
Aoorn Use
Thailand Development Research Institute Foundation

Contents

The 1988TDRI Year-end Conference

'f Evaluation of the Year-end Conference: A Summary Orapin Sopcltokcltai
Income Distribution and Long-term Development: A Summary Cltalongpltob Sllssangkam

An Economic Forecast for Thailand during the Sixth Plan Period Da11lkimgSawa11liphakdi

Monetary Policies and Income Distribution: A Summary Pakom Vichyanond

Concluding Remarks on The 1988Year-end Conference Dr. Snoh Unakztl

3

4

8

13
20

23

NEWSBRIEF 25

ISSN 0857-2968 Volume 4 Number 1 March 1989

r:---~:- ..~ ....
I Li.o:rary Ol
. Thl111l1TJd Devekp men t

R~:)eA.reh Insti tuto



TDRI Quarterly Newsletter 3

The 1988 TDRI Year-end Conference

on

Income Distribution and Long-term Development

December 17-18 198' et

Reflecting public- and private-sector awareness of
Thailand's accelerating economy and concern over the in-
creasingly widening gap between the rich and the poor,
TDRI focused its Fifth Year-end Conference on "Income

Distribution and Long-term Development." The Con-
ference, partially funded by the Asia Foundation, was held
on December 17 - 18, 1988 at the Regent Cha-am Beach
Hotel in Cha-am, Phetchaburi Province, Thailand. Con-
ference objectives were to:

. inform the public and focus awareness on policy issues
concerning poverty and income distribution in
Thailand in relation to long-term national develop-
ment.. stimulate dialogue and discussion among policy
makers, business leaders, planners, academicians,
media representatives, and eminent Thai and foreign
scholars concerning the theme of the Conference.. present TDRl's traditional year-end macroeconomic
forecast and disseminate research results relating to
poverty, income distribution, and long-term develop-
ment in Thailand.

This summary is a synopsis of the report submitted to
the Asia Foundation, excerpted to present an overall pic-
ture.

Agenda and Program

The first morning included opening remarks by Dr.
Snoh Unakul, Chairman of the TDRI Council of Trustees
and Board of Directors; a report by TDRI President, Dr.
Phaichitr Uathavikul, on research programs and project
progress, future Institute plans, and research priorities; the
opening of the "Thailand in Transition" photography con-
test exhibition, [organized and sponsored by TDRI, the
Photographic Science and Printing Technology Depart-
ment at Chulalongkorn University, and Kodak (Thailand)
Ltd.] and the presentation of Dr. Virabongsa Ramang-
kura's traditional, annual Macroeconomic Forecast.

Then Dr. Chalongphob Sussangkarn, Director of the
Human Resources and Social Development Program, gave
a paper on "Introduction to Income Distribution and Long-

term Development" which was
followed by two further presen-
tations, "The Poverty and In-
come Distribution Profile" and
"Long-term View on Growth
and Income Distribution."
TDRI research teams con-
tinued with presentations on
"The Process of Policy For-
mulation," "Forestry and Land
Use Policy," "Monetary Policy
and Income Distribution," and
"The Tax Structure and Its Ef-
fects on Income Distribution."

..
TORI Executives at the Conference. From left to right: Or. Narongchai Akrasanee; Dr. Phisit Pakkasem;
Dr. Anat Arbhabhirama; Or. Phaichitr Uathavikul and Dr. Snoh Unakul.

As time was quite limited
general discussion took place
the following day before Dr.
Snoh Unakul's closing remarks.
(Summaries of some papers ap-
pear in this issue of the TDRI
QuarterlyNewsletter.)
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Evaluation of the Year-end Conference: A Summary
Orapin Sopchokchai

The reaction of our clients/guests/outside participants
is an important factor in the Institute's assessment of the
conference and helps in future conference planning. For
the fIrst time, the questionnaire was in Thai and English,
and although this made the form somewhat longer, more
participants completed an evaluation form this year.

In November 1988 approximately 280persons were in-
vited to attend the conference as guests of TDRI and the
Asia Foundation, and 190 were informed about the Con-
ference and invited to attend as paying participants. Those
invited included Thai and foreign scholars, planners, policy
makers, academicians, researchers, business leaders, and
practitioners. A total of 245 participants registered for the
Conference and their distribution into various groups is
shown in Table 1.

Out of the total 245participants, 91 persons completed
an evaluation form. Excluding the evaluations of TDRI
staff and those who did not identify their sector, 87 cases
were analyzecl. The composition of the 87-person sample
(46.5% of the registered participants) was quite repre-
sentative of the entire group asbroken down into fivemajor
sectors (see Table 1).

The results of the analysis indicate that
participants were generally positive. Al-
though the average overall rating was
7.11 ("good") the mode for all groups was
8 and the mode for the media was even
higher, 8.5.

- .-~ -"
Or. Phaichitraddresses media representativesat the press
conference.

Table 1 Comparison of Registered Participants and the
Sample

Group
Participants

Registered Sample
# # %

In the following discussion of the TD RI 1988Year-end
evaluation results, all analyses are based on the above 87
"respondent" questionnaires and the word "participants"
refers to the 87-person sample.

Results of the Analysis.
The results of the analysis indicate that, although a

number of participants were not satisfied with particular
presentations or hotel services, they were generally posi-
tive. The findings on each important aspect of the Con-
ference are described briefly below:

Overall Rating

Although the average overall rating of all participants
on a scale of 0-10was 7.11 ("good"), the mode for all groups
was 8, and the mode for the media was even higher, 8.5.The
highest average score from the various sectors was given by
academicians (7.86 or "very good"), followed by govern-
ment and state employees (7.27), representatives from in-
ternational or foreign agencies (6.96), the private sector
(6.75), and the media (6.41). Only 12out of the total 84 par-
ticipants who rated the Conference gave an overall rating
of less than 6. Figure 1 compares the average rating scores
of each group: academicians gave the highest average score
of7.86; government officials and state employees, 7.22; rep-
resentatives from international/foreign agencies, 6.96;
private sector representatives, 6.75, and the media repre-
sentatives,6.41. The maximum rating was 9.5, given by an
academician, the minimum rating was 3, given by a private-
sector representative.

RTG and State Enterprises 56 28 (50.0%)
Academic Institutions 38 11 (28.9%)
The Private Sector 32 12 (37.5%)
International/F oreign Agencies 44 29 (65.9%)
The Media 17 7 (41.2%)

Total 187 87 (46.5%)



WRI Quarterly Newsletter 5

Figure 1 Comparison of Average Rating by Group
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Benefit

All participants (97.7%) who answered this question
stated that they benefited from the Conference - 43% said
that they penefited directly and 49.4% said they benefited
some. Of the participants, 90.9% of the academicians and
53.6% of the government officials and state enterprise
employees stated that they directly benefited from the con-
ference, while the majority of the media and private-sector
representatives felt that they benefited from only some.
Twelve respondents made additional positive and negative
comments and some made suggestions. Some positive
comments were as follows:

"Ibenefited greatly from the Conference." "I can apply
the knowledge to mywork." "Useful for the direction of our
training project in the Northeastern region." "Since my
work is in finance, I benefited directly from the Macro-
economic Forecast and Monetary Policy sessions."

Several participants made negative comments to this
question. Generally, negative comments covered three
areas: (1) limited time to read the papers before the Con-
ference and the lack of an executive summary; (2) too many
papers presented, and; (3) limited time for participants to
discuss issues. One negative comment was: "I could have
benefited more if there had been more audience participa-
tion and less lecturing by presenters since their papers
could be read."

Rating

IFA M Overall

Group

Expectations.

The majority, or 95.4%, of all of the participants said
the Conference met, or met some of their expectations.
51.7% of these said it "met" their expectations while less
than half, 39.1%, felt that it had only met "some." The
majority, or 71.4%, of the media representatives and 44.8%
of the internationaVforeign agency group said the Con-
ference met "some" of their expectations. One positive
comment under this category was:

"TDRI is to be praised for having brought into the open
the serious problems of income distribution and relative
poverty affecting Thailand."

Some participants who felt that their expectations were
not met made comments relating to presentations and Con-
ference content. A participant from the private sector felt
that the presentations were too long and speakers did not
come to the point clearly and concisely. Others from inter-
nationaVforeign agencies and the media supported these
statements; they said they expected to see clearer con-
clusions and recommendations which would lead to policy
formulation or action.

Out of the 84 (96%) participants who rated their over-
all impression of the Conference on this question, ap-
proximately 40% made further comments and suggestions.
There were five positive comments, nine negative com-
ments and the rest were suggestions: all concerned Con-
ference presentations, papers, and management. One
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TORI team presents findings on growth
and income distribution: from left to
right: Dr. Phisith Pakkasem, Chairman,
Or.Chalongphob Sussangkarn, Or.Oirek
Patamasiriwat and Khun Somchai
Jitsuchon. I, ,

11 ..
participant suggested time frames for each session seg-
ment: "presentation 40minutes; comment, 30minutes; and
participant discussion, 20 minutes. This would provide
enough time for all participants to draw a clearer con-
clusions."

Sessions

The OpeningSession and the Macroeconomic Forecast.
24.1% of the participants, said the opening session was "ex-
cellent";49.4%saiditwas "good"; and 18.4%, "average." All
participants rated the Macroeconomic Forecast Session-
41.4% finding it "excellent" and 50.6% rIDding it "good."
Whenbroken downinto smallergroups,we found that the
majorityof thegovernmentofficials(60.7%)said the Mac-
roeconomic Forecast session was excellent. There were two
positive comments about this session. "The Macro-
economic Forecast Session was interesting and ap-
propriate" and "the Macroeconomic Forecast paper was
the most interesting and clearly tackled the problem."
There were no negative comments about this session.

