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the crisis the negative impacts of the policy responses on poverty has been much more 
severe in Indonesia than in Thailand. 

Figure 9: Interest Rates in Selected Asian Countries 

 
Source: International Financial Statistics, and country’s statistical office. 

The role of the supply and demand shocks as the source of inflationary pressure can also be 
analyzed by generating the time series of inflation due to each shock. The results are shown 
in Figures 10 and 11 (excluding the drift term that represents the persistent impacts of the 
supply shock). The reconstructed time series components clearly show that in both 
economies the supply shock dominated the source of the sharp fluctuations of prices in 
1997. In Thailand, the domination occurred from 1997:Q2 to 1998:Q3, while in Indonesia it 
lasted longer, i.e., from 1998:Q2 to 2002:Q4. By far, Indonesia’s price increase was the most 
dramatic as the country’s socio-political crisis and major institutional changes prompted a 
major cost-push pressure. The severe drought season related to the El Nino weather 
phenomenon also exacerbated inflationary pressure during that time. At any rate, controlling 
AD to curb inflation in such circumstances was clearly ineffective.  

Figure 10: Inflation Dynamics in Thailand 

 
Source: Author’s calculation based on the decomposition model. 


