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Thailand's Economy in 1988 and

during the Sixth Plan:

a Mid-year Forecast (August 1988) *

This mid-year forecast of Thailand's economic
perspectives for 1988 and for the entire period of the Sixth
Economic and Social Development Plan is a revision of the
forecast given at the 1987TDRI Year-end Conference, and
a response to recent changes in the world and Thai
economies.

In the flfSt half of 1988the world economic situation
was better than was predicted last year. Several factors are
responsible for this. First, the possibility of a world
economic recession, a widespread threat after the October
stock market crisis, has now vanished. In fact, economic
predictions in most leading countries--such as The United
States, Japan, and Europe--have been adjusted upward.
Second, oil prices have declined from last year's levels and
interest rates are stable at low levels. Both of these factors
have contributed to world economic expansion. Third, the
recovery of world commodity prices has helped raise world
trade volume.

The Thai economy for the same period is even better
than the world economy.. In addition to benefitting from the
favorable external conditions cited above, the Thai economy
has also utilized its full-scale capability. As a result, its
economic performance is far better than the performance
of most other countries.

The present prosperity of the Thai economy has
brought about not only short-term optimism but also good
prospects for the long term. Indeed, many believe that
Thailand has now entered a new era of economic develop-
ment --high and more diversified export earnings and service
receipts, intensified foreign and domestic investment, high
and steady capital accumulation, and rapid modernization
of the industrial and service management system.

The Forecast Assumptions

A number of forecast assumptions were updated to
reflect this optimistic picture. Some important assumptions
are described below.

In 1988 the Thai economy will be quite
good, the best year since the second oil
crisis (1979-1980). The real Gross
Domestic Product (GDP) is predicted to
grow at 8.4%.

1. The World Economy and Thailand's International
Competitiveness

It was assumed that the world economy for the entire
year of 1988 would grow substantially, about 2.8-3.0%
growth of output, with trade volume growing at about 5%.
It was further assumed that there would be no large world
economic recession until the end of 1991. It was also as-
sumed that Thai commodities would compete well in inter-
national markets and, thus, Thailand would be able to
enlarge its export share throughout the entire period of the
Sixth Plan.

2. World Oil Price Trends

In t!Ie first half of 1988, the world price of oil was
slightly lower than it was last year. And, at present, there is
still uncertainty about oil price trends. Nevertheless, in this
forecast, the oil price was assumed to be quite stable--at a
low level--throughout 1988, because there is a large world
oil supply and, as yet, no sign of strong coordination between
major oil-exporting countriesuneither within OPEC
countries nor betwetn OPEC and NON-OPEC countries.
Over the long term, it was assumed that the oil price would
increase slightly, reaching $20 per barrel in 1991.

3. Domestic and Foreign Investment

It was assumed that both foreign and domestic invest-
ment would maintain high levels throughout the entire
period of the Sixth Plan, although not as high as 1988levels.
The investment atmosphere in Thailand is still attractive to
overseas investors and the government tendency is to con-
tinue ~romoting domestic and foreign investment.

* This reportwasprepared by Somchai Jitsuchon, ResearchAssistant, TDRl Macroeconomic Policy Program, using TDRl's
Macroeconomic Model.
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4. Agricultural Production

In 1988,agricultural production much recovered from
the two droughts of 1986 and 1987. Aside from better
weather, agricultural production has, since late 1987, also
been stimulated by higher crop prices. Nevertheless, it was
assumed that agricultural prices would be adjusted
downward no later than next year (1989), according to their
natural fluctuations. Price uncertainties, as well as the
limitations on expanding cultivated areas, causes agricul-
tural production to grow only slightly in the rest of the Sixth
Plan period.

Other ass,!lmptions were also made: for example,
there will be no drastic change in the foreign exchange sys-
tem or the tax system; and government intervention will
remain at acceptable levels.

Overall growth is made up of high growth
in the export sector, around 12.9%, and
recovery of agricultural production (from
its Iow 1986 and 1987 levels), which will
grow at 5% in 1988.

The Forecast Results

Tables 1 -3 and Figure 1 show economic growth and
balance of payments forecast results from 1988' to 1991.
They indicate that in 1988 the Thai economy will be quite
good, the best year since the second oil crisis (1979-1980).
The real Gross Domestic Product (GDP) is predicted to
grow at 8.4% (compared with a 7.1% 1~87growth). Overall
growth is made up of high growth in the export-oriented in-
dustries, around 12.9%, and recovery of agricultural
production (from its low 1986 and 1987 levels), which will
grow "t <:'OL:" 1QAA.

0

1988 1989

Amidst the prosperity of economic growth, inflation-
ary pressure is also stronger. 1988's inflation rate is es-
timated to be5.1 % for the entire year--stemmingfrom sharp
increases in the price of primary commodities, vehicles, and
construction materials. Rising import prices will also uplift
inflation.

Exports will grow by 25.7% from their 1987 levels,
reaching 375.0billion baht, while imports will grow by 29.0%
to 444.1 billion baht. The trade balance deficit will increase
substantially to 69.1 billion baht. This, however, is partly
fmanced by a sizable surplus in the services and transfers
balance, yielding a 29.6billion baht deficit in the current ac-
count balance. This current account deficit is about 2.1% of
the total GDP, somewhat lower than the recent high levels
(approximately 4-5% of the GDP) in 1984-1985.Thailand's
external balance in 1988 is not, therefore, too troublesome,
although there is a large trade deficit.
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TABLEt Expected GraWihRates af Real GDP: Mid-yearForecast

SECTOR 1988 1989 1990 1991 Avg.Grawt

1987-91

AGRICULTURE 5.02 .73 2.57 1.58 1.58

INDLJiRleS 9.42 9.02 9.23 10.17

- major export 12.94 10.46 11.13 11.03' 12.88

- other industries 10.16 8.86 7.85 8.21 8.76

7.47 6.33 6.67 6.87 6.67

WHOLE KINGDOM8.39 6.60 6.96 7.04 7.14

INFLATIONRATES 5.07 2.56 4,23 2.73 3.67
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Economic Forecast for The Sixth Plan Period

From the present point of view, the economic outlook
between 1987 and 1991 is far better than targets set in the
Sixth Economic and Social Development Plan. This op-
timistic view is based on the assumption that Thai export
growth willbe able to retain its positive trend and, thus, serve
as the engine of growth throughout the entire period. From
1989till 1991,it is projected that major exported items--such
as textiles, jewelry, footwear, circuits, processed foods and
fruit, for examplenwill grow at rates around 20-25% per
year (Table 3). Total exports will grow slower than in 1988
but will,however, record a growth of not less than 15% per
year. The projected average annual growth rate of exports
for the entire Sixth Plan period is 21.2%.

It is predicted that imports willincrease at a lower rate
than in 1988 (when they are predicted to grow at around
30%), because a large amount of durable imported stock
willhave been built up in 1987and in 1988;thus, the average
import growth predicted for 1987-1991 is 22.5% per year.
The trade balance in 1989and 1990will be about 84-86bil-
lion baht in deficit, but will improve slightly to 76.2 billion,
or 3.9% of the total GDr, in 1991. The current account
deficit will get worse in 1989 (2.6% of the total GDP) and
improve in 1990and 1991(2.3% and 1.8% of the total GDP,
respectively). This current account deficit level, however--
less than 2.6% of the GDP--can be considered an "accept-
able level," since it does not impose serious external
constraints on economic development.

Overall economic growth predicted for 1989through
1991is fairly high, namely, 6.60% in 1989,6.%% in 1990and
7.04% in 1991.The average annual growth rate in the Sixth
Plan period is 7.14%--a rate that is substantially higher than
the Plan's target (5% growth per year). The fastest growing
sectors will still be (as in 1987 and 1988) the major export-
ing industries, growing 12.9% per year during 1987-1991.
The entire industrial sector will grow by 10.2%, while
agricultural output will increase only 1.6% per year during
the same period.

Exports will grow by 25.7% from their
1987 levels, reaching 375.0 billion baht,
while imports will grow by 29.0% to 444.1
billion baht.

Conclusion

Recent successful economic expansion provides good
prospects for Thailand's future economic development.
However, as the world economy is subject to constant un-
certainties, economic corrections are still possible. The in-
creasing inflation rate and the recent rise in interest rates,
both outside and inside Thailand, has inevitably provoked,
though slightly, the fear of an eonomic slowdoWD.The
government, as well as the private sector, must be alert to
any emerging economic problems. Indeed, strong public-
and private-sector coordination is necessary to bolster
present economic expansion, in the short term, and to dis-
tribute economic benefits throughout the entire country'in
order to guarantee continued long-term economic develop-
ment. U'....

