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IMPACTS OF THE SUB-PRIME CRISIS ON THE 
THAI ECONOMY 

In the current sub-prime crisis, it is fortunate that the 
Thai financial system was not directly affected in a 
significant way. One small bank had to be re-capitalized 
because of exposures to toxic assets. Most of the other 
banks avoided exposures to these assets or were exposed 
just marginally. There were certainly people going round 
trying to sell the various Collateralized Debt Obligations 
(CDOs) to financial institutions. That the Thai financial 
system avoided falling prey to these toxic assets must be 
related to the lessons that have been learned from the 
1997 crisis. From the painful experiences of that crisis, 
the Thai financial sector is now much more risk adverse 
than before. Also being a less sophisticated financial 
system than those in the West, there was not much 
understanding of what these debt instruments were, and 
because of the risk adverseness, financial institutions 
generally avoided them. 

The stock market was of course affected in line 
with stock markets around the world. As financial 
markets in the advanced economies experienced 
liquidity crunches, there was a massive liquidation of 
liquid investment assets in the emerging markets and a 
massive outflow of capital. Fortunately, Thailand had 
more than sufficient foreign reserves to cover for this 
capital outflow, and depreciation pressures on the 
exchange could be managed fairly easily. Other 
countries were not so fortunate, and some countries 
experienced severe depreciation of the local currency. 
This shows that it is no longer sufficient to think of 
having enough foreign reserves to cover for the current 
account and short-term debt, reserves also need to cover 
other contingent liabilities, such as foreign holdings of 
stocks and bonds that can be quickly liquidated and 
converted to foreign currencies to take out of the 
country. 

Even though the financial system managed to 
avoid the direct impacts of the sub-prime crisis, the 
country is now seriously affected by the crisis indirectly 
through the trade channel. This became very apparent 
since the last quarter of 2008. Prior to that, Thai exports 
were still growing rapidly, at more than 20 percent year 
on year in dollar value. Starting in November 2008, 
export growth turned negative and has been negative 
ever since. 

As an economy highly dependent on export of 
goods and services, the Thai economy is now heavily hit 
by the global recession and resulting decline in world 
trade. From export growths of more than 20 percent in 
the first three quarters of 2008, export declined by about 
9.4 percent in dollar value in the fourth quarter of 2008 
(Table 1). Real GDP declined by 4.2 percent in that 
quarter, making the overall growth for the year 2008 to 
be a mere 2.6 percent, much lower from the forecasts of 
around 4-5 percent before impacts were evident. The 
picture was even worse in the first part of 2009. Export 
fell by about 20 percent in the first quarter of 2009, and 
real GDP dropped by 7.1 percent, which is getting close 
to the level of declines seen after the 1997 crisis. 

 
Table 1 Export and Real GDP Growth 

 
Export Growth 

(YoY: Nominal US$) 
Real GDP Growth 

(YoY) 

2006 18.7% 5.2% 

2007 17.0% 4.9% 

2008H1 23.3% 5.6% 

2008Q3 28.4% 3.9% 

2008Q4 -9.4% -4.2% 

2009Q1 -19.9% -7.1% 

Sources: Bank of Thailand and the National Economic and 
Social Development Board. 
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Obviously, the growth prospect of Thai economy 
depends on the prospect of growth and trade at the 
global and regional level. While there are signs every 
now and then that the western economies may begin to 
bottom out in the not too distant future, over optimism 
about this would be rash. Like in the case of the 1997 
crisis, even if the economy bottoms out, this does not 
mean that the problems are over. Thailand bottomed out 
after about five to six quarters from the start of the 1997 
crisis, but it took five years before output got back to the 
pre-crisis level (see Figure 1). The decline in non 
performing loans ratio to below the level of 10 percent 
took even longer; about eight years. Thus, in the case of 
the sub-prime crisis, a quick return to business as usual 
appears to be out of the question. 

 
 

POLICY RESPONSES 
 
Like governments all around the world that are 

facing negative consequences from the sub-prime crisis 
fall out, the Thai government has responded to the  
crisis with various expansionary fiscal and monetary 
policies.  

 
Fiscal Stimulus Programs 

 
There have been a number of fiscal measures to 

stimulate the Thai economy. Increased government 
spending and tax cuts are the most pursued measures. A 
special Mid-year Budget Act amounting to 116.7 billion 
baht (about 1.3% of nominal GDP) was passed in early 
2009, shortly after the current government took office. 
Included in these are two cash transfer programs 
amounting to around 28 billion baht (about $800 
million); 18.9 billion baht for living cost subsidy to the 
low-income households and 9 billion baht as 

supplementary income for the elderly. In theory, and 
from experience in some low-income countries, cash 
transfers are among the most effective ways to both 
stimulate the economy as well as mitigate the negative 
impacts to the poor and vulnerable groups. One caveat is 
that the transfer must be made to the right target groups, 
that is, the leakage to non-eligible or to high-income 
must be kept at minimal. However, the two transfer 
programs implemented by the current government do not 
strictly meet this criterion. 

The living-cost subsidies were given to the 
private employees under the Social Security System 
(SSS) who earn less than 15,000 baht per month. Since 
all SSS workers receive wage at or above the minimum 
wage, and the minimum wage is about twice the official 
poverty line, it is likely that the subsidies did not go to 
the very poor, who accounted for about 10 percent of the 
total population. Most of the poor are those working in 
the informal sector or in agriculture, and are not part of 
SSS. However, as the subsidy tended to benefit the 
urban low-income people, albeit not the very poor, the 
stimulating effect can still be high, as the marginal 
propensity to spend among the urban low-income group 
is likely to be the highest compared to other urban 
population subgroups. The same leakage problem occurs 
with the monthly allowance for the elderly. Because the 
allowance is universal (given to rich and poor alike), 
most of it will benefit non-poor elderly people. 

Tax measures have also been initiated in response 
to the current crisis. The total tax loss from these 
measures is estimated at around 40 billion baht. The 
effectiveness in terms of stimulating economy is 
expected to be lower than direct government spending, 
as most taxpayers are not poor. Some sector-specific tax 
incentives, such as those in real estate, are more likely to 
work if and when the general economy is already on a 
recovery path. 

Figure 1 Real GDP Trend 

Source: National Economic and Social Development Board. 
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Monetary Easing 
 
Again, like in most other countries, monetary 

policy has also been eased in response to the looming 
economic crisis. In fact, the monetary authorities (the 
Bank of Thailand) switched its position quite abruptly 
from a fear of inflation following the rapid hike in fuel 
and food prices in early 2008 to a serious concern over 
economic downturn in the fourth quarter, when indirect 
impacts from the sub-prime crisis began to hit 
Thailand’s export. The Monetary Policy Committee 
(MPC) decided to lower the policy interest rate on 3 
December 2008 by 100 basis points. Up until the end of 
May 2009, there have been three other interest rate cuts, 
amounting to another 150 basis points. 

Most economists agree that loose monetary 
policy can only play a secondary role in revitalizing an 
economy suffering from rapidly shrinking external 
demand. The cause of the problem is from vanishing sale 
orders from overseas, and lowering the financial cost 
will not do much to help. Actually, the main problems 
for most firms under the current situation is access to 
credit rather than the cost of credit. With the downturn, 
banks become much more stringent about lending. 
Existing loans may be trimmed or recalled completely 
and getting a new loan becomes very difficult. Loans 
from abroad, which was part of the rapid capital inflow a 
couple of years ago, have also dried up as liquidity 
problems hit the financial system in the advanced 
economies. Thus, getting credit to those that can make 
productive use of it is probably the key problem at this 
time. This is not an easy problem, as it is not straight 
forward to separate those who can make productive use 
of the credit from those that will quickly become 
additions to the list of non-performing loans of banks. 
Of course, one area that will really benefit from the low 
interest rates is the fiscal cost of government spending, 
as the government will have to finance its rapidly 
growing debt.  

One area of monetary policy which is likely to 
become an issue of heated debate is exchange rate 
management. It is natural for an economy like Thailand, 
where export is such an important part, that when 
problems arise for the export sector, such as rapid capital 
inflows leading to significant appreciation of the 
currency back in 2006/07 or contraction of export 
demand as in the current situation, there will be calls 
from the export sector (which is very vocal) for a weaker 
exchange rate. This call is reinforced by the fact that 
there are countries in the region, countries that can be 
regarded as competitive with Thailand for certain 
products, whose currencies have weaken considerably as 
a result of the large withdraw of capital resulting from 
the sub-prime crisis, such as South Korea, Indonesia and 
India. Some of these countries have fundamental 
problems of lack of enough reserves to back up the 
short-term debt as well as the contingent liability on 
reserves as discussed earlier. However, whatever the  
 

reason for the large depreciation of other countries’ 
exchange rate, the business sector can make a persuasive 
case that they should also be helped by weakening the 
local currency. 

There is, therefore, a danger of the whole region, 
which is generally dependent on the export engine, 
descending into a competitive depreciation episode. This 
would benefit no one. It will also make the needed 
adjustment of the region’s growth path, to be less 
dependent on export and increase the role of domestic 
demand for economic growth much more difficult. For 
example, public investment, which will be a very 
important component of growth rebalancing for many 
economies will become much more costly. 