Poverty and Income Distribution Profile. The majority
ofthe participants (51.7%)felt that this sessionwas"good"
and26.4%said it was"excellent"16.4%and3.4%rated it
"average"and "poor," respectively.Participants made a

Table 2 Overall Average Rating of the Presentations

~~."',_!I!'!!I',"'JI -
number of positive statements about this session such as the
"topic was appropriate and interesting," and "...clearly
tackled'"the problem of poverty and income distribution."
One said that the session" merited more time, and discus-
sion with the Conference participants would have been use-
fuL" (See Table 2 below which details and displays the
overall average rating of the presentations and the Macro-
economic Forecast.)

Long-tenn VIew on Growth and Income Distribution.
97.7% of the participants rated this session, the majority
(52.9%) rIDding it "good"; 14.9% said it was "excellent";
24.1%, "average"; and 5.7%, "poor." Comments on this ses-
sion mostly had to do with the visual aids used. One was,
"oo.theparticipants in the back rows could not see the data
or information."

Process of Policy Fonnulation. The majority (43.7%)
gave this sessionan "ave~age"rating. 10.3%of themsaid
the session was "excellent"and 33.3% found it "good."
9.2% of the participants thought this session was "poor" and
"very poor." Academicians were more satisfied with this
sessionthanothergroups,however,as the majorityof them
(63.6%) said the session was "good."

The Forestryand Land Policy. 46.0% of the par-
ticipants rated this 'session "average"; 11.5% said it was

n=87

Presentation
No Answer

Opening Session
Macroeconomic Forecast
Poverty & Income Distnoution
Long-tenn View on Growth
Process of Policy Formulation
Forestry and Land Policy
Monetary Policy & Income Dist.
Tax Structure and Its Effect
Closing Session

Excellent

24.1
41.4
26.4
14.9
10.3
4.6
1.1

16.1
12.6

Good
49.4
50.6
51.7
52.9
33.3
11.5
27.6
39.1
31.0

Percent of Participants' Ratings
Satisfactory Poor Very Poor

18.4 0.0 0.0
6.9 1.1 0.0
16.4 3.4 0.0
24.1 5.7 0.0
43.7 4.6 4.6
46.0 25.3 6.9
43.7 11.5 0.0
23.0 2.3 1.1
8.0 0.0 0.0

8.0
0.0
0.0
2.3
3.4
5.7
16.1
18.4
48.3
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"good"; and only 4.6% gave it an "excellent." However,
25.3% and 6.9% of the participants did not like this session,
as they rated it "poor" and "verypoor," respectively. Many
participants commented negatively on the "Forestry and
Land Policy"paper and presentation. A representative ex-
ample is, "some papers should have been interesting and
substantive (such as the Forestry and Land Policy session)
but inappropriate details were presented in too limited a
time."

Monetary Policy and Income Distribution. The majority
of the participants (43.7%) gave this session an "average"
rating. 27.6% said it was "good" and 1.1% said it was "ex-
cellent." 11.5% of the participants thought the session was
"poor," but none of them gave it a "verypoor" score. As it
was scheduled for the last session of the first day, we
found that 16.1% of the participants did not answer this
question.

T7leTaxStmctllre and its Effect on Income Distribution.
Out of all participants who completed the questionnaire,
81.6% rated this session. The majority of them -16.1 %
and 39.1% - rated the session "excellent" and "good"
respectively. About one-fourth of the participants (23%)
felt it was "average." We found both positive and negative
comments. Some are: The paper on "...the Tax Structure
and Its Effects on Income Distribution needs more work to
come up with recommendations for better tax struc-
ture/policy" and, the "presentation of this session was clear
and good."

Public Awareness

Twenty media representatives attended a press con-
ference at TDRI on December 15, 1988 and 17 repre-
sentatives from the press and the media attended the
Conference in Cha-am. There were 25 articles in the local
newspapers that covered the Conference as well as the is-
sues discussed there. About 37% of the participants said
"yes"to the question about whether the Conference stimu-
lated dialogue among policy makers, business leaders,
planners, and academicians concerning the topics of in-
come distribution and long-term development.

Conference Management

In general, participants were very pleased with our
Conference management, the Photo Exhibition, and the
publications TDRI displayed. However, many said the
Conference site was too far and many were not satisfied
with the conference facilities (such as the sound system)
and hotel service (such as room service and the loud music
at dinner).

Conference Paper.

Those who had a chance to read the papers made com-
ments and suggestions. Some positive comments were:

"The papers were excellent and valuable." "The substance
of the papers was quite valuable in terms of academics and
information." Many criticized the papers for not including
an executive summary of research findings and clear
recommendations which would be important for those who
did not have enough time to read the paper.

Participant Response

One objective of our Year-end Conference was to
stimulate dialogue and public awareness of the Conference
theme - Poverty, Income Distribution and Long-term
Development in Thailand. Thus, we asked for participant
opinions on whether or not this Conference stimulated
dialogue among policy makers, business leaders, planners,
and academicians. About 37% of the participants said
"yes,"55% stated "somewhat," 3% said "no," and about 5%
did not answer. There were 22 comments and suggestions
on this issue. Many stated that time was too short and the
Conference would have stimulated more than it did if we
had had more time for discussion and the exchange of

~ views. Also, many participants criticized the nature of the
Conference, saying that it was quite academic and the for-
mat of the Conference was not suited to dialogue. Others
suggested that issues should be further discussed in small
groups.

Conclusions and Considerations

It is evident from the above that the Conference objec-
tives to inform and stimulate public awareness and to dis-
seminate our research results, were met. However, the
comments and suggestions made by participants clearly in-
dicate their belief that future TDRI Year-end Conferences
should:

. focus more on policy Jiscussion and debate rather than
on presentations of technical models or
methodologies;
ensure that presenters precisely relate their paper to
the theme of the Conference;
ensure that more time be allocated for participant dis-
cussion and debate;
take available time into consideration when selecting
sub-topics or papers for the Conference;
send out papers in advance, in time for participants to
read them;
distribute copies of overhead transparencies to par-
ticipants;
improve the visual-aids presentations in the large con-
ference room;
try to keep the sessions on schedule;
include a list of participants in the Conference kit.

.

.

.

.

.

.

..
Summaries of the Macroeconomic Forecast and some Year-end papers appear on the next pages.
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Income Distribution and Long-term
Development: A Summary

Chalongphob Sussangkarn

This article is a brief personal summary of selected
points that emerged from the TDRI Year-end Conference
on "Income Distribution and Long-term Development" It
is based on a paper the author presented at the 1~88An-
nual Meeting of the Agricultural Economic Association of
Thailand in late December 1988. The discussion below
draws mainly from four papers presented at the TDRI
Year-end Conference:'

1. "Thailand's Income Distribution and Poverty Profile
and Their Current Situation" by Suganya Hutaserani
and Somchai Jitsuchon.

"The Long-term View on Growth and Income Dis-
tribution" by Chalongphob Sussangkarn, Direk
Patamasiriwat, Teera Ashakul, and Kobchai Chimkul.
"Forestry and Land Use Policy" by Suthad Setboon-
sarng and Prasong Werakarnjanapongs.
"The Tax Structure in Thailand and Its Distributional
Implications" by Chalongphob Sussangkarn, Pranee
Tinakorn, and Tienchai Chongpeerapien.

2.

3.

4.

Past Development Success

An important point to bear in mind before examining
the poverty and income distribution situation is that over
the past two to three decades, Thailand's development was
very satisfactory. Between 1960 and 1980, the growth rate
of real GDP averaged higher than 7% per annum. After
1980,due to the second oil shock and the general recession
in the world economy, real GDP growth slowed down a lit-
tle, but was still fairly satisfactory. Between 1980and 1986,
real GDP growth averaged about 4.8% per annum. After
1986,growth accelerated significantly due primarily to the
boom in manufactured exports and tourism, and the rate of
growth reached almost 11% in 1988.

Over the last two to three decades, there were substan-
tial improvements in the areas of health and nutrition, and
the National Family Planning Program was particularly
successful. Between 1947 and 1960, the rate of population
growth in Thailand was fairly high, averaging about 3.2%
per annum; however, population growth has declined sub-

stantially, particularly since the 1970s, and is currently
about 1.3-1.5% per annum. The decline in population
growth took place in conjunction with an improvement in
the health status of the population. Life expectancy at birth
for men increased from 54 years in 1965to 62 years In 1986,
and the corresponding increase for women was from 58 to
66 years. The incidence of malnutrition among children
aged 0-5 has also declined satisfactorily; indeed the in-
cidence of third-degree malnutrition is currently below
0.1% for all regions of the country.

There has also been much progress in the provision of
basic education. Today, enrollment at the primary level is
almost universal, although there is still persistent variation
in school quality, particularly between rural and urban
schools. The adult literacy rate has also increased rapidly.

Past Trends in Poverty and Income
Distribution

From analyses of data from the 1975/6, 1981 and 1986
Socioeconomic Survey conducted by the National Statisti-
cal Office, it is clear that income distribution has been get-
ting worse. Figure 1 shows that the income share of the
richest 20% of households (ranked according to per capita
income) increased from 49.3% in 1975/6 to 55.6% in 1986,
while the income share of the poorest 20% of households
declined from 6.1% to 4.6% during the same period. The
income share of the richest 10% of households increased
most rapidly between 1975/6 and 1986, increasing from
33.4% in 1975/6to 39.2% in 1986. The second richest 10%
of households also increased its income share slightly. All
other household groups experienced a decline in their in-
come shares.

As a result of Thailand's good economic performance
between 1975/6and 1981,the percentage of the population
under the poverty line declined rapidly - from 30% in
1975/6 to 23% in 1981. However, after 1981, economic
growth became slower, and the prices for Thailand's five
major agricultural exports (rice, cassava, maize, sugarcane,
and rubber) trended downward. 1985-6was the bottom of
the recession. As a consequence, the problem of poverty

* Interested readers are referred to these sources which are available through TDRI's Planning and Development Department.
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was much more pronounced and, according to the 1986
Socioeconomic Survey, 29.5% of the population was under
the poverty line. The most serious problem occurred in the
rural part of the Northeast, where more than half of the
population was livingbelow the poverty line (see Table 1).