Table 2 Balance of Payments

1988 1989 1990 1991

MERCHANDISE:

Exports 374957.0 444514.7 521170.3 598976.6

Agriculture 85983.9 92883.4 101825.0 106556.3

Major Export

Industries 205967.0 256914.8 313163.5 373530.6

Others 83006.1 94716.5 106181.9 118889.7

Imports - 444064.4 - 528995.6 - 607803.8 - 675199.8

TRADEBALANCE -69107.3 - 84480.9 -86633.4 -76223.3

(AS% OF GDP) -4.8 -5.3 -4.8 -3.9

NET SERVICES 33693.5 37737.5 40640.8 35417.8

BALANCEOF GOODS

& SERVICES -35413.9 -46743.4 -45992.6 -40805.5

TRANSFERS 5831.2 5831.1 5831.1 5831.0

BALANCEOF GOODS & SERVICES

TRANSFERS -29582.7 -40912.3 -40161.5 -34974.4

(AS% OF GDP) -2.1 -2.6 -2.3 -1.8

I

Table 3 Balance of Payments (Annual Growth Rates)

1988 1989 1990 1991 Avg.Growth

1987-91

MERCHANDISE:

Exports 25.65 18.55 17.24 14.93 21.17

Agriculture 17.57 8.02 9.63 4.65 7.71

Major export
industries 32.30 24.74 21.89 19.28 29.42

Others 19.26 14.11 12.10 11.97 17.56

Imports 28.98 19.13 14.90 11.09 22.43

TRADEBALANCESO.67 22.25 2.55 - 12.02 36.39

NET SERVICES 34.03 12.00 7.69 - 12.85 16.52

BALANCEOF GOODS

&>SERVlCES 70.85 31.99 -1.61 -11.28 n.8.

TRANSFERS 0.00 0.00 0.00 0.00 0.00

BALANCEOF GOODS & SERVICES

TRANSFERS 98.58 38.30 -1.84 - 12.92 n.a.
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Th e V0Iun tary Export
Restraint Agreement between Thailand and

the European Economic Community on Cassava *

Ammar Siamwalla

THE STORY UP TO 1980

The Roots of the Thai-EEC Cassava trade

Cassava trade with the European Economic Com-
munity (EEC) isentirely a creature of the Common Agricul-
tural Policy (CAP), and of the binding made by the EEC in
the Kennedyround to maintain its tariff on cassava root and
chips at 6%, and on soybean and soybean meal at zero. The
CAP maintains cereal prices within the EEC at a much
higher rate relative to their world price. As cereal is most-
ly carbohydrate plus a bit of protein (cassava is almost en-
tirely carbohydrate, and soybean meal is rich in proteins) a
combination of cassava and soybean meal therefore sub-
stitutes closely for cereals. Thus, 0.77 kg of cassava could
be mixed with 0.20kg of soybean meal to replace 1kg of bar-
ley in pork rations (Koester 1982:Table 19). Most impor-
tantly, because of the differentials in border taxes between
this cereal substitute and the cereals themselves, European
feed compounders began to find it profitable to introduce
this and other similar cereal substitutes into their rations.
And because this precise combination of circumstances is
peculiar to the EEC, only the Europeans are major con-
sumers of cassava as feed. Indeed, supplying countries find
it more profitable to ship the rather bulky cassava to Europe
than to use it for their own livestock.

The demand 'thus generated readily found its supply.
Cassava can be produced in any tropical country and, be-
cause it is an undemanding crop, is usually grown on the
poorest soils. Traditionally, it is considered not only a sub-
sistence crop, but the subsistence crop of the most marginal
of farmers. The two countries initiating this trade, Brazil
and Indonesia, were the source of the cassava that was
shipped to Europe in the mid-1960s--the early days of the
trade.

Over the next decade, however, one country,
Thailand, came to dominate the cassava trade to the EEC,
capturing over 90% of the market. In the beginning, the

Thais were hardly the leading producers of cassava; in fact,
in 1961 the Thai share of world cassava production was a
miniscule 0.6%, a figure easily dwarfed by Brazil, Indonesia,
Nigeria and Zaire (ITC 1968: 25). The problem with the
other countries was that their cassava was (and is) mainly
produced by subsistence farmers who consume most of what
they produce. The marketed surplus was thus usually quite
small and its volume uncertain. Thailand, on the other hand,
was sitting on a large amount of surplus land, had newly ac-
quired access to roads, and farmers and merchants attuned
to producing for the market. The conditions were thus
ready for the explosive growth of Thai cassava production
to feed the livestock industry of Europe (Figure 1).Between
1967 and 1980, cassava production in Thailand doubled
every 3-4years, and the tonnage exported grew from 374,000
to 4.96 million metric tons.

It is doubtful if Thailand's comparative advantage
rests on the special suitability of its soils for cassava produc-
tion. As has been pointed out, cassava can Qegrown on al-
most any tropical soil. The factor that favored Thailand
rested more on its transport cost advantage. Cassava is a
bulky crop: when it leaves the farm as fresh root, it fetches
only 3 cents per kg. All the processing that is done to it is
basically to reduce its bulk to economize on transport costs.
The fresh root is first chipped and then sun-dried in a simple
process which removes about 60% of the. weight. Before
1970 these chips would enter international trade without
further processing; after that date, however, it was more
common for the chips to be pelletized, i.e. squeezed into the
shape and size of cigarettesl. This takes a further 4% off
the weight, but the main purpose of the pelletization is to
reduce the bulk of the cassava, making it possible to pack a
greater tonnage. in ships' holds.

Some of the processing and transport steps involved
in getting cassava from Thai farms to Eu(opean ports are
subject to significant ~conomies of scale. Perhaps the most
important occurs at the final stage, transportation to

. The historical narrative in this section profited enonnously from two pieces written by Somboon Siriprachai (1987, 1988).
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Europe. By the latter half of the 1970s,cassava pellets from
Thailand would be shipped in 6O,000-ton(or in many cases,
loo,ooo-ton) ships, which were chartered especially for that
purpose. By that time, annual exports from Thailand had
already reached 6 million tons, and therefore it was
worthwhile for traders to acquire ships on a time-charter
basis. To serve the large volumes involved, large on-shore
loading facilities had to be erected; however, with the rapid
growth in trade volume, private investors found no trouble
in obtaining needed capital.

The economies of scale, once acquired, became a
significant barrier to entry by other would-be cassava ex-
porters, and reinforced the trade lead acquired by Thailand.
The factors thus outlined on both the demand and supply
sides led to EEC dominance (on the import side) and Thai
dominance (on the export side) of world trade in cassava as
feed2.

The Structure of the Trade: the European Side

All cassava that is not converted into tapioca flour is
used by feed compound mills. This industry, particularly in
the Netherlands (to which more than half of Thai cassava
usually finds its way), is dominated by livestock producer
cooperatives. These mills combine the various feeds in
least-cost combinations determined by linear-programming
models appropriate for various animals. They then ship the
feed compounds to livestock producers. While the largest
of these compounding plants regularly buys 500-600,000
tons of cassava pellets annually (slightly less than 10% of
the total market for Thai cassava in Europe), the number of

1983
1986

Figure 1

Production and Export
of Cassava

PRODUCTION

EXPORT

Year

Source:

Production from the Ministry

of Agrlcu~ure and Co-operatives

Export from Ihe Depertment of

Customs, Ministry of Commerce

feed. compounding mills using cassava in Europe is quite
large, running into several hundreds.

Supplying feed compounders with the cassava was a
group of companies called "carriers." Up until 1980there
were four of these: Peter Cremer, Toepfer, Krohn, and
Tradax, the last being a subsidiary of Cargill, the grain-trad-
ing multinational, and the others being European grain-
trading companies. They made long-term (six-month)
commitments to buyers in Europe, chartered the giant ves-
sels used in the cassava trade, and acquired title to the goods
when the cassava entered the ships' holds in Thailand.
These "carriers" are thus the real exporters of cassava from
Thailan<J, despite the existence of another group labelled
"exporters" (see next subsection below).

Almost the entire amount of cassava imported into
Europe was used by the Netherlands and West Germany,
with the former taking up about 46% in 1980(although other
countries, particularly Belgium and France, were rapidly ex-
panding their imports).