 
Limitations 

 
Most of the policy responses to the crisis are 

directed to the short-term need to shore up the economy 
in the face of the economic contraction. Fiscal injections 
are expected to generate greater domestic consumption 
that will ease the pain of domestic producers and 
consumers. Not much attention has been paid to how to 
make the fiscal injections sustainable. Even less thought 
has been given to what might a new “rebalanced growth 
path” for the country look like and how it can be 
achieved. 

Policy makers seem to hope that the current crisis 
will be short and that fiscal injections can provide a 
temporary relief before everything goes back to normal. 
As indicated earlier, this is likely to be wishful thinking. 
Even if the US and other western economies hit bottom 
this year, it may take a while before full recovery is 
achieved. And it is unlikely that full recovery will mean 
that East Asian export can play as big a role in East 
Asian economies as it did before the crisis. Thus, some 
fundamental restructuring of Thailand’s economy, as 
well as those of other East Asian countries, to a new 
growth path which is less dependent on exports will be 
necessary. This will certainly not be easy and cannot be 
achieved in the short term. 

If recovery from the crisis is long drawn out, then 
sustainability of the fiscal injections will become a major 
issue. If growth depends mainly on fiscal injections, then 
to be effective, larger and larger injections will be 
needed each year. If 10 billion dollar is used for 
injection this year and the same amount is used next 
year, then this is basically zero growth. So to rely on 
fiscal injections to generate growth over an extended 
period, the country can get into a situation of massive 
public debt, even though it may have started the crisis 
with a fairly healthy fiscal position. Once the financial 
situation begins to become normalized, interest rates can 
shoot up, as countries around the world all need to 
borrow to finance their fiscal injections. This could 
become a major impediment to growth for many years, 
as many countries that went through the debt crisis in the 
aftermath of the second oil shock know only too well. 
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STRATEGIES TO REBALANCE GROWTH 
 
For an export dependent economy like Thailand, 

the current crisis may be harder to deal with than the 
1997 crisis. After 1997, Thailand exported her way out 
of the crisis, assisted by the depreciation of the baht. 
This was a natural recovery path for the country, as 
Thailand, in a similar way to most of the other East 
Asian economies, is used to the export-led growth path. 
East Asia has followed the export-led development path 
for decades, following the successful example set by 
Japan. This was regarded as a “flying geese” pattern of 
development (Akamatsu 1962). 

During the 1997 crisis, the advanced economies 
were not affected much (with the exception of Japan 
which has extensive economic links with other parts of 
East Asia). Thus, the main export markets for East Asian 
products could provide the demand for increased export 
from East Asia; from the crisis affected countries as well 
as from newly emerging production powerhouses, such 
as China. 

The current situation is very different. The crisis 
has led to a collapse of world demand for export and this 
hits at the very heart of the East Asian model of export-
led growth. Exporting their way out of the current crisis 
is out of the question for East Asian economies. Indeed, 
many economists view the global imbalance, with East 
Asia exporting its way into growth, huge balance of 
payment surpluses, and vast accumulation of reserves, 
while the US runs bigger and bigger deficits as being a 
partial cause of the sub-prime crisis and subsequent 
credit crunch. Of course, while the global imbalance 
may have provided excessive liquidity to the financial 
markets in the West, but a much more fundamental 
cause of the sub-prime crisis is the regulatory failure in 
the West, particularly the US, that allowed a huge 
explosion of toxic assets, built up from sub-prime 
mortgages, through out the financial system. 

It is likely that a sustainable solution to the 
current crisis will involve not only a strengthening of 
financial regulations everywhere, but also better 
mechanisms to prevent a build-up of vast global 
imbalances as occurred in the past decade. However, 
correcting such deep-rooted global imbalances needs 
time, as many major economies or economic groups will 
have to undergo substantial economic restructuring. For 
example, economists know that the US economy must 
consume and import less and export more, while East 
Asia and other major trading partners to the US must do 
the opposite. However, switching from importing to 
exporting, and vice versa, do not involve just changing 
numbers on paper, but real adjustments at the level of 
firms and other microeconomic settings, such as 
retraining of labors to be able to shift to new economic 
sectors as the skills required may be very different. 

Another important change that is likely to be 
needed in realigning the global imbalance is a substantial 
realignment of major currencies. The US dollar certainly 
needs to be much weaker against its major partners’ 

currencies. Again, this is not an easy adjustment. East 
Asian is certainly facing a huge dilemma on this. On the 
one hand, not implementing changes to prevent a 
reemergence of huge global imbalances in the future 
runs the risk of future financial crises that will hit East 
Asian economies severely as in the current crisis. On the 
other hand, working to bring about a realignment of 
currencies, particularly a significant weakening of the 
US$, will mean that East Asia will need to accept a book 
loss on the value of the huge amount of US$ 
denominated assets that are held by the region. 

Whatever might be the solution to preventing a 
crisis like the sub-prime crisis in the medium to long 
term, it is clear that East Asia has been forced to make a 
significant adjustment to its development strategy in the 
short to medium term. In the short-term, countries have 
been making sizeable fiscal injections to try to shore up 
the economy under the collapse of the export engine. 
The Thai short-term response was discussed earlier. In 
the medium term, some form of growth rebalancing will 
be necessary. This does not mean that exports will no 
longer be important to East Asia, as it is very unlikely 
that a lot of the production base that feeds the world 
consumer demand for manufactured products can shift 
back to the advances economies, or that another region 
can replace East Asia in this production role. What 
rebalancing means is that East Asia needs to rely less on 
the export engine and supplement it with other engines 
based on domestic demand. This, again, is not that easy 
to achieve. It will require a significant restructuring of 
various economies, and also appropriate policies to make 
sure that domestic demand driven growth, such as 
through investment, does not generate large economic 
bubbles and current account deficits similar to what 
occurred prior to the 1997 crisis. 

In the case of Thailand, one can say that the 
economy has not grown in a well-balanced manner since 
the 1990s. During the economic bubble of the 1990s, 
growth was driven by excessive and speculative 
investment. When 1997 crisis occurred, Thailand then 
had to rely too much on the export engine to restore 
growth and overall economic health. The over reliance 
on export now makes the country highly vulnerable to 
the current global recession as was already seen from 
recent export and growth figures. There have been 
discussions in academic and policy circles about 
rebalancing growth to be more dependent on domestic 
demand and less on export. How to achieve these goals 
is however not clear and not much serious analyses have 
been carried out on this issue.  

Actually, the issue of Thailand being highly 
dependent on external trade was discussed seven to eight 
years ago, when the share of export rose rapidly in the 
process of recovery from the crisis. Many were already 
voicing concerns that the increased dependence on 
exports makes Thailand more vulnerable to volatilities in 
our trading partners’ economic conditions and world 
trade. However, it is difficult to be precise about whether 
a country depends too much on export. Certainly, there 
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are countries that have much higher ratio of exports in 
GDP than Thailand (Malaysia, Singapore, Hong Kong, 
Japan, to name a few), and the growth experiences have 
been very successful. It is true that when external 
conditions deteriorate, the more open economies expe- 
rience greater transmission to the domestic economies 
(see e.g., Rodrik 1996). However, volatilities from short-
term external factors does not mean that these economies 
do not perform well on average over time. Actually, the 
more open, export-led economies tended to perform 
better than those who were more inward looking (see 
e.g., Chalongphob 1997). Certainly, having to compete 
in the export markets can bring about efficiency 
spillovers. There are also evidences for Thailand that the 
degree of openness positively affects the total factor 
productivity (TFP), see Pranee and Chalongphob (1998) 
and Chalongphob, Somchai and Yos (2003). 

Irrespective of the impacts of openness on 
volatilities and growth, it is clear that the fall-out from 
the sub-prime crisis will mean that Thailand (and other 
East Asian export-led economies) will have to live with 
a lower dependence on the export engine over the next 
several years, and probably over the course of the 
medium term. It is therefore of interest to see what might 
be some of the important strategies to generate 
sustainable growth given lower export dependence. 

Increased domestic investment is obvious one 
important strategy, and this will have to be mainly public 
investment as the private sector has been considerably 
weaken by the crisis and there are large excess capacities 
in the manufacturing and services sectors. However, it is 
not entirely clear that an investment led growth strategy 
can be sustainable. If the investment is not excessive, 
then it should be sustainable. But then the generated 
growth may not be that high. If investment becomes 
excessive, then there is a danger of large adverse 
impacts on the current account and external stability. 
There is also a danger of a bubble, like prior to the 1997 
crisis. So management of an appropriate level of public 
investment will be important. The quality of these 
investment will be equally important. Thailand has gone 
through phases of wasteful and inefficient mega project 
investments in the past, whether purely public sector 
projects or those given out as concessions to the private 
sector. This is again a very important issue needing 
carefully planning and monitoring. 

There are other strategies that will be important 
parts of a growth rebalancing strategy. In the rest of this 
paper, we highlight three important strategies from 
analyses in Chalongphob, Somchai and Yos (2003). 
That paper used a computable general equilibrium 
(CGE) model of Thailand to carry out policy analyses on 
how to achieve a moderate average growth path given an 
assumed decline in the role of exports in the Thai 
economy. It was assumed that the ratio of export in GDP 
will decline by about 10 percent over a five year time 
horizon. This will imply that growth will slow down 
significantly. The paper then analyses various strategies  
 

that can increase growth while ensuring sustainability in 
the sense of maintaining external stability. In the 
analyses, the current account was kept fixed for each 
scenario, with the level of investment being endogenous.  

