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FISCAL EXPANSIONS OF CHINA, KOREA, AND MALAYSIA:
COMPARING THEORY TO PRACTICE

This work reviews and compares the fiscal responses to the global crisis of the 3 fastest grow-
ing economies today — China, Korea, and Malaysia, with those prescribed in the literature. It is
appealing to compare these countries because China represents a large, emerging, and communis-
tic economy; Korea, a smaller, advanced, and democratic economy; and Malaysia, an even small-
er, emerging, and democratic economy. Amidst differences in their actions, findings show they have
preferred fiscal spending to tax cuts or monetary measures in their attempts to revive the economies.
This might have allowed the authorities to select the sectors deemed desirable for growth and
employment. Of course, this is possible by their still manageable budget stance, as a result from the
current account surpluses and deleveraging since the Asian crisis.
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ITo Yy Jloy, Yi Xeonr Kya, Moxn Ha3zapi ICMa'l'g
®ICKAJIbHA EKCIIAHCIA B KUTAI, TIIBAEHHIN KOPEI TA
MAJIA3II: ITIOPIBHAHHS TEOPII TA ITPAKTUKI

Y cmammi docaionceno ma nopieuano ickaivHi 6i0noeidi Ha 2406a1bHY Kpusy mpoox
eKOHOMIK, w0 po3eusaromocs weuoxumu memnamu — Kumaro, Iliedennoi Kopei ma Maaaiisii.
Ilisdenna Kopess — neeeauxa, aie eKoHOMIMHO po3euneHa oemoxpamisn; Kumaii — eeauxa
CKOHOMIKA, W0 PO3GUBACMbCA 3 KOMYHICmu4Ho20 pexcumy; Maaaiizia — nalimenwa 3 mpoox
EeKOHOMIK, W0 PO36UGAENbCA 6 yMOBax demokpamii. Uepes cymmegi piznuui Mixc exoHomiKamu
nopieHAHHA Oanux mpvox Kpain moxce Oymu uixaeum. Heseaxncarouu na eiominnocmi y
noaimukax, 6ci mpu Kpainu obpaiu ¢hickaibHi mpamu, a He 3MEHUWIEHHA NO0AmKie abo
MoHemapHi memoou 6oponvou 3 Kpu3zor. Ypaou marxoxc 00paiu neeui 2aaysi 041 npiopumemnozo
PO3GUMKY ma CMUMyAl08anHsa npayesiammyeanns. Taxi 3axo0u cmaiu moxcaueumu 3a80aKu
Heno2anum noKasHuKam 6100xcemy, sKi, @ 6010 “epey, CnpuHuUHeri AaKmueHUM OAAAHCOM PAXYHKY
ma deaeeepedncunzom nicas Asiiicokoi pinancoeoi Kpusu.

Karouosi caoea: Kumaii, [liecoenna Kopes, Manaiizia, Cxiona A3zis, @ickarvha noaimuxa,
ceimosa pinancosa Kpusa, oegiuum 6100xcemy.
Puc. 4. Taba. 5. Jlim. 17.
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MAJIAU3NN: CPABHEHUE TEOPUU U ITPAKTUKN

B cmambe uccaedosansvt u cpasmenst uckaivnvie omeemol Ha 2100aAbHBLL KPU3UC mMpex
Obicmpopazeusarouwiuxcs 3xonomux — Kumas, FOxcnoii Kopeu u Maaaiizuu. FOxucnas Kopea —
Heboabuwas, HO KOHOMUMecKU pazeumas demoxpamusi; Kumaii — Goavwasn paseusarowjascs
IKOHOMUKA NpU KOMMYHUcmuueckom pexcume; Maanaiisua — HaumeHbwas u3z mpex,
paseusarouyascsa demokpamuveckas 3Konomuxa. Hz-3a cywecmeennoi pasnuuvt mexncoy
cmpanamu ux cpasHenue eot3vieaem unmepec. Hecmomps na pasnuuy 6 noaumuxax, éce mpu
cmpansl npeono4au uUcKaibHble mpanmot, a He yMeHbUleHUe HA.10208 UAUL MOHEMAPHble Meno0bl
60opvobl ¢ kpusucom. Ilpasumeavcmea 6vibpaau maxdce onpedeieHHvle OMPAcau 04s
HPUOPUMEMHO020 DPA3GUMUA U CIUMYAUPOBAHUsi mpydoycmpoiicmea. JlanHole mepot Gblau
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GO3MOJCHBL 8 C6A3U C HENAOXUMU NoKazameaamu Oro0xcema, 4mo, 6 c6ol0 o4epeodv, 0bL1O
npedonpedeneno aKMmueHsIM 6A1AHCOM MEKYWUX CHemOos U deaesepedlcunzom nocie Azuamckozo
dunancosoeo xpusuca.