The Structure of the Trade: the Thai Side

In Thailand, the cassava trade was organized as fol-
lows. The four foreign "carriers" made long-term (also six-
month) contracts with Thai traders--labelled "exporters,"
although they only delivered cassava pellets to the carriers
free on board (f.o.b.) the vessels. The exporters, in turn,
bought their cassava from the pelletizing plants (typically lo-
cated up country) who collect raw materials from the chip-
ping plants located in the producing areas. Trade from the
exporter backwards to the farm level is on a spot basis.
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In the earlier stage of the trade, cassava production
was located mostly in the eastern seaboard provinces. Two
of them, Chonburi and Rayong, produced 61% of all cas-
sava root in 1970. Then, as the Northeast road network ex-
panded, it became economical for that region to start
growing the crop also. By 1980, the region's share of total
production was 61%. Considering that the Northeast is the
country's poorest region, the adoption of cassava as its
farmers' main cash crop was a great boon to its economy.

THE END OF THE GOLDEN AGE 1980-1982

The First Agreements with the EEC, 1979-1980

In the late 1970s, the Thai government was told by the
EEC that it could not look forward to continued unlimited

expansion of the cassava trade. In March 1979, the Thai
Minister of Commerce and the EEC Commissioner for

Agriculture signed agreed minutes in which the major
points were:

. Thailand's agreement to limit the export level in 1979
to the level achieved in 1978;

. A suggestion by the EEC that the Thai government
might "consider the introduction of a levyon tapioca
exports which should result in some increase in export
prices, and that the proceeds from such a levy could
be used for crop diversification and, where necessary,
for fmancing the cost of absorbing tapioca in excess
of requirement, so as to stabilize agricultural incom-
es";

. A declaration by the EEC of its intention to initiate
an article XXVIII action to unbind the tariff for cas-
sava as committed in 1%7. The declaration was im-
mediately followed by a statement to the effect that
this unbinding was to ensure that other countries did
not "undermine specific arrangements with
Thailand."

From a long-term perspective, the last point is the
most important. Thailand at that time was not a GATT con-
tracting party, but benefitted from the binding on account
of the most-favored-nation agreement signed between the
EEC and ASEAN (the Association of Southeast Asian Na-
tions, which, at that time, comprised Indonesia, Malaysia,
the Philippines, Singapore and Thailand). In this respect,
the cassava story differs fundamentally from the voluntary
export restraint agreements for industrial products (e.g.
automobiles) in which there is a more limited degree of sub-
stitutability in the supply from different sources.

The Thai government was willingto limit 1979exports
to 1978levels because the earlier year was an extraordinary
one. In 1978,high cassava prices induced growers to dig up
a considerable supply, which wasno longer available in 1979.
There was also a drought in 1979. Thus, 1979exports were
32% lower than 1978'swithout the government having to un-
dertake any action to limit them. In November 1980,an out-
line of arrangement was initialled by the Thai Minister of

Commerce and the EEC Commission for Manufacture

which limited export levels as follows: to 5 million tons in
1981 and 1982, plus a swing quantity of 500,000 tons which
could be shipped in either year; to 4.5 million tons in 1983
and 1984,plus a swing quantity of 450,000 tons which could
be shipped either year; and (for the years 1985 and 1986) a
further limitation to be agreed upon during the first half of
1984but to be below 1983and 1984levels. The outline also
included a quasi-commitment by the EEC ("The Com-
munity shall do its utmost to provide assistance for
projects ")to fund rural development and crop diversifica-
tion programs in the Northeast.

This agreement outline is the first comprehensive one
signed by officials from Thailand and the EEc. It estab-
lished a principle which is quite unusual among voluntary
export restraint agreements, namely that the export level is
considered too high and that it ought to be progressively
reduced over time, with the burden of adjustment being
borne by the exporting country, albeit with a certain un-
specified portion of the cost being shared by the importing
country.

The Attempt to Restructure the Export Trade: Some Ex.
periments with New Methods of Quota Allocation

With the announcement ofthe quota, the DFf quiet-
ly encouraged exporters to form one carrier company,
called Eurasian. And exporters with a combined market
share of 62% of the total became shareholders in the new
company and ceased supplying the other four carriers. The
new company chartered its own vessels and shipped pellets
to Europe. Then, the four-company cartel was dealt
another heavy blow in June of 1981. The Chonburi pel-
letizers and growers, angry over sharply deteriorating prices
(Figure 2), demonstrated against the government. As a con-
sequence of this experience, the Minister of Commerce was
forced to announce the end of the quota system and a return
to free trade in cassava.

Notwithstanding the ministerial announcement, Min-
istry of Commerce officials felt bound by the outline agree-
ment which precluded free trade and set the export "target"
level for 1981 at 5.5 million tons, the maximum allowed in
the agreement. During the first half of the year, the tonnage
already shipped was over 2 million tons, leaving 3.17million
tons to be shipped.

THE FINAL NAIL ON THE COFFIN: THE 1982
AGREEMENT

During 1981 and 1982, the EEC finally completed its
Article XXVIII negotiations with Brazil, the initial supplier,
and Indonesia, the principal supplier of cassava for the
EEC, at least among the GATT contracting parties.
Thailand was not yet a contracting party (it would formally
accede only in September 1982). This agreement with In-
donesia, in particular, established as tariff quota system,
with the tariff for the initial quota level setat the old 6% at,
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and the tariff for the amount in excess of that to equal the
barley levy.This latter rate would make the cost of import-
ing cassava prohibitively high. The EEC guaranteed
Indonesia's share in the tariff quota at 85% of the amount
allowed to all GATT contracting parties (which would of
course exclude Thailand). The total quota set for all con-
tracting parties was as follows:

1982

1983

1984

1985

1986

588,235

882,355

882,355

970,590

970,590

tons
tons
tons
tons
tons

The reason for the odd set of figures thus announced
becomes clear if one multiplies each figure by 0.85 to obtain
the figures 500,000,750,000, 750,000,825,000, 825,000tons-
-the Indonesian quotas for the fiveyears. Obviously this was
the figure demanded by the Indonesians as the price for
their agreement. Note also that the amount allowed In-
donesia rose, unlike the amounts that were to be agreed on
with Thailand.

Following this agreement with Brazil and Indonesia,
the EEC entered into a "Cooperation Agreement on
Manioc Production, Marketing and Trade" with Thailand.
The main points o(the agreement were to limit export levels:
to 5 milliontons in 1983and 1984,plus a swingquantityof
500,000 tons which could be shipped in either year; and to
4.5 million tons in 1985 and 1986, plus a swing quantity of
450,000 tons which could be shipped in either year.

Jan'84 Jan'85 Jan'S7Jan'aa

<> Difference

Figure 2

Cassava Ptices in
Bangkok and Rotterdam
and their difference 1976-
1987

Sources:

Rotterdam Pricefromthe

Ministry of Commerce;

Bangkok Price from the Thai

Tapioca Trade Association,

Peter Cremer Ud., and

Bank of Thailand

Reluctantly, and after some lobbying, the Thai
government started negotiations with the EEC, which did
result in an increased quota for Thailand, i.e. 22 million tons
over the period 1987-1990(Sathirathai and Siamwalla 1987).

The Final Shape of the Quota Allocation System

The quota allocation system for 1984 was devised by
the Minister of Commerce himself. The principle of grant-
ing quotas to exporters who jumped through certain hoops
was maintained, except that the standard of performance
was changed. The quotas were divided into two types. The
first, called "bonus quotas," were awarded to those who
managed to export cassava pellets or chips to markets other
than the EEC. As announced in 1983, for every ton thus
shipped, the exporter was granted a quota of one ton for the
EEC market. The second, residual set of quotas was to be
awarded on the basis of the amount of stock held by the ex-
porter on a particular date. This second type of quota was
divided into seven lots. For each lot, a date was fIXed. On
that date, government officials from different departments,
and representatives from various trade associations, would
fan out to all the warehouses registered by the exporters and
estimate the size of the stock they held. The quota for each
export firm for that lot would be granted in proportion to
the amount of the stock it held. It is clear that the objective
underlying this particular method of quota allocation was to
lift the domestic price of cassava. This was to be done by ar-
tificially raising the demand for cassava--in the one case, by
dumping it overseas and, in the other, by increasing th~
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demand for stock. This quota allocation system, with slight
modificationsnmost importantly, the ratio of the bonus
quota allowed for exports to non-EEC markets--has sur-
vived to the present. Given its relative longevity, it pays to
examine, iD.some detail, how it works.

A Theoretical Analysis of the Final System of Quota Al-
location.