After 1986, the economic climate improved dramati-
cally. The world price of petroleum declined by about 40%,
and with the exchange rate realignment, the Thai currency
depreciated significantly against the currency of our
average trading partners. As a result, there was rapid
growth in manufactured exports as well as tourism - on-
going trends today~ Indeed, many now regard Thailand as
the potential "Fifth Tiger." In addition to the boom in
manufactured exports, in 1987and 1988agricultural prices
reversed their downward trend. These factors led to major
income level improvements for the broad mass of the
population, and there was a pronounced decline in the
proportion of the population under the poverty line. Based
on simulations with the THAM-2 model (a large-scale
agriculturally based macroeconomic model), TDRI es-
timated that in 1988, the proportion of the population
under the poverty line declined to 25.2%, from the 1986
level of 29.5%. However, income distribution did not im-
prove for the following reasons. While the income of the
rural population grew because of increased agricultural
prices, the income of the relatively better off households
also increased rapidly from the boom in manufactured ex-
ports, as these industries are predominantly located in and
around the Bangkok area (Table 1).

Income Distribution and Economic

Development over the Longer Term

To shed further light on the relationship between in-
come distribution and economic development, TDRI con-
ducted further analyses on the famous hypothesis
propounded by Simon Kuznet of the inverted V-shaped
relationship between income distribution and economic
development - that income distribution tends to worsen in
the early stages of industrialization until a turning point is
reached at some level of per capita income. Regression
analyses of pooled cross-section time-series data from 45
countries confirmed the Kuznet relationship. However,
there were also other key variables influencing the relation-
ship between income distribution and economic develop-
ment; these related to the pattern of development,
population policy, and education policy.

Apart from the level of real per capita income (and the
squared term), it was found that the following three vari-
ables were very important in influencing income distribu-
tion.
. The fertility rate or the rate of population growth.

Countries with high fertility rates (other conditions
being the same) tended to have worse income distribu-
tion.

. The share of employment in agriculture. Given two
countries with similar per capita income levels, those
with higher shares of employment in agriculture tended
to have worse income distribution.

Income Shares of Richest and Poorest

20% of Households: 1975/6-86
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. The transition ratefrom primary to secondary education.
Countries with Iow secondary education enroIlment
relative to enroIlment in primary education tended to
have worse income distribution.

High population growth rates tend to lead to a lower
per capita resource base. The segments of the population
with higher fertility tend to be the lower income groups in
the less prosperous parts of the country, where the supply
of family planning services may be limited. This makes it
more difficult for the poorer households to lift their per
capita income. The reduction in fertility rates and popula-
tion growth is however one area where Thailand has been
highly successful, and the analysis led to the conclusion that
lower population growth (resulting in part from the Nation-
al Family Planning Program) has alleviated the income dis-
tribution problem from what it would otherwise have been.
However, in spite of the beneficial impact on income dis-
tribution from reduced fertility, there are other important
factors that contributed adversely to the problem of income
distribution in Thailand.

The variable concerning the share of employment in
agriculture points to the importance of labor migration as
an equilibrating force that helps keep widening income in-
equality in check. In Thailand, there is a significant im-
balance between the share of employment in agriculture
and the share of agriculture in the GDP. In particular, be-
tween 1981 and 1986, the share of the GDP from agricul-
ture declined very rapidly due to downward trends in crop
prices, while the share of employment in agriculture
declined very little. This contributed to a widening gap be-
tween income per head in agriculture and nonagriculture,
and rapid deterioration in income distribution.

A quantitative analysis of the impact of past rural-
urban migration trends found that migration benefited both
rural and the urban areas. It was found that between 1960
and 1985,had there been no rural-urban migration, half of
the actual increase in output per head in agriculture would
have been eliminated. The basic reason for this is the im-
pact of migration (or the lack of migration) on land per
head in agriculture. Without rural-urban migration, there
would have been much less land per head in agriculture,
and land per head is very important in determining income
per head from agriculture. In urban areas, it was found that
migration was not the root source of urban problems; in-
deed, in terms of unemployment or urban poverty, it was
found that migrants to urban areas had fewer problems
than nonmigrants. Most migrants have a job waiting for
them in the urban area before they migrate. Presumably
pushed out by miserable circumstances in the rural area,
they tend to be diligent. Many still have families up-
country, and if they have severe employment problems in
the city, they at least have the option of going back home.
Most urban problems are not caused by migration, rather
they can be traced to poor urban management policy, and
poor pricing, and taxation policies.

Issues concerning land are closely associated with
migration and the economic structure. In the past, the

primary migration pattern was rural-rural. Basically, in
response to population pressure, the rural population in-
vaded the forest areas (mostly illegally) and opened up new
land for cultivation. This was the major source of the rapid
increase in cultivated area that was so important in generat-
ing past agricultural growth, and which led to the decline
in forest area. Clearly, the eroding forest area has had ad-
verse consequences, as evidenced vividlyby the tragedy in
the South. However, one needs to clearly distinguish be-
tween the issue of the broad mass of the population invad-
ing forest areas to generate new land for cultivation and the
issue oflogging concessions (legal or illegal). Clearly, the
main reason the rural population illegally invaded forest
areas was a response to deprivation and poverty. It may not
be too much of an exaggeration to state that the decline in
the forest area is the price that had to be paid to maintain
social and political stability at a time of political upheaval
in countries surrounding the Kingdom.

An important conclusion emerging from the analysis
of migration is that both rural and urban development help
lift income levels of the rural population. Urban develop-
ment provides more job opportunities for potential
migrants. Migrants benefit directly from having access to
the higher urban wages, and those who remain behind in
rural areas also benefit by ending up with more resources
(particularly land) per head. Thus, one should refrain from
the view that urban development is competing with rural
development. If someone from the Northeast achieves suc-
cess and becomes rich in Bangkok, or in the South, this is
to be commended. Similarly, that many hundreds of
thousands or millions of Thais emigrate to and succeed in
other countries is an achievement about which we can all
be proud. It points to the diligence and determination of
the Thais to work hard and lift themselves from poverty and
hardship wherever there are opportunities.

Another variable which has an important influence on
income distribution relates to education. A higher transi-
tion rate from primary to secondary education is associated
with better income equality (other conditions being the
same). This is one area where Thailand lags behind most
other countries in the region, particularly the Asian NICs.
While enrollment at the primary level is almost universal,
the gross secondary enrollment ratio in Thailand is only
about 30%. This is far below the ratio in South Korea
(94%), Malaysia (53%), the Philippines (68%), and even
below that in Indonesia (39%).

There are many reasons why the transition rate to
secondary education is rather Iow in Thailand. Part of the
reason stems from relatively low rural income levels. This
leads to a high opportunity cost in sending children to
school at a time when the children are old enough to make
a productive contribution to family enterprise. Even if the
direct costs of education are nil, the opportunity cost is very
important. Another important reason is that the secondary
level curriculum may not be very useful to those in rural
areas, except for those who wish to take university entrance
examinations. Those who may wish to increase their
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Table 1 Poverty incidence between 1975/76and 1988

knowledge and skills slightly above the primary level and
then work on the farm find that the "lower" secondary
schools (the first three years of the six years secondary
school curriculum) have little to offer. This leads to large
segmentation in the demand for secondary education.
Whereas the transition to secondary education is very high
in urban areas (75-90% in Bangkok), the rate is abysmal in
rural areas, with rates lower than 10% in many parts.

More than three-quarters of the people in the
workforce have just primary education or less. Data over
the past ten years show that those with just primary educa-
tion or below are being pushed increasingly into the less
prosperous and lower paying segments of the labor market.
This group's shares of total employment in industry and ser-
vices have declined substantially faster than the decline in
the group's share in the total workforce. At the same time
this group's share in agriculture has not declined very much
over the last ten years or so. Thus, the majority of those in
the labor force have not benefited proportionally from the
development pattern. As industries and services expand,
these workers have been pushed out. The income gap be-
tween those with just primary education and below and
those with more education has been persistently widening.

Indeed, this is one major factor contributing to Thailand's
worsening income inequality trend.

In the future, Thailand's low secondary enrollment
(when compared to our neighbors and likely competitors)
is likely to become an important obstacle to the sus-
tainability and equity of future development. Thailand
needs to upgrade its technological production base (both
in agriculture and in nonagriculture) to keep ahead of our
competitors. Countries such as the Philippines and In-
donesia have an abundance of labor at lower wage levels
than in Thailand. They also appear to have a better edu-
cated labor force. Of course, these countries have other
obstacles, such as political uncertainty or social rigidity.
However, if these problems are solved, then they would be-
come fearsome competitors indeed.

The system of higher education serves to compound
Thailand's social inequities. While most of the students
who benefit from higher education come from well-off
families, the government heavily subsidizes their atten-
dance, with fees at only about 10% of the supply cost of
higher education. With only a nominal increase in fees, it
would be possible to fully subsidize students from poor
families, currently a very small proportion of the total

Whole Kingdom 30.0 23.0 29.5 25.2
NORTH 33.2 21.5 25.5 21.6

villages 36.4 23.3 27.7 23.6
sanitary districts 19.2 16.2 20.2 16.9
municipal areas 17.8 8.0 6.9 5.6

NORTHEAST 44.9 35.9 48.2 42.5
villages 48.5 37.9 50.5 44.5
sanitary districts 24.7 20.8 33.3 29.0
municipal areas 20.9 18.0 18.7 17.2

CENTRAL 13.0 13.6 15.6 10.5
villages 14.3 14.2 17.4 11.6
sanitary districts 8.0 11.6 11.4 7.8
municipal areas 11.4 11.7 8.9 6.5

SOUTH 30.7 20.4 27.2 23.9
villages 33.8 22.2 31.2 27.5
sanitary districts 18.1 6.8 8.1 7.5
municipal areas 21.7 15.2 8.6 6.5

BMR 7.8 3.9 3.5 2.6
city core 6.9 3.7 3.1 2.4
suburbs 6.0 2.6 2.5 1.6
fringes 12.0 9.2 8.8 6.3

All villages 36.2 27.3 35.8 30.6
All sanitary districts 14.8 13.5 18.6 15.3
All municipal areas 12.5 7.5 5.9 4.8

Note Apply the rural poverty line to the sanitary districts.
Note Income growth between 1986-88in each subgroup is derived from the TDRI's model THAM-2.
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university population. The desirability and f~asibilityof in-
creasing higher education fees have of course been long
debated. Substantive action has, however, not been taken.
At a time when income distribution is continually widening,
and when income disparities are becoming more visible
through the mass media - particularly television - in rural
areas, this must become a priority. Why should most of the
population tolerate a higher education system that helps
widen the gap between the rich and themselves, particular-
ly in this day and age of full blown democracy and one per-
son one vote?