Karouesvie caosa: Kumaii, Oxucnas Kopes, Manaiizus, Bocmounas A3us, guckarvhas
noAuMuKa, MUpogoli pUHaHCco8bLil Kpusuc, deuyum orodxncema.

Introduction. The recent global and financial turmoil has prompted many gov-
ernments worldwide to introduce stimulus packages, as a temporary measure to
rebuild, boost up or prevent economies from further hemorrhaging. Essentially, the
term "stimulus package" or "economic stimulus” is synonymous to a situation when
the government changes its fiscal policies of spending and taxation to revive the econ-
omy.

Many economists believe that the 2008 financial crisis resembles the Great
Contraction of the 1930s while some others view that the problem can be resolved
without much difficulty. Some are rather optimistic that the mistakes from past his-
tory would not be repeated and would instead be valuable in helping statesmen make
clearer policy choices.

On the other front, the degree of effectiveness of fiscal stimulation has been dis-
puted by various schools of thoughts, most prominently by the Chicago School, the
Keynesian, and the conventional view. Most debates have centered over the question
of what makes an effective stimulus package and how it can stimulate the economy by
relieving unemployment and social discontents. Ideally, stimulation increases
demand in the short run, promotes capital investment, and consequently sustainable
growth in the long run.

Whilst scholarly works comparing theory and practice in advanced countries are
many, comparatively few have focused on the emerging parts of East Asia. In the light
of this, this work reviews and compares the fiscal responses to the global crisis of
China, Korea, and Malaysia, with those prescribed by the literature. It is appealing to
compare these countries because China represents a large, emerging, and communis-
tic economy; Korea, a smaller, advanced, and democratic economy; and Malaysia an
even smaller, emerging, and democratic economy.

The remainder of the paper is structured as follows. The second section discuss-
es the theoretical underpinnings, concentrating on the factors of the effectiveness of
fiscal expansions.

The third section describes the methodology. The fourth section presents the
findings, that is the consolidated reviews on fiscal measures in China, Korea, and
Malaysia. Section five discusses the findings. Finally, section six concludes.

Literature Review. In modern economics (the 20th century), in broad, there are
3 views on fiscal response to recessions, the 1930's Chicago school, the Keynesian
view, and the non-Keynesian approach. The early Chicago school believed that fiscal
policy plays a more important role in the offsetting effects of depression in times of
recession than that of the monetary policy. Notable evidence in support of this propo-
sition includes Kolluri, Panik, and Wanab (2000).

In the same vein, the Keynesian school predicts that an expansionary fiscal pol-
icy such as increased government expenditure or decreased tax would raise private
disposable income and hence consumption. Grounded in this viewpoint, Fatas and
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Mihov (2001), for instance, have demonstrated the desirable effects of government
spending and revenue policies on consumption and output.

On another front, based on the much celebrated permanent-income hypothesis
of Milton Friedman, the Non-Keynesian view popularized by Feldstein (1982) pro-
poses that a permanent reduction in government taxation and spending might be
more convincing in the eyes of public and hence more effective since any tax cuts
today will not entail more tax increases in the future. People will be more inclined to
spend, as they expect their future income to "increase” from the reduced taxation
today. Giavazzi and Pagano (1990) have offered the empirical evidence bolstering this
proposition.

In light of the above, various suggestions have been put forward on the architects
of stimulus spending. Amongst others, Drazen (1990) showed that effectiveness of fis-
cal reconstruction depends on size and duration of a policy. Similarly, Romer and
Romer (1994) echoed that most stimulus efforts have been fruitless partly because
they were too small. According to them, the Keynesian effect will occur if the size is
small and the time is short, while the non-Keynesian effect will occur when the size
is large and the time is long. If duration of a policy is long and continues in the future,
consumers will expect a positive return to an expansionary policy.

Other than size and duration, the way the money is expended is critical too. In
this respect, Lucas (1988) argued that to promote growth, a stimulus should focus on
more productive elements, namely investment in education and human capital.
Meanwhile, Romer (1990) preferred investments in research and development
(R&D) while Barro (1990) stressed public infrastructure.