The analyses highlighted three strategies that will 
be important for growth rebalancing. These are  
1) increasing TFP, 2) deepening the production structure 
of the economy, and 3) lower energy dependence. 

 
Improving Total Factor Productivity (TFP) 

 
Improving TFP is the best way to make growth 

more well-balanced. With higher productivities, the 
country can compete better on a long-term basis. At the 
same time, higher productivity will translate into higher 
wage rates and higher real incomes of the working 
population, enhancing the purchasing power of domestic 
market.  

In the past, productivity gain in Thailand came 
primarily from resource mobilization between economic 
sectors, and from accumulation of physical capitals, 
usually in the form of imported technology (see Pranee 
and Chalongphob 1998). Resource mobilization had 
limitations as the country depleted its natural resources 
at an alarming rate. Moving people from low-paid 
agricultural activities to higher-paid industries and 
services is also approaching its limit, as agriculture 
accounted for less than 12 percent of GDP now, and 
most farmers already have substantial non-farm income. 
Relying on accumulating imported capital is not a 
sustainable ways of gaining productivity either, as the 
value-added tend to be small and vulnerable.  

The real productivity gain should come from 
improving human capital. In this regard, there are plenty 
of room for Thailand to make more progress. The 
education and training system need to improve a lot. 
Thailand’s international rankings in education and 
training lag behind its performance in other areas, such 
as physical infrastructure. There are many sub-areas in 
education and training that must be improved. For 
example, although Thailand has made much progress in 
secondary enrollment since 1990s, its ranking is still 
low. 
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Improvement in scientific and technological 
capabilities is another important area. Investment and 
expenditures on scientific research and development is 
low compared to more advanced countries, and much of 
those that have been made have not yielded commercial 
benefits. There has been great difficulty in linking R&D 
to commercial products. 

 
Deepening the Production Structure of the Economy 

 
Deepening of the production structure means 

reducing the import contents of various sectors in the 
economy to increase domestic demand. The focus here is 
more on intermediate demand and the stress is not on 
protectionism but rather on encouraging a deeper and 
more diversified production base. 

The structural weakness of Thailand’s reliance on 
exports is that most of the leading exports have high 
import-content. Almost half of Thailand’s imports are 
raw materials and intermediate goods. When combined 
with imports of capital, these two import groups account 
for two third to three quarters of total import. Thailand is 
clearly a member of regional production networks that 
spread the production of parts to many countries. In 
theory, this international division of labor benefits all 
member countries. In practice, however, a country will 
benefit more if more parts are produced within that 
country, lowering the import volume while raising 
export volume. To accomplish that, a highly developed 
domestic network of industry clusters must be put in 
place, and logistic arrangement must be efficient.  

To reduce intermediate imports, the key issue is 
to increase the productive capacity of local producers so 
that they can link more and more to the supply chain of 
various industries. Thailand has seen some successes on 

this in the past for some industries, particularly the auto 
industry. In the early days, most of the auto industry 
were simply the assembly of completely knocked down 
parts imported from abroad. Over time, more and more 
of the parts were produced locally. This occurred as 
local producers improved the quality of their products up 
to international standards. More foreign direct 
investment in the parts industry, some as joint ventures 
with local companies also helped this process. The auto 
sector in Thailand is now very competitive with high 
local contents, and some of the parts industry are now 
also exporting their parts to other countries. 

The production deepening will reduce the import 
share in GDP. This reduction of import share brings the 
potential for higher growth. In the CGE analysis, it was 
found that a reduction of total import share by 5 percent 
across all import categories allowed about an average 
1.6 percent per annum gain in economic growth. The 
experience of the auto industry is one that Thailand can 
attempt to emulate in many other industries. This should 
be an important part of the medium term growth strategy 
in the rebalanced growth path. 

 
Lowering Energy Vulnerability 

 
Import dependence is probably most concerning 

when it comes to energy import. As shown in Figure 2, 
the proportion of imported energy in GDP went up from 
less than 4 percent in 1998 to 12-14 percent in 2006-
2008, an increase by three times in less than a decade. 
As a result, the economy became very vulnerable when 
energy prices went up, and the vulnerability becomes 
more and more serious. Not having sufficient domestic 
energy sources is only a small part of the problem, using 
energy inefficiently is a much bigger problem. 

Figure 2 Dependence on Imported Energy 

Import of Energy as % of GDP
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Sources:  Bank of Thailand and the National Economic and Social Development Board.  
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Lowering energy dependence can also be used as 
a policy to promote new industries and contribute 
directly to growth. For example, the Thai government 
initiated the so-called “Eco-car” project in 2007. These 
eco-cars are small cars (less than 1,300 cc engine for 
gasoline and less than 1,400 cc for diesel) that can 
achieve more than 20 kilometers per liter, compile with 
the Euro-4 emissions standard and also some stringent 
safety standards. Excise tax reduction from 30 percent to 
17 percent was the main attraction. After the project was 
announced, seven manufacturers applied to the Board of 
Investment for promotional privileges to carry out eco 
car projects. Output was initially due to come to the 
market in late 2009 or 2010. Unfortunately, with the 
current crisis, this is likely to be postponed until market 
conditions get better. Nevertheless, these fuel efficient 
and environmentally friendly cars should be able to 
drive a new growth path for the auto industry in 
Thailand. 

 
Other Rebalancing Factors 

 
There are obviously many other important 

aspects of growth rebalancing strategies. For Thailand, 
income distribution is another important issue. Thailand 
is among the most unequal country in the world when it 
comes to income distribution. The Gini coefficient 
remains stubbornly above 0.5 in the past two to three 
decades. One of the important consequences of high 
inequality is the small size of domestic market, as wealth 
concentrates among only a handful of rich people. A 
successful redistribution would therefore increase the 
domestic market size to make growth better balanced. 
This is especially true for a country with moderate 

average income like Thailand. Measures to improve 
income inequality ranges from fiscal measures, micro 
credit policies, equitable enforcement of rules of law, 
etc. Another important by-product of more equal income 
distribution is to lessen the political polarization that is 
damaging Thai politics and economy at the moment.  
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1. INTRODUCTION  

One of the major institutional challenges facing 
developing countries to date is the building of a credible 
and effective regulatory agency. The increasing 
participation of the private sector in, and the gradual 
withdrawal of the public sector from, regulated 
industries, such as those involving electricity, water, 
transport and telecommunications services, calls for the 
establishment of a regulatory agency that will set rules to 
promote and protect market competition and to ensure 
public access to such services according to established 
universal service goals. 

The mandate of a regulatory body is indeed 
extremely demanding both in terms of its technical 
capacity and administrative integrity. Regulating the 
private sector is no easy task as the regulator consis- 
tently faces informational disadvantages. Vital first-hand 
business information, such as actual production and 
investment costs, actual capacity constraints, and 
technological alternatives and limitations, are in private 
hands. Hence, technical acumen is required for a 
regulatory body to be able to handle these informational 
asymmetries and thereby avoid being outmaneuvered by 
the private businesses that it regulates. 

At the same time, as a quasi-judiciary body 
whose mandate is to protect the public interest by setting 
complex rules to govern businesses (often large and 
influential), the integrity of such a regulatory body is at 
stake. The regulator’s job involves mainly balancing 
private and public interests. Businesses need to remain 
commercially viable, and to expand and innovate, while 
citizens need affordable and accessible services. These 
two opposing interests sometimes clash, as in the case  
of pricing, leaving the regulatory body as the arbitrator. 
Because the regulator walks a fine line between 
accommodating the private sector’s business objectives 

and protecting the public’s interests, its integrity is 
constantly challenged.  

Unfortunately, both technical capability and 
administrative integrity can be extremely difficult to 
build for countries with limited regulatory experience. 
First, concerning technical capability, the pool of 
qualified persons suited for a regulatory job is extremely 
limited. This is because, prior to the establishment of a 
full-fledged regulatory body, most developing countries 
would have relied on state enterprises to perform 
regulatory functions. As service providers themselves, 
they would have been the only public body sufficiently 
knowledgeable about the regulated business. Although 
the function of price regulation, a potentially politically 
sensitive issue, may be retained by government adminis- 
tration, most other technical regulations, such as techni- 
cal standards, service quality, and capacity oversight, 
often would have resided within the ambit of the state 
enterprise operating in the relevant sector. As a result of 
all these factors, regulatory skills within the state 
bureaucracy will remain clearly deficient.  

The absence of a proper regulatory regime also 
deprives the judiciary, academia and the private sector of 
fundamental knowledge and understanding of regulatory 
issues and rules. Unlike developed countries, developing 
countries do not have access to pools of qualified 
outsiders, such as economists from academic institutions 
or lawyers from private law firms, who have been 
involved in regulatory legal cases. Hence, one of the 
most daunting tasks in the process of setting up a 
regulatory body is finding qualified persons to be 
regulatory commissioners.  

While there is a vast pool of literature on 
regulatory institutional design, most studies draw from 
the experiences of developed countries, where there is 
no cause for concern about the supply of qualified 
regulatory experts. As a result, policy discussion in such 



June 2009 TDRI Quarterly Review  11 

settings is normally concentrated solely on building 
institutional integrity. 

