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Figure 6.5. Annual GDP growth rate (AGDP, left scale) and deposit bank and total 
lending-to-GDP ratios (DB/GDP and TUGDP, respectively, right scale). 
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Figure 6.5 (continued) 

trends in both ROA and ROCE. As shown in Table 6.2, over the 1990s 
the ROA declined 2.9 percentage points in Indonesia and declined 4.3 
percentage points in Thailand. In contrast, the countries that did not 
experience substantial banking problems also exhibited stable or rising 

II	 The Korean ROCE actually rose up to 1995 (the last year for which data are available). 
However, these ROCE statistics are based on a particularly small panel of only 66 cor­
porations; hence we rely more upon the longer ROA series for inference. 
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Figure 6.5 (continued) 

ROAs:Taiwan's ROA rose 1.5 percentage points, while Singapore's was 
essentially unchanged. 

In the case of Korea the ROA only declined one percentage point 
over the 1990sY However, what is unique about Korea is that its ROA 
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Figure 6.5 (continued) 
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Figure 6.6. Incremental capital-to-output ratios (IeORs), based on two-year changes 
and detrended GDP data. 
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Figure 6.7 (continued) 
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6.3.1.4 Bank Capital 

Little time-series evidence on bank capital is available on a consistent 
basis.The evidence does suggest that the amount of bank capital divided 
by assets (the capital-to-asset ratio, or CAR) is inversely related to the 
severity of financial crisis in East Asia. In Hong Kong, the Philippines, 
and Singapore, the capital-to-asset ratios were 15-20,15-18, and 18-22 
percent, respectively. In contrast, these ratios were 8-10,6-10, and 6-10 
for Indonesia, Korea, and Thailand, respectively. 

These CAR data are based on accounting conventions; in principle, 
we need to have the ratio calculated after taking into account the 
assets that have gone to zero value. In this case, the CARs for the first 
group are slightly reduced, while those for the last three countries fall 
to -17, -10, and -11, respectively (Morgan Guaranty Trust Company, 
1998, p. 6). 

6.3.1.5 Contingent Liabilities 

The model predicts that, in the presence of government guarantees, 
lending to GDP will rise; moreover, the size of contingent liabilities will 
also rise. These contingent liabilities represent the costs of bailing out 
the banking system. In theory, the share of nonperforming loans (NPLs) 
gives a measure of the proportion of total loans that will have to be 
assumed by the government. In several studies, the share of NPL multi­
plied by the loans-to-GDP ratio has been used as a measure of the cost 
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