Though fiscal expansions are often undertaken in times of distress, governments
are nevertheless held back by budget constraints and buildup of debt (Hur, Mallick,
and Park, 2010). Moreover, as found out by Blanchard (1990), the initial debt level
has important influence on fiscal policy effects because high government debt level
means that the probability of government carrying out contractionary fiscal policy in
the future becomes higher.

Different from those who favor greater spending, in the spirit of supply-side eco-
nomics, Jha et al. (2010) empirically showed that the fiscal tool of tax cuts is more
effective than public spending. Perotti (2005) and Christiansen (2008) detected that
for some countries fiscal multipliers from spending had actually declined over time
and might have been even negative.

In short, there is always a large pool of literature in which one can draw support
or opposition to this or that kind of fiscal interventions.

Methodology. This is an archival research based on the secondary data obtained
from journal articles, reviews, and published works by Asian Development Bank
(ADB), International Monetary Fund (IMF), central banks, and so forth. The online
search was performed electronically using the keywords: "fiscal policy and stimulus
package" combined with "financial crisis/economic crisis". The analysis reviews the
measures taken by the governments of China, Korea, and Malaysia and compares
what has been done by the governments to the suggestions found in the literature. It
also tries to understand the differences in policy implementation that might have
been influenced by such factors as economic size, level of development, and political
setting.
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The Findings:

The Chinese Reaction. Consistent with its economic prowess, China launched a
gigantic stimulus in the wake of the 2008 crisis, an amount which is not only huge in
absolute terms but also very high in relation to GDP. It began in November 2008
when Chinese government announced a 4 trillion yuan (588 bln. USD) package,
equivalent to 13% of GDP which would run through 2010. The components, the
release dates, and the amounts in billions of yuan are shown in Table 1.

Table 1. RMB values of the stimulus components, China

Major SHrmihe Messires ?;D,ml Am
4 Thlli on Rerminkd Stimulus Program (Novembear 20087
- Low-iteotne hosing 230
- Irmproving nral living standsis 70
- Heslth care and eduearion 40
- Eoological and erwiranrment protection 350
- Postdisaster recorstnetion 1noo
- Techrological imovation 160
- Irfreepucnme corsucton 1500
Additicnnal Expenditures (12 Jeruary 20087
- Expedited itwestiment sperling on scentific and  tedhniesl  itwovation E00
upgrares
- Healtheare wforrs to provide basic medicsl ssoinity to evayons; improve the 450
quality of tmedical smvies; ahd moke medics] ssrvics roore acomsible
BEmployment Crestion (March 20087
- Pmwvide employment to high school gradhaves, feross and agrioidtiral
workers, residents with eroployrent difficilties, ard fapilies with no employed
hoieshold mernbers and to spport establishient of independent ngiresses 42

Zoree Asian Devdoprnatr Cimlook, ADE.

On the whole, the stimulus has put heavier weights on the infrastructure and the
post-disaster reconstruction especially for the 2008 Szechuan earthquake, followed
by healthcare and R&D (for renewable energy). Lesser emphasis was given to envi-
ronment protection and rural living standards. Yet, even smaller weights were given to
education and boosting employment.

Though this package was large, the fiscal deficit of the central government had
remained relatively low in relation to other economies in the region, rose from 0.4%
in 2008 to a mere 3.2% in 2009. Through the first 10 months of 2009, the cumulative
fiscal expenditures surged by 23% on the year-on-year basis and the fiscal stimulus
continued well into 2010 but the revenues also increased. The fiscal revenues
increased from the total of 5.1 trillion yuan (US$ 750 bln.) in 2007 to 6.13 trillion
yuan (US$ 900 bln.) in 2008. A core supporting factor for this is China's rising cur-
rent account surplus, as shown in Figure 1.

Hur, Jha, Park and Quising (2010) noted that the fiscal expansion provided
strong support for SME through reduction of business processing fees, trade facilita-
tion measures, tax cuts, and support for technological innovations and industrial
restructuring, hence contributing to reversal of recession.

Specifically, in 2009 the domestic consumption increased with total retail sales
of consumer goods amounting to 12.53 trillion yuan, up by 15.5% from 2008. The
annual GDP growth registered an 8% in the same year, with its quarterly growth in
the 4th quarter as high as 10.7%. On a year-on-year basis, the GDP was raised by
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8.7% from 2008 at comparable prices and its growth rate down by 0.9% points.
Besides, as reported in Jia and Liu (2010), the 2009 per capita disposable income of
urban residents rose by 8.8% while the per capita income of rural residents increased
by 8.2%, with its real growth rate at 8.5%, after discounting for inflation.

