HV�WKH�LQWHUHVW�UDWH�DQG�SHUPLWV�IUHH�FDSLWDO�ÁRZV��LW�ZLOO�ORVH�
FRQWURO�RYHU�WKH�H[FKDQJH�UDWH��ZKLFK�LV�GHWHUPLQHG�E\�FDSLWDO�ÁRZV�5� ,QGHSHQGHQW�
PRQHWDU\�SROLF\�DQG�XQUHVWULFWHG� LQWHUQDWLRQDO� FDSLWDO�ÁRZV�FDQ�FRH[LVW�RQO\� LI� WKH�
H[FKDQJH�UDWH�LV�DOORZHG�WR�ÁXFWXDWH�

)LJXUH���,PSRVVLEOH�7ULQLW\

 ,n brief, this theory asserts that a country has to choose between reducing currency 
YRODWLOLW\�DQG�UXQQLQJ�D�VWDELOLVLQJ�PRQHWDU\�SROLF\��LW�FDQQRW�GR�ERWK��$V�VWDWHG�E\�
3DXO�.UXJPDQ

´7KH�SRLQW�LV�WKDW�\RX�FDQ·W�KDYH�LW�DOO��$�FRXQWU\�PXVW�SLFN�WZR�RXW�RI�WKUHH��,W�FDQ�
À[�LWV�H[FKDQJH�UDWH�ZLWKRXW�HPDVFXODWLQJ�LWV�FHQWUDO�EDQN��EXW�RQO\�E\�PDLQWDLQLQJ�
FRQWUROV�RQ�FDSLWDO�ÁRZV��OLNH�&KLQD�WRGD\���LW�FDQ�OHDYH�FDSLWDO�PRYHPHQW�IUHH�EXW�
UHWDLQ�PRQHWDU\�DXWRQRP\��EXW�RQO\�E\�OHWWLQJ�WKH�H[FKDQJH�UDWH�ÁXFWXDWH��OLNH�%ULWDLQ�
²�RU�&DQDGD���RU�LW�FDQ�FKRRVH�WR�OHDYH�FDSLWDO�IUHH�DQG�VWDELOL]H�WKH�FXUUHQF\��EXW�RQO\�
E\�DEDQGRQLQJ�DQ\�DELOLW\�WR�DGMXVW�LQWHUHVW�UDWHV�WR�ÀJKW�LQÁDWLRQ�RU�UHFHVVLRQ��OLNH�
$UJHQWLQD�WRGD\��RU�IRU�WKDW�PDWWHU�PRVW�RI�(XURSH�µ�.

:KHQ�0DOD\VLD�DQG�6RXWK�.RUHD�ZHUH�KLW�E\� WKH������$VLDQ�)LQDQFLDO�&ULVLV��ERWK�
FRXQWULHV�FKRVH�RUWKRGR[�DGMXVWPHQW�SROLF\�WR�LPSURYH�WKH�HFRQRP\��%RWK�FRXQWULHV�
WLJKWHQHG�WKH�PRQHWDU\�DQG�ÀVFDO�SROLF\�DQG�DOORZHG�IUHH�FDSLWDO�ÁRZV�LQ�WKH�LQLWLDO�
VWDJH��+RZHYHU��IURP�6HSWHPEHU���������0DOD\VLD�PDGH�D�GUDVWLF�WXUQ�E\�JLYLQJ�XS�
ÁRDWLQJ�H[FKDQJH�UDWH��7KH�JRYHUQPHQW�LPSRVHG�H[WUHPH�FDSLWDO�FRQWURO��H[SDQGHG�
SXEOLF�H[SHQGLWXUH�DQG�UHGXFHG�LQWHUHVW�UDWH�VKDUSO\��,Q�RWKHU�ZRUGV��0DOD\VLD�FKRVH�
WR�KDYH� VWDEOH� H[FKDQJH� UDWH� DQG�PRQHWDU\� DXWRQRP\�ZKLOVW�.RUHD� FRQWLQXHG� WR�
FKRRVH�IUHH�FDSLWDO�ÁRZV�DQG�PRQHWDU\�DXWRQRP\��([SHULHQFHV�RI�0DOD\VLD�DQG�6RXWK�

5 �7KRPDV�,��3DOOH\�� ¶5HWKLQNLQJ�WKH�HFRQRPLFV�RI�FDSLWDO�PRELOLW\�DQG�FDSLWDO�FRQWUROV·��Brazilian 
Journal of political Economy��9RO������1R���������SS���������-XO\�6HSWHPEHU������
�� �3DXO�.UXJPDQ��¶2�&DQDGD�²�D�QHJOHFWHG�QDWLRQ�JHWV�LWV�1REHO·��Slate�����2FWREHU�������KWWS���
ZZZ�VODWH�FRP�"LG �������5HWULHYHG����6HSWHPEHU������
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.RUHD�LQ�GHDOLQJ�ZLWK�WKH������$VLDQ�)LQDQFLDO�FULVLV�SURYLGH�XV�WKH�UHDO�OLIH�H[DPSOH�
RI� H[SHULPHQW� LQ� WHVWLQJ�ZKLFK�SROLF\� LV�PRUH�HIIHFWLYH��%HFDXVH�0DOD\VLD� FKRVH� WR�
UHVWULFW�FDSLWDO�ÁRZV�DQG�À[HG�H[FKDQJH�UDWH��WKH�0DOD\VLDQ�JRYHUQPHQW�DGRSWHG�ÀVFDO�
H[SDQVLRQ�SROLF\���2Q�WKH�RWKHU�KDQG��.RUHD�FRQWLQXHG�WR�DGRSW�WLJKW�ÀVFDO�EXGJHW��IUHH�
FDSLWDO�ÁRZV�DQG�PRQHWDU\�SROLF\�WR�VWLPXODWH�LWV�HFRQRPLF�JURZWK�

Capital Control vs. Free Capital Flow

&DSLWDO�FRQWUROV�FRPSULVH�D�VHW�RI�UHJXODWLRQV�JRYHUQLQJ�WKH�PRYHPHQW�RI�LQWHUQDWLRQDO�
FDSLWDO��0DQ\�JRYHUQPHQWV�XVH�FDSLWDO�FRQWUROV�UHJXODUO\�WR�SXUVXH�VWDEOH�H[FKDQJH�
UDWH�DQG�H[SRUW�JURZWK��)RU�LQVWDQFH��&KLQD�KDV�VRPH�RI�WKH�PRVW�UHVWULFWLYH�FRQWURO�
PHDVXUHV�DQG� WKH� FRXQWU\� LV� HIIHFWLYH� LQ� OLPLWLQJ� VKRUW�WHUP�ÁRZV�ZKLOH� IDYRXULQJ�
ORQJ�WHUP�IRUHLJQ�LQYHVWPHQW���(YHQ�WKRXJK�FDSLWDO�FRQWUROV�DUH�SRSXODU�DPRQJ�PDQ\�
FRXQWULHV��H[FKDQJH�FRQWUROV�DUH�VHHQ�DV�EDG�SROLFLHV�DPRQJ�QHRFODVVLFDO�HFRQRPLVWV��
)URP� WKH�1HRFODVVLFDO�SHUVSHFWLYH�� FDSLWDO� FRQWUROV� DUH� OLNHQHG� WR� WDULIIV� OHYLHG�RQ�
JRRGV��7KHVH�UHVWULFWLYH�PHDVXUHV�DUH�REYLRXVO\�KXUWIXO�WR�HFRQRPLF�HIÀFLHQF\�EHFDXVH�
WKH\�LQKLELW�SURGXFWLYH�UHVRXUFHV�IURP�EHLQJ�XVHG�ZKHUH�WKH\�DUH�PRVW�QHHGHG�� They 
UHPRYH�WKH�GLVFLSOLQH�RI�WKH�LQWHUQDWLRQDO�PDUNHW��ZKLFK�UHZDUGV�FRXQWULHV�WKDW�SXUVXH�
SUR�JURZWK�SROLFLHV�DQG�SHQDOLVHV�WKRVH�WKDW�GR�QRW����1HYHUWKHOHVV��KLVWRU\�VKRZV�WKDW�
PDQ\�JRYHUQPHQWV�KDYH�XVHG�FRQWUROV�UHJXODUO\�WR�UHGXFH�YRODWLOLW\�RI�FDSLWDO�ÁRZV�

'XULQJ�WKH�%UHWWRQ�:RRGV�HUD�RI�À[HG�H[FKDQJH�UDWHV��PDQ\�FRXQWULHV� OLPLWHG�
DVVHW�WUDQVDFWLRQV�WR�FRSH�ZLWK�EDODQFH�RI�SD\PHQWV�GLIÀFXOWLHV����+RZHYHU��IURP�����V�
RQZDUGV��GHYHORSHG�FRXQWULHV�JUDGXDOO\�UHPRYHG�VWULFW�FDSLWDO�FRQWUROV�LQ�UHFRJQLWLRQ�
RI� WKH� FRVWV� DQG�GLVWRUWLRQV�RI� FDSLWDO� FRQWUROV��2QH�RI� WKH� H[DPSOHV� LV� WKH�8QLWHG�
6WDWHV��ZKLFK�UHPRYHG�LWV�PRVW�SURPLQHQW�FDSLWDO�FRQWUROV�LQ���������%\�UHPRYLQJ�À[HG�
H[FKDQJH�UDWH�V\VWHPV�DQG�OLEHUDOLVLQJ�FDSLWDO�ÁRZV��FRXQWULHV�FDQ�DYRLG�ODUJH�IDOOV�LQ�
national consumption from economic downturn by selling assets to and/ or borrowing 
IURP�WKH�UHVW�RI�WKH�ZRUOG��)UHH�FDSLWDO�ÁRZV�SROLFLHV�DOVR�SHUPLW�FRXQWULHV�WR�ERUURZ�LQ�
RUGHU�WR�LPSURYH�WKHLU�SURGXFWLYLW\��YHU\�PXFK�OLNH�LQGLYLGXDOV�ERUURZLQJ�WR�ÀQDQFH�
education.����%\�DFNQRZOHGJLQJ�WKH�EHQHÀWV��PRUH�FRXQWULHV�EHJDQ�WR�OLEHUDOLVH�FDSLWDO�
ÁRZV�LQ�WKH�HDUO\�����V��

$V�D�UHVXOW�RI�OLEHUDOLVDWLRQ�ZLWK�FDSLWDO�PRELOLW\��WKH�VHDUFK�IRU�KLJKHU�UHWXUQV�IURP�
ZHVWHUQ�GHYHORSHG�FRXQWULHV�OHG�WR�D�VXUJH�RI�IRUHLJQ�FDSLWDO�ÁRZV�LQWR�HPHUJLQJ�$VLD���
,Q�WKH�HDUO\�����V�� LQWHUQDWLRQDO�FRPPHUFLDO�DQG�LQYHVWPHQW�EDQNV��VHFXULWLHV�ÀUPV��
PXWXDO�IXQGV��SHQVLRQ�IXQGV��DQG�KHGJH�IXQGV�LQ�WKH�8�6��DQG�:HVWHUQ�(XURSH�EHFDPH�
RYHUÁRZLQJ�ZLWK�GHSRVLWV��&RQVHTXHQWO\��ÀQDQFLDO�FDSLWDOV�ZHUH�SRXUHG�LQWR�́ HPHUJLQJ�
PDUNHWVµ�LQ�VHDUFK�IRU�KLJKHU�UHWXUQV��7KH�DWWUDFWLYH�JURZWK�SURVSHFWV�DORQJ�ZLWK�KLJKHU�
interest rates and sound domestic macroeconomic policies were forces attracting capital 
ÁRZV�LQWR�WKH�UHJLRQ��6WDWLVWLFV�VKRZHG�WKDW�IURP�WKH�HQG�RI������WR�PLG�RI�����V��FDSLWDO�
ÁRZV�WR�GHYHORSLQJ�QDWLRQV�LQ�$VLD�DQG�/DWLQ�$PHULFD�VRDUHG�IURP�DERXW�86���ELOOLRQ�

�� �&DUORV�)��/LDUG�0XULHQWH��¶�&DSLWDO�&RQWURO��7KHRU\�DQG�3UDFWLFH·��Journal of Business and Public 
Affairs��9RO����,VVXH����������KWWS���ZZZ�VFLHQWLÀFMRXUQDOV�RUJ�MRXUQDOV�����DUWLFOHV������KWP�
�� �&KULVWRSKHU�-��1HHO\��¶$Q�,QWURGXFWLRQ�RI�&DSLWDO�&RQWUROV·��Review��1RYHPEHU�'HFHPEHU������
�� �&DUORV�)��/LDUG�0XULHQWH��Capital Control�������
�� �&KULVWRSKHU�-�1HHO\��An Introduction of Capital Controls�������
�� �&KULVWRSKHU�-�1HHO\��$Q�,QWURGXFWLRQ�RI�&DSLWDO�&RQWUROV�������
�� �&KULVWRSKHU�-�1HHO\��An Introduction of Capital Controls�������
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D�\HDU�WR�DERXW�86����ELOOLRQ�D�\HDU����3KLOLSSLQHV��7KDLODQG��,QGRQHVLD�DQG�0DOD\VLD�
ZHUH�DOO�H[SHULHQFLQJ�PRQH\�DQG�FUHGLW�JURZWK�UDWHV�RI�EHWZHHQ���WR����SHUFHQW�D�\HDU�
IURP�����WR��������$FFRUGLQJ�WR�WKH�:RUOG�%DQN�UHSRUW����(DVW�$VLD�JHQHUDOO\�DEVRUEHG�
QHDUO\����SHUFHQW�RI�DOO�VKRUW�WHUP�FDSLWDO�ÁRZV�WR�GHYHORSLQJ�FRXQWULHV��(PHUJLQJ�VWRFN�
PDUNHWV�DQG�SURSHUW\�PDUNHWV�ERRPHG��+RZHYHU��WKH�VXGGHQ�LQÁX[�RI�FDSLWDO�ÁRZV�
PDGH�WKH�HPHUJLQJ�HFRQRPLHV�PRUH�YXOQHUDEOH�WR�H[WHUQDO�VKRFNV��'XULQJ�WKDW�WLPH��
D�QXPEHU�RI�SURPLQHQW�HFRQRPLVWV�DQG�ÀQDQFLHUV�KDG�VLQFH�SRLQWHG�RXW�WKH�GDQJHUV�
RI�YRODWLOH�FDSLWDO�ÁRZV��-RVHSK�6WLJOLW]��IRU�H[DPSOH��DUJXHG�WKDW�WKH�H[FHVVLYH�FDSLWDO�
PDUNHW�OLEHUDOLVDWLRQ�ZDV�WKH�VLJQLÀFDQW�URRW�FDXVH�RI�WKH�$VLDQ�ÀQDQFLDO�FULVLV����

,Q�PLG�����V��WKH�LQWHUQDWLRQDO�FDSLWDO�ÁRZV�EHJDQ�WR�UHWXUQ�WR�8�6�ZKHQ�GRPHVWLF�
LQWHUHVW�UDWH�ZDV�UDLVHG�LQ�WKH�8�6��,W�FDXVHG�WKH�DSSUHFLDWLRQ�RI�GROODU�DQG�DV�D�UHVXOW��
VSHOOHG�ÀQDQFLDO�WURXEOH�IRU�WKH�6RXWKHDVW�$VLDQ�QDWLRQV�WKDW�KDG�FXUUHQFLHV�SHJJHG�
WR�WKH�8�6��GROODU��([SRUWV�EHFDPH�PRUH�H[SHQVLYH�DQG�WKH�DIIHFWHG�FRXQWULHV�EHFDPH�
OHVV�FRPSHWLWLYH�LQ�WKH�JOREDO�PDUNHWV��([SRUW�JURZWKV�EHJDQ�WR�GHFOLQH�DQG�FXUUHQW�
DFFRXQWV�GHWHULRUDWHG��)RU�H[DPSOH��7KDLODQG��ZKLFK�KDG�WKH�7KDL�EDKW�SHJJHG�WR�WKH�8�6�
GROODU��IHOW�WKH�SDLQ�DQG�ÀQDOO\�DEDQGRQHG�WKH�FXUUHQF\�SHJJLQJ�V\VWHP��:KHQ�WKH�EDKW�
ZDV�XQH[SHFWHGO\�ÁRDWHG�DQG�TXLFNO\�GHYDOXHG��LW�VHQW�D�PHVVDJH�WR�IRUHLJQ�LQYHVWRUV�
WKDW�WKHUH�ZDV�D�VXEVWDQWLDO�H[FKDQJH�UDWH�ULVN�WKDW�FRXOG�QRW�VDIHO\�EH�LJQRUHG��7KH\�
UHVSRQGHG�E\�UXVKLQJ�WR�EX\�IRUHLJQ�FXUUHQF\�LQ�RUGHU�WR�SURWHFW�WKHPVHOYHV�DJDLQVW�
SRVVLEOH�FXUUHQF\�GHYDOXDWLRQ��WKHLU�IHDUV�TXLFNO\�EHFDPH�D�VHOI�IXOÀOOLQJ�SURSKHF\���

The Collapse of Asian Currency in 1997

The collapse of Thai baht triggered the panic selling in the regional currency markets.  
7KH�FULVLV�EHJDQ�WR�VSUHDG�WR�QHLJKERXULQJ�FRXQWULHV��ÀUVW�WR�,QGRQHVLD��WKHQ�WR�0DOD\VLD�
DQG�.RUHD��$V�WKH�FULVLV�EHFDPH�IXOO�EORZQ��LQWHQVH�IRUHLJQ�H[FKDQJH�DQG�VWRFN�PDUNHW�
WXUPRLO�VSUHDG�WR�WKH�HQWLUH�UHJLRQ��$PRQJ�WKH�FRXQWULHV��H[WHUQDO�YDOXH�RI�,QGRQHVLDQ�
UXSLDK�HQFRXQWHUHG� WKH�ZRUVW�EUXQW�ZLWK�����SHUFHQW�GHSUHFLDWLRQ�RQ�DYHUDJH� �VHH�
)LJXUH�������,W�SOXQJHG�IURP������UXSLDK�LQ������WR�PRUH�WKDQ��������UXSLDK�SHU�86'�
LQ�������([WHUQDO�YDOXH�RI�.RUHDQ�ZRQ��ULQJJLW�DQG�7KDL�EDKW�DOVR�VKUDQN�PRUH�WKDQ�
���SHUFHQW�RQ�DYHUDJH��)RU�LQVWDQFH��WKH�ULQJJLW�IHOO�IURP�DQ�DYHUDJH�RI������WR�WKH�8�6��
GROODU�LQ�$SULO������WR�DQ�DOO�WLPH�ORZ�RI������WR�WKH�8�6��GROODU�LQ�-DQXDU\�������8QWLO�
WRGD\��DIWHU�PRUH�WKDQ�WHQ�\HDUV�RI�HIIRUWV�WR�UHFRYHU�WKH�HFRQRP\��WKH�$VLDQ�FXUUHQFLHV�
KDYH�QRW�UHDFKHG�WKH�SUH�FULVLV�OHYHOV��VHH�)LJXUH����

7KH� HIIHFWV� RI� WKH� FULVLV� OLQJHUHG� WKURXJK������ZLWK�SROLWLFDO� UDPLÀFDWLRQV�� ,Q�
,QGRQHVLD��3UHVLGHQW�6XKDUWR�ZDV�IRUFHG�WR�VWHS�GRZQ�RQ�0D\���������LQ�WKH�ZDNH�RI�
ZLGHVSUHDG�GRPHVWLF� ULRWLQJ��7KH�0DOD\VLDQ�)LQDQFH�0LQLVWHU�$QZDU� ,EUDKLP�ZDV�
UHPRYHG�IURP�RIÀFH�DQG�LPSULVRQHG��7KH�SHRSOH�RI�6RXWK�.RUHD�DOVR�YRWHG�IRU�SROLWLFDO�

�� �0DUVKDOO�$XHUEDFN��¶$�7DOH�RI�7ZR�5HFRYHULHV�*HUPDQ\�DQG�0DOD\VLD·��3DUW�,,��News N Economics����
0DUFK�������KWWS���ZZZ�QHZVQHFRQRPLFV�FRP���������WDOH�RI�WZR�UHFRYHULHV�JHUPDQ\�DQG�KWPO�
�� �0DUVKDOO�$XHUEDFN��¶$�7DOH�RI�7ZR�5HFRYHULHV�*HUPDQ\�DQG�0DOD\VLD·�������
��  Quoted in Shalendra D. Sharma, 7KH�$VLDQ�ÀQDQFLDO�FULVLV��&ULVLV��5HIRUP�DQG�5HFRYHU\� New York: 
0DQFKHVWHU�8QLYHUVLW\�3UHVV��������SS���
�� �0DUVKDOO�$XHUEDFN��¶$�7DOH�RI�7ZR�5HFRYHULHV�*HUPDQ\�DQG�0DOD\VLD·�������
�� �5RVV�+�0F/HRG��¶,QGRQHVLD·��,Q�5RVV�+�0F/(2'�DQG�5RVV�*DUQDXW�HG���East Asia in Crisis: From 
Being a Miracle to needing one��/RQGRQ�DQG�1HZ�<RUN��5RXWOHGJH�������
�� �'HSUHFLDWLRQ�YDOXH�LV�FDOFXODWHG�EDVHG�RQ�WKH�GLIIHUHQFH�EHWZHHQ�WKH��\HDUV������DQG������DYHUDJH�
YDOXH�
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FKDQJH� LQ� WKH�HFRQRPLF�DIWHUPDWK��)RU� WKH�ÀUVW� WLPH� LQ� WKH����\HDU�H[LVWHQFH�RI� WKH�
5HSXEOLF��DQ�RSSRVLWLRQ�SDUW\�ZRQ�WKH�SUHVLGHQF\�LQ�.RUHD��

7KH�LPSDFW�RI�WKH�ÀQDQFLDO�FULVLV�ZDV�EHLQJ�IHOW�LQ�WKH�UHDO�VHFWRU�DV�HYLGHQFHG�E\�
EXVLQHVV�FORVXUHV��VHULRXV�XQHPSOR\PHQW��DQG�LQFUHDVLQJ�LQÁDWLRQ�OHYHOV��%HWZHHQ�-XO\�
�����DQG�$SULO�������VRPH�����$VLDQ�ÀQDQFLDO�LQVWLWXWLRQV�ZHUH�VKXW�GRZQ��VXVSHQGHG��
nationalised, or forced to merge.���:LWKLQ�VHYHUDO�PRQWKV��7KDLODQG��,QGRQHVLD�DQG�6RXWK�
.RUHD�VRXJKW�EDLORXW�SODQV�IURP�WKH�,0)�LQ�WKH�IRUP�RI�ÀQDQFLDO�DVVLVWDQFH�SDFNDJHV��
0DOD\VLD��ZKLFK�KDG�D�UHODWLYHO\�VWURQJHU�ÀQDQFLDO�SRVLWLRQ��GLG�QRW�VHHN�KHOS�IURP�WKH�
,0)��3ULRU�WR�WKH�FULVLV��WKH�0DOD\VLDQ�JRYHUQPHQW�KDG�UHVWULFWHG�IRUHLJQ�ERUURZLQJ��
ZKLFK�KHOSHG� WR� OLPLW� WKH�H[SRVXUH�RI�0DOD\VLDQ�ÀUPV�DQG�EDQNV� WR� IRUHLJQ�GHEWV��
HVSHFLDOO\�WKH�VKRUW�WHUP��GROODU�GHQRPLQDWHG�REOLJDWLRQV��7KH�0DOD\VLDQ�JRYHUQPHQW�
clearly recognised that the country was not in danger of running out of money; thanks 
WR�WKH�ORZHU�H[WHUQDO�GHEW�UDWLR��VHH�)LJXUH����DQG�KLJK�LQWHUQDWLRQDO�UHVHUYH��

$V� VKRZQ�E\�)LJXUH��� DERYH�� WKH� H[WHUQDO�GHEW� VWRFNV� �SHUFHQWDJH�RI�*1,��RI�
0DOD\VLD�ZHUH�PXFK� ORZHU� WKDQ�,QGRQHVLD�DQG�7KDLODQG� LQ� WKH�SUH�FULVLV�SHULRG�� ,W�
ZDV�FRQWUROOHG�WR�EHORZ����SHUFHQW�LQ�0DOD\VLD�ZKLOH�WKRVH�RI�,QGRQHVLD�DQG�7KDLODQG�
H[FHHGHG����SHUFHQW�IURP�������7KH�UDWLR�VN\URFNHWHG�WR�����SHUFHQW�IRU�,QGRQHVLD�LQ�
�����DIWHU�VKDUS�GHSUHFLDWLRQ�RI�UXSLDK���$QRWKHU�FULVLV�KLW�FRXQWU\��6RXWK�.RUHD�WKDW�LV�
�� � 7�-�3HPSHO�� ¶The Politics of the Asian Economic Crisis·�� ,WKDFD� DQG�/RQGRQ��&RUQHOO�8QLYHUVLW\�
3UHVV������

)LJXUH���([FKDQJH�5DWHV�RI�$VLDQ�&XUUHQFLHV�SHU�86��EHIRUH�DQG�DIWHU�FULVLV

6RXUFH��$5,&
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QRW�VKRZQ�LQ�WKLV�JUDSK��DOVR�KDG�D�YHU\�KLJK�VKRUW�WHUP�IRUHLJQ�GHEW�UDWLR�SULRU�WR�������
)RU�LQVWDQFH��LQ������IRUHLJQ�VKRUW�WHUP�FUHGLW�LQ�.RUHD�VWRRG�DW�86���ELOOLRQ��LW�URVH�
WR�����ELOOLRQ�LQ�����������ELOOLRQ�LQ�������DQG�����ELOOLRQ�LQ�������%\�-XQH�������.RUHD·V�
VKRUW�WHUP�GHEW�ZDV�PRUH�WKDQ�WKUHH�WLPHV�WKH�VL]H�RI�LWV�UHVHUYHV��D�UDWLR�KLJKHU�WKDQ�
that of any other country in the region.���7KLV�KDG�JHQHUDWHG�VHULRXV�ÀQDQFLDO�VWUHVV�LQ�
WKH�HFRQRP\�RI�.RUHD��$IWHU�WKH�ÀQDQFLDO�FULVLV��IRUHLJQ�EDQNV�GHPDQGHG�LPPHGLDWH�
UHSD\PHQW�RI� WKHLU� ORDQV��3XVKHG� WR� WKH�YHUJH�RI�GHIDXOW�� WKH�7KDL�� ,QGRQHVLDQ�DQG�
.RUHDQ�JRYHUQPHQWV�KDG�QR�FKRLFH�EXW�WR�VHHN�ORDQV�IURP�WKH�,0)�WR�UHSD\�WKH�IRUHLJQ�
GHEWV�LQFXUUHG�E\�WKHLU�EDQNV�DQG�QRQÀQDQFLDO�FRUSRUDWLRQV�

Policy Responses and Its Impacts: Case of Malaysia and South Korea

Tight Monetary and Fiscal Policy in the Initial Stage

,Q�WKH�LQLWLDO�VWDJH��WKH�0DOD\VLDQ�SROLF\�SDFNDJH�ZDV�FRSLHG�IURP�WKH�,0)�SURJUDPV�
DOWKRXJK�WKH�0DOD\VLDQ�JRYHUQPHQW�GLG�QRW�UHFHLYH�WKH�EDLORXW�SDFNDJH�IURP�WKH�,0)��
7KH�,0)��ZKLFK�HQJLQHHUHG�WKH�VROXWLRQ�IRU�WKH�FXUUHQF\�FULVLV�LQ�6RXWK�.RUHD��,QGRQHVLD�
DQG�7KDLODQG��DGRSWHG�D�́ VWUXFWXUDO�DGMXVWPHQW�SDFNDJHµ�ZKLFK�ZDV�KLJKO\�LQÁXHQFHG�
E\�D�QHROLEHUDO�HFRQRPLF�SULQFLSOH��8QGHU� WKH�RUWKRGR[�DGMXVWPHQW�SROLF\��SUDFWLFH�
IRU�D�PRUH�IUHH�PDUNHW�ZLWK�OHVVHU�JRYHUQPHQW�LQWHUYHQWLRQ�LV�KLJKO\�DGYRFDWHG��7KH�
H[FKDQJH�UDWH�ZDV�VHW�WR�ÁRDW��LQWHUHVW�UDWH�ZDV�UDLVHG�VXEVWDQWLDOO\��ÀVFDO�SROLF\�ZDV�
tightened, and the banking sector was restructured as well as other structural reforms. 
7KH�REMHFWLYH�RI�WKH�SROLF\�ZDV�WR�UHJDLQ�WKH�VWDELOLW\�RI�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�
DQG�WR�UHVWRUH�WKH�FRQÀGHQFH�LQ�WKH�FRXQWU\·V�VROYHQF\��%\�WLJKWHQLQJ�PRQHWDU\�SROLF\�
ZLWK�KLJKHU�LQWHUHVW�UDWH��LW�DLPHG�WR�DWWUDFW�FDSLWDO�LQÁRZV�DQG�WR�NHHS�LQÁDWLRQ�ORZ��
Malaysia and South Korea both adopted this policy in response to the currency crisis 
in the initiate stage. 
�� �+HDWKHU�6PLWK��¶.RUHD·��,Q�5RVV�+�0F/HRG�DQG�5RVV�*DUQDXW�HG���East Asia in Crisis from being a 
miracle to needing one?��/RQGRQ�DQG�1HZ�<RUN��5RXWOHGJH��������SS����

)LJXUH���([WHUQQDO�'HEW�6WRFNV����RI�*1,��RI�,QGRQHVLD�7KDLODQG�DQG�0DOD\VLD

6RXUFH��:RUOG�'HYHORSPHQW�,QGLFDWRU
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7R�UHVWRUH�WKH�YDOXHV�RI�FXUUHQFLHV��DW�WKH�HQG�RI�������LQWHUHVW�UDWHV�LQ�0DOD\VLD�DQG�
.RUHD�ZHUH�UDLVHG�VXEVWDQWLDOO\���,Q�6RXWK�.RUHD��LQWHUHVW�UDWH�ZDV�UDLVHG�WR����SHUFHQW�
DQG�ÀVFDO�SROLF\�ZDV�VKDUSO\�WLJKWHQHG�LQ�WKH�ÀUVW�KDOI�RI�������� The Malaysian former 
)LQDQFH�0LQLVWHU��$QZDU�,EUDKLP�DSSURYHG�WKH�WLJKWHU�ÀVFDO�DQG�PRQHWDU\�SROLFLHV�
LQ�'HFHPEHU�������7KH�FHQWUDO�EDQN�RI�0DOD\VLD��%DQN�1HJDUD��UDLVHG�LWV�WKUHH�PRQWK�
LQWHUYHQWLRQ�UDWH�IURP�����SHU�FHQW�DW�WKH�HQG�RI������WR������SHU�FHQW�LQ�HDUO\�)HEUXDU\�
������%DQN�VWDWXWRU\�UHVHUYH�UHTXLUHPHQWV�ZHUH�DOVR�UDLVHG�DQG�WLJKWHU�GHÀQLWLRQV�RI�
QRQ�SHUIRUPLQJ�ORDQV�ZHUH�HQIRUFHG�22 Various plans of infrastructure projects were 
HLWKHU�FDQFHOOHG�RU�SRVWSRQHG�LQ�0DOD\VLD��$�KDUVK����SHU�FHQW�UHGXFWLRQ�ZDV�PDGH�LQ�
WKH�EXGJHWHG�JRYHUQPHQW�H[SHQGLWXUH�����7KH�REMHFWLYH�ZDV�WR�DGGUHVV�WKH�SUREOHP�RI�
H[FHVVLYH�FUHGLW�JURZWK�DV�ZHOO�DV�WKH�KLJK�OHYHUDJH�RI�VRPH�FRUSRUDWLRQV���

(YHQ�WKRXJK�WKH�DLP�RI�WKH�RUWKRGR[�DGMXVWPHQW�SROLF\�ZDV�WR�VWDELOLVH�H[FKDQJH�
UDWH�DQG�LQÁDWLRQ��LW�KDG�ZRUVHQHG�WKH�UHFHVVLRQ�HYHQ�PRUH�IRU�ERWK�FRXQWULHV�LQ�HDUO\�
������,Q�.RUHD��WKH�FRPELQDWLRQ�RI�ÀQDQFLDO�FULVLV�DQG�DXVWHULW\�PDFUR�SROLF\�FDXVHG�D�
VZLIW�GURS�LQ�HFRQRPLF�DFWLYLW\�LQ�������5HDO�À[HG�LQYHVWPHQWV�GURSSHG�E\����SHUFHQW��
UHDO�FRQVXPSWLRQ�E\����SHUFHQW��DQG�UHDO�*'3�E\�����SHUFHQW�24 The high interest rate and 
WLJKW�OHQGLQJ�SROLF\�VHYHUHO\�GDPSHQHG�SULYDWH�VHFWRU�EXVLQHVV�DFWLYLW\�DQG�EXVLQHVV�
FRPPXQLW\��6KDUS�ULVH�RI�LQWHUHVW�UDWH�LQ�.RUHD�ZDV�KXUWLQJ�WKH�VPDOO�DQG�PHGLXP�
VL]HG�EXVLQHVV� VHFWRU��ZLWK� WKH�%DQN�RI�.RUHD� UHSRUWLQJ��������EDQNUXSWFLHV� LQ� WKH�
ÀUVW�TXDUWHU�RI�������FRPSDUHG�ZLWK�QHDUO\��������IRU�WKH�HQWLUH�\HDU�RI������25�$W�WKH�
KLJKSRLQW�RI�WKH�FULVLV��DV�PDQ\�DV�����FRPSDQLHV�ZHQW�EDQNUXSW�LQ�D�GD\����,Q�0DOD\VLD��
IURP�HDUO\������WR�PLG�RI�������FDSLWDO�RXWÁRZV�FRQWLQXHG�DQG�LW�ZDV�HVWLPDWHG�DW�RYHU�
����ELOOLRQ��UHSUHVHQWLQJ�RQH�WKLUG�RI�HQG������UHVHUYHV��%\�PLG�������WKH�ULQJJLW�KDG�
GHSUHFLDWHG�E\����SHUFHQW��DQG�WKH�VWRFN�PDUNHW�KDG�GHFOLQHG�E\����SHUFHQW�IURP�WKH�
SUH�FULVLV�OHYHOV����7KH�VHFRQG�TXDUWHU�*'3�FRQWUDFWLRQ�RI�����SHU�FHQW�SOXQJHG�0DOD\VLD�
LQWR�UHFHVVLRQ��2YHUDOO�� WKH�WLJKW�SROLFLHV�UHVXOWHG�LQ�OHVV�SXEOLF�H[SHQGLWXUHV�� ORZHU�
GRPHVWLF�FRQVXPSWLRQ�DQG�LQYHVWPHQW�

Shifting Policy to Expansionary Fiscal and Monetary Policies from 1998

$V� WKH� HFRQRPLF� VLWXDWLRQ� FRQWLQXHG� WR�ZRUVHQ��SROLF\�PDNHUV�EHJDQ� WR�GRXEW� WKH�
SUDFWLFDOLW\�RI�WKH�FRPELQDWLRQ�RI�D�WLJKW�PRQHWDU\�DQG�ÀVFDO�SROLF\�UHJLPH��$IWHU�VHYHUDO�
PRQWKV��WKH�,0)�FKDQJHG�LWV�PLQG�DQG�SHUPLWWHG�WKH�FULVLV�KLW�FRXQWULHV�WR�WDNH�PRUH�
H[SDQVLRQDU\�ÀVFDO�DQG�PRQHWDU\�SROLFLHV��0RUH�JRYHUQPHQW�LQWHUYHQWLRQ�ZDV�DOORZHG�
WR�ERRVW�WKH�GHPDQG�DQG�LQYHVWPHQW�LQ�WKH�.RUHDQ�HFRQRP\��,QWHUHVW�UDWHV�ZHUH�VKDUSO\�
UHGXFHG�WR�HDVH�WKH�FDSLWDO�FRVW�RI�WKH�SULYDWH�VHFWRUV��

�� �-DPHV�&URWW\�DQG�.DQJ�.RRN�/HH��A Political-Economic Analysis of the Failure of Neoliberal Restructuring
in Post-Crisis Korea��������KWWS���SHRSOH�XPDVV�HGX�FURWW\�&-(�&URWW\�/HH�)HE���SGI�
22 � -RPR�.6�� ¶3DWKZD\�WKURXJK�)LQDQFLDO�&ULVLV��0DOD\VLD·��Global Governance��������KWWS���ZZZ�
MRPRNV�RUJ�UHVHDUFK�RWKHU�US����KWP
�� �-RPR�.6��¶3DWKZD\�WKURXJK�)LQDQFLDO�&ULVLV��0DOD\VLD·��*OREDO�*RYHUQDQFH�������
24 �-DPHV�&URWW\�DQG�.DQJ�.RRN�/HH��A Political-Economic Analysis of the Failure of Neoliberal Restructuring
in Post-Crisis Korea��������
25 �+HDWKHU�6PLWK��¶.RUHD·��,Q�5RVV�+�0F/HRG�DQG�5RVV�*DUQDXW�������East Asia in Crisis from being a 
miracle to needing one?�/RQGRQ�DQG�1HZ�<RUN��5RXWOHGJH��SS���
�� �+\H�-LQ�=XPNHKU�DQG�(GR�$QGULHVVH��0DOD\VLD�DQG�6RXWK�.RUHD��$�'HFDGH�DIWHU�WKH�$VLDQ�)LQDQFLDO�
&ULVLV��Chulalongkorn Journal of Economics��������$SULO������SS������
�� �.DQLWD�0HHVRRN��¶&RPSDUDWLYH�5HYLHZV�RI�3ROLFLHV�DQG�3HUIRUPDQFH·�������������,Q�.DQLWD�0HHVRRN��
,,�+RXQJ�/HH�DQG�2OLQ�/LX�HW�DO��HG���Malaysia: From Crisis to Recovery��:DVKLQJWRQ�'&��,0)�������
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,Q�0DOD\VLD��GXH� WR�GHWHULRUDWLRQ�RI� WKH� HFRQRP\�XQGHU� WKH� WLJKW�EXGJHW� DQG�
PRQHWDU\�SROLFLHV��LQ�WKH�VHFRQG�TXDUWHU�RI�������WKH�)LQDQFH�0LQLVWHU�$QZDU�,EUDKLP�
WXUQHG�DZD\�IURP�WLJKW�EXGJHW�WR�VSHQGLQJ�SROLFLHV��+RZHYHU��LQ�WKH�PLGGOH�RI�������
$QZDU� ,EUDKLP�ZDV� VDFNHG�E\�0DKDWKLU� DQG�'DLP�=DLQXGGLQ�ZDV�DSSRLQWHG� WKH�
PLQLVWHU�LQ�FKDUJH�RI�´WDVNV�UHODWLQJ�WR�HFRQRPLF�GHYHORSPHQWµ��'DLP�DQG�0DKDWKLU�
VKLIWHG�WKH�SROLF\�E\�FXWWLQJ�LQWHUHVW�UDWHV�DQG�H[SDQGLQJ�FUHGLW��$V�D�UHVXOW��WKH�%DVH�
/HQGLQJ�5DWH��%/5��IRU�FRPPHUFLDO�EDQNV�IHOO�IURP�������SHU�FHQW�LQ�0DUFK������WR������
SHU�FHQW�LQ�-XO\�������+RZHYHU��WKHUH�ZDV�OLWWOH�HIIHFWLYH�FKDQJH�LQ�PRQHWDU\�SROLFLHV�
RYHU�WKH�HQVXLQJ�PRQWKV���7KH�FXW�RI�LQWHUHVW�UDWH�FDXVHG�IXUWKHU�VSHFXODWLRQ�RI�ULQJJLW�
LQ�RIIVKRUH�PDUNHWV� DQG� WKH� ULQJJLW�ZDV� IXUWKHU�GHSUHFLDWHG�� ,Q�RUGHU� WR� VROYH� WKLV�
SUREOHP��WKH�0DOD\VLDQ�JRYHUQPHQW�LPSRVHG�H[WUHPH�FDSLWDO�FRQWURO�IURP�6HSWHPEHU�
��������DLPLQJ�WR�FXW�WKH�OLQN�EHWZHHQ�LQWHUHVW�UDWH�DQG�H[FKDQJH�UDWH�

,Q�.RUHD��LQWHUHVW�UDWHV�RQ�WKUHH�\HDU�ERQGV�ZHUH�DOORZHG�WR�IDOO�IURP�WKH�SHDN�
RI�����DW�WKH�HQG�RI������WR�����E\�$SULO�������7KLV�ZDV�EHFDXVH�WKH�H[WUHPHO\�KLJK�
LQWHUHVW�UDWH�SROLF\�REYLRXVO\�IDLOHG�WR�UHVWRUH�WKH�YDOXH�RI�ZRQ��,W�KDG�LQVWHDG�FDXVHG�
PRUH�EDQNUXSWFLHV�RI�60(V��PRUH�IRUHLJQ�GHEW��ORZHU�LQYHVWPHQW�DQG�FRQVXPSWLRQ��
7KH�KLJK�LQWHUHVW�UDWH�DOVR�IDLOHG�WR�DWWUDFW�FDSLWDO�LQÁRZV�GXH�WKH�GHSUHFLDWLRQ�ULVN�RI�
.RUHDQ�ZRQ��$ODUPHG�E\�WKH�VKDUS�GHWHULRUDWLRQ�RI�WKH�HFRQRP\��WKH�,0)�EHJDQ�WR�
VRIWHQ�LWV�VWDQGV�DQG�SHUPLWWHG�.RUHD�WR�UHGXFH�LWV�LQWHUHVW�UDWHV��$V�WKH�ZRQ�VWDELOLVHG�
WR�WKH�OHYHO�RI�����������ZRQ�SHU�GROODU�E\�WKH�HQG�RI�$SULO�������LW�HQDEOHG�WKH�.RUHDQ�
JRYHUQPHQW�WR�ORZHU�LQWHUHVW�UDWH�EHORZ�WKH����SHUFHQW�OHYHO��DIWHU�FRQVXOWDWLRQ�ZLWK�

)LJXUH���/HQGLQJ�,QWHUHVW�5DWH
�RI�.RUHD�DQG�0DOD\VLD
 

 

WKH�,0)����6LQFH�WKHQ��WKH�DYHUDJH�LQWHUHVW�UDWH�KDV�EHHQ�JUDGXDOO\�UHGXFHG�DV�VKRZQ�
by Figure 4.

�� �6KDOHQGUD�'��6KDUPD��������The Asian Financial crisis: Crisis, Reform and Recovery��8.��0DQFKHVWHU�
8QLYHUVLW\�SUHVV��SS������

Source: World Bank

�7KH�UDWH�FKDUJHG�E\�EDQNV�RQ�ORDQV�WR�SULPH�FXVWRPHUV
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$V�UHYHDOHG�E\�)LJXUH��DERYH��WKH�DYHUDJH�EDVH�OHQGLQJ�LQWHUHVW�UDWHV�RI�.RUHD�DQG�
0DOD\VLD�UHDFKHG�LWV�SHDN�LQ������EXW�WKH\�EHJDQ�WR�GHFOLQH�VORZO\�WR�D�UDQJH�RI��WR�
��SHUFHQW�LQ�UHFHQW�\HDUV��%RWK�FRXQWULHV�KDYH�DGRSWHG�ORRVH�PRQHWDU\�SROLFLHV�VLQFH�
�����LQ�RUGHU�WR�HDVH�WKH�EXUGHQ�RI�EXVLQHVV�FRVWV�LQ�SULYDWH�VHFWRUV�DQG�WR�SURPRWH�
LQYHVWPHQWV�DQG�FRQVXPSWLRQV�LQ�WKH�HFRQRP\�

Fiscal Policy from 1998 and its Impact

(YHQ�WKRXJK�WKH�,0)�SHUPLWWHG�H[SDQVLRQDU\�ÀVFDO�SROLF\�IRU�.RUHD�IURP�WKH�PLGGOH�
RI�������WKH�.RUHDQ�JRYHUQPHQW�LWVHOI�LQLWLDOO\�LQVLVWHG�RQ�DQ�HYHQ�WLJKWHU�ÀVFDO�SROLF\��
ZLWK������EXGJHW� H[SHQGLWXUH� ULVLQJ�E\�RQO\�����SHUFHQW�� WKH� ORZHVW� LQFUHDVH� LQ����
\HDUV��,Q�0D\�������WKH�ÀVFDO�GHÀFLW�ZDV�UDLVHG�WR�����SHUFHQW�RI�*'3�IURP�����SHUFHQW��� 
,QVWHDG�RI�FKRRVLQJ�ÀVFDO�VWLPXOXV��WKH�.RUHDQ�JRYHUQPHQW�FRQWLQXHG�LWV�SUXGHQW�ÀVFDO�
SROLF\�E\�NHHSLQJ�D�ORZ�ÀVFDO�EXGJHW���$OWKRXJK�SXEOLF�GHEW�DV�D�SHUFHQWDJH�RI�*'3�
URXJKO\�GRXEOHG�VLQFH�WKH�FULVLV��LW�UHPDLQV�DW�WKH�ORZ�HQG�DPRQJ�WKH�2(&'�FRXQWULHV��
1HYHUWKHOHVV��H[WHUQDO�DJHQFLHV�VXFK�DV�WKH�,0)�DQG�WKH�2(&'�DUH�SXVKLQJ�YHU\�KDUG�
IRU�D�UHWXUQ�WR�ÀVFDO�DQG�PRQHWDU\�FRQVHUYDWLVP��,Q�������WKH�.RUHDQ�JRYHUQPHQW�UDQ�
D�EXGJHW�VXUSOXV�LQ�H[FHVV�RI�RQH�SHUFHQW�RI�*'3��WKRXJK�LW�VKLIWHG�WR�GHÀFLW�DJDLQ�LQ�
HDUO\������LQ�UHVSRQVH�WR�WKH�VORZGRZQ�WKDW�EHJDQ�LQ�ODWH�������VHH�ÀJXUH������,Q�WKH�ÀUVW�
ZDYH�RI�UHIRUP���������SRVLWLRQV�ZHUH�SKDVHG�RXW�E\�WKH�HQG�RI���������$W�WKH�HQG�RI�WKH�
\HDU�������WKH�QXPEHU�RI�FLYLO�VHUYDQWV�KDG�EHHQ�UHGXFHG�WR���������DQG�WKH�QXPEHU�
RI�FDELQHW�PLQLVWULHV�UHGXFHG�IURP����WR������ The reduction represented a cut of about 
���SHUFHQW�IURP�WKH�SUHYLRXV�\HDU·V�QXPEHU����%HVLGHV��SULYDWLVDWLRQV�RI�VWDWH�RZQHG�
HQWHUSULVHV�ZHUH�FDUULHG�RXW��ZKLFK�LQFOXGHG�FRPSDQLHV�LQYROYHG�LQ�UDLOURDGV��SRVWDO�
VHUYLFH� DQG� WHOHFRPPXQLFDWLRQV��7KHVH� WLJKW�PHDVXUHV� UHÁHFWHG� WKH�JRYHUQPHQWDO�
FRPPLWPHQW�WR�FRQWLQXH�WKH�SUXGHQW�ÀVFDO�SROLF\��7KH�FRQWLQXDQFH�RI�SUXGHQW�ÀVFDO�
budget in the past one decade has contributed to the low public debt ratio of Korea. 

,Q�0DOD\VLD��ÀVFDO�SROLF\�ZDV�VKLIWHG�IURP�WLJKWHQLQJ�WR�H[SDQGLQJ�PRGH�IURP�������
SDUWLFXODUO\�ZKHQ�WKH�JRYHUQPHQW�EHJDQ�WR�LPSRVH�FDSLWDO�FRQWUROV�IURP�6HSWHPEHU���
������:KHQ�0DKDWKLU�DQG�'DLP�WRRN�RYHU�WKH�0LQLVWU\�RI�)LQDQFH��LQWHUHVW�UDWHV�ZHUH�
sharply reduced to encourage banks to lend more. Fiscal budget was enlarged and 
VHULHV�RI�EDLORXWV�IRU�WURXEOHG�ÀUPV�ZHUH�DSSURYHG��7R�ERRVW�WKH�HFRQRP\�IROORZLQJ�
WKH�FDSLWDO�FRQWUROV��ÀVFDO�H[SDQVLRQ�SROLF\�UHSODFHG�WKH�WLJKW�EXGJHW�SROLF\��7R�DOORZ�
KLJKHU�IHGHUDO�VSHQGLQJ��WDUJHWV�RI�IHGHUDO�JRYHUQPHQW�EXGJHWV�LQ�\HDUV������DQG������
ZHUH�VHW�DW�DFKLHYLQJ�GHÀFLWV�RI�����SHUFHQW�RI�*'3�DQG�����SHUFHQW�RI�*'3�UHVSHFWLYHO\���� 

7R�EDLO�RXW�WURXEOHG�ÀUPV��WKH�VWDWH�RZQHG�RLO�FRPSDQ\��3(7521$6��ZDV�UHTXHVWHG�
E\�WKH�0DOD\VLDQ�JRYHUQPHQW�WR�SURYLGH�ÀQDQFLDO�DVVLVWDQFH�WR�SDUWLFXODU�GLVWUHVVHG�
ÀUPV��,Q�WKH�PRVW�SURPLQHQW�FDVH��3HWURQDV�LQMHFWHG�FDVK�LQWR�WKH�QDWLRQDO�FDU�FRPSDQ\�
3HUXVDKDDQ�2WRPRELO�1DVLRQDO��NQRZQ�DV�3URWRQ���$�QXPEHU�RI�FRPSDQLHV�DOVR�UHFHLYHG�
DGYDQWDJHRXV�GHDOV�GLUHFWO\�IURP�WKH�JRYHUQPHQW��)RU�H[DPSOH��LQ�2FWREHU�������DIWHU�
�� �+HDWKHU�6PLWK��¶.RUHD·��SS���
�� �5R\�:��6KLQ�DQG�<HRQ�6HRE�+D��¶)LQDQFLDO�&ULVLV�DQG�3ROLF\�5HIRUP��7KH�6RXWK�.RUHDQ�([SHULHQFH·��
,Q��/LRX���.XRWVDL�7RP�HGV. Managing Economic Development in Asia : From Economic Miracle to Financial 
Crisis��������:HVSRUW��3UDHJHU��SS����
�� �5R\�:��6KLQ�DQG�<HRQ�6HRE�+D��¶)LQDQFLDO�&ULVLV�DQG�3ROLF\�5HIRUP��7KH�6RXWK�.RUHDQ�([SHULHQFH·��
�����
�� �5R\�:��6KLQ�DQG�<HRQ�6HRE�+D��¶)LQDQFLDO�&ULVLV�DQG�3ROLF\�5HIRUP��7KH�6RXWK�.RUHDQ�([SHULHQFH·��
�����
�� �.DQLWD�0HHVRRN��¶&RPSDUDWLYH�5HYLHZV�RI�3ROLFLHV�DQG�3HUIRUPDQFH·������������
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FDSLWDO�FRQWUROV�ZHUH�LQ�SODFH���WKH�JRYHUQPHQW�SDLG�RII�VRPH�GHEWV�RI�D�ÀUP�QDPHG�
5HQRQJ��D�SROLWLFDOO\�ZHOO�FRQQHFWHG�ÀUP�DQG�WKH�FRXQWU\·V�ODUJHVW�FRQJORPHUDWH���,Q�
'HFHPEHU������� WKH�JRYHUQPHQW�DOVR� H[WHQGHG�KHOS� WR�0DOD\VLDQ�$LUOLQHV� WKURXJK�
EX\LQJ�EDFN�RI�WKH�����VWDNH�KHOG�E\�7DMXGLQ�5DPOL�LQ�0DOD\VLDQ�$LU�6\VWHP��0$6���
WKH�RSHUDWRU�RI�0DOD\VLDQ�$LUOLQHV��)URP������WR�������0DOD\VLD�FRQWLQXHG�WR�SXUVXH�
ÀVFDO�H[SDQVLRQ��ZKHUHDV�RWKHU�FRXQWULHV�KDG�PRYHG�WR�D�PRUH�QHXWUDO�VWDQFH��,Q�IDFW��
IURP������XQWLO�QRZ��WKH�0DOD\VLDQ�IHGHUDO�JRYHUQPHQW�FRQWLQXHG�WKH�EXGJHW�GHÀFLW�
SROLF\�ZKLFK�KDV�GULYHQ�XS�WKH�SXEOLF�GHEW�UDWLR�LQ�UHFHQW�\HDUV��VHH�)LJXUH�����

$V�UHYHDOHG�E\�)LJXUH���DERYH��LQ�WKH�SDVW�RQH�GHFDGH��WKH�0DOD\VLDQ�JRYHUQPHQW�
FRQWLQXHG�WR�NHHS�WKH�ÀVFDO�EXGJHWV�LQ�GHÀFLWV�ZKLOH�.RUHDQ�ÀVFDO�EXGJHWV�ZHUH�NHSW�
LQ�VXUSOXVHV�� �7KLV�H[SODLQV�ZK\�WKH�JRYHUQPHQW·V�JURVV�GHEW�LQ�0DOD\VLD�KDV�JRQH�
XS�VKDUSO\�LQ�UHFHQW�\HDUV��:KHQ�WKH�JOREDO�FULVLV�KLW�0DOD\VLD�LQ�������WKH�0DOD\VLDQ�
JRYHUQPHQW�XVHG�WKH�VLPLODU�DSSURDFK�E\�H[SDQGLQJ�JRYHUQPHQW�H[SHQGLWXUH�VKDUSO\�
DQG�WKLV�KDV�FDXVHG�WKH�VKDUS�ULVH�RI�SXEOLF�GHEW�UDWLR�WR�*'3�WR�PRUH�WKDQ����SHUFHQW�
SUHVHQWO\��$OWKRXJK�WKH�ÀJXUH�VKRZV�WKDW�WKH�.RUHDQ�JRYHUQPHQW·V�WRWDO�H[SHQGLWXUH�
DV�D�SHUFHQWDJH�RI�*'3�DOVR�LQFUHDVHG��LW�ZDV�WLJKWO\�FRQWUROOHG�DQG�EHLQJ�NHSW�EHORZ�
���SHUFHQW��7KH�.RUHDQ�JRYHUQPHQW·V�JURVV�GHEW�DV�D�SHUFHQWDJH�RI�*'3�DOVR�KDV�EHHQ�
NHSW�PXFK�ORZHU�WKDQ�WKDW�RI�0DOD\VLD��VHH�)LJXUH�����,Q�IDFW��WKH�0DOD\VLDQ�JRYHUQPHQW�
UHDOLVHG�WKH�SUREOHP�RI�SURORQJHG�ÀVFDO�GHÀFLWV�DQG�KDG�WULHG�WR�VKULQN�WKH�ÀVFDO�EXGJHW�
SULRU�WR�WKH������JOREDO�FULVLV���)RU�H[DPSOH��WKH�ÀVFDO�GHÀFLW�ZDV�DERXW�����SHUFHQW�RI�
*'3�LQ������DQG�ZDV�UHGXFHG�WR�����SHUFHQW�RI�*'3�LQ�������1RQHWKHOHVV��ZKHQ�0DOD\VLD�
ZDV�KLW�E\�WKH������JOREDO�FULVLV��WKH�ÀJXUH�DJDLQ�FOLPEHG�YHU\�UDSLGO\�WR���SHUFHQW�LQ�
�����GXH�WR�WKH�ULVLQJ�RI�VXEVLGLHV��SXEOLF�H[SHQGLWXUHV�DQG�HFRQRPLF�VWLPXOXV�SDFNDJH��
'HVSLWH�JRYHUQPHQWDO�HIIRUWV�WR�UHGXFH�VXEVLGLHV��ZLGHQ�WD[�EDVH��LQFUHDVH�UHYHQXHV�
DQG�UHGXFH�H[SHQVHV��WKH�EXGJHW�GHÀFLW�KRYHUHG�DURXQG���SHUFHQW�LQ�������*UDGXDOO\��
WKH�0DOD\VLDQ�JRYHUQPHQW�IHOO�LQWR�WKH�SLW�RI�ÀJKWLQJ�KLJK�ÀVFDO�GHÀFLWV�DQG�SXEOLF�
GHEW�SUREOHP�VLQFH�WKH�EHJLQQLQJ�RI�ÀVFDO�H[SDQVLRQ�SROLF\�IURP�������

)LJXUH���)LVFDO�6XUSOXV�'HÀFLW����RI�*'3���0DOD\VLD�DQG�.RUHD

6RXUFH��:RUOG�(FRQRPLF�,GLFDWRU
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7KH�0DOD\VLDQ�JRYHUQPHQW·V�EDLORXW�SURJUDP�RI�WURXEOHG�ÀUPV�UHFHLYHG�FULWLFLVPV�
IURP�VHYHUDO�VFKRODUV����-RPR�.�6��D�SURPLQHQW�HFRQRPLVW��FRPPHQWHG�WKDW�́ &URQ\LVP�
DZDUGV�JRYHUQPHQW�FRQWUDFWV�WR��RU�EDLOV�RXW��SROLWLFDOO\�FRQQHFWHG�IULHQGV�GR�OLWWOH�WR�
FRQWULEXWH�WR�WKH�FRXQWU\·V�SURGXFWLYH�FDSDFLW\�RU�HFRQRPLF�GHYHORSPHQWµ����,Q�-RPR·V�
HVWLPDWLRQ��́ WKH�SURJUDPV�ZHUH�IDU�OHVV�VXFFHVVIXO�WKDQ�WKH�SUDFWLFH�RI�LQGXVWULDO�SROLF\�
LQ�WKH�ÀUVW�JHQHUDWLRQ�1,&V�RI�1RUWKHDVW�$VLD��,Q�6RXWK�.RUHD�DQG�7DLZDQ�3URYLQFH�RI�
&KLQD��JRYHUQPHQW�VXSSRUW�IRU�FRUSRUDWH�LQYHVWRUV�ZDV�PRUH�RIWHQ�WLHG�WR�SHUIRUPDQFH�
VWDQGDUGV�DQG�WKH�SRWHQWLDO�LQWHUQDWLRQDO�FRPSHWLWLYHQHVV�RI�WKHLU�LQYHVWPHQWVµ���Based 
RQ�)LJXUH����FRQWULEXWLRQ�RI�JRYHUQPHQW�H[SHQGLWXUH�WR�WKH�0DOD\VLDQ�HFRQRP\�ZHQW�
up continuously in recent years, but it came with the cost of rising public debt. To 
SUHYHQW�0DOD\VLD�IURP�IDFLQJ�VRYHUHLJQ�GHEW�FULVLV�OLNH�ZKDW�LV�KDSSHQLQJ�WR�*UHHFH��
XQGRXEWHGO\�WKH�0DOD\VLDQ�JRYHUQPHQW�QHHGV�WR�UHWXUQ�WR�ÀUP�FRPPLWPHQW�RI�SUXGHQW�
ÀVFDO�SROLF\��

Malaysia’s Capital Control

(IIHFWLYHQHVV�RI�FDSLWDO�FRQWURO�WR�0DOD\VLDQ�HFRQRP\�UHPDLQV�D�KRWO\�GHEDWHG�PDWWHU��
:KHQ�0DOD\VLD�DGRSWHG�FDSLWDO�FRQWURO�RQ�6HSWHPEHU���������UDWLQJ�DJHQFLHV�VXFK�DV�
),7&+�,%&$��0RRG\·V��DQG�6WDQGDUG�DQG�3RRU·V��GRZQJUDGHG�0DOD\VLD·V�VRYHUHLJQ�
ULVN�UDWLQJ��+RZHYHU��WKH�0DOD\VLDQ�JRYHUQPHQW��ZKLFK�ZDV�XQGHU�WKH�OHDGHUVKLS�RI�
0DKDWKLU�DW� WKDW� WLPH�� FKRVH�FDSLWDO� FRQWURO�DQG�SHJJHG� WKH�H[FKDQJH�UDWH� LQ�RUGHU�
WR� VWDELOLVH� FXUUHQF\�H[FKDQJH�PDUNHW�� ,W� WKHQ� ORZHUHG� LQWHUHVW� UDWHV� DQG� LQFUHDVHG�
JRYHUQPHQW� VSHQGLQJ�� 7KH� UDWLRQDOH� IRU� WKH�GUDVWLF�PRYH�ZDV� H[SODLQHG� E\� WKH�
0DOD\VLDQ�3ULPH�0LQLVWHU�'U�0DKDWKLU�0RKDPHG�DV�WKH�IROORZLQJ�

�´We had asked the international agencies to regulate currency trading but they did not care, 
so we ourselves have to regulate our own currency... But now we can see the damage this 
system has done throughout the world. It has destroyed the hard work of countries to cater to 
the interest of speculators as if their interests are so important that millions of people suffer… 
With the introduction of exchange controls, it would be possible to cut the link between interest 
rate and the exchange rate…We can reduce interest rates without speculators devaluing our 

�� �-RPR��.��6��¶&DSLWDO�FRQWUROV·��,Q�-RPR�.�6�HG���Malaysian eclipse: Economic crisis and recovery��/RQGRQ��
=HG�%RRNV�������
�� �-RPR��.��6��&DSLWDO�FRQWUROV�������
�� �-RPR��.��6��&DSLWDO�FRQWUROV��������

)LJXUH����*RYHUQPHQW�7RWDO�([SHQGLWXUH�������������)LJXUH���*RYHUQPHQW�*URVV�'HEW

6RXUFH��:RUOG�(FRQRPLF�2XWORRN�'DWDEDVH�,0)
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currency. Our companies can revive. If our currency is revalued upwards, the companies can 
buy imports as they don’t have to pay so much”. 37

0DKDWKLU� TXHVWLRQHG� WKH�PRWLYHV� RI� IXQG�PDQDJHUV� DQG� ´VSHFXODWRUV�µ� IDPRXVO\�
FDOOLQJ�*HRUJH�6RURV�D�´PRURQ�µ�7R�SUHYHQW�´VSHFXODWRUVµ�IURP�FRQWLQXLQJ�WR�KXUW�WKH�
Malaysian currency and to cut the link between interest rate and currency, a series of 
tight capital control measures were imposed as presented below.

.H\�PHDVXUHV�RI�0DOD\VLD·V�&DSLWDO�&RQWURO

�� )L[LQJ�H[FKDQJH�UDWH��3HJ���86��WR������XQWLO�-XO\�����
�� (OLPLQDWLRQ�RI�WKH�RIIVKRUH�ULQJJLW�PDUNHW��$OO�ULQJJLW�KHOG�RIIVKRUH�EH�UHSDWULDWHG�

ZLWKLQ�D�PRQWK��ULQJJLW�KHOG�DEURDG�ZLOO�EH�LQYDOLG��5LQJJLW�OHQGLQJ�E\�0DOD\VLDQV�
to foreigners was prohibited.

�� &RQWURO� FDSLWDO� RXWÁRZV��)RUHLJQHUV�ZKR� VROG� VKDUHV�RQ� WKH�./6(� FRXOG�QRW�
WDNH�WKH�PRQH\�RXW�RI�WKH�FRXQWU\�IRU�D�\HDU��2Q�)HEUXDU\�����������WKLV�UXOH�ZDV�
UHSODFHG�E\��JUDGXDWHG�WD[HV�RQ�RXWÁRZV�DQG�H[LW�WD[HV�RQ�FDSLWDO�JDLQV�UDQJLQJ�
IURP����WR����SHUFHQW��,Q�6HSWHPEHU�������%DQN�1HJDUD�UHSODFHG�WKH�WZR�WLHU�WD[�
ZLWK�D�ÁDW����SHUFHQW�H[LW�WD[��ZKLFK�LW�VXEVHTXHQWO\�DEROLVKHG�LQ�)HEUXDU\������

�� ([SDQG�)LVFDO�3ROLF\�E\�LVVXLQJ�ERQGV�
�� 5HGXFH�LQWHUHVW�UDWH�IURP������RQ�6HSW���WR������RQ�6HSW��WK�

The main reason for the introduction of capital controls in Malaysia was to cut 
WKH�OLQN�EHWZHHQ�LQWHUHVW�UDWH�DQG�H[FKDQJH�UDWH�DQG�WR�SUHYHQW�IXUWKHU�VSHFXODWLRQV��
+RZHYHU��RWKHU�FRXQWULHV�RI�WKH�UHJLRQ�ZLWK�,0)·V�VXSSRUW�DOVR�EHJDQ�WR�UHGXFH�WKH�
LQWHUHVW�UDWHV�IURP�ODWH������ZLWKRXW�WKH�QHHGV�RI�FRQWUROOLQJ�FDSLWDO�ÁRZV��$V�VKRZQ�
E\�)LJXUH����,QGRQHVLD��7KDLODQG�DQG�6RXWK�.RUHD·V�FXUUHQF\�H[FKDQJH�UDWH�EHJDQ�WR�
VWDELOLVH�IURP������DOWKRXJK�LQWHUHVW�UDWHV�ZHUH�PXFK�ORZHU��,Q�.RUHD��LQWHUHVW�UDWHV�RQ�
WKUHH�\HDU�ERQGV�ZHUH�DOORZHG�WR�IDOO�IURP�WKH�SHDN�RI����SHUFHQW�DW�WKH�HQG�RI������WR�
���SHUFHQW�E\�$SULO�������%DVLFDOO\��FXUUHQFLHV�RI�DOO�WKH�FULVLV�KLW�FRXQWULHV�VWDELOLVHG�DQG�
VWUHQJWKHQHG�LQ�WKH�VDPH�SHULRG��WKHLU�LQÁDWLRQ�DQG�LQWHUHVW�UDWHV�IHOO��FXUUHQW�DFFRXQWV�
PRYHG� IURP�GHÀFLW� LQWR� VXEVWDQWLDO� VXUSOXV� DQG�SULYDWH� FDSLWDO� LQÁRZV� LQFUHDVHG��
FRQWULEXWLQJ�WR�WKH�UHSOHQLVKPHQW�RI�SUHYLRXVO\�GHSOHWHG�IRUHLJQ�H[FKDQJH�UHVHUYHV�

Following the imposition of capital controls, economic indicators in Malaysia did 
VWDUW�WR�LPSURYH��+RZHYHU��RWKHU�FULVLV�KLW�FRXQWULHV�ZKLFK�KDG�IUHH�FDSLWDO�ÁRZV�DOVR�
LPSURYHG�DW�WKH�VDPH�WLPH��SDUWLFXODUO\�6RXWK�.RUHD��ZKLFK�ZDV�DOPRVW��LQVROYHQW at 
WKH�HQG�RI�������VHH�)LJXUH�����:LWK�GRPHVWLF�GHPDQG�DQG�WKH�H[FKDQJH�YDOXH�RI��ZRQ�
LQ�IUHH�IDOO��WKH�EDODQFH�RI�WUDGH�LPSURYHG�GUDPDWLFDOO\�LQ�.RUHD��7KH�UHDO�*'3�JUHZ�
E\�DOPRVW�����LQ������DQG�QHDU����LQ������LQ�.RUHD��%DVHG�RQ�)LJXUH����*'3�RI�.RUHD�
LQ������ZDV��������ELOOLRQ�GROODU�DQG�WKDW�RI�0DOD\VLD�ZDV�������ELOOLRQ�GROODU��WKH�JDS�
ZDV������WLPHV��,Q�������*'3�RI�.RUHD�UHDFKHG�������ELOOLRQ�GROODU�ZKLOH�WKDW�RI�0DOD\VLD�
ZDV�����ELOOLRQ�GROODU��WKH�JDS�ZLGHQHG�WR������WLPHV��7KHVH�QXPEHUV�VXJJHVW�WKDW�WKH�
0DOD\VLDQ�HFRQRP\�WUDLOHG�HYHQ�IXUWKHU�EHKLQG�VLQFH�WKH�$VLDQ�FULVLV��VHH�)LJXUH����

���¶0DOD\VLD��,QVWLWXWHV�5DGLFDO�([FKDQJH��&DSLWDO�&RQWUROV·� Suns Online, ��6HSW������KWWS���ZZZ�
VXQVRQOLQH�RUJ�WUDGH�SURFHVV�IROORZXS���������������KWP�
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)LJXUH���*'3·V�&RPSDULVRQ��FXUUHQW�SULFH��EHWZHHQ�.RUHD�DQG�0DOD\VLD

6RXUFH��*UDSK�&RQVWUXFWHG�%DVHG�RQ�WKH�6WDWLVWLFV�RI�,0)��:RUOG�(FRQRPLF�2XWORRN�'DWDEDVH

)LJXUH���WRWDO�,QYHVWPHQW����RI�*'3���.RUHD�DQG�0DOD\VLD

*LYHQ�0DOD\VLD·V�PXFK� VWURQJHU�PDFURHFRQRPLF� IXQGDPHQWDOV� DQG�ÀQDQFLDO�
LQVWLWXWLRQV�EHIRUH�WKH�FULVLV��RQH�ZRXOG�KDYH�H[SHFWHG�LWV�UHFRYHU\�WR�EH�IDVWHU�DQG�
VWURQJHU�WKDQ�WKDW�RI�WKH�RWKHU�FRXQWULHV��+RZHYHU��JUDSKLF�UHSUHVHQWDWLRQV�RI�)LJXUH�
��GR�QRW�VXJJHVW�WKDW��2QH�RI�WKH�PDLQ�UHDVRQV�ZDV�WKH�VKDUS�GURS�RI�WRWDO�LQYHVWPHQW��
SDUWLFXODUO\�WKH�)',�DQG�SRUWIROLR�LQYHVWPHQW��)LJXUH���UHYHDOV�WKDW�VLQFH�������WKH�WRWDO�
LQYHVWPHQW�DV�D�SHUFHQWDJH�RI�*'3�RI�0DOD\VLD�SHUIRUPHG�SRRUO\�FRPSDUHG�WR�WKDW�RI�
6RXWK�.RUHD��ZKLFK�KDG�IUHH�FDSLWDO�ÁRZV��7RWDO�LQYHVWPHQW��DV�D�SHUFHQWDJH�RI�*'3��
LQ�0DOD\VLD�IHOO�IURP����SHUFHQW�LQ������WR����SHUFHQW�LQ������DQG�0DOD\VLD�KDV�QRW�EHHQ�
DEOH�WR�UDLVH�LW�VXEVWDQWLDOO\�DV�VKRZQ�E\�)LJXUH����

6RXUFH��,0)��:RUOG�(FRQRPLF�2XWORRN

,Q�IDFW��WKH�0DOD\VLDQ�JRYHUQPHQW�ZDV�LQGHHG�FRQFHUQHG�DERXW�WKH�LPSDFW�RI�WKH�
FRQWUROV�RQ�)',�ZKHQ�WKH�GHFLVLRQ�ZDV�PDGH�LQ�������7KXV��UHSDWULDWLRQV�RI�SURÀWV�DQG�
GLYLGHQGV�IURP��GRFXPHQWHG��)',�DFWLYLWLHV�ZHUH�IUHHO\�DOORZHG��1RQHWKHOHVV��GXULQJ�
WKH�SHULRG�RI�WLJKW�FDSLWDO�FRQWUROV��������������)',�LQÁRZV�WR�0DOD\VLD�SHUIRUPHG�EDGO\�
FRPSDUHG�WR�RWKHU�SHULRGV��VHH�)LJXUH������
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7KH�ÀQDQFLDO�DFFRXQW��ZKLFK�FRPSRVHG�RI�SRUWIROLR�LQYHVWPHQW�DQG�)',�KDV�EHHQ�
VKRZLQJ�QHJDWLYH�ÁRZ�LQ�0DOD\VLD�VLQFH������DV�UHYHDOHG�E\�)LJXUH������7KH�WLJKW�FDSLWDO�
FRQWUROV�RQ�SRUWIROLR�LQYHVWPHQW�ÁRZV�KDG�GLVFRXUDJHG�IRUHLJQ�LQYHVWPHQWV�LQ�WKH�ORFDO�
stock market. South Korea, which has been keeping open capital account, remains as 
RQH�RI�WKH�PRVW�DWWUDFWLYH�SRUWIROLR�LQYHVWPHQW�GHVWLQDWLRQV��$V�UHYHDOHG�E\�)LJXUH�����
.RUHD·V�ÀQDQFLDO�DFFRXQW��DV�D�SHUFHQWDJH�RI�*'3��KDV�EHHQ�SRVLWLYH�IURP�����WR������
H[FHSW�LQ�������+RZHYHU��E\�NHHSLQJ�IUHH�FDSLWDO�ÁRZV��WKH�.RUHDQ�FXUUHQF\�H[FKDQJH�
UDWH� DOVR� H[SHULHQFHG�PRUH�YRODWLOLW\��ZKLFK� FUHDWHG�PRUH� WUDQVDFWLRQ� FRVWV� IRU� WKH�
LPSRUW�H[SRUW�EXVLQHVVHV��

)LJXUH����)',�WR�0DOD\VLD

6RXUFH��81&7$'

Exchange Rate Pegged 
Capital Control 

)LJXUH����)LQDQFLDO�$FFRXQW����RI�*'3���0DOD\VLD

6RXUFH��$5,&��$'%

(YHQ�WKRXJK�WKH�0DKDWKLU�DGPLQLVWUDWLRQ�DQG�VRPH�RWKHU�VWXGLHV�FODLPHG�WKDW�
WKH�FDSLWDO�FRQWURO�ZDV�D�VXFFHVVIXO�PRYH��PDQ\�RWKHU�VFKRODUV�GLVSXWHG�WKH�YLHZ�WKDW�
WKH�0DOD\VLDQ�FDSLWDO�FRQWUROV�ZHUH�HIIHFWLYH��6WXGLHV�VKRZ�WKDW�FDSLWDO�FRQWUROV�WR�WKH�
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RXWÁRZV�FDQ�EH�D�GHVLUDEOH�SROLF\�WRRO�WR�FRPEDW�VHYHUH�H[WHUQDO�SUHVVXUHV�DJDLQVW�WKH�
H[FKDQJH�UDWH����+RZHYHU��RWKHU�HFRQRPLVWV�OLNH�-RPR�.6�VWDWHG�WKDW�WKH�FRQWULEXWLRQ�RI�
FDSLWDO�FRQWUROV�WR�0DOD\VLD·V�UHFRYHU\�ZDV�́ DPELJXRXVµ�DQG�LW�FRXOG�QRW�EH�FODLPHG�DV�
D�VXFFHVV���1RXULHO�5RXELQL�DOVR�DUJXHG�WKDW��́ $OO�WKH�HYLGHQFH�VXJJHVWV�WKDW�WKHUH�LV�QR�
GLIIHUHQFH�HIIHFWLYHO\�DFURVV�FULVLV�FRXQWULHV�DQG�QR�HYLGHQFH�WR�VXSSRUW�WKH�FODLP�RI�WKH�
HIIHFWLYHQHVV�RI�FDSLWDO�FRQWURO�SROLFLHV�LQ�0DOD\VLDµ�����3DXO�.UXJPDQ�VXJJHVWHG�WKDW��
´0DOD\VLD�KDV�SURYHG�D�SRLQW��WKDW�FRQWUROOLQJ�FDSLWDO�LQ�D�FULVLV�LV�DW�OHDVW�IHDVLEOH��EXW�
FDQQRW�EH�FODLPHG�VXFFHVVIXO��&DSLWDO�FRQWUROV�KDG�QRW�VXFFHHGHG�LQ�GHPRQVWUDWLQJ�WKDW�
WKH\�ZHUH�WKH�NH\�WR�UHFRYHU\µ����&DSLWDO�FRQWUROV�WHQG�WR�UHVWULFW�LQYHVWPHQW�JURZWK�DQG�
WR�LQFUHDVH�HFRQRPLF�FRVW�DV�VKRZQ�E\�WKH�FDVH�RI�0DOD\VLD��+RZHYHU��LW�LV�XQGHQLDEOH�
WKDW�LW�KDV�UHGXFHG�WKH�RYHUDOO�ÀQDQFLDO�IUDJLOLW\��FXUUHQF\�ULVN��DQG�VSHFXODWLYH�SUHVVXUHV�
in the economy. 