The present system of quota allocation lent itself well
to precise modelling. Becaus~ of the stock-flow problem in-
volved in the storage-based quota allocation, the model had
to be dynamic? And it was of some interest to compare the
consequences of these rent-dissipative methods of quota al-
location against the situation that would prevail under some
rent-retaining methods--such as to give quotas on the basis
of historical performance, or to auction them off. Further
analysis of the above model yielded the following results:

. A quota system based on exportperfonnance to non-
EEC markets does raise the domestic price relative
to what would prevail under conventional rent -retain-
ing quota allocation methods. It may even be that the
domestic price would be higher under this quota al-
location system than under a totally free trade regime,
particularly if the elasticity of demand were con-
siderably higher outside the EEC than inside.

. A quota system based on stock has no permanent ef-
fect on the domestic price. Again this is relative to
what would prevail under a rent-retaining quota-al-
location method. Such a quota-allocation method has
only a temporary effect on the domestic price when
the measure is newly introduced. After the initial
jump in price, it will subside to the level that would
prevail had the quotas been auctioned off or allocated
on the basis of historical performance.

. Both these methods of quota allocation have an am-
biguous effect on the degree of domestic price in-
stability. If the source of instability arises out of EEC
demand fluctuations, under a rent-retaining method
of quota allocation there would be zero fluctuation in
the domestic pri!X, but under the rent-dissipative sys-
tems that we examined, domestic prices would fluc-
tuate. If the source of the price instability is
supply-side fluctuation, then both of these quota-al-
location methods would tend to moderate the price
movement relative to rent-retaining methods. The
bonus-quota system does so because of market diver-
sity, while stock acts as the shock absorber against
movement in primary supply.

The inefficiency of both of the methods presently used
relative to rent-retaining methods is obvious. In the case of
the bonus-quota system, there is a major anomaly that is sel-
dom noted. At the present time, Soviet and Korean feed-
mills are obtaining Thai cassava at cheaper prices than Thai
feedmills are. The obvious correction for this anomaly is to
grant bonus quotas to those who sell cassava to Thai feed-

mills. The problem is to design an administratively
foolproof way to prevent that same cassava from being
reshuffled back into the market.

NOTES:

1 In the later period, this particular type of pelletiza-
tion (into "hard" pellets) served to reduce the dust pollution
that is created near the European unloading facilities.

2 Other than the trade in cassava for feed, there is
also a significant trade in tapioca flour which finds
numerous industrial uses as starch. Westerners also ingest
some quantities of the flour in that favorite of boarding
schools (if not of its inmates)--topioca pudding. The total
size of the world tapioca-flour trade is at most about a
quarter of the cassava feed trade.

3 A detailed descripti on of the model and the
analysis performed is available through the TDRI ARD of-
fice in the full report, "The VER between Thailand and the
EEC on Cassasva.
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Voluntary Export Restraints on
Thai Garment Exports to the United States

Paitoon Wiboonchutikula

The Thai clothing industry has grown rapidly in the
past two decades. During the 1970s its average annual
growth rate was 9.44% and from 1980-85 it waS7.02% a
year. The share of exports in total domestic production in-
creased from less than 1% in 1970to over 26% in 1985. The
clothing share of total textile and clothing exports also in-
creased from 34% in 1970 to over 62% in 1985. However,
while it is true that the export share in clothing production
has been increasing over time, most production is still
geared to the domestic market.

Where did the clothing go? In 1976 about 86% went
to markets with quota restrictions, namely the United States
and the European Economic Community (EEC). But ex-
ports to these markets steadily declined--reaching 63% in
1986--whereas exports to markets without quotas increased
from 14% in 1976to 37% in 1986. These trends show an in-
creasing market diversification away from quota markets
into the less restricted markets of the Middle East and Asian
NICs.

Among the markets with quotas, the United States
and EEC (particularly Germany, the United Kingdom, and

1000

800

600.."
¥
"ii
c:
~
~ 400

/

France) Were major importers. In the decade 1976-1986,
exports to all EEC countries combined comprised 30-35%
of total clothing exports even though the share of clothing
exported to the V.S. declined from 37% (in 1976) to 24%
(in 1986). The data also show that over the period 1976-86,
EEC export increases often compensated for V.S. export
declines. Thus, although both the V.S. and EEC were major
export m'arkets, when there were export barriers to the V.S.,
local exporters tended to divert exports to the EEc. There
were some, however, who found it easier to channel exports
to the Middle East and other nonquota-imposing countries.
Generallly, large exporters export to the V.S. and EEC
markets to fIll their acquired quota allocation, whereas
small exporters (who have difficulty obtaining quota alloca-
tions) fmd their niche in nonquota markets.

In the traditional V.S. market, the total import share
of clothing imported from Thailand was less than 2% in
1985, In fact, with its increased protectionism during the
period of persistent recession, the 1985share only increased
from 1.02% in 1980 to 1.87%. Hong Kong, Korea, and
Taiwan were major clothing exporters to the V.S. market.

FIgure 1
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However, faced with quota restrictions, their combined
share of all clothing imported to the u.s. steadily declined,
albeit slowly.

Despite Thailand's Iowshare of the V.S. clothing im-
port market, almost all Thai clothing items have reached
their allocated quota ceilings. Now, because exports have
been subject to the MFA rule since 1974, the V.S. limits
some specific Thai clothing exports to a maximum growth
rate of 6% a year.

Domestic VER Allocation System for Clothing

Since the 1960s, international trade in textiles, cloth-
ing, and footwear has been increasingly regulated by
bilateral trade restrictions, mainly VERs. A VER is a
measure by which the importing home country protects its
own products by imposing an upper limit on foreign supp-
ly. It is dermed by source and commodity group, often also
dermed in terms of volume rather than value, and, typically,
over a limited time period. The VER is administered by the
exporting country; it is not voluntary in the normal sense of
the word. Nevertheless, exporting countries often prefer it
to other, alternative trade barriers. This is because VER
rent accrues to the exporting country. The amount of the
rent depends on the strength of the demand, the degree of
the importing country's export restraints, and how much the
country can divert imports from non-restrained sources.

The government in the exporting country has several
options for distributing rent income. It could: (1) introduce
an export tax that would limit the export volume and yield
export tax revenue; (2) auction export licenses to exporters
and the revenue from the auction will be obtained by the

Figure2

Clothing Exports by
Destination(%Share in
total clothing exports)

Source: ThaiTextile

Manufactures
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government; and (3) distribute export quotas to producers
free of charge. In this case all rent income would accrue to
the exporter.

Distribution of rent income

In Thailand, quotas are allocated using the third op-
tion. That is, the government distributes quotas to ex-
porters free of charge, but they may not be traded. The
quotas are separated into two types, namely, principal and
residual quotas. Principal quotas are distributed according
to past export performance; and residual quotas are dis-
tributed to all eligible exporters including trading com-
panies. In practice, almost all quotas go to traditional
existing exporters in the form of principal quotas and they
capture most of the rent income. Little is left for distribu-
tion to new exporters and they have to resort to the 6% an-
nual residual quota increase. And this, again, must be
shared with eligible, traditional exporters who have already
exported 60% of their principal quota allocation. Normal-
ly, all hot (high demand) items go to traditional exporters
and some cold items (Iow demand) are left for distribution
to all other applicants. Since distribution of the 6%-
growth-rate residual quotas is, in practice, in the hands of
and at the discretion of bureaucrats, it is possible that some
rent income is diffused. However, most rent income stilI ac-
crues to traditional exporters. Indeed, interview results in-
dicate that exporters are satisfied with the present quota
allocation system because the quotas also provide the cer-
tainty which long-term investment requires.

To avoid the problem of quota underutilization, a
quota holder is required to dispose of unused quotas in
various ways or the firm will be penalized: its quota for the
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next year will be reduced by an amount that is twice that of
the unused quota. Disposing of unused quotas can be ac-
complished in four ways: (1) a quota holder may surrender
the unused quota to the Department of Commerce. The
firm will be free from any penalty applied to holding an un-
used quota but the firm's quotas for the next year will be
reduced by the surrendered amount; (2) holders may sub-
contact production to fill up the quota (although this is not
permitted officially); (3) holders may transfer (not allowed
to be traded under law) unused quotas to other exporters
and be penalized by having 10% of the transferred quota
deducted from the unused volume. Then the penalty amount
is added to the pool of residual quotas. (Although quota
holders who transfer unused quotas to other exporters also
sacrifice the next year's quota entitlement by the amount of
out-transfer, they also obtain some premium from the trans-
fer. The premium is unofficial and the information is scat-
tered. However, it is quoted to be about 10% to 20% of the
F.o.b.--price depending upon the items transfered; and (4)
quota holders "lend" the unused quotas to other exporters
or trading firms and obtain about 2% of the f.o.b. price as a
premium. (The transfer price is lower in this case because
a quota holder can reserve the past -performance right to ex-
port the following year as long as the export volume for the
current year is recorded as the firm's performance.) While
it is obvious that there is no incentive for quota holders to
dispose of uncommitted quotas by surrendering them to the
Ministry, there is no concrete evidence for the popularity of
other methods as widely practiced. Interviews with repre-
sentatives of several firms suggest that the transfer of unused
quotas to trading firms is widespread. Unless firms want to
leave the industry, they do not want to lose their export-per-
formance right by selling it.