12

10

Zjllllllll

2001 002 2003 2006 2007 2008

Flgure 1. China's Current Account Surplus (% of GDP), 2000-2008
Source: Asian Development Outlook, ADB

The Response of Korea. Korea had carried out the main fiscal expansions in
November, December 2008, and January, March, and August 2009 to counter the
global recession. In sum, the 3.5% of GDP stimulus went to expenditure expansion
and tax cuts. Table 2 provides the values of the stimulus components.

To summarize, the emphasis was on social overhead capital projects (public infra-
structure), followed by employment initiatives, financing small businesses, and so
forth. There were also expenditures on green transportation networks, carbon reduc-
tion, and new industrial and information technology development. In addition, there
were also substantive supports for distressed companies and bank recapitalization.

Figures 2 and 3 show respectively the budget balance for 1988—2008 and gov-
ernment debt for 1992—2009 in Korea, both as % of GDP. As displayed by Figure 2,
1998 and 1999 were exceptional years in terms of budget deficit; the consolidated
budget balance (% of GDP) was -4% in 1998 and -2.5% in 1999 whereas the debt
ratio had been rising rapidly since 1998.

As explained by Kim (2003), public funds rose dramatically as a consequence of
the Asian crisis through the issuance of bonds by the Korea Asset Management
Corporation to private sector, and from 2003, the assets of the Korea Deposit
Insurance Corporation gradually turned into government debt. Korean government
ran into major deficits again in 2009, equivalent to 4.1% of GDP. Government expen-
diture skyrocketed whist tax revenues remained almost unchanged. This prompted an
increase in debt-to-GDP to 33.8% in 2009.

The Malaysian Experience. Akin to many East Asian governments, Malaysia also
introduced stimulus packages in 2008. Table 3 reviews the stimulus packages of
Malaysia. Malaysia's first stimulus package, 1.9 bln. USD (RM 7 bln. or 0.86% of
GDP), was introduced in November 2008, followed by another one of 16.2 bln. USD
or RM 60 bln. in March 2009.
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Table 2. Stimulus Measures in Korea

Major Strmihe Messimes {T\:Ft;rllirﬂmhomrﬁ
8 November 2008
- Bpanding on infreetnenre and other govantnent pmjects 48
- fsEistancs to stosll bEinesss I4
- Socal garsfes to low-iteome hossholds 1
- Local goverenent experdditites 11
- Taclkle uneraployrent. problens and support srmall buminess start-1ps 0z
- Tax onts 3.0
3 December 2008
- Expatmion of itenchip systetn and  inoessing job positiors for
wrkprivileded 449
- Ireresss of social overhesd copital projects 247
- Stabilization of 3MES a4
- Support in regional finances 19
Jarmary 2008
- Imwesting in projects conosming enerdy conssvation, recyding, carbon
rechiction, and waste marmdement.
- Immproved inforroation and energy infrastnenre
- Prevert floods, cemme warer resownoes, ceate green Sspaces, syl develop areas
aroirad 4 rives
- Ircressed investient in low carbon transportation
- Irmemtnent in envitosrnent-friendly lghr-erniting diode lighes
March 2009
- Job cestion and rasintenanos 35
- Aggist 3MEs and selfemployed through expanded credit gusrantess and
incressed goverrrment firancing ER
- Revitalize provincial ecorormies 3.0
- Nurte fimue growth engines 23
- Armintanos to low income howssholds 42
Marsh 2009
- Tax incantives for sslfermployed sines owrsss ahd SMEs
- Tax ihecantives on money weed for roicooedit loars, edueatonsl, st
cultiral, atnd social welfare purposes
- Tax dedncton on R&D investroent exparded to 20%-25% for large
ettarprises arel F0%6-359% for SMEs
- Tax dedhetion and exeropton to dreen indhvstry related firencial prodocts

Zowree: Asian Desveoproent Cnalook, ADE.

The concentration of the first package was on infrastructure and armed forces,
followed by low-cost housing, public transport, and broadband Internet access. The
second stimulus package concentrated on assistance to the private sector, targeted at
food, toll, and fuel subsidies, low-cost housing, retrenched workers, and increasing
job and training opportunities.