This paper examines the extent to which the 
conventional regulatory institutional designs advocated 
in most studies are practical in the context of a 
developing country facing a shortage of qualified 
regulatory experts. The paper draws mainly on a work 
by Buckley et al. (2008). The “Best Practice Checklist” 
in that work’s chapter entitled “Regulation and the 
Government Role” provides a very clear and concise 
summary of key institutional features of an ideal 
regulatory agency. Although the book concerns regula- 
tion specifically in the broadcasting industry, the 
proposed institutional design is applicable to similar 
agencies in other regulated sectors, such as transport, 
telecom, energy and water.  

It is hoped that the issues discussed in this paper 
will be of some relevance to those involved in the design 
of a regulatory institution in their respective countries 
and that the recommendations made here will be of some 
practical use to policy makers in other developing 
countries that face a similar institutional environment.  

 
 

2.  ON INDEPENDENCE 
 
2.1  Prescription for Establishing Institutional 

Independence 
 
Independence features most prominently in the 

existing literature on regulatory institutional design. 
Independence, which also implies impartiality, refers to 
autonomy from both politics and the private sector. The 
following is a quotation cited in Buckley et al. (2008): 

Regulation of broadcasting should be the 
responsibility of an independent regulatory 
body established on a statutory basis with 
powers and duties set out explicitly in the 
law. The independence and institutional 
autonomy of the regulatory body should be 
adequately and explicitly protected from 
interference, particularly interference of a 
political or economic nature.  

In addition to administrative autonomy, financial 
independence is also required in order to ensure that 
regulators are truly free of political influence when 
performing their duties. Independent regulatory agencies 
should be sure that they will be supplied with a reliable 
source of income provided under law and sufficient in 
amount for performing their tasks, as expressed in the 
following quote from the same source as above: 

Regulatory bodies responsible for broadcast- 
ing should be ensured a reliable and recur- 
rent income provided in law and sufficient  
to carry out their activities effectively and 
without interference.  

The ensuring sections of the paper will examine 
in detail the issues concerning both structural and 
financial independence. 

 
2.1.1  Structural Independence 

 
What is required for an organization to be 

autonomous from politics? As an administrative body, a 
regulatory agency must set rules according to policies 
prescribed by the executive branch of government, but 
that does not give politicians or the government the right 
to meddle with its operational and administrative activi- 
ties. Frequently, the policy prescription for shielding a 
regulatory body from political meddling involves 
granting the power to appoint and dismiss commis- 
sioners to a multi-party body such as parliament, rather 
than to a minister or the cabinet. The diversity of 
interests among the members of parliament, which 
comprises people from the ruling party, the opposition 
party and the senate, can ensure proper checks and 
balances in the appointment and dismissal of a regula- 
tory commissioner. 

The independence of a regulatory agency from 
the private sector that it regulates is an issue that 
deserves special attention in developing countries, where 
conflict of interest rules and standards normally are 
relatively weak. The policy prescription for avoiding 
“regulatory capture,” a term describing a situation in 
which a regulatory agency acts in favor of the private 
interests that it regulates, usually includes the require- 
ment that commissioners do not hold any financial 
interest in the regulated industry. Certain countries also 
bar former executives and officers of a regulatory 
agency from accepting positions in any regulated 
business, or from representing a person before the 
particular regulatory agency, for a specific period of 
time after such persons have left office.  

 
2.1.2  Financial Independence 

 
As mentioned previously, financial independence 

is a prerequisite for achieving institutional autonomy. In 
order to ensure the financial independence of a 
regulatory body, funding for the operation of the 
regulatory body frequently comes from the application 
of a licensing fee or an explicit “tax” imposed on the 
license holders, often calculated as a percentage of the 
total revenue figure. 

 
2.2  Building Institutional Independence in 

Developing Countries 
 
Independence is as desirable a quality for a 

regulatory body in developing countries as it is in 
developed economies not only because it ensures greater 
distance between regulators and politicians, but also 
because the structural separation from the government 
implies a break away from inefficient state bureaucracy. 
This is indeed good news for the regulatory agency, as 



12 TDRI Quarterly Review  Vol. 24 No. 2 

bureaucratic red tape can be crippling. Unattractive pay 
for civil servants would deny the agency the qualified 
professionals it needs. In addition, stringent procurement 
rules could turn what appears to be a simple process, 
such as outsourcing, into an administrative nightmare. 
Further, the highly political budgeting process may 
undermine the regulatory agency’s struggle to distance 
itself from politics. Thus, statutory independence 
provides not only administrative autonomy, but also 
administrative efficiency to boot.  

However, any policy prescription for establishing 
independence that concentrates on the issue of the 
appointment and dismissal of commissioners overlooks 
more fundamental problems that developing countries 
would have to overcome beforehand. Developing 
countries face additional fundamental problems in 
mobilizing qualified candidates and ensuring an efficient 
and transparent nomination and selection process. 
Indeed, it would be futile to discuss who should appoint 
or dismiss commissioners when there are no qualified 
candidates, and the nomination and selection process is 
not above board. These issues will be discussed in detail 
below. 

 
2.2.1 Getting the Right Persons on Board  

 
Mobilizing qualified persons to be candidates for 

the positions of regulatory commissioner is a funda- 
mental problem often faced by developing countries. 
This is because, as a public organization, a regulatory 
body may be subject to certain salary constraints in order 
to keep the pay scale somewhat aligned with that of 
other public agencies.  

In addition to the relatively unattractive pay, 
potential political interference and strict conflict of 
interest rules designed to ensure the transparency and 
integrity of commissioners, such as prohibiting them 
from taking jobs in the industry they previously 
regulated once they have left office until a certain 
number of years have elapsed, the requirement that 
commissioners rid themselves of all financial interests in 
the regulated businesses, mandatory disclosure of their 
assets and wealth, etc., can add to the long list of reasons 
why one would choose not to apply to be a regulatory 
commissioner.  

These constraints are particularly binding for a 
“full time” commissioner, because that person would 
have to give up his or her highly paid job and 
professional independence to assume the position of a 
regulatory commissioner, which is vulnerable to political 
interference and is characterized by unattractive pay. 
Certain countries that may have been accustomed to 
having high-profile part-time commissioners performing 
regulatory functions may suddenly find themselves 
deprived of candidates of comparable caliber once the 
position becomes a full-time job.  

In sum, to ensure that a regulatory commis- 
sioner’s job is sufficiently worthwhile to attract highly 
qualified candidates from the private sector, commis- 

sioners need to be (a) properly protected from political 
interference so that they would be able to perform their 
tasks professionally, and (b) properly compensated for 
all employment and investment restrictions imposed 
during and after their employment. However, even when 
the pay is sufficiently attractive to qualified candidates, 
developing countries may face another hurdle: whether 
to allow those who are involved with the regulated 
businesses to become candidates for the position of com- 
missioner. Most regulatory commissioners in developed 
countries comprise economists and lawyers from 
academic institutions or private law firms, but such 
candidates are often not available in developing coun- 
tries for the reasons explained previously.  

In prescribing the characteristics and qualifica- 
tions of a candidate, one may face a dilemma. Technical 
qualifications tend to favor “insiders,” i.e., former em- 
ployees who are familiar with the regulatory workings of 
their former employers, or even former executives from 
the regulated businesses. The requirements of integrity 
and impartiality, on the other hand, would tend to favor 
“outsiders” or non-interested parties who had not had 
any commercial involvement with the regulated busi- 
ness. The question of whether to compromise integrity 
for technical competence always weighs heavily on 
policy makers.  

Skeptics would say that business ties can never 
really be severed, meaning that commissioners with a 
background in the regulated businesses can never be 
impartial as they are predispositioned to take the 
viewpoint of the private sector. At the same time, 
pragmatists would reckon that, with the pool of persons 
possessing technical and practical knowledge about the 
regulated industry, being limited, it might not be wise to 
exclude such qualified persons altogether. (In this 
regard, the author shares this skepticism, but yields to 
practicality.) A possible compromise between integrity 
and technical competence would be to impose less 
stringent qualifications for eligible applicants in order to 
ensure a sufficient pool of candidates with the required 
technical expertise, but to compensate for the relatively 
lax ex ante conflict-of-interest standard by imposing 
strict ex post conflict-of-interest rules, transparency rules 
and other rules to ensure the integrity and impartiality of 
those commissioners who had past business ties with the 
regulated entities.  

 
2.2.2 Selecting the Nominating Body 

 
If it is supposed for a moment that there are now 

many qualified applicants for the position of regulatory 
commissioner, the next challenge would be how to 
design the nomination procedures and select the best 
candidate from among the applicants. Since good 
nomination procedures beget good candidates, the 
importance of the nomination process should never be 
underestimated. The problem is who, or what organiza- 
tions, should be responsible for the nomination and 
selection of candidates for commissioner. 
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Thailand has explored different innovative 
processes for the selection of members of nomination 
committees. In the case of telecom commissioners, 
different stakeholder groups, namely, professional asso- 
ciations, academics and consumer groups, were asked to 
elect their own representatives to become members of 
the nomination committee, which was responsible for 
screening and interviewing applicants and submitting a 
short-list of candidates, half of whom the senate would 
select and appoint as commissioners. 

While the model appears to be democratic 
conceptually, in practice, the process was plagued with 
all sorts of problems. Private interests, with subtle 
political backing, appear to have been able to exert 
extensive influence on the process. For example, the 
selection of candidates in a “consumer group” was 
subject to what may be described as “block votes,” as 
more organized business interest groups, declaring 
themselves to be consumers of telecom services, were 
able to dominate the election of the group’s represen- 
tation on the nomination committee concerned by sheer 
number of votes. Less organized and more limited in 
number, “genuine” consumer groups were not able to 
mobilize a sufficient number of their peers to match the 
number of votes of the business group. In fact, certain 
business interest groups disguised themselves as 
consumer organizations before the selection took place, 
simply by registering as not-for-profit entities mandated 
to oversee consumer interests. 