Efficiency

V nder the present domestic quota allocation system,
trade in licenses is not permitted, past performance is used
as a main criterion, and the majority of available quotas are
exhausted by existing exporters. Without tacit trading of
quotas, new and more efficient producers will be dis-
criminated against because they have no past export record
to refer to when applying for free allocation of principal
quotas. Indeed, open trade in licenses could improve ef-
ficiency because exporting firms with lower supply prices
would most probably be willing to pay for the allocation of
principal quotas. In practice, the restriction on new entries
is a form of protection of inefficient fIrms and the protec-
tion works against new domestic competition. In fact,
quotas are traded--Iegally or illegally. Existing quota
holders capture the relit income while the efficient
producers who buy the quotas do not benefit from the rent
incentives.

Residual quotas are derived from a 6% growth rate
and available to new exporters, trading companies, and
principal quota holders who have already exported over
60% of their yearly quota allocation. In principle, residual

quotas are distributed according to certain administrative
rules, such as use of local raw materials, value-added, and
other criteria deemed appropriate by the authority. Inter-
view results indicate that, in practice, information available
on time, amount, and number of quota applicants is general-
ly vague and incomplete. Most of the residual quotas that
are subject to specific limits are obtained by traditional ex-
porters under unknown criteria, whereas some nonspecific
quotas are distributed according to more specific rules
(such as first-come-first-served). An overall analysis sug-
gests that the present system does not directly serve the
production efficiency objective. However, trading among
exporters and trading firms does help improve efficiency.

The Impact ofVER

In Thailand, GSP schemes do not cover the export of
clothing and the Thai clothing industry faces the trade bar-
rier of the MFA bilateral constraint (VER). There are 73
garment export items which are subject to quotas. Twenty
of them are in high demand subject to specific physical unit
limits, whereas the rest are not. However, total exports of
both specific and nonspecific quotas are not allowed to ex-
ceed an aggregate yardage ceiling. Specific quotas have
been overfilled since 1985,but there is still room for new ex-
ports in specific quotas and other exports in nonspecific
quotas. The question is whether VER is a binding con-
straint on Thai industrial production, employment, and ex-
port earnings. Under the present quota system Thailand
exports less to the V.S. than it is capable of exporting. An
example is found in the 1985embargo on Thai garment ex-
ports to the V.S. In 1984 and 1985, Thai garment exports
exceeded the aggregate yardage ceiling. In the first nine
months of 1985 the excess over the aggregate ceiling was
about 11.4 million square yards and, when combined with
the 1984excess, it became 30 million square yards. The em-
bargo was lifted in late 1985 after Thailand and the V.S.
negotiated an agreement to include a clause stipulating
compensatory reduced quota allotments for the years 1986-
88 to pay back the 1984-85overshipment. The embargo had
the immediate and short -run effect of reducing garment in-
dustry production and employment. In the long run, firms
diversified to other markets and products to offset their los-
ses. First, since quotas are stated in physical units rather
than value, exporters producing quota-binding products
have shifted their production and exports to higher-quality
(value-added) items in order to obtain the highest returns
on the quota volume. Second, they have moved into less
restricted or non-restricted product categories, and tapped
new markets (such as Japan and the Middle East). Thus,
Thailand's export share in both total V.S. exports, and total
world exports have, in fact, increased in recent years.

Thus, the Thai clothing export share in total V.S.
clothing imports is small and increased slowlyunder VER.
Major exporters to V.S. markets are traditional producers
who obtain export quotas from the government free of

(Continued on page 21)
~
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Thailand's Changing Income Distribution*
Pattern: 1975/76 to 1985/86

Somchai Jitsuchon

This paper on income distribution in Thailand is
based principally on the analysis of information from the
1975176, 1980/81 and 1985/86 Socio-Economic Surveys
(SES). The information was appropriately weighted to
make the sample distribution of households close to the ac-
tual distribution, and thus enhance the reliability of the ob-
tained income distribution picture.

Table 1gives a general picture of income distribution
by showing the income share of fivepopulation groups. Each
gr-oup constitutes 20% of the total population and is clas-
sified according to household income level. It is quite ob-
vious from the table that during the ten-year period from
1975n6 to 1985/86,household income in Thailand became
increasingly unequally distributed. In 1975176the top quin-
toe (the richest 20% of the total population) received 49.3%
ofthe country's total income. Afterward, this group even in-
creased its share, reaching 51.5% and 55.6% in 1980/81and
1985/86, respectively. Indeed, what is even more note wor-
thyis that almost the entire increase in this group's share was
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due to the increased income share of the richest 10% of the
people, which rose from 33.4% in 1975176to 35.4% in
1980/81and to 39.15% in 1985/86.All the other four, lower-
income groups shared less total income during this ten-year
period, especially the three bottom groups.

Conventional Lorenz Curves describing the distribu-
tion of Thai income for each year are shown together in
Figure (A). The shape ofthe curves support the above rIDd-
ing. As can be seen, over time, the Lorenz Curve moves far-
ther from the 45-degree line (which represents the perfectly
equal distribution of income), indicating an increasingly un-
equal distribution.

Measurements of income inequality were also calcu-
lated (Table 1) using two familiar measures--the Gini coef-
ficient and the variance of the logarithm of in~th
indices support the ~otedoeterlorationm msffiOution: the
Gini coefficient rose from 0.426 in 1975176 to 0.500 in
1985/86 and the variance of the logarithm of income rose
from 0.530 to 0.737 in the same period.
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Figure 1

Lorenz Curves of
Thailand's In-
come Distribu-
tion- 1975176 to
1985/86

*
The author would like to thank Dr. Chalongphob Sussangkam for his comments and suggestions.
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Income Distribution by Area andProduction Sector

Table 2 shows time comparisons of population share
(derived from the Surveys' weighted sample), average per
capita income per year, and income share of household
subgroups classified by area (rural and urban) and by
production sector participation (agriculture and non-
agriculture). The table shows that, over the decade between
1975176and 1985/86,there was much change in the popula-
tion structure and the structure of income received by each
subgroup. First, people tended to cluster toward the urban,
non-agricultural sector at the expense of the rural, agricul-
tural sector. Second, the average income in the non-agricul-
tural sector (especially in urban areas) increased much
faster than it did in the agricultural sector. Over this ten-year
period, the average household income in the urban, non-
agricultural sector rose by 11.3% per annum while the same
figure for the rural, agricultural sector rose by only 7.5%.
The slowest rising income was, however, in agricultural

households in urban areas, where income increased only
3.3% per annum.

Both of these trends (in the population structure and
in the structure of income received) explain the increasing
concentration of income in urban areas (the third group of
columns in table 2). Indeed, the share of income received by
urban households nearly doubled, jumping from 26.6% in
1975/76 to 47.1% in 1985/86.

Some Factors Influencing Changes in Income
Distribution

Certainly, the information given by both Tables 1 and
2 is not sufficient to explain the entire income distribution
picture. Its most important shortcoming is that, although it
does show how distribution of income in Thailand changed,
it does not identify the factors responsible for the change.

Two major factors that influenced Thailand's chang-
ing income distribution pattern were: (1) the rapid changes
in the production structure of the Thai economy; and (2) the
imbalanced growth between productive return levels in each
sector. 1;'hechanges were so rapid that production factors-
-especially laborers--were unable to mobilized, or be mobi-
lized, and adjusted appropriately--by moving to the
increasingly prosperous sector.