On its fiscal position, Figure 4 shows that since independence in 1957, Malaysia
has always had fiscal deficit. For instance, in 1982, the deficit was about 16% of GDP
but since then, the fiscal deficit had been progressively reduced. From 1993 to 1997,
the rapid economic growth even brought the balance to a surplus. Unfortunately, pos-
itive path was short-lived and deficit reappeared and even deepened in 2008 due to the
global crisis. Amongst neighbouring economies, Table 4 shows that Malaysia has
recorded the highest deficits, at 4.8% of GDP. The situation could be worse with the
steady depletion in oil reserves, which make up roughly 40% of the tax revenues.
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Figure 2. Central government fiscal balance (% of GDP), Korea, 1988-2008
Source: Ministry of Strategy and Finance, Korea
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Figure 3. Government Debt (% of GDP), Korea, 1992-2009
Source: Ministry of Strategy and Finance, Korea

The silver lining is that a major part of deficit financing came from internal
sources without external borrowings. The government ensured there was no excessive
build-up of short-term debts and attempted to attract foreign direct investments.

Amidst this, questions were raised as to whether the increased spending done by
the government was really effective in reviving the economy. As noted by Nambiar
(2009), in 2008 the fiscal deficits amounted to 7.6% of GDP, but only translated into
a mere 1% increase in GDP growth.
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Table 3. Malaysia stimulus package initiatives

Mesmres Takien Date Stmoareed
First Package : I3 1.9 hin. 4 MNoverdbar
- Upgrade s repeir of public amenities, nral roadk, and quartss for police 2008

atr arvmed foroes (RM 15 miln

- Build low and redivrn-cost hoises (RM 1.4 rln)

- Upgrade and roaintsin public tansport (RM 0.5 mln

- Iroplernent broadbarnd Interver acoems (RM 0.5 ol

- Betup tvesonent ik o atoract private investinesie (RM 16 taln
- Ekills trainitg and youth peodrarn (RM 06 roli)

Pre-ochon] edieation & dravis to schools (RM 0.4 talin
Sao:un.dp:a:‘ka@ UsD 16.2 Hn 10 March 2009
- Rethee vreraployent ard inceeces ergployrnent opportunitdes (RM 2 Elng
- Eszsme the finaredal hinden of vulnasble groups (RM 10 Ll
- Asgist the privare sector in facing the arisis {RM 29 hln
- Bnild capecity for the fimmre (EM 19 kln)

Sowree: Asian Devdoprnent Cntlook, ADE.
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Figure 4. Malaysia's fiscal position in millions of ringgit, 1970-2008
Source: Bank Negara Malaysia

Discussion. Hitherto, we have explored the recovery efforts initiated in China,
Korea, and Malaysia, and to different extents, their efforts can be compared to the
prescriptions in the literature. Few common threads can be observed, whereas Table
5 summarizes and compares these 3 economies.

- By large, these countries have preferred fiscal to monetary policy, parallel with
the philosophy led by the 1930's Chicago and the Keynesian school. They have also
favoured increased spending rather than tax cuts proposed by the Non-Keynesian
school and Jha et. al. (2010).

- Since expansions are not one-time but spanning several years and are carried
out sequentially, this move seems to conform to Drazen (1990) who propounded that
efficacy of fiscal policy depends on duration of the policy. Nonetheless, the measures
are not permanent, hence divergent from the Neo-Keynesian view which prefers per-
manent cut in taxation and government spending.

- All of them have invested in infrastructure.
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- Being exporting countries with current account surpluses and significant exter-
nal debt reduction since the Asian crisis, their financing of the fiscal expansions vir-
tually comes from internal sources.

- To different extents, the stimulus spending of the countries seems to have been

effective

in at least slowing down or cushioning the shocks of the recession.

Nonetheless, one must be aware that these economies are high growth countries, as
opposed to developed countries.

Table 5. Comparisons between China, Korea, and Malaysia

Chitia

- Chitwa, the worlds second lardest bt stll emerging ecotwotry, hes caried out
rermarkably larde fiscal exparsion (i tervms of % of GDPY, rmeh greaver thewy that of
the atvateed Tt sroaller Kores, and emnerding arel srnallee Malaysia

- Chita's relatdwdy larde epareion is in line with the presoription of Rotner and
Rotoer (19%4) and Trasen (19903,

- One fadlitative faotor could be the cormmmistic polity of Chite which needs 1ot @0
through a dermoratic process of budget approval.

- Bemides the zize of the exparsion, the asmphegis of the Chitese prograne hes alss
been quite different fiorm that of Kores and Malaysia

- As an emerding econonry with exceptionally huge ressrves it also pressing sodal
and evergy problerm, Chite hos emphoized itweswments on infestnenre, post-
diz=eter reconstoetion, hesltheare, and RE&D for reresable ernsrgy.