A similar problem occurred in the selection 
process among academic institutions. Reputable acade- 
mic institutions were – again, perhaps intentionally – 
disqualified to register votes owing to overly restrictive 
eligibility criteria. The selection process among the 
professional associations was also alleged to have been 
captured by private interests. 

Indeed, all these improper developments did not 
escape the attention of the media, and thus, the public. 
The government at the time, which included prominent 
individuals from the telecom sector, seemed to have 
turned a blind eye to these problems and continued to 
endorse the tarnished process.  

Owing to the opaque selection process, the 
senate, the members of which at the time had been 
appointed rather than elected, refused to proceed with 
the selection of commissioners from the list of names 
proposed by the nomination committee. As a result, the 
selection process, which dragged on for years, was 
marred by various accusations of corruption and bribery 
that allegedly had been paid to facilitate cronyism and 
patronage.  

Disillusioned by the stakeholders model and 
weary of overwhelming business influence, the search 
for an optimal nomination procedure ended at the 
doorstep of the state bureaucracy. The composition of 
the nomination committee, prescribed in subsequent 
laws establishing the regulatory agency for the energy 
and insurance industries, comprised almost entirely 
“retired” high-level bureaucrats, such as permanent 

secretaries and directors-general. It was believed that 
such retired high-profile officials would be somewhat 
knowledgeable of the regulatory issues at hand and at 
the same time free from both political and economic 
interests. Therefore, they would be impartial and objec- 
tive in nominating candidates for the position of 
commissioner. Unfortunately, but not unexpectedly, the 
nomination committee which was dominated by ex-
bureaucrats tended to favor candidates who were like 
themselves — bureaucrats. Moreover, as a minister would 
hand pick the retired officers, he/she would be certain to 
choose those that would be more likely to fulfill his/her 
wishes.  

A possible alternative to the failed stakeholders 
and retired bureaucrat approaches would be to designate 
institutions that would be made responsible for 
proposing the members of the nomination committee. 
For example, the Thai Public Broadcasting Act 2008 
prescribes precise institutions or organizations, from 
which would come members of the committee responsi- 
ble for the nomination of the board of directors of the 
Thai Public Broadcasting. They consisted of the head of 
relevant non-profit organizations with a reputable track 
record, such as the National Press Council of Thailand, 
Thai Broadcast Journalist Association, Council of the 
Mass Communication Faculty Members of Thailand, and 
the Consumer Council of Thailand. However, while this 
approach still relied on the discretion of the legislators to 
“pick and choose” appropriate institutions, at least the 
qualifications and the credibility of the designated 
institutions could be openly debated before the 
promulgation of the law. This approach would hold each 
institution responsible for its own nomination of a 
commissioner.  

Thailand’s experience illustrates the difficulty in 
establishing a good nomination committee in the 
presence of political and business interference. Perhaps 
the major concern is not so much whether the 
nomination body should comprise representatives of the 
private sector, bureaucrats, academics, professional 
associations or NGOs, but how to ensure a fair and open 
nomination procedure. For example, the qualifications of 
candidates and the criteria for selecting candidates for 
nomination among the pool of applicants need to be 
spelled out clearly in order to minimize administrative 
discretion. At the same time, relevant information about 
the candidates’ profile and qualifications, and potential 
conflicts of interest as well as the detailed steps of the 
screening process for nomination would need to be 
disclosed to the public.  

 
2.2.3 Appointment and Dismissal of Commissioners  

 
The proposal to designate parliament as the  

body empowered to appoint and dismiss regulatory 
commissioners in order to avoid political interference is 
conceptually sound. The diversity of interest groups in 
parliament and the better exposure of the matter through 
the media would help in scrutinizing the process better. 
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However, the effectiveness of parliament in holding a 
regulatory body accountable for its performance would 
depend on its political structure. Sometimes parliament 
is dominated by the ruling party because the senate is 
closely aligned with the government. As a result, the 
government that holds a majority position in the house 
of representatives will always be able to secure the 
majority or even super-majority of votes in parliament 
on any matter, including the appointment or dismissal of 
a commissioner. For example, in Thailand senators are 
prohibited by law from being affiliated with any political 
party, but in practice many of them are spouses, siblings 
or children of members of parliament. This is because 
voters cannot distinguish the role of a senator from that 
of an MP, and would thus not hesitate to select 
candidates from the same family for both houses of 
parliament. 

The case in point shows that one should not 
expect too much from parliament in ensuring the fair and 
proper appointment and dismissal of commissioners. 
Perhaps greater effort should be channeled toward 
establishing procedures that would take place before the 
ultimate appointment or dismissal vote. For example, if 
the law allows dismissal on the basis of “misconduct,” 
then it would be necessary to have clear guidelines or 
rules concerning what constitutes such an action. A 
parliamentary vote for dismissal could also be preceded 
by an examination, conducted by a small advisory 
group, of the grounds for dismissal. The panel would 
advise parliament whether, in its view, grounds for 
dismissal were present. 

 
 

3. BUILDING ACCOUNTABILITY  
 
Given that much of the existing literature 

advocates institutional independence as the most 
prominent feature of an ideal regulatory agency, there 
could be a tendency to “overshoot” the drive for 
independence – independence could become an end in 
itself, rather than the means to achieve an effective and 
impartial regulatory regime. Preoccupation with inde- 
pendence could cause policy makers to overlook other 
essential features of a regulatory agency, such as 
accountability.  

It is most important to recognize that, like two 
sides of a weighing scale, greater independence or 
autonomy should always be balanced by more rigorous 
accountability rules. If an agency is granted the freedom 
to make decisions, it should also be held responsible for 
the decisions made. As some experts have stated: 
“Accountability is what makes delegated authority 
legitimate; without accountability, there is nothing to 
prevent abuse.”1 After all, regulatory commissioners are 
unelected officials. They still need to be accountable to 
the public, or their representatives in parliament. Inde- 
pendence does not imply administrative freedom that 
borders on impunity.  

Unfortunately, ensuring accountability in a regu- 
latory body is a matter no less complex than building 
institutional independence. This is because account- 
ability involves detailed procedural designs, whereas 
independence can be had with a simple legal institutional 
design. The next section explores in detail how 
accountability can be built into a regulatory body. 

 
3.1  Transparency and Consultation 

In exercising regulatory powers over 
broadcasting, regulatory bodies should be 
required by law to operate openly and 
transparently and to facilitate public partici- 
pation in their affairs, including through 
public consultation on their policies and 
procedures. All decisions of regulatory 
bodies should be accompanied by written 
reasons. 2  

Information disclosure: Since the notion that 
every citizen has the right to access public information 
often is new or still non-existent in developing countries, 
most regulatory agencies cannot be expected to be 
beacons of transparency, in particular when certain 
agencies carry the legacy of state bureaucracy. However, 
there is no need to despair since, to some extent, 
information disclosure can be legislated. Hence, efforts 
should be made in prescribing detailed disclosure 
requirements, be they the notification of a new 
regulatory rule, detailed records of the decisions made, 
the terms and conditions of every license issued, etc., in 
particular in the absence of a public information act that 
guarantees public access to documents and information 
in the possession of state agencies. It is most important 
that, in order to ensure compliance, failure to observe the 
information disclosure requirements as stipulated in the 
law should be subject to legal sanctions.  

Consultation: Public consultation has made its 
way well into the Thai bureaucracy, but mostly in form 
and not so much in substance, that is, consultation 
sessions are provided for stakeholders to express their 
concerns and opinions, but nothing much may result 
from those sessions. Questions raised during such a 
session may never be answered and comments may 
never be incorporated into subsequent revisions of the 
proposed rule. This is often the case if the legal 
obligation of a regulatory body is only to provide a 
forum to “hear out” the concerns of stakeholders, but not 
necessarily to “do” anything about them. Public hearings 
in such an environment serve only to legitimize a 
regulatory body’s rules and decisions that in reality had 
already been made beforehand.  

A bona fide public hearing procedure requires the 
regulatory body to properly inform stakeholders of the 
issues at hand and provide them with all the relevant 
documents and information concerned. All the com- 
ments made need to be recorded, published and  
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responded to. Second or even third rounds of comments 
on the responses are necessary if concerns not yet 
addressed or clarified still exist. Finally, detailed 
explanations are required in order to justify the ultimate 
regulation passed or decision made.  

 
3.2  Public Accountability  

Any public body that exercises regulatory 
powers in broadcasting should be subject to 
judicial oversight and should be formally 
accountable to the public through a 
multiparty body such as the parliament or a 
parliamentary committee, in which all major 
parties are represented. The regulatory body 
should be required by law to publish an 
annual report.3 

Regarding the issue of public accountability, the 
author believes that the law should require more than 
just an annual report to be published in order for the 
agency concerned to be accountable to the public. 
Without a detailed prescription of its content, an annual 
report may not contain any useful information need for 
making it possible to assess the performance of a 
regulatory body. Hence, it is imperative that the 
regulatory body’s performance be subject to thorough 
supervision by the body to which it is accountable, such 
as the parliament. However, on this point one should not 
put too high hopes on the ability of parliament to 
scrutinize a regulator’s performance. Unlike a ministry, 
which is a government organization, parliament in many 
developing countries often faces budgetary constraints 
and lacks proper technical support. Most parliamentary 
committees rely on outside expert members to perform 
the task at hand without a proper secretariat to provide 
the necessary background information and preliminary 
analysis to facilitate the committees’ work.  