Table 3 compares each sector's annual growth rate of
value- added per worker at current factor cost. As expected,
the differences between the growth rate of value-added in
the agricultural sector and in the non-agricultural sector
(both during the period 1976-1980 and the period 1980-
1985) were obvious: the former grew much slower than the
latter. Indeed, the growth rate of per capita value-added in
the agricultural sector during 1980-1985was even negative.
The slower-than-average increases of per capita agricul-
tural value-added took place in spite of the decreasing
employment share in this sector (Table 4). This indicates
that, in the gloomy agricultural production environment,

TABLE 1 INCOME SHARE BY QUINTILEGROUPOF
POPULATION(% OF TOTAL)

Quintile 1975/76 1980/81 1985/86
1-st 49.26 51.47 55.63

-first top 10% 33.40 35.44 39.15

-second top 10% 15.86 16.04 16.48

2-nd 20.96 20.64 19.86

3-rd 14.00 13.38 12.09

4-th 9.73 9.10 7.87

5-th 6.05 5.41 4.55

-second bottom 10% 3.62 3.28 2.75

-first bottom 10% 2.43 2.13 1.80

total share 100.00 100.00 100.00

Gini Coefficient 0.426 0.453 0.500

Variance of Income log. 0.530 0.602 0.737

TABLE2 CHANGES IN POPULATIONSTRUCTUREAND INCOMERECEIVED CLASSIFIEDBY AREAAND PRODUCTIONSECTOR

Population shares Per Capita Income (baht/year) 10 Year Income Share

annual

1975/76 1980/81 1985/86 1975/76 1980/81 1985/86 growth 1975/76 1980/81 1985/86

RURAL 85.9 75.4 75.3 3,577 6,874 7,037 7.8 73.4 58.1 52.9

- AGRICULTURE 60.6 58.5 53.0 2,938 Q,963 5,629 7.5 42.5 39.1 29.8

. NON-AGRICUL. 23.3 14.1 18.8 5,149 9,830 10,576 8.3 28.7 15.5 19.8

URBAN 14.1 24.6 24.7 7,908 15,192 19,128 10.3 26.6 41.9 47.1

. AGRICULTURE 0.5 4.2 3.7 5,795 7,021 7,756 3.3 0.7 3.3 2.9

- NON-AGRICUL. 12.9 18.8 18.9 7,972 16,872 20,892 11.3 24.6 35.6 39.4

WHOLE KINGDOM 100.0 100.0 100.0 4,186 8,916 10,022 10.2 100.0 100.0 100.0

Note: - Sums of population share and ip()()me.shareare pot equal 100%because the table excludes show the

umemployedpeople.
- Urban area consists of municipal area and sanitary district, rural area is village.

Source: Socio-economic Surveys.
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employment in the agricultural sector adjusted too slowly
(compared with its slower-than-average value-added
growth) to match its percapita income growth with that of
other sectors. The figures stress at least two already known
facts, namely, (1) that, compared with production in all
other sectors, benefits from producing agricultural products
were declining and (2) mobilization between agricultural
and non-agricultural labor was, to some extent, r~gid.-
Research conclusions on the latter subject are not yet unan-
imous and thus, will not be dealt with here. However, there
is more to say about decling agricultural production.

Agricultural sector income depends largely on the
price of agricultural products which were on the decline be-
tween 1980/81and 1986 (Table 5). The price of paddynthe
crop most cultivated nationwide and the major (often the
only) source of income for most Thais--had been declining
(since 1981) for five years. The prices of other crops also
showed downward trends during the same period. It is
reasonable, then, to attribute the declining share of value-
added and, thus, the income of people in the agricultural
sector to these reduced crop prices, since income from these
crops was, and still is, the largest part of total farm income.
Another factor influencing agriculturaJ production is the
uncertainty ofthe weather, which played an adverse role in
1979-80.In contrast, non-agricultural sector production had
gradually strengthened its base through improved produc-
tion technology and market management; hence, its share
of total national income rose at the expense of the agricul-
tural share.

Suggested Studies and Recommendations

That there has been deterioration of income distribu-

tion during the period 1975176to 1985/86 is now beyond
doubt. The gap between the rich and the poor is widening.
Nevertheless, further careful and detailed studies need to

be done to provide more insight to the subject. There are at
least two important issues that should be addressed.

First, during 1975176and 1985/86, to what extent did
the economy (the market) adjust itself to alleviate the ad-
verse impact of the unbalanced growth between the agricul-
tural and non-agricultural sectors? Studying this adjustment
will provide many insights that could prove helpful in
predicting the likely impact of future economic policies on
income distribution

\se . Second, how has the recent prosperity of the Thai
economy affected income distribution? This is quite an im-
portant question because the pattern of growth in recent
years differs significantly from past patterns. In fact, many

(Continued on page 25J,
TABLE 5 NORMINAL PRICE INDEX OF FIVE MAJOR CROPS

(1977 == 100)

Source: Rubber and sugarcane from the Ministry of

Iture and Cooperative, others from

nd, Monthly Bulletins.

TABLE3 ANNUAL GROWTH RATESOF VALUE-ADDEDAT
CURRENTFACTORCOST PERWORKERBY SECTOR

1976-80 1980-85

AGRICULTURE 9.83% -1.53%

NON-AGRICULTURE 14.33% 6.56%

MANUFACTURING 8.50% 5.66%

OTHER INDUSTRIES 8.30% 5.48%

TRADES 10.44% 2.64%

TRANSP& COMMUNIC 11.04% 13.09%

SERVICES 28.80% 7.60%

TOTAL 15.80% 5.69%

Source: DPfrom NESDB, National Income of Thailand,
1986 edition.

Employment data from NSO Labour Force Survey,
July-Sept 1985

TABLE4 SHARESOF EMPLOYMENTBY SECTOR

PRODUCTION YEAR

SECTOR 1960 1970 1975 1980 1985

AGRICULTURE 82.30 79.28 72.99 70.78 68.36

INDUSTRY

-Manufacturing 3.42 4.10 7.46 7.94 7.99

-Construction 0.50 1.09 1.13 1.94 2.25

-Commerce 5.66 5.62 7.57 4.53 9.19

-Transp.& Commun 1.20 1.61 2.10 2.02 2.06

-Others 2.15 1.19 2.91 4.41 0.72

SERVICES 4.76 7.11 5.85 8.38 9.42

TOTAL 100.00 10 0.00 100.00 100.00 10

Source: 1960and 1970from population and housing cencus

1975from labor force survey round 2

1980from labor force survey round 2

1985from tabor force survey round 3

Paddy Maize Casava Sucarcane

1978 100.0 100.0 100.0 100.0 100.0

1979 103.9 122.4 213.5 105.7 124.6

1980 12ti.l 146.2 134.4

1981 143.8 134.4 124.3 223.0 107.1

1982 120.4 132.7 151.4 121.0 97.1

1983 123.9 145.7 178.4 98.9 130.3

1984 142.3 173.0 116.0 121.6

1985 131.1 124.3 100.5 119.6

1986 89.9 103.2 240.5 102.8 123.0
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Demographic Trends

Current Family Planning Issues and Problems

Teera Ashakul

During the past three decades Thailand has ex-
perienced a rapid decline in population growth which was
facilitated by the quick acceptance and practice of family
planning by Thais, both in urban and rural areas. The total
fertility rate dropped from over 6 in 1965 to 2.7 in 1985, a
decrease of more than 50% in one generation (Survey of
Population Change, 1985/86). In the late 1960s, only 15%
of currently married women of reproductive age were cur-
rently practicing contraception. By 1984, the contraceptive
prevalence level had increased to 65%, and only an es-
timated 6% had unmet needs (Third Contraceptive
Prevalence Survey, 1984). Current use has further in-
creased to 68% in 1987, a level almost as high as developed
countries in the West (Thailand Demographic and Health
Survey, 1987).

Given the above demographic changes, Thailand's fu-
ture concern with familyplanning should shift from focus on
recruiting new acceptors to improving the quality and cost-
effectiveness of contraceptive use. Improving the effective-
ness of the family planning program is particularly
important under existing circumstances. First, Thailand's
exceedingly successful family planning program has
resulted in the scaling down of family planning foreign as-
sistance to Thailand. USAID assistance to the family plan-

ning program will end in June, 1989 and there will be no
direct support thereafter. The UNFP A's contribution is
also being reduced as an increasing amount of the Agency's
support is being shifted to high population growth countries
in Africa and South Asia. Second, the ministry of Public
Health is being faced with an increased demand for medi-
cal care and curative services. Leading causes of death in
1983were accidents, heart disease, and cancer while twen-
tyyears ago they were diarrhea, malaria, and dysentery. Ob-
viously, these changing conditions will be accompanied by
an increase in demand for curative services. In addition, the
income elasticity of demand for medical care in 1981-1982
was estimated to be elastic in all parts of the country, rural
and urban (Myers, et. al. 1985: 59). Thus, as per capita in-
come continues to grow, demand for health services is like-
ly to accelerate and this will put pressure on the Ministry to
allocate a larger portion of its budget for these service.s.