Selected Policies Related to Income
Distribution

A general equilibrium analysis of the tax str.ucture in
Thailand, revealed that the burden of indirect taxation in
aggregate appeared to be fairly neutral. Business and ex-
cise taxes were found to be mildly progressive; import
duties showed some evidence that they were mildly regres-
sive. Income taxes are obviously progressive. The analysis
showed that corporation taxes are also progressive.

In the course of preparing the tax structure paper for
the Year-end conference, the author also looked at the im-
pact on income distribution of the proposal to replace the
business tax with the value-added tax. The results suggest
that introducing the value-added tax is likely to help those
in agriculture relative to those in nonagriculture, and slight-
ly improve the distribution of income. Results will be
reported in detail elsewhere.

On the public expenditure side, priority should be
given to helping the rural population and their children
uplift their standard of living. However, given the close
relationship between the rural and urban economies dis-
cussed earlier, both rural and urban development programs
are helpful to the rural population. Encouraging rural in-
dustrialization should be pursued. But one must be realis-
tic, accepting the possibility that it may only be feasible on
a limited scale, and only for certain types of industries. Ex-
cessively pushing industries into rural areas may simply
lead to inefficiency, and erode the competitiveness that
Thailand currently enjoys, particularly at the present time
when the special treatment afforded us by our importing
partners is eroding. Public policy along traditional Thai
lines is probably best, i.e., take the middle path. Rural
development programs and encouraging more rural in-
dustrialization need to be pursued. However, urban
development policies should also be pursued along with the
encouragement of alternative growth poles such as the
Eastern Board, while stressing the development oflabor in-
tensive industries which will generate a large number of
jobs and benefit the broad mass of the population.

Appropriate education policy is crucial. Low secon-
dary enrollment is likely to be a key constraint to the sus-
tainability and equity of future development. Solution need
to be approached with care, however. Making lower secon-
dary education compulsory would severelyharm the poorer
households and go against the equity objective. Secondary

school-aged children of poorer households do contribute
significantly to the welfare of the household by generating
sorely needed extra income. To force them to go to school
(with no compensation), particularly as the secondary cur-
riculum does not seem very relevant to the needs of the
community, would be to make poor households even
poorer. The richer households, however, would not be af-
fected, as most of these households view education for their
children as beginning at kindergarten and ending at the
university. A more effective solution, and one which would
complem{(ntpolicies to improve the distribution of income,
would be to reduce the costs (direct cost and opportunity
cost) of school attendance and improve the curriculum.
Maybe poor rural households should be paid to send their
children to lower secondary school. If one million addition-
al children are paid to attend lower secondary education
each year, and if each is paid 1,000 baht per year to do so,
then the total required recurrent budget for this purpose
would be only an additional 3,000million baht a year, which
is less than 10% of the current educational budget. Is this
too high a price to pay for the future human resource base
of the country? Of course, there will be capital costs in in-
creasing the number of schools, and the need to employ
more teachers in secondary education. Part of the latter,
however, could come from the retraining of primary school
teachers, whose numbers can be reduced given the declin-
ing absolute number of children of primary school age
resulting from'the past rapid decline in fertility.

In higher education, the regressive subsidization of the
richer households should be substantially reduced. This
would be justified purely on equity grounds. However, it
would also generate more resources for university expan-

. sion, particular in fields where there are severe shortages.
At the same time helping ease the financial burden for poor
students can be achieved without giving the vast majority of
university students who come from richer households a free
ride.

Generally, effective policy to improve income distribu-
tion should stress creating assets and adding to the assets
of the poorer segments of society. These assets, which are
the real source of their income, include human resources
(education and training, and health), land (land titles), ac-
cess to capital, and the provision of infrastructure and com-
munity services. If policy simply transfers income without
building up the asset base of the poor, then it will only have
short-term impact, and should be best regarded as disaster
relief. Of course this may be necessary to some extent, but
more forward-looking policies are essential. Policies to in-
crease the educational base of the rural population, or to
give land titles to those who in practice own the land, have
impact across generations. The important need is to make
sure that the poor see possibilities for continually improv-
ing their standard of living, and the possibility that their
children will be able to do the same. Lack of hope and per-
ceived unfairness are foundations for social and political
instability.
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An Economic Forecast for Thailand
during the Sixth Plan Period

Bhanupong Nidhiprabha
Somchai Jitsuchon

Thailand's economic success in 1987 (7.09% GDr
growth) continued into 1988.In both 1987and 1988,growth
mechanisms were quite similar: the economy was led by a
dramatic increase in manufactured exports and reinforced
by a large net inflow of foreign capital through both direct
and portfolio investment. In 1988, however, overall growth
was significantly higher than in 1987- around 11%- due
to the recovery of the agricultural sector from the damage
caused by the two severe droughts in 1986and 1987.

The Actual Situation in 1988

Although the growth patterns of the last twoyears were
similar, 1988's economic success was more distinctive. If
one considers 1987as the year that the Thai economy began
restructuring toward industrialization, in 1988 the process
accelerated. In"deed,many regard this year as an important
milestone in Thailand's economic development and move-
ment toward becoming a more industrialized country. The
followi~g trends could support this proposition.

1. The "excellent"performance of Thai manufactured
exports is, up to the present time, more secure.
Beginning in 1986, manufactured exports have
risen sharply and increased their world market
share. Indeed, the growth rate of manufactured ex-
ports this year is the highest recorded since the ex-
port promotion policy was introduced.

2. In 1988, Thailand's superior investment atmos-
phere attracted much more (mostly export -related)
domestic and foreign investment. This huge.invest-
ment - and potential future investment - will con-
tribute to industrialization.

3. Thailand's service receipts grew significantly be-
cause of the better-than-expected increase in
tourism income. If this trend of service income is
not temporary, the surplus will play an important
role in providing resources for long-term develop-
ment.

4. The sharp increase in agricultural prices and
production helped reduce the usual anxiety that
past development efforts were biased against the
agricultural sector.

What follows are brief summaries of some important
indicators of growth.

Exports. In 1988total exports accounted for 405billion
baht, 35.9% higher than 1987 reports. Thus, this was the
third consecutive year since 1986 in which exports grew by
more than 20%. In 1985, the manufacturing export share
was 41.01% and has exceeded 50% since 1986.1988's share
is projected to be even higher, approximately 54%.

In 1988 overall growth was significantly
higher than in 1987- around 11%- due
to the recovery of the agricultural sector.

Imports. Imports also increased sharply in 1987,grow-
ing 39.1%. In 1988 total imports reached 501 billion baht,
46.5% higher than 1987's value. These huge amounts of
capital goods and intermediate product imports are clear-
ly demanded by increased investment. Indeed, total im-
ports would have been higher if the price of oil had not
decreased substantially. The world price of oil has fallen
since December of 1987 when the West Texas price fell
from around $19 per barrel to less than $17 per barrel and
the Oman price fell from $17per barrel to $15.5per barrel.
During 1988, the oil price fluctuated with an obviously
downward trend, and reached a level of less than $15 per
barrel in the first quarter. As a result, the weighted average
price of Thailand's crude oil imports gradually declined
from $17.6/barrel in January of 1988to only $13.8/barrel in
September. The average for the first nine months was
$15.9/barrel.

The lower price of oil not has only had an impact on
foreign exchange savingsbut has also helped stimulate high
investment and stabilize the economy by slowing down the
inflation rate. 1988's economic stability is also strengthened
by the low interest rate level, although it was adjusted
higher in the second half of the year.

Investment. Another factor that contributed 1988's
fast growth was the rapidly increasing investment demand
due to attractive prevailing circumstances. A large number
of investment schemes were initiated by either local or
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foreign firms or as joint-ventures. In the first dght months,
capital goods imports grew, in comparison to the same
period last year, by 83.1% in current prices and by 70.1%
in constant prices. And, during the first nine months, ap-
proved construction areas increased by 72.7% in the
Bangkok Metropolitan Area and by 44.9% in other areas.
At the same time, investment projects applying for BOI
promotion privileges increased by 92.9% and approved
projects increased by 231.3%. Although investment
projects that started operations did not increase in the same
proportion (indeed, they declined from the same period
last year we can expect that many more projects will start
investing no later than next year, given that the time lag be-
tween approval and operation is about one or two years.

Applications from foreign firms (most coming from
Japan and Taiwan) also increased sharply, from 35.5billion
baht in 1986 to 163.1 billion baht in 1987 and to 184.9bil-
lion baht in only the first eight months of 1988. The
Japanese projects applied for and approved account for
about half of all foreign investment applications and
projects approved.

Electricity Consumption. Electricity use is also an ac-
curate indicator of growth, especially for growth of the in-
dustrial sector. Electricity use in fiscal year 1988grew at a
high rate, about 13.86% higher than total use in fiscal year
1987.Industrial sector electricity use increased at about the
same rate as itdid in 1987, about 15-16%.