Perhaps the assessment of a regulator’s 
performance could be outsourced to a third party, at the 
expense of the regulatory agency itself if the parliament 
lacks financial resources. In Thailand, the performance 
of state-owned enterprises and public organizations is 
already assessed by private agencies. It may be neces- 
sary to stipulate in the law that a certain amount of the 
annual proceeds from licensing fees or regulatory tax 
collection be reserved for the expenses associated with 
the performance assessment consultancy to be under- 
taken by parliament.  

Besides performance assessment, the author 
would also propose that regulatory agencies be required 
to conduct a regulatory impact assessment (RIA) for 
each and every rule they propose, not only to be able to 
hold the agencies accountable for the rules made, but 
also to ensure the soundness of those rules. The 
following are key characteristics of RIA adapted from 
the Organisation for Economic Co-operation and 
Development (OECD).4 

- Statement of problem: why regulation is 
required 

- Definition of alternative remedies: the possi- 
bility of voluntary approaches or the use of 
economic incentives in place of mandatory 
rules 

- Estimation of cost and benefit of the regu- 
lation: benefits should be quantified in 
monetary terms, while costs should be 
opportunity costs not expenditures 

- Assessment of other economic impacts: effects 
on competition, on small firms, and on new 
investment 

- Identification of winners and losers: this can 
help prevent patronage  

- Communication with the public (already dis- 
cussed previously) 

- A clear choice of the preferred alternative:  
a statement defending that choice 

- Provision for a plan for ex post analysis and 
regulatory outcomes: information for perfor- 
mance assessment. Collection of supporting 
data to permit benchmarking is required. 

 
3.3  Financial Accountability  

Regulatory bodies responsible for broadcas- 
ting should be ensured a reliable and 
recurrent income provided in law and 
sufficient to carry out their activities 
effectively and without interference.5  

As mentioned previously, financial independence 
is a prerequisite for institutional autonomy. In order to 
ensure the financial independence of a regulatory body, 
funding for the operation of the regulatory body often 
comes from licensing fees or an explicit “tax” imposed 
on the licensees, calculated as a percentage of the 
revenue of the license holder.  

While financial independence can certainly help 
protect the regulatory body from political influences, it 
may also reduce the regulatory body’s accountability to 
the public. With secured sources of income, the 
regulatory body need not respond so much to the 
government, the parliament or the public in general. 
Moreover, in most countries, off-budget spending is 
subject to much less administrative scrutiny than 
budgetary spending. Therefore, financial independence 
should not be taken as freedom to set and spend a budget 
without proper scrutiny and accountability. Moreover, in 
cases where the regulatory body’s revenue is derived 
from license fees or an explicit tax, it does not mean that 
the regulatory body can also set the license fees, or the 
tax rate itself since that would raise conflict-of-interest 
problems.6 
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The annual budget of the regulatory body would 
need to be approved by parliament, or the body to which 
it is accountable, even if it does not require a budget 
allocation. It should be noted that, with an own secured 
source of revenue, a regulatory agency need not comply 
with conventional budget allocation and expenditure 
rules to which other government agencies are subjected. 
Therefore, specific procedures would be required to 
ensure the financial accountability of the regulatory 
agency.  

An independent regulatory agency also requires 
more stringent financial auditing than conventional 
government agencies because it can set its own salary 
and benefit scale for employees and design its own 
procurement rules. To ensure that administrative 
flexibility fosters efficiency rather than invites abuse, the 
regulator’s detailed expenditure should be thoroughly 
audited, reported to the parliament and disclosed to the 
public.  

 
 

4.  ESTABLISHING INTERNAL CONTROLS 
 
As a state body, a regulatory agency is governed 

by the country’s administrative law, which lays down 
principles and rules to ensure transparency, fairness and 
due process in government administration. These often 
include information-disclosure rules, conflict-of-interest 
rules, and communication rules, among others. Unfor- 
tunately, in many developing countries, such general 
administrative rules are either weak or inadequate in 
ensuring good governance in the administration of 
public functions, in which case it is necessary to 
prescribe additional procedural rules as part of the 
specific law establishing the regulatory agency in order 
to ensure its integrity. Here, the author draws on the 
experiences of countries with a long history of state 
regulation. 

 
4.1  Communication Rules 

 
Few developing countries recognize the impor- 

tance of formalizing their communication rules. For 
example, regulatory commissioners deliberating the case 
of a business dispute that has far-reaching financial 
implications for private businesses should not be able to 
arrange private meetings with the parties concerned. If 
the rule does not prohibit such meetings, then at least it 
should require that the events be reported and that all 
information and documents obtained from those 
meetings be officially documented. In the absence of 
clear communication rules, the commissioners and 
officers of the regulatory agency are susceptible to 
lobbying and potential corruption. For example, the 
Federal Communications Commission (FCC) of the 
United States classifies communication rules according 
to the nature of the issue being deliberated. Certain 
issues that require confidentiality are exempted from the 
rules, meaning that there are no restrictions on the 

format of communicating with external parties. Others 
that are not confidential do allow private communication 
with external parties, but the records of the meetings and 
all the documents submitted must be disclosed to the 
public within a week. There are also restricted proceed- 
ings whereby all communication channels must be 
public and pre-announced. Such restrictive proceedings 
often apply to dispute settlement cases where both 
parties need to be equally informed of all the issues 
discussed and information exchanged between the FCC 
and the other party.  

Communication rules are something still alien to 
state agencies and government officials in most 
developing countries, such that their implementation 
may take time. Regulatory agencies make an ideal 
institution for the introduction of this rule as part of the 
quest for better governance in public agencies.  

 
4.2  Conflict-of-Interest Rule 

 
The nomination and the selection processes of 

commissioners are normally designed to preclude 
candidates with potential conflict-of-interest issues.  
In other words, elected commissioners are normally 
required to rid themselves of all financial interests in the 
regulated industry, be they financial investment or 
executive positions in the regulated business. However, 
such measures may not be sufficient, as conflict-of-
interest issues may arise during the course of the 
commissioners’ duties. For example, a commissioner or 
an officer may have a close relative who is an executive 
in a company that had applied for an operating license. 
In such a case, there should be a clear procedure for 
determining the steps that the individual must take in 
dealing with the conflict-of-interest problem. Initially, he 
or she may be required to consult an ethics officer. If 
there are reasons for concern, the ethics officer or 
committee may decide on the proper remedy to be taken. 
The individual may be required to “recuse” himself or 
herself, or withdraw entirely from the application 
assessment procedure by not attending meetings and not 
receiving any documents related to the case. In addition, 
the person should “distance” himself or herself to the 
extent possible by, for example, avoiding discussing the 
matter with colleagues while the application is still under 
consideration. In cases where the individual has 
financial interests in the business in question, divestiture 
or the transfer of the particular financial interest to a 
blind trust may be required. 

 
4.3  Post-employment Rule 

 
Certain countries prohibit former commissioners 

and high-ranking officials in a regulatory agency from 
accepting positions in a regulated company for a certain 
number of years after leaving office in order to ensure 
against patronage. While such a restriction on post 
employment is conceptually sound, it may produce 
unintended adverse results. As mentioned previously, 
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the remuneration rates for commissioners in most 
developing countries are likely to be rather unattractive. 
Thus, any restriction on future employment opportu- 
nities would render the regulatory job even less 
attractive to potential candidates. Therefore, post-em- 
ployment restrictions may be desirable but they need to 
be properly compensated for by, say, higher pay during 
the person’s term in office. 

 
4.4  Rule-making Procedure 

 
A regulatory body’s main responsibility is to pass 

regulatory rules aimed at ensuring fair and free 
competition in the market and ensuring public access to 
affordable services according to a specified universal 
service goal. Because such rules have significant 
implications for both private businesses and consumers, 
as well as the industry as a whole, rule-making 
procedures should be as transparent, subjective and 
predictable as possible. 

Unfortunately, such rules are often left to be 
determined by the commissioners rather than written 
into law. The law may make public hearings or 
consultation mandatory, but it rarely goes into sufficient 
detail about rule-making procedures to ensure trans- 
parency, predictability and subjectivity. The author 
believes that, in countries where state rules are often 
made without sound economic analysis and without 
proper assessment of their potential impacts on various 
stakeholders, it is of the utmost importance to legislate 
rule-making procedures. Also, it is worthwhile to 
contemplate having a RIA scheme to ensure the 
soundness of the rules passed by the regulatory body, as 
discussed previously.  

 
 

5.  CONCLUSION  
 
Building the credibility of a new regulatory 

agency is a Herculean task in a country with little 
regulatory experience and where political and business 
interests penetrate broadly and deeply into state 
administration. The lack of qualified persons makes the 
task even more difficult as such a country could not 
impose excessively stringent rules that, while serving to 

ensure the integrity and accountability of the regulatory 
agency, might shun potential regulators.  

Under such an unfavorable circumstance, greater 
effort should be channeled toward establishing clear, 
effective and transparent procedures that would ensure 
the integrity of key processes, such as the formation of a 
nomination committee, the selection of candidates and 
the appointment and dismissal of commissioners. The 
same applies to the administration of the regulatory body 
itself.  

