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Financial Crisis

• Increasing importance of financial sector

• In the case of Thailand, the financial crisis in 1997s had 
damaged the economy.

• Two explanations about the main causes of the crisis:

• Weak economic fundamentals and policy inconsistencies 

 “First generation models”

• Financial panic where expectations can influence 
macroeconomic policies 

 “Second generation models”
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Evolution of the crisis in Thailand since 1980s

• Lower exports, but refused to devalue Thai baht

• Problems with financial institutions; high-risk lending activities 
due to moral hazard problem

• Currency devaluation in 1984  improve exports

• Deficit current account since 1987  foreign borrowing

• Financial liberalization during 1990s  large capital inflows

• But Thailand had weak financial system (less independent 
supervisory and regulatory activities)

• Large amount of short-term loans to fund long-term projects

• The borrowings were unhedged due to the pegged exchange 
rate
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Restructuring Process

1. Financial restructuring
1. Segregation of financial institution

2. Financial sector restructuring program in August 1998

2. Corporate debt restructuring
1. Problems with delayed restructuring and use of reschedule instead

2. The Thai Asset Management Corporation (TAMC)

EE462_1/2019_Reading#9_Phatta Kirdruang 7



EE462_1/2019_Reading#9_Phatta Kirdruang 8



EE462_1/2019_Reading#9_Phatta Kirdruang 9



EE462_1/2019_Reading#9_Phatta Kirdruang 10



EE462_1/2019_Reading#9_Phatta Kirdruang 11



Constraints on Restructuring

• Excess liquidity in the market due to low interest rate

• Limited role of monetary policy

• Burden from high public debt

EE462_1/2019_Reading#9_Phatta Kirdruang 12