$V� VKRZQ�E\� WKH� FDVH�RI�.RUHD�� WKH� FXUUHQF\� DQG� ORFDO� VKDUH�PDUNHW� WHQG� WR�
H[SHULHQFH�PRUH�YRODWLOLW\�DQG�ÀQDQFLDO�ULVN�XQGHU�WKH�IUHH�FDSLWDO�ÁRZ�V\VWHP���'XULQJ�
WKH������JOREDO�FULVLV������ELOOLRQ�ZDV�UHPRYHG�IURP�.RUHD�LQ�WKH�IRXU�WR�ÀYH�PRQWKV�
DIWHU�WKH������FROODSVH�RI�/HKPDQ�%URWKHUV�+ROGLQJV�,QF���� Due to the sudden capital 
RXWÁRZV��H[FKDQJH�UDWH�RI�.RUHDQ�ZRQ�WR�86��VOXPSHG�WR������ZRQ�RQ�2FW���������
IURP�������ZRQ�RQ�6HSWHPEHU���������7KH�EXPS\�ULGH�FRQWLQXHG�LQWR�HDUO\������ZKHQ�
.RUHDQ�ZRQ�KLW�������RQ�0DUFK���������7R�DYRLG�IXUWKHU�GHSUHFLDWLRQ�RI�.RUHDQ�ZRQ��
WKH�FHQWUDO�EDQN�RI�.RUHD�XVHG�WKH�IRUHLJQ�UHVHUYHV�WR�VXSSRUW�.RUHDQ�ZRQ��$V�D�UHVXOW��
WKH�EDQN·V�IRUHLJQ�UHVHUYHV�IHOO�VKDUSO\��ORZ�HQRXJK�WR�VWLU�ZRUULHV�DERXW�WKH�FRXQWU\·V�
DELOLW\�WR�FRYHU�LWV�VKRUW�WHUP�ERUURZLQJV�DW�D�WLPH�ZKHQ�LQYHVWRUV�DURXQG�WKH�ZRUOG�KDG�
EHFRPH�H[WUHPHO\�DYHUVH�WR�DQ\�LQVWLWXWLRQ�RU�FRXQWU\�ZLWK�D�GHEW�SUREOHP�42�2YHUDOO��
WKH�ZRQ·V�YRODWLOLW\�KDV�EHHQ�D�PDMRU�FRQFHUQ� WR� WKH�FHQWUDO�EDQN�DQG�JRYHUQPHQW��

�� �(WKDQ�.DSODQ�DQG�'DQL�5RGULN��'LG�WKH�0DOD\VLDQ�&DSLWDO�&RQWUROV�:RUN"�������
�� �(WKDQ�.DSODQ�DQG�'DQL�5RGULN��'LG�WKH�0DOD\VLDQ�&DSLWDO�&RQWUROV�:RUN"������
�� �3DXO�.UXJPDQ��¶$VLDQ�&ULVLV��&DSLWDO�&RQWURO�DUH�)HDVLEOH·��Asia Times�����$XJXVW�������KWWS���
ZZZ�DWLPHV�FRP�DVLD�FULVLV�$+��'E���KWPO�
�� ‘6RXWK�.RUHD�3ODQV�6WHSV�WR�5HGXFH�&DSLWDO�)ORZ�9RODWLOLW\�6RRQ�·�<LP�6D\V�·�Bloomberg����-XQH�
������KWWS���ZZZ�EORRPEHUJ�FRP�QHZV������������VRXWK�NRUHD�V�\LP�VD\V�HFRQRP\�QRW�VWDEOH�
HQRXJK�WR�MXVWLI\�KLJKHU�UDWHV�KWPO
42  ‘7KH�:LOG�:RQ·��The Wall Street Journal�����1RYHPEHU��������KWWS���RQOLQH�ZVM�FRP�DUWLFOH�6%��
����������������������������������������KWPO�

)LJXUH�����)LQDQFLDO�$FFRXQW����RI�*'3�

6RXUFH��$5,&��$'%
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)LJXUH���EHORZ�VKRZV�WKH�PRYLQJ�WUHQG�RI�.RUHDQ�ZRQ·V�H[FKDQJH�UDWH�WR�86��IURP�
����WR������

)LJXUH����7KH�:LOG�.RUHDQ�:RQ

Source: Quoted in Wall Street Journal����1RYHPEHU������

Conclusion

,Q�UHVSRQVH�WR�WKH�FXUUHQF\�FULVLV�LQ�������0DOD\VLD�DQG�.RUHD�ERWK�KDG�FKRVHQ�D�GLIIHUHQW�
UHFRYHU\�SDWK��:KLOH�0DOD\VLD�RSWHG�WR�KDYH�VWDELOLW\�RI�H[FKDQJH�UDWH�DQG�DXWRQRP\�
LQ�À[LQJ�LQWHUHVW�UDWH��.RUHD�GHFLGHG�WR�KDYH�IUHH�FDSLWDO�ÁRZV�DQG�ÁH[LEOH�PRQHWDU\�
SROLF\�� � %RWK�SROLFLHV� FRPH�ZLWK� DGYDQWDJHV� DQG�GLVDGYDQWDJHV�� %RWK� HFRQRPLHV�
EHJDQ�WR�UHFRYHU�TXLFNO\�IURP������GXH�WR�WKH�JURZWK�RI�H[SRUWV�IROORZLQJ�WKH�VKDUS�
GHSUHFLDWLRQV�RI�ORFDO�FXUUHQFLHV��+RZHYHU��WKH�LQYHVWPHQW�FOLPDWH�LQ�0DOD\VLD�KDV�QRW�
LPSURYHG�PXFK�VLQFH������WR�������$V�VKRZQ�E\�WKH�VWDWLVWLFV��WKH�WRWDO�LQYHVWPHQWV��ERWK�
)',�DQG�SRUWIROLR�LQYHVWPHQW��ZHUH�LQ�QR�ZD\�LPSUHVVLYH�GXULQJ�WKH�SHULRG�RI�WLJKW�
FDSLWDO�FRQWUROV��,QVWHDG��WKH�SXEOLF�GHEW�UDWLR�KDV�EHHQ�JURZLQJ�FRQWLQXRXVO\�GXH�WR�WKH�
ÀVFDO�H[SDQVLRQ�SROLF\�LQLWLDWHG�LQ�������6WDWLVWLFV�VKRZ�WKDW�WKH�0DOD\VLDQ�HFRQRP\�LV�
PRYLQJ�WRZDUGV�GHSHQGHQFH�RQ�WKH�SXEOLF�H[SHQGLWXUHV��0DOD\VLD�FDQQRW�H[SDQG�ÀVFDO�
GHÀFLWV�IRUHYHU�ZLWK�WKH�FOLPELQJ�RI�SXEOLF�GHEW�UDWLR��7KH�FXUUHQW�*UHHFH�VRYHUHLJQ�
GHEW�FULVLV�LV�D�VLJQDO�WR�XV�WKDW�SURWUDFWHG�ÀVFDO�H[SDQVLRQV�DUH�H[WUHPHO\�GDQJHURXV�
DQG�XQVXVWDLQDEOH���'HVSLWH�JRYHUQPHQWDO�HIIRUWV�WR�UHGXFH�SXEOLF�H[SHQGLWXUHV�DQG�
ZLGHQ�WD[�EDVH��WKH�0DOD\VLDQ�EXGJHW�GHÀFLW�ZDV�DERXW����LQ������DQG�LW�LV�H[SHFWHG�
WKH�SXEOLF�GHEW·V�UDWLR�ZLOO�FRQWLQXH�WR�ULVH�IRU�WKH�FRPLQJ�\HDUV��,I�WKH�ULVLQJ�WUHQG�RI�
GHÀFLWV�LV�QRW�FKHFNHG��LW�FRXOG�DGG�PRUH�SUHVVXUH�RQ�WKH�HFRQRP\�DQG�FRPSHO�WKH�
JRYHUQPHQW�WR�WKLQN�RI�ZD\V�WR�UHGXFH�WKH�GHEW�OHYHO��2YHUDOO��WKH�WHPSRUDU\�GUDVWLF�
FDSLWDO�FRQWUROV�DQG�ÀVFDO�H[SDQVLRQ�SROLF\� LQ�0DOD\VLD�KDYH�DGYHUVH�HIIHFWV�RQ�WKH�
LQYHVWPHQW�FOLPDWH�DQG�HVFDODWHG�WKH�SXEOLF�GHEW�

&RPSDUHG�WR�6RXWK�.RUHD�WKDW�KDV�RSHQ�FDSLWDO�DFFRXQW�DQG�WLJKW�ÀVFDO�EXGJHWV��
LQYHVWPHQWV�DQG�H[SRUWV�UHERXQGHG�TXLFNO\�DQG�SULYDWH�VHFWRUV�KDYH�EHHQ�SHUIRUPLQJ�
H[FHHGLQJO\�ZHOO��1RQHWKHOHVV��WKH�IUHH�ÁRDW�H[FKDQJH�UDWH�V\VWHP�LQ�.RUHD�FRPHV�ZLWK�
FRVWV�WRR���&XUUHQWO\�6RXWK�.RUHD�LV�KLJKO\�YXOQHUDEOH�WR�VKRUW�WHUP�FDSLWDO�VZLQJV��DV�
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ZDV�ZLWQHVVHG�LQ�WKH�����WR������JOREDO�FULVHV��7KH�LQVWDELOLW\�RI�.RUHDQ�ZRQ�FDQ�EH�D�
ELJ�FRQFHUQ�IRU�D�QDWLRQ�ZKHUH�PRUH�WKDQ����SHUFHQW�RI�HFRQRPLF�RXWSXW�FRPHV�IURP�WKH�
H[SRUWV����7R�UHGXFH�WKH�ÀQDQFLDO�IUDJLOLW\�DQG�YRODWLOH�FDSLWDO�ÁRZV��WKH�6RXWK�.RUHDQ�
JRYHUQPHQW�KDV�WULHG�WR�WLJKWHQ�WKH�UXOHV�RQ�FXUUHQF\�GHULYDWLYHV�LQ�UHFHQW�\HDUV���)RU�
LQVWDQFH��IRUHLJQ�DQG�GRPHVWLF�EDQNV�IDFH�ORZHU�OLPLWV�RQ�WKHLU�KROGLQJV�RI�IRUHLJQ�
H[FKDQJH�GHULYDWLYHV�ZLWK�HIIHFW�IURP�������,W�LV�DQ�LPSRUWDQW�PRYH�WR�FXUE�VZLQJV�LQ�WKH�
currency trading since the Korean economy is highly dependent on international trades.

%DFN� WR� WKH� WKHRU\�RI� ,PSRVVLEOH�7ULQLW\�� QR�JRYHUQPHQW� FDQ�PDLQWDLQ�À[HG�
H[FKDQJH�UDWHV��IUHH�FDSLWDO�PRELOLW\�DQG�KDYH�DQ�LQGHSHQGHQW�PRQHWDU\�SROLF\�DW�WKH�
same time; one of the three options must be forgone. Malaysia chose to impose drastic 
FDSLWDO�FRQWUROV�LQ�UHVSRQVH�WR�WKH�FXUUHQF\�FULVLV�ZKLOH�.RUHD�JDYH�XS�À[HG�H[FKDQJHG�
UDWH� V\VWHP��%RWK� FKRLFHV�KDYH� WKHLU� DGYDQWDJHV� DQG�GLVDGYDQWDJHV�GHSHQGLQJ�RQ�
HFRQRPLF�VWUXFWXUH�DQG�ÀQDQFLDO�V\VWHP�PDWXULW\��7R�FRQFOXGH��0DOD\VLD�KDV�SURYHG�
D�SRLQW�WKDW�UHVWULFWLQJ�FDSLWDO�ÁRZV�LQ�D�FULVLV�LV�DW�OHDVW�DFKLHYDEOH��EXW�ZLWK�WKH�FRVW�
RI�LQYHVWPHQW�UHGXFWLRQ��.RUHD�KDV�HQMR\HG�KLJK�JURZWK�RI�LQYHVWPHQWV�DQG�H[SRUWV�
EXW�IDFHV�SUREOHPV�RI�YRODWLOH�ZRQ��7KH�DFW�RI�EDODQFLQJ�WKH�FRVWV�DQG�EHQHÀWV�EHWZHHQ�
IUHH�FDSLWDO�ÁRZV�DQG�FDSLWDO�FRQWUROV�LV�LQGHHG�D�FKDOOHQJLQJ�DUW��4XHVWLRQV�RI�KRZ�
much and how long the controls should be in place remain fundamental issues that 
require further research. 

��  The Wild Won�����1RYHPEHU��������KWWS���RQOLQH�ZVM�FRP�DUWLFOH�6%�������������������������������
�����������KWPO
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