In sum, rigorous conflict-of-interest rules, ex-
parte rules or accountability schemes are the pillars of a 
successful regulatory agency. 

 

ENDNOTES 
 

1 Monks and Minow (1991, 75). 

2 Buckley et al. (2008). 

3 Ibid. 

4 OECD (2004). 

5 Buckley et al., op. cit. 

6 The Thai National Telecommunications Commis- 
sion is authorized to set license fees and universal 
service contribution fees calculated as a percentage 
of annual revenue of the license holder itself. 
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1. INTRODUCTION  

The Japan-Thailand Economic Partnership Agreement 
(JTEPA), a comprehensive bilateral trade agreement 
between Thailand and Japan, became effective in 
November 2007. Shortly after implementing JTEPA, 
both countries, together with other members of the 
Association of Southeast Asian Nations (ASEAN), also 
concluded a regional trade agreement known as the 
ASEAN-Japan Comprehensive Economic Partnership 
(AJCEP). Although both agreements are supposed to be 
comprehensive in scope like other “new-generation free 
trade agreements (FTAs),” most of their benefits are 
expected to arise from two components: preferential 
tariff reductions and cooperation programs.  

The objectives of this paper are to examine the 
benefits realized under both agreements from the 
perspective of Thailand, identify obstacles that prevent 
them from being fully utilized, make some policy 
recommendations to improve their implementation, and 
provide inputs to the review of JTEPA, which will take 
place no later than 2012. Owing to the fact that JTEPA 
had been put into effect before AJCEP and thus can be 
evaluated in a more systematic manner, it will be the 
major focus of our analysis.  

 
 

2. RESEARCH METHODOLOGY 
 
Theoretically, the benefits of a preferential tariff 

reduction scheme granted under an FTA can be 
measured by the increase in social welfare that the FTA 
brings about. However, it is impossible to measure the 

changes in social welfare brought about by tariff 
reductions under JTEPA, which has been in effect just 
over a year. In this study, we argue that the level of tariff 
savings can be used to measure the benefits. The idea is 
that tariffs are an important form of trade barrier. As a 
result, tariff reduction tends to promote more trade and 
thus increase the social welfare of FTA partners, 
provided that there is no significant trade diversion.  

We decomposed the tariff saving rates into three 
components: the ratio of trade value under preferential 
tariff rates, the average preferential tariff margin, and the 
utilization rate of the preferential tariffs (see Box 1). 
According to our decomposition, an FTA that generates 
high tariff savings is one that (a) covers substantially all 
bilateral or regional trade with few or no exceptions,  
(b) sets the preferential tariff rates significantly lower 
than the most-favored nation (MFN) rates or other 
prevailing rates, including those under the generalized 
system of preferences (GSP), and (c) can be fully 
utilized without restrictive rules of origin or other non-
tariff barriers. Together with the results from our inter- 
views with exporters and importers, tariff saving decom- 
position enabled us to identify the remaining problems 
and propose related policy recommendations to address 
them, as will be shown in the subsequent sections. 

 
 

3. MAIN FINDINGS 
 
By analyzing the first five months of utilization 

data (November 2007–March 2008) collected by the 
Department of Foreign Trade and the Customs 
Department, we found that JTEPA has so far produced 
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tariff savings on Thai exports to Japan worth about $75 
million. The top three beneficiary sectors are processed 
foods, textiles and garments, and jewelry and ornaments. 
The overall utilization rate was found to be 55.9 percent 
(see Table 1). The top three beneficiary sectors in terms 
of utilization were jewelry and ornaments (96%), textiles 
and garments (71%), and processed foods (66%). 

According to a survey conducted by the Japan 
External Trade Organization (JETRO), Japanese 
companies were more interested in JTEPA than in any 
other FTA that Japan had previously concluded 
(interview with JETRO officials, 2007). However, 
according to our study the utilization rate of JTEPA by 
Japanese exporters has been only 6.5 percent (see  
Table 2), resulting in tariff savings worth $48 million. 

The three sectors that enjoyed the most tariff savings 
were automotives and auto parts, iron and steel, and 
textiles and garments. In terms of utilization rate, 
however, the top three beneficiary sectors were textiles 
and garments (20%), automotives and auto parts (14%), 
and iron and steel (12%). 

Although Thai exporters appear to be benefiting 
significantly from the preferential treatment granted 
under JTEPA, they still face some problems related to 
the utilization of JTEPA privileges. For example, some 
small exporters complain that the procedure for applying 
for certificates of origin (C/Os) is still too complicated. 
Others say that the preferential tariff margins are too low 
and that the rules of origin for some products are too 
restrictive to be useful.  

 
Box 1 Decomposition of Tariff Saving Rate 

Tariff savings (%) 
 

=  
trade  Total
saved  Tariff  

=  
trade  Total

margin  tariff  Mean  x  trade  alpreferenti  Actual  

=   
trade  Total

margin  tariff  Mean  x  trade  alpreferenti  Actual  x 
trade  alpreferenti  Potential
trade  alpreferenti  Potential  

=  
trade  Total

trade  alpreferenti  Potential x margin  tariff  Mean  x 
trade  alpreferenti  Potential

trade  alpreferenti  Actual  

=     FTA  of  Coverage              x  margin  tariff  Mean  x rate  nUtilizatio   

Source: Authors. 

Table 1  Coverage, Tariff Preference and Utilization Rates under JTEPA for Selected Manufacturing Sectors 
(Exports from Thailand from November 2007 to March 2008) 

Source:  Authors’ estimations based on Department of Foreign Trade data.  

Sector 
Coverage  

(%) 
Tariff preference  

(%) 
Utilization rate  

(%) 
Tariff saving  

(%) 
Food 85.6 12.4 65.6 2.88 
Textiles 97.0 7.3 64.5 5.60 
Garments 100.0 8.9 71.2 7.10 
Leather 92.2 3.8 34.0 2.80 
Iron 0.5 3.3 0.0 0.00 
Automotive 0.0 0.0 0.0 0.00 
Electronics 0.0 0.0 0.0 0.00 
Electrical 6.6 4.8 14.4 0.05 
Jewelry 38.6 5.4 95.6 2.25 
Furniture 1.9 0.6 6.4 0.00 
Others 31.2 4.5 47.6 0.80 
Total 29.8 7.8 55.9 0.95 
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Table 2  Coverage, Tariff Preference and Utilization Rates under JTEPA for Selected Manufacturing Sectors 
(Imports to Thailand from November 2007 to March 2008) 

Source: Authors’ estimations based on the Customs Department data. 

 
Our interviews with Japanese trade associations, 

trade promotion authorities and trading firms also 
revealed some problems in utilizing JTEPA privileges 
from the Japanese perspective. The representatives of 
some companies said that they considered the per-
shipment fee charged for issuing C/Os too costly for the 
just-in-time production system that is widely used in the 
automotive sector. Some Japanese manufacturers also 
expressed concern about revealing their production costs 
to the Japan Chamber of Commerce and Industry 
(JCCI), the private trade association in charge of issuing 
C/Os to Japanese exporters. Finally, the issues of re-
invoicing,1 back-to-back certificates,2 and other aspects 
of intermediary trade were raised by some multinational 
companies that have production bases in many countries. 

As ACJEP has only recently gone into effect, we 
can just speculate on the pattern of its utilization. Since 
the agreement provides a smaller tariff margin than 
JTEPA for most products, it will be used only for 
products that are considered non-originating under 
JTEPA’s rules of origins, but are considered originating 
under AJCEP’s rules, which are more relaxed due to 
their regional accumulative nature. Products that fall into 
such groups include some electronics equipment whose 
parts and components are produced in Japan and more 
than one ASEAN country.  

Based on the results shown in Tables 1 and 2, we 
also analyzed the benefits of JTEPA for eight Thai 
manufacturing industries, i.e., jewelry, processed food, 
leather products, textiles and garments, electrical goods 
and electronics, furniture, automotives and auto parts, 
and iron and steel: 

- Jewelry and ornaments: The Thai exporters 
of jewelry and ornamental products have been 
major beneficiaries under JTEPA; the 
utilization rate of 95.6 percent for this sector 
is high. Even with a modest tariff reduction of 
less than 10 percent, this high utilization rate 

is achieved as no quota is imposed on imports 
from Thailand. However, in the long run, the 
tariff margin granted under JTEPA will 
become even less significant when Japan 
reduces its tariff under other trade 
agreements, including the Non-agricultural 
Market Access (NAMA) under the auspices 
of the World Trade Organization (WTO). 

- Processed foods: The Thai processed food 
industry has utilized JTEPA’s tariff 
preferences at a moderately high level of 65.8 
percent. This is due to the substantial 
preferential tariff margin of 12.4 percent and 
the large number of products that are granted 
preferential treatment. However, two major 
problems remain in utilizing the privileges. 
First, the rules of origin for some products, 
such as pet food, are considered too restrictive 
for Thai exporters. Second, Japan’s high 
standards for food safety impose considerable 
costs on Thai producers and thus reduce their 
access to the Japanese market.  