It appears that Thailand's critical family planning
problem in the upcoming decade is to maintain with limited
resources, the success already attained by the National
Family Planning Program. Thus, it is important to under-
stand the determinants of contraceptive method choice; the
responses to changes in socioeconomic factors; and how
limited resources to subsidize different types of contracep-
tive services can be utilized most effectively.

Determinants of Contraceptive Method Choice

In order to investigate how socioeconomic factors af-
fect contraceptive method choice, we constructed a ~crete
choice model based on the hypothesis that demand for a
particular method of contraception is a function of price, in-
come, and an individual's tastes and preferences.1 In es-
sence, the model assumes that individuals will choose a
contraceptive method based on its price and prices of other
alternative methods (where price includes both monetary
outlay and non-monetary access costs such as travel and
waiting time) and individual tastes and preferences with
respect to different methods. Various control variables
such as age, education, region of residence, working status,
and individual preference toward ideal family size were
used as proxies for tastes and preferences for different con-
traceptive methods:

The analysis of contraceptive method choice was
based on a sample of 7,576 currently married women aged

Table 1 Estimated and Projected AverageAnnualGrowthRate
of the Total Population

GROWTH RATE

(average Annual Rate, Unit:percent)
REGION 1950-1970 1970-1985 1985-2010

THAILAND 2.91 2.34 1.26

LATIN AMERICA 2.71 2.38 1.84

EAST ASIA (EXC.JAPAN) 2.03 1.65 1.02

SOUTH EAST ASIA (EXC.THAILAND) 2.20 2.17

SOUTH ASIA 2.30 2.28 1.68

W.ASIA& N.AFRICA 2.55 2.72 2.31

AFRICA(EXC. N.AFRICA) 2.38 2.95 3.14

AVERAGE 2.27 2.17 1.76

sources: 1) Worlq Demographic Estirt')!itesq>Pr()jections,

1950-2025, United Nations. 1988.

2) Thailand Population Projection; 1985-2015,

working Group On opulaion Projections

(comprising The NESD8,NSQiMd IpS), 1986.
.
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15-49 from the Third Contraceptive Prevalence Survey,
1984. The samples of women in rural and urban areas were
analyzed separately due to their potential differences in
contraceptive behavior. Contraceptive methods were dis-
aggregated into nine categories according to existing con-
traceptive method and source structures. These are: (1)
public pill; (2) private pill; (3) condom; (4) public injection;
(5) private injection; (6) IUD; (7) female sterilization; (8)
natural method; and (9) no method. Because the propor-
tions of publicly provided condoms, privately provided
IVDs, and privately proVided female sterilization are low,

they were no~.separated by public and private source.

Here, for the sake of space, we will only discuss the
effects of changes of contraceptive prices and accessibility
(as measured by distance or travel time required to obtain
a particular service) and the reduction of women's ideal
familysizepreference. These changes have distinct implica-
tions for family planning policy formulation in the context
of the above problems.

In general, the model is quite robust in explaining con-
traceptive method choice behavior of Thai women. Own-
price elasticities of all-priced contraceptive services are
negative and inelastic (see Table 2). In other words, an in-
crease in price of a particular type of contraception will
reduce the likelihood that the method will be used but the

magnitude of reduction appears to be small. The publicly
provided pill has the lowest elasticities followed by the IVD
and female sterilization. Their elasticities, ranging from -.01
to -.04, suggest that the impact of price changes on the use
of these methods would be almost nil.

The elasticities of access cost (travel distance or travel
time) are also negative in both rural and urban areas. This
implies that the longer the distance or travel time required
to obtained a particular contraceptive method, the less the
probability of using it. Close examination of Table 2 shows
that, in general, the access-cost elasticities of continuing
supply methods are among the highest, followed by semi-

Table 2 Price Ela~ticities and Access Cost Elasticities of Dif-
ferent Contraceptive Methods. &/

Method
Price

8astiOity

bl

Public Pill
Private Pill
Condom

Public Injection
Private Injection
IUO
Sterilization

Nol)-munl
-0.016 -0.
-0.309 -0.201
-0.280 -o.m
-0.293 -0.128
-0.369 -0.282
-0.026 ,p.Q44
-0.027 -0.041

Ngn-mjJnl t'J!uhl9iPil
-0.046 -0.071
-0.369 -0.114
-0.638 -o.31?4
-0.199 -0.087
-0.208 -0.075
-o:Q31 -0,010
-0.015 -0.004

Notes: aJ Price el83ticitles !,re ~Iculated; with alljndependent
variables set at mean values.

bl Traveldistance r ~~ cost

in non-munidlp els used as

permanent methods. Female sterilization has the lowest ac-
cess-cost elasticity. For example, the non-monetary access
cost elasticity in rural areas is found to be the highest for the
condom (-.64) followed by the private pill (-.37). The lowest
elasticities are found for female sterilization (-.02) and the
IVD (-.03).

The effect of women's desire to have additional
children on the decision to accept female sterilization isvery
significant and powerful. In fact, among the impacts of
various socioeconomic factors on contraceptive choice, the
effect of women's desire to have more children on their
decision to accept female sterilization is the strongest.
These estimates suggest that the shift of contraceptive use
toward female sterilization--the most important historical
trend of contraceptive choice in Thailand during the last
decade--may be primarily due to a reduction in ideal fami-
ly size preference of Thai women.

Simulation of Impact of Change in Contraceptive Cost
and Ideal Family Size Preference

The estimated results of the contraceptive method
choice models were used to calculate the number of users
of different contraceptive methods under various scenarios.
Three contrasting scenarios will be explained in detail. The
first case shows the impact of changes in the price of the
publicly provided pill on contraceptive use; the second
shows the impact of changing non-monetary access costs;
and finally, the third shows the effect of changes in women's
ideal family size preference toward a two-child family. The
simulation results are as follows:

A. Increasing the Price of the Public Pill

In this scenario we assumed that the price of the
publicly provided pill increased by 1.50 baht ,er month of
protection in non-municipal areas and by 2.00 baht per
month in municipal areas. This increase in public pill price

reduces total public pill users by 53,000 persons (see Table I
3), a reduction of 2.50% of total public pill users. However, I
from the total of 53,000 women who stop using the public
pill, only 6,000 of them will shift to non-'user status; thus,
overall contraceptive prevalence will hardly decline. Fur-
ther, our research shows that a majority of those who switch
from pill use turn to more effective methods such as female
sterilization, public injectables, and IVDS. The results
show that an increase in the public pill price can generate
moderate revenue with barely a reduction in total effective
contraceptive protection.

B. Decreasing'the Travel Distance{fime

It was assumed that travel distance/time to obtain
publicly provided contraception--the public pill; public in-
jectables, IUD, and female sterilization--was reduced by
10% in both rural and urban areas, reflecting an assumed
improvement in the public contraceptive distributive net-
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work. These reductions will increase public pill users by
3,000persons and public injectable users by 12,000persons.
Interestingly, sterilization accepters and IUD users are
reduced by 7,000 persons and 2,000 persons, respectively.
One plausible explanation is that the response of resupply
methods to changes in distance/time is sufficiently high that
reducing travel distance/time makes the resupply method
more attractive at the expense of semi-permanent and per-
manent methods. As a result, improving the distributive
network has only a small impact on the overall use of con-
traception. The reduction in travel distance/time to public
contraceptive outlets by 10% only increases overall con-
traceptive users by 0.03%.

C. Changing FamUy Size Preference

In the previous two cases we looked at the effect of
contraceptive price changes (both in terms of monetary and
non-monetary outlays) on the use of various contraceptive
methods. In this case we investigated the impact of chang-
ing family size preference. We assumed that a two-child
family preference is universal among married couples in
Thailand and that a family that already had two children or
more would not desire more. From Table 3 it can be seen
that a reduction in the ideal family size preference increases
overall contraceptive users by 42,000 persons. Moreover,
reducing the ideal family size preference also induces
women to switch from temporary methods to permanent
methods. Female sterilization increases by 281,000persons
while pill users and injectable users decrease by 177,000per-
sons and 33,000persons, respectively. By comparing the im-
pact of the three cases, it can be readily seen that the
simulated impact of the change in familysize preference has
the most powerful impact --overwhelmingly dominating the
simulated impact of changes in contraception cost.

