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Abstract

The purpose of this paper is to examine
empirically whether the Asian crisis was
due to fundamentals or contagion. We
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first clarify the definition of contagion
and then choose indicators that may
account for the magnitude of the crisis
index. We found that the crisis index can
be well explained by prior exchange rate
appreciation and deterioration of the
fundamentals which consists of an index
of weakness in the banking system and
the ratio of foreign reserves to M2. The
index of weakness in the banking system
consists of the growth rate of bank loans
to private sector and the growth rate of
bank foreign debts. On the other hand,
either foreign capital inflow (short-term
capital
account was not significant in explaining
the crisis index. We then test the

inflow and FDI) or current

existence of contagion by employing two
indexes of transmission channels: trade
linkage and financia linkage, and an
index of pure contagion: macroeconomic
similarity. We found that the pure
contagion argument can not be supported
by the data, but the financial linkage was
significant in transmitting (or spill over)
acrisis across countries.
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