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From the Trenches; a Practitioner’ s Blunt Thoughts

| didn’t know what | was doing
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The New-Style Balance Sheet Crisisin East Asia

The corporate sector has balance .
sheets that are vulnerable to ASsets Liabilities
mismatch with respect to both Long-term/ Short-term/
maturity and denomination. Domestic Foreign
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L ooks Good on Paper

CAMELEEE
Risk-weighted capital adequacy ratio
E| "= R 1T (Five-Star Genera Banks) D EUAEY

B7 ?EI'S
'T"/ =

FHERITBERAELTODAURROTHFEE

TREEISRTHOIIUVERITERITO
enforcement power

EMT—XDIEFEN




AR T EREI 22T DR XTI

RE$/NEITI6ITORAE - FH (1997 1178)
— NAIREBHIZIX . AR RO T HBIZ K ABIREESRETD IR
FEETHHEVNSRHA T THDHT-

— G- FEEHE (XL . rotten applesiERY RN T=ELND AY
t—UFEBHERMHT-

%%%Eﬂﬁﬂﬁ%d'ag”wm revienv—E&ERNR. 28

RecapitaizationDIRFT—E AR BEDETE
SRITERE WG RAVATLOREL
=RH-ABIRVEEDUE
F4RIO—Sr—DIEK

EEREHFHEEADRERET
[ T7ERITEETI(BRA) BRI DFEET

tH R ER1TIZ KB Technica Assistance LoanD 5




2 HA T IS D #& EF-Where did we stand?
AVRRLTRFICANETAAILREER L. MREICE#BINT

LNF=h

ERGEHORER-FRLSIL, SO LEHLNTHOf=H
- BERR. AIMEBZRHLET DT ORER
- BEEBEEDEEMEICHT H5E[

— “We are not Thailand”.

KRR BERBRERE (X EY) THo1=H
FERDIEXFMEITT T DXL+ 73 THof=h

BERES . BEIERT T I EYI THo=h

~ EROME t—OT1- vk TSV yMREE. EE 1L
— TRAERED M E M. 2RE ST A bal-out

— & RHEBEI DX E L ZE : conditionality. liquidation and payoff

— FElREERAMERI D ALIE : T,

x

AL FHE

- BB X IVANIFYIVT EEEERH

11



12

14,0000

12,0000

10,0000

g,0000 r

G,000.0

40000 r

2,000.0

0.0

FRIOT EHERIROILET -L— EHEFOER

JLE T -L— (Rupiaper USdollar. £ B &% r—
A=\ L—F (%, HE )

e Why did markets not

e MIBIIAYIZFTRLTLVE
Mo1=EEZRDM?

"« LOI(1997411A5H)

e Memorandum of Economic and Fim
Policies(199841H 15H)

anticipate this? IMF MAE)

ancial

=

\

/

/

\

— o T — o r— r— — — r— — r— — — r— — — — r— — — r— T r— — — — r— — T

Statistics.

Source: IMF, International Financia

80.00

J0.00

6000

a0 .00

4000

20,00

20,00

10.00

0.00



71,

L A3 ER1T1

—
-

AR T ERTI

(B JRILET)

]
]
]
]
]
N ]
mm .._..m i
]
g2 U -
N ____l-
I I
;5 :
il ]
SN -
0P \ I
- 1% -
Ry \ —
=N -
Y ]
My | |
ol ) 5 ]
R -
o2 e
#o 12 HE -
gl —
1
-~ = = = = -~ = = =
(- 2 L _ 2 (- 2 L 2
] = ) (- oo ] = )

H 60=E£8661
HS80E8661
H L0EZ 8661
H 90== 8661
H G0E 8661
H +0E= 8661
H c0E 8661
H cOEZ 8661
H 10E=8661
HclEL661
H LIEZ 661
HOolE 661
H 60E& L661
HS0F& 661
H L 0EL661
H 90F& L661
HSO0E 661

HtrO0E 661

13

atistics.

jal St

Financ

I0na

Source: IMF, Internat



TEBEHOBRIEZITEMof=h

How come the world’'s most successful economies
ended up such massive problems? (IMF MAE)
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Origins of Crisis: Bank Indonesia® 54
. NEER

— Enigmaof the macro condition—=AiZENE E DM, FENE

135 0D KK
— Negative impact of the banks liquidation in November 1997
— THePEFDEFICHESETEH

« AEER—ERITEIF—IZHEL TL I -weaknesses
— Excessive credit growth and concentration
— High exposure on short-term foreign exchange borrowings
— Weak bank risk management
— Owner intervention on bank management
— Moral hazard
— Ineffective supervision by Bank Indonesia?