- This iz eonmistent with Barmo (1920 who fEwors public inflestmeninre investments
and with Rorer (1220 who v RED investnents,

- The mesmne also ioplies a step towerdd increseing affidency and redieed fid
itoports of which prices hove slorochkated at world roorkets. In the abesres of a
substaritial appreciation of the rensninbi this policy seene radonsl in redieing the
costs of iroports and hares inflation

- Nonetheless, China's msporss seats to heve put less eraphesis on itvestiments in
ke capital atnd ednestion, as stipulated by Lues (19879,

- Chitua hes also paid little attention to boosting employrent. In fact, pest growth has
Erought trermendms growth in eroployroent. to urban cosstal arese.

- Cn the imte of budget corstraints, due to its Inge owrrent acocount surplns ad the
correspotding fore gn reserves, Chita hes viriially no eenal indehtedness problem

- Wirtally rore of the package is dlocated for tax cuts, &= proposed by the supply-
sick econotmies and Tha ek al. (20103,

Korea

- Relafive to ite GDP, Korea's initial stirmihe is sroaller than Chinas.

- Alkdn to Chire Kores hes fooeed on infrestrnenre (Baro, 1920% but ot on
itrvestenets it hornsn eapital and edvestion (Luese, 1988%, ated also tot on R&D
{ Roer, 19907,

- Unlike Chita, Korea has corsideed tax cus and the finoreial ssctor it altoost o
spatrling on healthesrs impovarnent. The tax cuts confortn to supply-side ecorormcs
k. o indication on persnent cits,

- The initatives taken by Kbres appesr consistent with its advateed econoroy statis
with high par capita incorne, high R&D, open and developed fireneial systan, and
acoasible quality healtheare, when compared to China

- Thae wee also nore spedfics on ersirorrnental care in melation to Chite

- Relative to GDF, the inital stdrmilus is smeller than Chira's and Korea's.

- Idiogynoateslly, Malaysia which doss not faee iromediste extemal thrests, has
substarmive allocaron for reladwely wgprochetve arvmed foroes sector, sl less
arnphasis on infreernetire.

- Urlike Chitia or Korea Malaysia los affectwely o spending on healtheors
envimmnent, finateisl sector, reseorch and tax cuts,

- Though stll a deveoping country, unlike Chire Maloysia has viraly not
expanded on healthesre in the packages whilst its support. for anned foros seste not
ity tatudern with conwartiorsl ardiynents in the literanre.

- Different frorn Chire atd Korea, Malaysia hee sotne mesmres to atbract FDL

- lardsst dovertwnent boddet defict aroongst naighboring countries.
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Conclusion. The objective of the paper is to compare what being prescribed in the
literature in wake of recessions to what actually implemented by China, Korea, and
Malaysia, 3 fastest growing economies in East Asia, but of different economic char-
acteristic and political background.

Amidst differences in their policy prescriptions, there exist several commonali-
ties between them. Worth-mentioning is that they have preferred fiscal spending to
tax cuts or monetary measures in their attempt to revive the economy. This might
have allowed the authorities to select the sectors deemed desirable for growth and
employment. Of course this is made possible by their still manageable budget stance,
a result from current account surpluses and deleveraging since the Asian crisis.
Malaysia has an added advantage of being a net exporter of crude oil.

Above all, all have substantive investments in infrastructure, consistent with sug-
gestions made by Barro (1990). Quite the opposite, none have made permanent cut
in taxation or spending as put forward by the supply-side economies or the Non-
Keynesian school.

Nonetheless, the discretionary powers enjoyed by the governments might also
give rise to further malinvestments and, in the words of Milton Friedman, replace-
ment of private projects with government projects, which could further distort the
mechanics of free economy. As asserted by the Austrian school, targeted spending and
investments by government could give wrong signals and incentives to private sector,
to further engage in mal-investments that would create another (even greater) boom
and bust in the future. For a case at hand, the recent inflationary pressures on real
estate, food, and commodity in the emerging world today have been largely caused by
excessive liquidity injection made by the US Federal Reserve, the manager of the
international dollar.

In conclusion, though the implementation of selected prescriptions from the lit-
erature by these governments might have been perceived as being effective, the truth
is that no one really knows what would happen if the measures had not been taken.
Also, before embarking on any stimulus programs, the Asian governments should
realize that, different from their Western advanced counterparts and Japan, the
emerging East Asia are growing much faster and hence, any overdone in government
spending and investment, together with inflows of hot capital from abroad and over-
lending, might lead to over-heating of their economy in the future.
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