
Asia-Pacific Development Journal Vol. 11, No. 2, December 2004

A note from the Editor

This issue is devoted to an eclectic mix of topics.  Nonetheless, all have the
common property of relevance from the perspective of development policy issues
currently facing the region.  In the first paper the authors examine corporate governance.
As we know, the agency problem involving a conflict of interest between shareholders
and management does not exist in the region with the same potency as in the developed
economies where disputes between major shareholders and management are far more
common.  However, several disturbing features relating to corporate governance came
to light following the 1997 economic crisis that gave a new twist to the agency
problem in the region.  In many regional economies, much of the corporate sector long
dominated by traditional family shareholdings became effectively insolvent in 1997.
It then transpired that in both the events leading up to the crisis and the post-crisis
corporate restructurings that subsequently took place, the interests of minority shareholders,
not to speak of the wider group of stakeholders in particular firms, had been largely
ignored.  It seemed that family concerns had gone public to use the general public
merely as a cash cow for their companies.  Little was done to protect minority shareholders
from the lack of managerial competence and, indeed, of predilection to outright fraud
that many of these companies had displayed over the years.  Given much ambitious
talk of regionally integrated capital markets, the authors strongly recommend that
countries should first concentrate on strengthening national standards of corporate
governance before trying to achieve greater capital market integration in the
Asia-Pacific region.

On a connected theme, the next paper examines the impact of capital and
financial sector reforms of the early 1990s in India.  The author postulates that despite
progress in several areas the capital markets of India remain shallow.  The debt
markets, for instance, are still unable to distinguish between high-quality and
low-quality firms so that, while the former have been able to substitute their dependence
on bank loans with bonds to some degree, bank finance continues to predominate as
a source of debt finance for the Indian corporate sector as a whole.  This dependence
reduces the variety of financial instruments available to firms, on the one hand, and
encourages relationship banking, discourages arm’s length business dealings while
placing an onerous burden of risk evaluation on the banking system, on the other.  The
author suggests that the Indian Government should improve the country’s financial
infrastructure but does not address the question of whether such institution building
can be regarded as a supply-driven phenomenon.  Will supply create its own demand
or will it be the other way round?  On the evidence in the paper this remains difficult
to ascertain.

In the third paper the authors consider the policy requirements of
technology-driven economic growth.  Most developing economies in the region, with
the exception of the newly industrializing economies (NIEs), have thus far been users
rather than developers of new technology.  This process certainly has positive externalities
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in that it allows countries at relatively low levels of development to familiarize themselves
with new and fairly complex applications of technology.  However, movement further
up the curve where technological innovations become indigenous is only possible
when sufficient numbers of skilled personnel can be produced by the educational
systems of the countries concerned and their energies harnessed in a critical mass in
properly funded and mandated government research institutes.  The authors are of the
view that while Malaysia has successfully emulated the NIEs in many respects, such
as the promotion of high-technology exports, it has lagged behind in promoting
technological innovation per se and needs to do more, in a more systematic way, to
overcome past policy shortcomings in this vital area.

The 1997-1998 economic crisis in East and South-East Asia will continue to
be examined and re-examined, such was its economic and social impact on the affected
countries.  With the passage of time the ability of policy makers to deal with any
recurrence of the events that precipitated the crisis in 1997 has certainly improved,
judging by the huge accumulation of international reserves.  Nevertheless, will the
next crisis be the same or will it come from some other entirely unexpected source?  In
the fourth paper the author considers anew the vulnerabilities that built up in the
affected countries and demonstrates that in general the policy lessons have been learned
and remedies put in place.  It is also true, however, that, while at the national level
Governments are better prepared, none of the underlying systemic issues have been
tackled in a meaningful way and reform of the international financial architecture has
faded into the background.

Lastly, the paper on public health spending in Thailand examines the pattern
of spending on this important sector by the Thai Government and its impact on poverty
in the country.  In a detailed analysis, the author shows that public resources remain
disproportionately concentrated on the upper quintile of the population and on the
curative aspects of health care.  Thus, although public spending on health on a per
capita basis has increased over the years its impact on poverty alleviation has been
minimal.  In view of the fact that health spending on preventive rather than curative
care is more cost-effective, there is a case for giving higher priority to spending on
preventive facilities and on the bottom quintile of the population on the grounds of
both more efficient cost-benefit out-turns and on equity considerations.  This would
simultaneously improve the health of the poor and have a positive impact on poverty
in the country, both highly laudable objectives.
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