Agricultural Prices And Production. The prices of
many major crops have improved substantially since late
1987 because of two factors: (1) agricultural production
was damaged by two droughts in 1986 and 1987,causing a
supply shortage which raised the domestic price; and (2)
world agricultural prices were more favorable in 1987 and
1988, which pushed up the export price for Thai agricul-
tural products and, further, motivated larger cultivation of
almost all major crops in the 1987/88 crop year. Agricul-
tural output in 1988,supported by fairly good weather, was
thus dramatically increased. Paddy production is estimated
to be around 20.5 million tons, 20.1% higher than the 1987
output. Other major crops also increased, with a 125.1%
growth of maize, 14.0% growth of cassava, and 10.3%
growth of sugarcane. And, except for that of cassava, all
farm-gate prices rose significantly. The paddy price in-
creased from about 2,800baht/ton in 1987to 4,263baht/ton
in 1988,or a 51.4% growth; the maize price increased from
17.4 thousand baht/ton to 23.1 thousand baht/ton, or a
48.2% growth; and the sugar cane price rose from 292
baht/ton to 332 baht/ton, a 13.7% increase.

Obviously, higher agricultural prices and increased
agricultural production imply better farm income. Accom-
panied by the steadily growing income of those engaged in
export -oriented industries, the income of all classes of Thai
people has been significantly improving. These factors are
uplifting the purchasing power throughout the whole
country. Sales of high-price durable goods soared con-
siderably during the first nine months of this year. The num-

ber of passenger cars purchased, for example, increased by
37.8% and motorcycle sales rose by 67.9%, from the same
period last year.

Public Finance. Along with the economic success of
1987and 1988,the government's budget position much im-
proved since total revenue grew much faster than total ex-
penditures. The government budget deficit was reduced
from 34.4billion baht in 1986to only9.9 billion baht in 1987,
as total revenue rose 18.9% compared to 3.8% growth in
total expenditures. In fact, there turns out to be a budget
surplus in 1988 as the flfSt three-quarter figures indicate
that government revenue has reached 197.0 billion baht
(28.4% higher than the total revenue of the first three-
quarters of 1987), while government expenditures for the
same time, account for only 161.4 billion baht (5.5%
growth). The budget surplus for the first three-quarters is
thus 29.5billion baht.

The rapid and favorable change in the public cash
balance in i988 reflects the fact that the impetus for this
strong swing in economic activities came largely from the
private sector. The government benefited very much in tax
revenue collected from imports, corporations, and real es-
tate transactions. Indeed, since most of the officials direct-
ly involved, recognize that the economy could easily meet
with setbacks due to infrastructure bottlenecks, the govern-
ment intends to considerably accelerate its role with regard
to both current and future investment expenditures over the
next few years. Evidence for this involvement can be im-
mediately seen by the commitments of some public agen-
cies to several massive projects this year.

One can say that in 1988 Thailand's
economic performance was much better
than had been expected. The future out-
look is also generally positive, provided
that there is no great shock in the world
economy and that careful and prudent
strategies are undertaken.

In summary, one can say that in 1988 Thailand's
economic performance was much better than had been ex-
pected. The future outlook is also generally positive,
provided that there is no great shock in the world economy
and that careful and prudent strategies are undertaken. In-
deed, the threat ofworld economic recession after the stock
market crisis in October 1987 has faded away. Many now
regard the phenomenon as having been an equilibrating ad-
justment in the international financial market. Even though
protectionism is tending to intensify, we still believe that its
near-future effects will not be very serious.
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Table 1 Trade Current Account, and Current Account Finances (million baht)

MERCHANDISE:
Exports
agriculture
major export industry
others

Imports

TRADEBALANCE
(AS%OF GDP)

SERVICESRECEIPTS
Travel
Remittances
Investment Income
Other Services

SERVICESPAYMENTS
Investment Income
Other Services

NET SERVICES

BALANCEOF GDS & SERVICES

TRANSFERS

CURRENTACCOUNT BALANCE
(AS%OF GDP)

DIRECTINVESTMENTS
PUBLICNET BORROWINGS
PRIVATENET BORROWINGS

Looking inward, Thailand's rapid economic success of
the last two years (1987-88) - growth with satisfactory
stability-has caused a shift in economic target priorities.
Only recently, .in 1985 and '1986, the most important
economic targets were to stabilize and to stimulate
economic activity. Now, although stabilization is still of
great importance, the most pressing concern seems to be
preparation for a long-term economic transformation.
There is no doubt that Thailand is restructuring its produc-
tion base to be more industrialized and, consequently, some
fundamental problems need to be closely examined and
resolved.

Some Important Forecast Assumptions

Our forecast covers the period 1988-1991,until the end
of the Sixth Economic and Social Development Plan. We
assumed a relatively optimistic world economic picture and
made certain assumptions about a number of crucial fac-
tors affecting Thailand's performance:

1. The world economic situation, although it will
probably slow down slightly, is assumed to substan-
tially expand at a rate that does not much harm Thai
exports. Thailand's international competitiveness
is also assumed to continuously improve, resulting
in an increased share of Thai products in the world
market.

2. Domestic investment will maintain its high level
until the end of the Sixth Plan. The driving forces
for high investment come from four sources, though
they are not totally independent. First, there willbe
high investment demand in export industries.
Second, a number of petrochemical industries will
be initiated and will begin operating during this
period. Third, during 1989-1991,a large number of
projects promoted by the BOI will start operations.
Fourth, investment in infrastructure will accelerate
because of the government's improved fiscal posi-
tion.

3. Although a higher oil price is possible, the average
oil price in 1989-1991will still not be very high. We
assume that it is $16per barrel in 1989, $17 in 1990
and $18 in 1991.

4. Direct investment increases by around 10%, 20%,
and 10% in 1989,1990 and 1991, respectively.

5. Domestic crop prices are slightly lower in 1989,
compared to their very high 1988 levels, but stag-
nate in 1990 and 1991. Agriculture production is
therefore assumed to expand only slightly.

6. There will be no major exchange rate movement.

503245.9 604482.5 708301.2
103393.2 116879.5 121710.8
291428.5 364918.0 447712.8
108424.2 122685.0 138877.6
-638542.8 -786707.3 -905257.3

-135296.9 -182224.8 -196956.1
-7.9 -9.3 -8.9

138586.3 150213.8 164703.8
71945.9 80678.2 91979.1
34588.4 34588.4 34588.4
7669.4 8052.9 8455.5
24382.6 26894.2 29680.8

-95025.4 -101737.3 -110585.7
-55060.4 -57813.4 -62212.3
-39965.0 -43923.9 -48373.4

43560.9 48476.4 54118.1

-91735.9 -133748.3 -142838.0

5814.7 5814.1 5813.6

-85921.3 -127934.2 -137024.4
-5.0 -6.5 -6.2

27472.1 32966.6 36263.2
21576.4 22396.7 22432.6
36872.8 72571.0 78328.6
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G86-91

25.30
10.61
34.19
21.27
29.82

64.91

13.29
19.79
3.55
3.26
15.07

9.03
5.70
14.48

26.83

40.20

Note: G86-91 is average annual growth rate within the Sixth Plan period.

Forecast for the Rest of the Sixth Plan

Generally, the forecast results indicate that Thailand
should continue to enjoy a substantially high rate of
economic expansion, although not as high as 1988.
However, trade and the current account deficit tend to in-
crease dramatically due to fast growth of imported capital.
The external debts outstanding will leap but, as the
country's exchange earnings will also grow rapidly and the
net inflowof foreign capital is expected to remain high, the
debt position of the country willnot become unmanageable.
Tables .1-6show economic forecasts for 1989through 1991.
The following discussion focuses on three main issues,
namely, the external balance, economic growth and price
levels, and the external debt.

The External Balance. Tables 1 and 2 show Thailand's
merchandise trade and the expected external position
during 1989-1991. Exports should slow down slightly in
1989,due to declines in world trade volume and in agricul-
tural exports stemming from reduced prices. The total
value of exports will grow by 24.25% from 1988's level,
reaching 503.2 billion baht. Imports in 1989 will also slow
down, growing 27.45%, because the demand for imported
capital goods should not accelerate as much as it did in

1988.Nevertheless, the projected total import level for next
year is still quite high, 638.5billion baht, as high investment
demand and good growth of the industrial sector are ex-
pected to continue. The trade and current account deficits
in 1989 are predicted to be 135.3 billion baht (7.9% of the
GDP) and 85.9 billion baht (5.0% of GDP), respectively.

That import growth will continue to exceed export
growth is predicted for 1990, where imports grow 23.2%
and exports grow 20.1%, pushing the trade deficit up to
182.2billion baht. This comes directly from our assumption
that investment demand will maintain its high level during
this period. More importantly, many investment schemes
willinvolvethe construction of large-scale factories and will
need imported capital goods. These investments usuallyre-
quire more than one year to be able to pay back in terms of
foreign exchange savings (through import substitution) or
foreign exchange earnings (through exports).

In 1991 exports will grow faster than imports, namely,
17.2% compared to 15.1%. Although the trade deficit
could be very high, part of it will be offset by a surplus in
the service account, which is expected to rise continuously
as a result of success in tourism promotion. Tourism in-
come will remain on high levels with a satisfactory rate of
growth and will play an important role in providing resour-
ces for Thailand's industrialization in the near future.

Table 2 Trade, Current Account, and Current Account Finance (growth rates)

1989 1990 1991
MERCHANDISE:
Exports 25.73 20.12 17.17

agriculture 8.93 13.04 4.13
major export industry 35.98 25.22 22.69
others 19.12 13.15 13.20

Imports 29.47 23.20 15.07

TRADEBALANCE 45.58 34.69 8.08
(AS% OF GDP) -7.88 -9.27 -8.93

SERVICESRECEIPTS 11.26 8.39 9.65
Travel 15.74 12.14 14.01
'Remittances 0.00 0.00 0.00
Investment Income 5.00 5.00 5.00
Other Services 18.88 10.30 10.36

SERVICESPAYMENTS 12.05 7.06 8.70
Investment Income 9.38 5.00 7.61
Other Services 15.96 9.91 10.13

NET SERVICES 9.55 11.28 11.64

BALANCEOF GDS& SERVICES 72.52 45.80 6.80

TRANSFERSO.OO 0.00 0.00 -0.06

CURRENTACCOUNT BALANCE 81.43 48.90 7.11
(AS%OF GDP) -5.00 -6.51 -6.21

DIRECTINVESTMENTS 10.00 20.00 10.00
PUBLICNET BORROWINGS -194.63 3.80 0.16
PRIVATENET BORROWINGS -18.39 96.81 7.93
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Table 3 Real GDP Growth by Sector and Inflation Rate

Note: G86-912saverage annual growth rate withinthe Sixth
Plan period.