& ¥l :Bank Indonesia
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Different Options for Bank Resolution

Spead Fisca Incentives for Confidencein
Codts Bank Banking System
Parformance
Bailout 000000 © ® (Y )
Nationdization eeee o0 (Y ) 000000
Asssted Mergers ee@e@ 00000 000 00000
Recapitdization ee 0000 00000 0000
Restructuring o0 000000 0000 (YY)
Liquadionand g oee  eee 000000 °
Payoff

Note: More dots should be interpreted as “ better”.

Source: World Bank (1998). “Road to Recovery”. 16
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The government guarantee program

- AR TEREN LETRT-HERTZRAHT BRERTO
b e \ e

— THERITA IR 1=ImEE . 1V bR T ERITH Wl
Immediately step in on behalf of the government

Establishment of the IBRA
— MIRESETOEDLEIE, EHERIYN. i

Bank recapitalization program

— EEMAEEEE AN Dassistancel 2k Y . A-banks(B B &AL
4%LA E) , B-banks([E]-25%70M154%) , C-banks([a]-25%LL ) [Z
XAl BERRBRICIGLERIA. BEBBEHBEREEEET

Resolution of non-viable private banks

Merger and recapitalization of state banks

Bank Indonesia liquidity support

Enhancement of the banking supervisory framework
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 How come the contagion was so fast and deep? (IMF MAE)
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Japanese Banks:
Trends in Bank Claims on Five East Asian Countries

(In billions of US

dollars)
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In billions of yen

588888388

Japanese Trading Companies:

Exposure to Five Asian Countries
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Japan’ s bad |oan problem has surfaced in the aftermath of collapse
of the asset price bubble in 1991/92.

The resolution cost incurred thus far is estimated at around 110
3(;[”””3” yen. (Non-performing loans/Nominal GDP; in percent)

Note: Non-performing loans (NPLSs) include
o5 | loansto borrowersin legal bankruptcy, loans
past-due for three months or more, and rate

reduced/waived and other restructured loans.

20 n

15

United States  Sweden (1992) Korea (1998) Japan (2002)

(1991) 29
Sources. Bank of Japan, IMF, World Bank.




Japan: Development and Collapse of the Asset Price Bubble
400P_rofit opportunity created by the asset price bubble
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Japanese Banks: Credit Concentration

O Red edaterdaed|lcasasadared tad loasasof 1985 B Asof exd-1991
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Japan’s Financial Mess: What Went Wrong?

e Macroeconomic imbalances
— Monetary policy-induced asset price bubble

» Asset price inflation and deflation: speculative
commercial real estate bubble in many markets

— Prolonged economic slump

e \Weaknesses in the financial sector

— Lack of market discipline

— Weak risk management/corporate governance

— Regulatory forbearance and moral hazard
 “At the end of the day, they will be there.”

« “Keep in line with others.”
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Japan’s Financial System: Chronology of Events

Policy measuresin 1991-93
— Establishment of the Cooperative Credit Purchasing Company
— Greater flexibility in allowing banks to make tax-deductible loan loss provision
— Enhancement in the scope of public disclosure of banking operations
— Economic stimulus packages, downward guidance of market rates

Bank Resolutionsin 1994-95
— The Tokyo Kyodo Bank -- Japan’ s first resolution bank -- was established in
December 1994 to assume business operations of two failed credit cooperatives.

Enhancement in the Safety Net: Financial Reform Law of 1996
— Enhancement of the Deposit Insurance Corporation (DIC) (financial assistance to
relieving institution in excess of the pay-off cost, investigation authority)
— Resolution and Collection Bank, Housing Loan Administration Corporation

Emergency Measures in February 1998 to Stabilize the Financial System - Use
of 30 trillion yen public funds

— Strengthening the financial position of the DIC -- 17 trillion yen

— Bank recapitalization fund -- 13 trillion yen
Specia public administration

— Long Term Credit Bank of Japan (Oct. 1998), Nippon Credit Bank (Dec. 1998)
Bank recapitalization using public funds

— 1.8trillion yen capital injection (Mar. 1998) _ _
 Asapproved by the Financial Crisis Management Committee, the Deposit
Insurance Corporation made a 1.8 trillion yen capital injection to 21banks by
purchasing preferred stocks and subordinated debts .

— 7.5trillion yen capital injection (Mar. 1999)
— Prompt regulatory framework (capital adequacy-based corrective action similgg to
that employed by the U.S. regulator)
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