- Leather products: The utilization rate of 
JTEPA privileges by Thai leather product 
exporters is modest at 34 percent. This is due 
to the long phase-out of tariff reduction over 
eight years for JTEPA; it is 11 years for 
AJCEP. In addition, some major Thai export 
items, such as sport shoes with outer 
composition leather, have not been granted 
any preferential tariff treatment. This 
indicates that the Japanese leather market is 
still heavily protected. However, the decline 
of the Japanese leather industry due to high 
production costs continues to pressure 
producers to relocate overseas, with Thailand 
being a potential destination.  

Sector 
Coverage  

(%) 
Tariff preference  

(%) 
Utilization rate  

(%) 
Tariff saving  

(%) 
Food 78.3 5.0 0.7 0.09 
Textiles 98.2 6.2 17.7 0.71 
Garments 99.4 25.0 23.1 6.89 
Leather 78.4 1.5 0.1 0.00 
Iron 66.4 3.7 11.9 0.37 
Automotive 60.3 13.0 13.6 2.22 
Electronics 0.5 3.8 0.0 0.00 
Electrical 12.8 2.0 0.9 0.00 
Jewelry 2.3 14.1 2.2 0.01 
Furniture 100.0 1.4 0.0 0.00 
Others 41.8 2.1 1.4 0.03 
Total 38.6 4.8 6.6 0.37 
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- Textiles and garments: As discussed 
previously, the Thai textile and garment 
industry is a major beneficiary of JTEPA, 
with a high utilization rate of 71 percent. 
However, there remain certain problems that 
prevent greater utilization. In particular, the 
rules of origin for certain products, such as 
carpets, are overly restrictive for Thai 
producers. In addition, cooperation programs 
for the sector, which are expected to generate 
great mutual benefits, have yet to be finalized. 

- Electrical appliances and electronics: Tariff 
reduction for electrical and electronic 
products has not been an issue for JTEPA as 
the tariffs for most products have already 
been cut to zero under WTO’s Information 
Technology Agreement. Instead, the main 
focus of JTEPA is to establish a mutual 
recognition agreement (MRA) that would 
reduce duplicated testing costs. The imple- 
mentation of the scheme is still ongoing, as 
conformity assessment bodies on both sides 
are applying for accreditation from each 
other’s competent authority. The electrical 
and electronics industry is also likely to 
benefit from AJCEP since it would enable 
producers to relocate their production bases 
optimally anywhere they might choose within 
ASEAN and Japan. 

- Furniture: The Thai furniture industry gains 
very little from JTEPA; its utilization rate is 
low at 6.4 percent. This is because Japan has 
either cut its MFN tariff rates to zero or 
granted GSP to Thai furniture products. 

- Automotives and auto parts: Japanese 
assemblers and auto parts producers are major 
beneficiaries of JTEPA. Within the first five 
months of JTEPA implementation, they had 
already enjoyed total tariff savings of $6 
million. Almost all of the savings are related 
to the import of Japanese auto parts and 
components into Thailand. As car production 
is based on the just-in-time system, the per-
shipment fee for issuing C/Os has been cited 

as a barrier to trade. Another issue to be 
resolved is whether the proposal to establish 
the automotive human resource development 
institute (AHRDI), currently under discus- 
sion, should be treated as a new cooperation 
project under JTEPA or as an extension of  
the existing Automotive Human Resources 
Development Program (AHRDP).  

- Iron and steel: Because Thailand is the third 
largest market for the Japanese iron and steel 
industry, Japanese producers expect to benefit 
from Thailand’s tariff reduction under 
JTEPA. However, the level of utilization has 
so far been modest and Thailand’s import 
quota of steel has not been fully utilized. 
Another issue to be resolved is the gap in 
understanding between both sides concerning 
the scope of the cooperation programs. In 
particular, Thai steel producers find the 
Japanese proposals for technical cooperation 
either too elementary or too limited in that 
only Japanese affiliates are allowed to parti- 
cipate. The fact that Japan’s Ministry of 
Economics, Trade and Industry (METI) has 
been in charge of the negotiations while the 
Ministry of Education, Culture, Sports, 
Science and Technology (MEXT) is 
responsible for implementing the agreed 
human resources development programs also 
complicates the issue.  

 
 

4.  CONCLUSION AND POLICY 
RECOMMENDATIONS 

 
While JTEPA and AJCEP have the potential to 

significantly increase the bilateral trade between 
Thailand and Japan, our study shows that many issues 
still need to be addressed before the agreements can be 
fully utilized. From the Thai perspective, we propose the 
following policy recommendations: 

 
 The Thai government should establish a 

JTEPA secretariat to follow up pending issues 
and to promote greater utilization of JTEPA 
privileges by Thai companies. That office 
should provide a forum to receive complaints 
and suggestions from the private sector. The 
office should provide a quarterly report to the 
JTEPA Committee and should be responsible 
for providing background information and 
recommendations for the review of the 
agreement.  

 The Thai government should aim at 
negotiating for further tariff reductions and 
relaxation of rules of origin for certain 
products. In particular, for products that enjoy 
GSP privileges, JTEPA’s tariff rates should 
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be lowered to those of the GSP rates. The 
rules of origin should be relaxed on products 
such as animal feed, carpets, and bed covers. 

 The Thai Ministry of Industry should 
strengthen the capacity of its affiliated 
industry-specific institutes to enable it to 
better respond to the needs of the private 
sector. The governance of cooperation 
projects under JTEPA should also be made 
more open to inputs from the private sector.  

 The Thai government should closely follow 
changes in Japanese trade policies and regula- 
tions and provide the private sector with early 
warnings to help enable its constituents to 
better adjust to the changes. Furthermore, in-
depth market studies that provide insights into 
the nature of Japanese markets, including 
consumer preferences and the functioning of 
its distribution systems for each major export 
product, should be made available. 

 The Thai government should put more effort 
into finalizing pending cooperation projects 
and make them more open to Thai companies. 
Priority projects that need to be finalized 
include human resources development for  
the automotive industry and consumer  
safety regulations for the processed food 
industry.  

 The Customs Department and the Department 
of Foreign Trade should dedicate more 

resources to raise awareness and increase 
understanding of JTEPA among Thai 
companies.  

ENDNOTES 
 

1 Re-invoicing occurs in a commercial flow in which 
invoices are issued from a home office or regional 
headquarters in a third country other than the 
country of origin. This kind of re-invoicing is a 
matter of general business practice in Asia. It is 
common for invoices to be issued from Singapore, 
where many regional headquarters are located, or 
from head offices in Japan. For more details, see 
JETRO (2007). 

2 Back-to-back certification is a phenomenon that 
occurs in FTAs concluded by three or more 
countries. In addition to re-invoicing, both the 
goods and the country of origin certificates are 
shipped through a third country. For more details, 
see JETRO (2007). 
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NEWSBRIEF 

TDRI PRESS CONFERENCE ON 

“Does World Economy and Thai Economy Really Recover?: 
An Analysis and Economic Forecast for Thailand in 2009-2010 

 
Thailand entered into economic 

recession since the fourth quarter of 2008.  
The economy shrank for two consecutive 
quarters, and is expected to continue 
shrinking.  The recession is caused by rapid 
and substantial decrease in export and 
tourism receipts. However, in the past few 
months the world economy has shown 
some “recovery signals.” Various eco- 
nomic indicators, especially production-
related ones, show decelerated declines, 
and some even show a rising trend. 

Recognizing that Thai economy is 
closely related to global economy, it is 
important that we understand the timing, 
the pattern and the sustainability of world 
economic recovery in order to come up 
with an accurate forecast, especially for 
the next two years.  Furthermore, this will help formulate appropriate policy responses.  

In this regard, the Thailand Development Research Institute (TDRI) prepared an analysis of global 
recovery and 2009-2010 economic forecasts for Thailand and organized a press conference to 
disseminate this analysis on Sunday, June 7, 2009 at TDRI Executive Conference Room, TDRI Building.  
A Conference paper, presentation slide, and audio file (in Thai) are available on our website at 
www.tdri.or.th. 

 

EADN ANNUAL FORUM 2008/9 

 

 
 

On 21-22 May 2009, the Thailand Development 
Research Institute (TDRI) as a secretariat of the East Asian 
Development Network (EADN) organized the 10th EADN 
Annual Forum at the Emerald Hotel, Bangkok, Thailand. The 
forum brought together 53 scholars and experts from EADN 
members, GDN, GDN-Japan, International Development 
Research Centre (IDRC), Australian National University, and 
Doshisha University in Japan. 

The two-day program included presentations of 
research plans of 15 recently funded individual research 
projects, presentations of preliminary results from regional 
research project on “A Study of FDI in East Asia,” 
discussions on EADN, GDN and future activities, and EADN 
management committee meeting. The interim workshop 
on the FDI in East Asia Project was also held back to back 
to the Annual Forum. 

EADN is a network of research institutions in the 
developing countries of East Asia under the Global 
Development Network (GDN). The objective of EADN is 
research capacity building and research policy 
networking. 

For more information about EADN, please visit our 
website at www.eadn.org. 

 

From left to right: Dr. Somchai Jitsuchon, Research Director, 
Macroeconomic Development and Income Distribution; and 
Dr. Nipon Poapongsakorn, President, TDRI. 



 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Thailand Development Research Institute 
565 Ramkhamhaeng Soi 39, Wangthonglang District, Bangkok 10310 Thailand 

Tel: 66 2 718 5460, 718 5678-89; Fax: 66 2 718 5461-2 
Email: publications@tdri.or.th; Web site: http://www.tdri.or.th 