Table 4 Share of Real GDP by Sector

Economic Growth and Price Levels. Being supported
by the continuous expansion of exports and investments,
Thailand willbe able to achieve fairly high economic growth
during the period 1989-1991.Tables 3 and 4 show the ex-
pected sectorial growth rates and shares of real Gross
Domestic Product (GDP) and inflation rates.

In 1988, overall economic growth was around 11.9%.
The agricultural sector had verygood growth, around 8.6%,
compared to the last two years because crop prices have
been rising since late 1987 and the climate was fairly good
during the 1988/89crop year. The industrial sector grew at
around 12.45%per annum, and rice at 7%. Inflation in 1988
was around 3.8%, a considerably higher rate than 1987's
rate which was only 2.5%. This higher inflation rate can be
attributed to two factors: (1) price increases in various
primary commodities and raw materials, and (2) changing
consumption patterns. There is a recent tendency for Thai
people to purchase more durable goods such as vehicles,
electric appliances etc., whose prices are high and have
been rapidly increasing..

In 1989 economic growth is predicted to be 8.0%,
somewhat lower than this year's rate of expansion. This
economic slow down is due mainly to lower growth of the
agricultural sector which is predicted to grow at only 1.9%
per annum, compared to almost 8.6% this year. The major
factor that will limit agricultural production is the increas-

ing scarcity of land. Another reason for the agricultural
slow down is that domestic crop prices and weather, the
most important factors determining agricultural produc-
tion, are unlikely to be as favorable as they were this year.
Thus, agricultural prices next year will presumably decline.

Industrial growth next year will be only slightly lower
than this year's rate, i.e., around 9.7%. This stems from the
assumption that exports and investment maintain their fast
growth. The major exporting industries will grow at 12.4%
while the other industries are expected to grow 8.3% per
annum.

With our assumption at the outset that in the near fu-
ture there will be no dramatic change in world trade and in
financial markets, 1989'seconomic growth pattern will con-
tinue to the end of the Sixth Plan, i.e., high exports and im-
ports, high investment, and low but positive agricultural
growth. Overall growth for 1990 and 1991 are thus
predicted to be 7.60% and 7.65%, respectively.

The inflation rate is predicted to be about 3.4-4.5%
during 1989-1991. Three major factors will contribute to
these moderately high inflation rates. First, world inflation
over the next fewyears will tend to be higher than the 1988
level, probably at around 5% per annum. Second, both
domestic and external interest rates will certainly be
pushed up, at least 1-2% higher, as a result of tighter money
markets all around the world and the increasing necessity
to control inflation in many developed countries. Third, the
lifestyle and consumption patterns of the Thai people will
continue to change, they will buy more expensive goods,
and thus will enhance the weight of high-priced products in
the commodity basket used to calculate price indices.

External Debts. As is generally known, the present
debt situation is much better than it has been recently.
However, as this year's trade deficit is fairly high, and fu-
ture deficit expectations are also not very good, the exter-
nal debt issue could again seriously concern us in the near
future.

The external debt forecasts are given in Table 5 and
Table 6. They indicate that although the trade and current
account deficits are getting worse, the overall debt profile
ofThailand will not be very troublesome. The ratio of debts
to GDP has declined substantially from 35.9% in 1987to
31.7% in 1988, and it will be maintained. close to this level
until the end ofthe SixthPlan, namely, 30.7% in 1989,31.7%
in 1990,and 32.6% in 1991.It is also predicted that the share
of public external debts (external debts of the government
and state enterprises) in the total external debt will
decrease over time, from 26.6% of the GDP in 1987 to
16.8% of the GDP in 1991, while that of the private sector
will increase from 9.3% to 15.9% of the GDP in the same
period.

* Our calculation of inflation rate-is based on the expected pattern of consumption derived from our general equilibrium
model and, hence, may differ significantly from the rate calculated by the official weighting system.

Agriculture 1.89 2.60 1.86 2.46
- crops 0.59 2.15 1.35 1.84
- other agriculture 3.87 3.26 2.60 3.40

Industries 9.68 9.36 9.46 10.09
- major exporting 12.36 11.12 11.55 12.63
- other industries 8.27 8.40 8.29 8.77

Services 8.73 7.80 7.95 8.50
Total 8.00 7.60 7.65 8.12
Inflation Rate 4.51 4.34 3.43 3.91

Agriculture 14.68 13.99 13.24
- crops 8.74 8.30 7.81
- other agriculture 5.93 5.69 5.43

Industries 36.27 36.86 37.48
- major exporting 12.82 13.24 13.72
- other industries 23.45 23.62 23.76

Services 49.06 49.15 49.28
Total 100.00 100.00 100.00
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This stable external debt position is based on our im-
portant assumption that exports, the service surplus, and
net foreign capital inflows will continue to rise significant-
ly within this period. If this is not the case, Thailand's ex-
ternal debt position would be much worse and,
consequently, would impose serious constraints upon long-
term industrial development.

Policy Issues to Maintain High and Stable Economic
Growth. The forecasts for the macroeconomic variables
presented in the last section provide some insight into some
problems that the Thai economy will likely encounter in the
near future. T-hequestions involve: (1) whether the current
high rate of economic expansion is sustainable; (2) the
medium-term problem of the growing current account
deficit-defmitelya strong concern; (3) how to properly
prepare for the adverse impact of the increasing risk and
uncertainty in international trade; and (4) more equitable
income distribution under conditions of long-term stable
growth.

Sustaining the High Growth Rate of Real Income. As
discussed earlier, the Thai economy is predicted to expand,
on the average, at a rate of 7.75% between 1989 and 1991.
The driving forces will be the rapid expansion of exports
and the acceleration of public and private investment. Since
large and medium investment projects have already been
committed by both the private and public sectors for the
next three to five years, whether or not the Thai economy
can sustain high economic growth is critically dependent on
the export sector. How Thailand can maintain a high export
growth rate under the environment of growing protec-
tionism and a slow down in world economic activity is the
most important policy issue. Competitiveness of the export
sector can be upheld or even enhanced by the following
policy guidelines.

1. The bottlenecks resulting from inadequate in-
frastructure should be removed so that the country
can take full advantage of existing opportunities in
international trade. Examples of these impeding
bottlenecks are electricity,. telecommunications,
highways, and port facilities.

2. Promising export prospects depend not only on
traditional markets such as the V.S. and the EEC
but also on new markets such as Japan, NICs, and
Latin America. Retention of markets in the V.S.
and EEC will enlail delicate renegotiation of trade
terms, since protectionism within these markets has
gained momentum. Penetration into the increas-
ingly open economies of Japan and NICs requires
strenuous effort in closely monitoring updated
demand. The markets in the Middle East, Latin
America, Africa, Australia, and South Asia ought
to receive more attention, as Thailand still com-
mands too small a market share within these

Table 5 Stock of External Debts and Direct Invest-
ments (million D.S. Dollar)

Table 6 Stock of External Debts and Direct Invest-
ments (percent of GDP)

regions. In addition, it is foreseen that Indochina
and Burma will inevitably open up their economies
before long. Thailand should try its best to benefit
from its proximity.

3. Investment in human resources through training
programs for skilled labor is urgently needed. At
present the lack of proficient staff and skilled labor
is being felt in several fields of production. And, a
definite consensus has been reached among execu-
tive officers in both public and private enterprises
that strong efforts be launched at educational
and/or training programs. Otherwise, along the
path of economic growth over the next few years,
the economy could hardly avoid encountering
another formidable bottleneck similar to the one
currently experienced concerning infrastructure.
Clear-cut examples of valuable human resource in-
vestment would be in the areas of engineering and
vocational training.

4. The exchange rate is one ofthe most crucial policy
measures which would immediately contribute to
export competitiveness. Thus, in conducting any
exchange rate policy, discreet consideration should
be given to the positions of our competitors includ-
ing Indonesia, Malaysia, the Philippines, and
China. In the meantime, monetary policies ought
to be well-coordinated and cautiously imple-
mented so that financial stability can be main-
tained.

Widening Resource Gaps. Although the Thai economy
has performed very well in terms of achieving high
economic growth, it has to rely on substantial capital in-
flows from abroad. The excess of investment over domes-
tic savings is financed by foreign savings. Lately, under the

1989 . '"' 19,aQ "1991
PUBLICSECTOR 12911.34 13818.08 14733.70
PRIVATESECTOR 7844.43 10782.52 13979.61

TOTALDEBTS 20755.76 24600.61 28713.31
DIRECTINVESTMENT 6703.84 7263.27 7864.65

1989 ..1990 199.1.
PUBLICSECTOR 19.09 17.78 16.75
PRIVATESECTOR 11.60 13.88 15.89

TOTALDEBTS 30.69 31.66 32.64
DIRECTINVESTMENT 9.91 9.35 8.94
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favorable atmosphere of economic expansion, both public
and private agencies have made massive.,commitments to
investment projects. These commitments are for several
purposes, one of which is to remove impeding infrastruc-
ture shortfalls. The colossal magnitude of this investment
undertaking necessitates a huge pile of import orders, espe-
cially those for capital goods, machinery, and equipment.
It is therefore not surprising to detect that the current ac-
count deficits of Thailand in the fust three quarters of 1988
leapt to a level more than five times as large as the amount
of the same period in 1987.

The Thai economy is predicted to expand,
on the average, at a rate of 7.75%between
1989 and 1991.

The size of the deficit as a percentage of the GDP will
continue to rise until 1990before it levels off after the com-
pletion of some public investment projects. The deficit in
the current account will then improve. The policy respon-
ses to these anticipated widening resource gaps are sug-
gested as follows.

1. Mobilization and restructuring of domestic savings
must be concertedly undertaken. This can be done
by providing additional incentives to savers. The
policy of establishing a positive net rate of return
on financial savings must be adhered to in the situa-
tion whereby inflation erodes returns on holding
financial assets. The ceiling on financial
institutions' interest rates should be flexible enough
to guarantee sufficient incentives to savers.

2. Long-term financial saving instruments should be
restructured in such a way that they can tap ade-
quate funds for long-term investment. Domestic
savings ought to be restructured so that the long-
term portion rises to conform with the long gesta-
tion periods of investment projects. This implies
that long-term savers should be satisfied with a
higher rate of return to compensate for the loss of
liquidity of their assets. Fiscal incentives should be
given to favor savings in long-term financial assets.
The successful development of the capital market
is another condition for reducing the size of the
resource gap. The capital market must perform so
efficiently that it becomes a major source of funds
for investors, gradually replacing the indirect
financing supplied commercial banks. The finan-
cial instruments should be developed in such a way
that savers find it convenient to transfer their

savings from money markets to capital markets and
viceversa. Moreover, foreign investors are to be en-
couraged to participate more in our domestic equi-
ty markets.

3. As reliance on foreign savings is more or less un-
avoidable, the immediate issue is on the manage-
ment of the country's external debt. While private
enterprises are encouraged to resort to foreign
creditors, public agencies should be directed to
depend more on domestic financing. The rationale
for such a recommendation is that an adjustment of
the external private debt is likely to be more flexible
than that of the public debt. Liberal market forces
will help quicken the proper transition of the
country's debt service profile should the prime
responsibility lie within the hands private corpora-
tions. And assigning public agencies to tap funds
from local sources will certainly serve to further the
development of domestic capital markets. In this
regard, it is noted that some large private corpora-
tions have successfully made some progress in
reducing their debt leverage by hinging more on
equity markets. This should pave the way for state
enterprises to adjust their corporate financial
structure by way of domestic capital markets. A
lower debt/equity ratio will strengthen financial
status of public enterprises.

Increasing Risks and Uncertainties in the External
Environment. The importance of external trade on the
domestic economy can be represented by the ratio of
foreign trade to national income. Exports amounted to only
15% of the GDP in 1970,while the figure is projected to be
as high as 32% by the end of 1991.The exposure ratio will
double within two decades. Although exports are general-
lyviewed as an engine of growth, there has been a growing
awareness of the over exposure of the Thai economy to
world trade fluctuations.

In the light of increasing protectionism, volatile terms
of trade, and fluctuations in interest and exchange rates,
conservative policy should be pursued. This necessitates
holding international reserves larger than a level equal to
three-months of imports.

Income Distribution and Regional Disparities. If
long-term economic growth is to be maintained, the current
pattern of income distribution and regional disparities must
be improved. This is so because the manufacturing sector
can be safely cushioned whenever exports suffer from any
slumps abroad. Indeed, even income distribution will
strengthen domestic purchasing power and facilitate fur-
ther and smoother market development for the manufac-
turing and service sectors.
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Monetary Policies and Income Distribution:
A Summary
Pakorn Vichyanond

The "Mo~etary Policies and Income Distribution" paper
examines past monetary policies from an economic
development perspective and discusses their probable im-
pact on income distribution. The measures under scrutiny
include compulsory credit extension by commercial banks
and concessionallending by the Central Bank. However,
ordinary economic stabilization measures are not included.
Neither are special policy actions (such as soft.loans) nor
recently introduced programs (such as 20% rural credit
and revised packing credit).

Objectives and Measures
In addition to preserving fmancial stability, the Bank

of Thailand.also tries to accommodate economic develop-
ment by allocating adequate funds to crucial sectors of the
economy. Because of their significance, in terms of value-
added, income, and employment, the export, manufactur-
ing, and agricultural sectors all qualify for special fmancial
assistance. Although there may be an impact on income
distribution from this assistance, the Monetary Authority
has never stated income distribution explicitly as one of its
official objectives.

The Authority employed the following four means to
achieve its desired allocations of credit: (1) community
credit; (2) agricultural credit; (3) concessional credit; and
(4) credit for priority sectors. Community credit, initiated
in 1975, is a requirement that any newly established bank
branch extend credit to local units by at least 60% of its
deposits outstanding; and, if bank branches are located in
small districts, a third of this community credit must be re-
lated to agriculture. Any bank branch which fails to satis-
fy this requirement has to either place the residual as an
interest-free deposit with the Central Bank or purchase
government bonds up to 4.5 times the residual.

Agricultural credit also began in 1975. Commercial
banks were formally requested to extend agricultural credit
by at least a certain percentage of their previous year-end
deposits outstanding. Agricultural credit consists of direct
credit to farmers and credit for agro-businesses. If any
commetcial bank cannot comply with this requirement, it
must deposit the residual at the Bank for Agriculture and

.Agricultural Cooperatives and earn interest at a rate equal
to the one-year deposit rate offered by that bank. The par-
ticular proportion of deposits outstanding, which indicated

the magnitude of compulsory agricultural credit, was en-
larged a few times before reaching 13% in 1979-86.

Refinancing facilities (or .concessional credit) have
been offered by the Bank of Thailand since 1956 and are
meant to subsidize, in the short-term, an eligible unit's
working capital. Credit is typically released by the Central
Bank after an eligible applicant issues a promissory note to
obtain funds from a fmancial intermediary; then this inter-
mediary resells the note to the Central Bank. Normally, the
Central Bank prices this credit on a concessional basis, sub-
ject to the proviso that a commercial bank does not charge
its customers higher than allowable - and, also conces-
sional- rates. A common example of this pair of rates is 5%
p.a. and 7% p.a., respectively. These credit subsidies (avail-
able to entrepreneurs in export, manufacturing, and
agricultural activities) were tltost probably created to en-
sure that those who deserve support are actually assisted
and not neglected because of any adverse economic factor
(such as a tight money market or a commercial bank's un-
willingness to bear the risks of its customers).

Credit to priority sectors has received increasing atten-
tion-particularly since the interest rate hikes in 1984.
Now, the extent of commercial bank credit lent to the five
economic sectors considered most important (agriculture,
mining, manufacturing, exports, and direct purchases from
farmers) serves as one criterion when the Central Bank
decides to allocate refmancing facilities to commercial
banks.

Immediate Outcomes

It is presumed here that, from a microeconomic
standpoint, good income prospects positively correlate
with the extent of credit attained. This is so because, in
most undertakings, capital is often an essential factor of
production. Moreover, since farming remains the principal
occupation in Thailand, farmers receive top priority when
questions arise about income distribution and benefits from
economic growth and development.

Figure 1 compares the sectoral composition of labor
employment, value-added to GNP, and credit extended by
commercial banks-which represent the backbone of the
country's financial system. Despite its predominant share
in value-added and labor employment, the agricultural sec-
tor received a miniscule share of the credit extended by
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Figure 1 Comparison of the sectoral composition
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commercial bahks. Such a lopsided distribution of credit
persisted even after the Monetary Authority put compul-
sory community and agricultural credit into effect in 1975.

Figure 2 shows an average regional profile of agricul-
tural credit extended by commercial banks and the BAAC
in comparison to how agricultural GDP was generated
during 1984-86.

Commercial banks were evidently in favor of the
Central Region and the Bangkok Metropolitan Area. Fur-
thermore, if their total credit and deposits are compared by
region, as shown in the Table, one can immediately see that
commercial banks were not as successful in releasing credit
as they were in tapping deposits in all non-Bangkok areas.
In other words, channeling funds from remote areas to end-
users in cities was difficult to avoid. These data indicate
that most commercial bank credit was not directed at
upgrading the living standards of the majority of the
Figure 2 Average Regional Distribution Year 1984-1986
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population and monetary measures were not effective in
mitigating income disparities across different regions or
groups.

Clustering is the key problem in the Central Bank's
refmancing facilities in almost every respect. For instance,
in the past dozen years, approximately 85% of this conces-
sional credit went to exports (see Figure 3) and only a few
export items absorbed most of the export subsidies. For ex-
ample, concessional funds granted to four export com-
modities (i.e. rice, maize, tapioca, and sugar) added up to
roughly one-half of the total export credit refinancing
provided during 1972-85. Moreover, most subsidized ex-
port bills belonged to a small number of large exporters.
For instance, in 1983, if exporters were ranked according
to transaction size, the group making up the top 17%
received around 70% of the total amount of the export
credit refinancing actually extended. This bunching-up im-
plies that concessional credit did not help ameliorate un-
even income distribution patterns and the following
micro economic examination supports this contention.

As the Central Bank's continuous or excessive injec-
tion of high-powered money would definitely jeopardize
economic stability in several ways (such as overexpanding
purchasing power, accelerating inflation, and worsening
external imbalances), the Bank found it necessary to
restrict the volume of export credit refinancing allowed

A eachyear.Commercialbanks,givenaccessto a limitedsum
of concessional credit which virtually entailed no binding,
naturally tried to extend this credit in the least riskyfashion.
In this context, financing exporters, who already had orders
from abroad, was certainly less risky than financing
producers. Similar decisions held true for financing tradi-
tional export items versus new export items, and large ex-
porters versus small exporters. It is therefore not surprising
to find that commercial banks allocated subsidized credit
in the rather clustered manner described above.

Under these circumstances, one may ask whether these
lucky exporters passed on benefits from this low-cost fund-
ing to others in one form or another, e.g. expanding export
trade or uplifting local prices. A close look at the situation
shows that such possibilities are rare. Ordinarily, private
enterprises maximize their profits by adopting the principle
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Figure 3 Percentage Shares of Refinanced Bills

.Four Commodities

1980 19811978 1979

of marginal cost pricing. As the volume of credit refmanc-
ing was restricted at the discretion of the Central Bank,
rarely did the credit allotted to a big exporter suffice to
cover all of the fIrm's transactions for a given year. Conse-
qu~ntly, marginal cost positions remained largely un-
changed, giving exporters no incentive to enlarge their
export transaction volume or bid up prices oflast units. The
same outcome is also evident when viewing the situation
from the perspective of competition. The scarcity of cheap
credit gave large exporters very few rivals competing for a
larger share of the market. They therefore did not feel
pressured to change their behavior. In short, market
mechanisms did nQt help disperse the benefits of conces-
sional credit to alleviate income disparities.

Indirect Effects

Although the apparent outcome of official measures
on credit extension and refmancing facilities may seem dis-
appointing, these measures did give rise to some favorable
but indirect effects via the Bank for Agriculture and
Agricultural Cooperatives (BAAC). Indeed, when com-
mercial banks could not fulfil their agricultural credit
obligations, they had to deposit residuals at the BAAC for
further relending.

Table 1 Credit/Deposit Ratio of Commercial Bank

1982 1983 1985
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Year
1986

According to one recent and reliable survey on rural
credit mar~ets, the role of unorganized lenders has
dwindled markedly within the past three decades, from a
market share of 90% in 1957-67 to 50% in 1977-87. This
shift considerably reduced the average interest rate burden
in rural credit markets. And such success has been largely
attributed to the expansion of the BAAC network, which,
itself, would not have been possible without deposits from
commercial banks. Furthermore, the number of contented
rural borrowers grew at an unprecedented rate, including
not only high-income, but middle-income, earners.

57.7
72.1
73.3
69.9
93.6

66.8
81.6
88.6
75.8
99.5

70.1
85.5
88.6
74.6

104.1

1984

Concluding Remarks

The complementary roles played by commercial banks
and the BAAC clearly demonstrate the crux of the matter-
should any attention or financial assistance be given to
poorly developed areas or communities, a specialized
fmancial institution is needed. Without such an institution,
any effort to provide financial support would be futile. In
other words, the best way to serve special purposes is
through specialized fmancial institutions. Indeed, looking
at the early days of growth in Japan and South Korea, one
can see good paradigms for this atJproach.

108.799.5
64.659.0
83.3 77.2
82.4 76.5
70.2 66.3
94.4 87.0

* Not including the Bangkok Metropolitan Area.
Source: Bank of Thailand.
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Concluding Remarks on
The 1988 Year-end Conference

on
"Income Distribution and Long-term Development"

Dr. Snob Unakul

Distinguished Guests, Ladies and Gentlemen:
It is now time for me as Chairman of the Council of

Trustees of the Institute to conclude this Year-end Con-
ference. I am very pleased indeed to perform this function
because the topic of this Conference is one towhich we have
been looking forward for a long time. The researchers of
the Institute have worked very hard on their analyses of the
various aspects of this topic, and have now presented their
findings to us at the Conference. I was particularly gratified
to learn that they mobilized a large number of competent
researchers to carry out these studies, and have produced
very solid results which are of great relevance to our
country's future development.

In summarizing the main points that were discussed
throughout this Conference, I will try to be as objective as
possible, and if my summaries do not meet your expecta-
tions I hope that you will excuse me for their shortcomings.
Differences of opinion are welcome, and if you think that
your point of view would help clarify my concluding
remarks, please do not hesitate to give them to TDRI. I
would certainly appreciate your further suggestions.

First, we have had so much new and valuable informa-
tion presented to us. We have seen that from the three sets
of data available on the past two decades or so, the country's
income distribution situation has deteriorated. We have
been looking for a defInitive answer to this question for a
long time. Although it is felt that the situation may have im-
proved during the past few years, there is still uncertainty
as to whether this improvement willbe sustained in the long
run. The researchers not onlypresented information on the
changing pattern of income distribution, but also on the
problem ofpoverty. They showed that although income dis-
tribution has not improved, the number of people living
below the poverty level has decreased substantially.

They estimated that the future pattern of income dis-
tribution should improve in the next seven to eleven years.
There seemed to be both agreement and disagreement on
this issue, especially concerns raised by rural and social
development experts. A question was also raised about

whether we would accelerate improvement efforts to
achieve better income distribution within a shorter period
of time, and how to achieve it. These are the issues on which
researchers were asked to carry out further investigation.

Second, the discussions that were held during the past
two days have, in my opinion, provided a better under-
standing among us that growth and distribution are not
necessarily conflicting objectives. Growth is necessary, but
not sufficient, to improve income distribution. To achieve
higher economic growth and higher export rates does not
necessarily result in the deterioration of income distribu-
tion. On the contrary if appropriate measures are taken,
higher economic growth and higher export r~tes would be
essential factors in solving this problem. We also need to
emphasize savings mobilization, decentralization, improve
public expenditure and income policies - including the
minimum wage policies as proposed by conference par-
ticipants.

Third, the presentations and discussions have im-
proved our understanding, and I hope that this is the case,
about migration, particularly that rural-urban migration
was not an obstacle to development, and did not cause
deterioration in income distribution. On the contrary,
migration did help improve the income of both the rural
and urban population. 1 am of the opinion that this is one
of the most important conclusions of this conference. In
the past, debates on the migration issue failed to recognize
the fact that migration takes place within the same country,
and that there should not be discrimination. I feel that
debates on this issue in the past could have been more con-
structive and could have contributed more to overall social
welfare. Improved dialogue could be established between
economists and other social scientists working on rural and
social development. Studies to alleviate psychological and
social problems that were the result of migration could be
conducted collaborately to achieve constructive results.

Fourth, land is an important source of income for the
rural population. Therefore, land ownership is of crucial
importance in relation to income distribution. The question
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is how to provide land ownership without encouraging
more forest encroachment. This issue was widely discussed
at this Conference, and I believe that a detailed study on
the various issues involved is necessary. To what extent
should private individuals be allowed to own land in con-
served forests? How should the distinction between a
watershed forest and a wildlife conservation forest be
made? Or a national park? I understand that legislation
with regard to these issues will be drafted soon. Who should
help clarify roles and responsibilities for forestry and con-
servationofficials? We could then determine to what extent
the private sector could own land in conserved forests - in-
cluding those conserved forests that have already
deteriorated severely. There is also a need to promote the
role of local groups in natural resource and environmental
protection. These are the new approaches that have been
initiated, and were discussed at length in the previous issue
of the NESDB's Economic and Social Journal.

I wish to add that in trying to solve income distribution
problems, not only rural land but urban land was also an
important factor in determining income distribution. We
know that investment in infrastructure (quite a large
proportion of which was financed by external borrowings)
benefits mostly those who own the land on which the in-
frastructure was constructed. This issue is closely related
to urban planning, which should be strengthened so that in-
come distribution in urban areas can be improved.

Fifth, this Conference focused on education policy. It
is generally recognized that our current educational policy
contributes significantly to income disparities. One of the
crucial issues discussed here was how to provide primary
school leavers with more opportunity to continue their
secondary education, and in what ways the curriculum
could be improved so that secondary education can be
more relevant and useful to the rural population. We need
also to look at the compatibility of school timing with the
seasonal and working cycles of the rural population. This
Conference clearly pointed out that our secondary educa-
tional system could be likened to a broken bridge that does
not lead to improved income distribution.

In revising the Sixth Development Plan, the Human
Resource Development Committee focused on solving the
problem of the shortage of engineers and skilled workers.
Revised targets aim at increasing the number of engineer-
inggraduates by an additional 1,400in the first year; targets
for a greater number of vocational graduates were also
proposed to solve immediate shortages. At this Con-
ference, we found that secondary education is crucial in
another aspect. But I wish to point out that this was not the
first time that the importance of secondary education was
addressed. Dr. Puey Ungphakorn attempted to reform
both vocational and secondary education more than a
decade ago. His attempted reform was based on a com-
prehensive concept of secondary education, but due to a
lack of preparation - or perhaps the concept was not
suitable for the Thai culture-we learned that the attempt

failed to attain its desired results. If we are going to try a
second time, we should learn from this past failure, and try
not to repeat past mistakes.

Sixth, the issue of public health was only discussed very
briefly at this Conference-notwithstanding its important
role in improving the quality of life. I wish to point out that
public health is no longer being viewed as an independent
sector, but has expanded to incorporate other social sec-
tors as well, including nutrition, potable water, drug addic-
tion prevention, and other factors that contribute to an
improved quality of life. The government has now ap-
pointed a Council of Social Ministers to follow through in
this area, and I hope that this will provide a forum for able
social workers to formulate action plans.

Seventh, this Conference has demonstrated the need to
integrate the development of various sectors. We agreed
that different sectors cannot be planned and implemented
separately. In particular, planning for improved quality of
life should go hand in hand with economic planning-a
viewpoint I have stressed for so long.

Eighth, the primary function of monetary policy is to
maintain economic stability. And indeed, although it can be
used as an instrument to reduce income disparities in the
society,we should bear in mind that monetary policy should
be implemented very carefully as it could undermine the
monetary discipline essential for maintaining economic
stability.

Ninth, the study on taxes concluded that, overall, taxa-
tion contributed to improved income distribution, or at
least it did not aggravate the distribution problem. What
needs to be improved is the expansion of the tax base to fur-
ther improve income distribution and to earn more revenue
to finance needed development activities.

Tenth, on policy and decision making, a very interest-
ing presentation was made, which showed the interaction
of various interest groups in the decision-making process.
Of course, there were agreements as well as disagreements
on the analyses and conclusions. Now that we have a "full-
fledged" democratic government, political parties will play
a more and more important role while the bureaucracies
will tend to reduce their role. The crucial issue is that, under
our present, rapidly changing situation, the role of the tech-
nocrats will have to be even more important. How can
politicians and technocrats cooperate more fruitfully in for-
mulating sustainable policies and balancing long- and
short-term objectives, such as growth, stability, and income
distribution?

In conclusion, I wish to express my sincere thanks to
TDRl's President and researchers, as well as to the staff
who helped make this Conference a success. I also wish to
thank our distinguished participants whose comments and
suggestions, I am sure,all of the researchers at TDRI great-
ly appreciate. May I now announce that this conference is
closed.