Policy Implications

Our simulations suggest that there is an opportunity
to partly recover the subsidized costs of familyplanning ser-
vices, while at the same time, increase the overall effective-
ness of the program through price restructuring. The
simulations also show that an increase in contraceptive ac-
cessibility (by improving the contraceptive distributive net-
work and/or reducing travel distance/time to public outlets)
willbarely increase overall contraceptive prevalence but will
affect contraceptive use patterns and make resupply
methods (such as pill and injectable contraceptives) more
attractive to users compared to semi-permanent and per-
manent methods. Nevertheless, it should be stressed that
these fmdings were derived from a sample of representative
women and may not reflect the situation of special target
groups.(such as hill tribe women) whose accessibility may
still be very limited. Finally, the study showed that a further
increase in contraceptive prevalence in Thailand may
depend largely on changes in women's ideal family size
preferences. Contraceptive practice, particularly female
sterilization, will significantly increase if desired family size
declines.

Notes

11 For a detailed discussion of the model's specifica-
tion, estimating problems and techniques see AshakuI1988.
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Changes of Contraceptive Users Under Various Scenarios

Public Private Public Private Female Natural Total
Pill Pill Condom Inject. Inject. IUD Ster. Method Users

Increasing (Decreasing) of Contraceptive Users (unit: 1,000persons)

Increasing Public Pill Price a/

Non-mun.icipal (45) 4 1 7 2 6 18 1 (5)
Municipal (8) 2 1 1 0 1 2 0 (1)
Total (53) 6 2 8 2 7 20 1 (6)
Decreasing Travel Distance/time bI
Non-municipal 2 (2) (1) 11 (1) (1) (6) (0) 3

Municipal 1 (1) (0) 1 (0) (1) (1) (0) 0
Total 3 (3) (1) 12 (1) (2) (7) (0) 3

Reducing Family Size Preference cl
Non-municipal (111) (16) (1) (30) 5 (30) 202 2 22

Municipal (20) (30) (5) 0 (8) 0 79 3 20
Total (131) (46) (6) (30) (3) (30) 281 5 42

Note: a/ Public pill price is set 1.50 baht and 2.00 baht higher than reference case in non-municipal and municipal
areas respectively; all other independent variables are set at mean values.

bl Average travel distance/time to public sources is reduced by 10%compared to the
reference case; all other independent variables are set at mean values.

cl It was assumed that women Would nCltdesire to have more than.two children.
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Dollar-Yen Realignment and
Structural Adjustment

in Pacific Basin Economies

Narongchai Akrasanee

During the period 1985-1987, Pacific Basin
economies under went major structural changes. The Asian
NICS (which consist of South Korea, Taiwan and Hong
Kong) became world-class exporters of manufactured
goods. Japan became the number-one creditor in the world
and the U.S., until then a major creditor, became the world's
biggest debtor. The economies of all member countries of
the Association of Southeast Asian Nations (ASEAN).:L
came out of the economic doldrums of 1983-1985,due main-
ly to the unexpected growth of manufactured exports. The
economy of China entered a boom period, with an export-
led growth rate of 8-9%. And the economies of Australia,
New Zealand and Canada stabilized, with strong prospects
for future growth.

To even the most well-informed observer, the situa-
tion in the Pacific Basin economies was unexpected, espe-
cially in 1987. These changes occurred at the time when the
Japanese yen and the U.S. dollar underwent major realign-
ment, with repercussions on all exchange rates in the region.
Thus, one cannot help but conclude that the economic struc-
tural changes of 1985-1987had something to do with yen and
the dollar exchange rate realignments. To what extent this
is believed to be the case is the subject of this discussion.

can be expected that when there is a substantial change in
the exchange rate which is not offset by income and price
effects, then the income of the corporate tradable sector and
of the consumer will change such that investment and saving
will change. A currency depreciation should increase
saving more than investment and should make a positive
contribution to the current account. At the same titne,
tradable sectors should expand, with a consequent positive
effect on the overall growth of the economy.

All of the Pacific Basin economies included here are

open, have large shares of foreign trade and investment and,
since September 1985,have substantially changed their ex-
change rates. The changes fall into two groups: apprecia-
tion and depreciation. The currency appreciating group
comprises Japan, Taiwan, and, more recently, includes
South Korea, Australia, Canada and New Zealand. The cur-
rency depreciating group includes the u.S. and all of the
ASEAN countries. It should also be pointed out that at the
end of 1985 and in early 1986, every currency but Japan's
depreciated. Then the Taiwan N.T. dollar started to ap-
preciate, followed later by the other currencies mentioned
earlier.

Based on the theoretical arguments discussed above,
and assuming that the Marshall-Lerner condition was satis-
fied, then it should follow that the countries with depreciat-
ing currencies should have experienced improved economic
growth and current account balances. Indeed, this is true in
almost every case.

Exchange Rate and Macroeconomic Adjustments

Theoretically, a country's macroeconomic situation is
determined largely by investment-saving balances.
However, in an open economy, the exchange rate can have
an influence if the well-known Marshall-Lerner elasticity
condition (of being larger than 1) is satisfied. This means
that exchange rate changes will affect exports and imports
such that the current account balance--and hence the in-
vestment-saving balance--is altered. Ultimately, of course,
the extent to which macroeconomic balances of a country
will change will depend on other variables such as income
and price levels, both of which are partly determined by fis-
cal and monetary policies and practices. But, in general, it

~ ASEANconsists of Brunei, Indonesia, Malaysia, Philippines, Singapore and Thailand. The association wasfonned in 1967
topromote social, cultural and economic cooperation among the member countries. Brunei is a new member. TheASEAN
economies refe"ed to in this paper do not include Brunei.

Economic Changes

During the period 1986-1987,apart from major cur-
rency realignments, another important development was
the drop in the price of oil--from $28a barrel in January 1986
to $10a barrel that same year, with fluctuations of about $12-
$18 a barrel in 1987. Also, the nominal interest rate was
rather low although the real rate was still much higher than
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rates in the 1960sand 1970s.Thus, apart from the exchange
rate, the Pacific Basin economies were also influenced by
the oil factor as well as several other factors. To determine
precisely the influence of each factor on each economy is
beyond the scope of this discussion. Our interest is merely
to point out that during this period of major currency
realignment there were other significant changes in the
Pacific Basin economies. We shall refer to the oil factor

when appropriate.

During 1985, except for Japan, most Pacific Basin
economies experienced problems of relatively low or nega-
tive growth, or of a growing deficit in the current account.
On the whole, ASEAN economies had the worst growth
record of more than two decades (Table 1). Economic
growth of NICs also slowed down from their traditional
8% + rates. And, although the economies of the V.S.,
Canada, and Australia were growing at respectable rates of

3 to 5%, their current account deficits were also growing.
New Zealand had both problems--negative growth and a
large current account deficit.

In general, at the beginning of 1986,views on Pacific
Basin economies were rather pessimistic. ASEAN
economies were suffering from a prolonged slump in com-
modity prices. Japan was concerned with the sudden rise in
the value of the yen. The NICs felt that their currencies
would soon be under pressure to appreciate. There was no
sign that the current account deficits of the u.S., Canada,
Australia, and New Zealand would get smaller. And there
was concern about the fate of the economic reforms being
implemented in China. But then manufactured exports
started to rise in all countries, fueled mainly by an increased
demand from the V.S. and, later on, from Japan. The drop
in the price of oil (to as low as $10 a barrel in August) was
helpful to these net-oil importing countries. The manufac-

D.S.A.: Budget of the United States Government FY 1989.

Canada: Canada's Economic Prospect: Looking Ahead to the 1990s.

Japan: Economic Outlook and Basin Policy Stance for FY 1988.

Korea: The Korean Economy, Bank of Korea.

Taiwan: Economic Plan (1988).

Thailand: The Thai Economy 1987, Central Bank of Thailand

Malaysia: Economic Report 1987/1988: Budget 1988.

Indonesia: 771eIndonesian Economy CPS; 1987/88 Budget and 1988/89 Draft Budget.

Australia: OECD Budget Statement No. 2: Budget and the Economy 1988-89

New Zealand: Quarterly Prediction 1988.

China: Annual Economic Statistics.

Sources:

Table 1 Main Economic Indicators of Pacific Basin Economies

Growth Rate ofGOP C.P.I. (o/c) Current Account (Bil.$)

1985 1986 1987 1988'21 1986 1987 1988'2) 1985 1986 1987 1988'2)

U.S.A. 3.0 2.9 2.9 2.9 1.9 3.0 4.3 116.4 141.3 156.1 134.4

Canada 4.3 3.3 3.8 2.8 4.1 4.4 4.0 1.2 69.3 68.7 69.7

Japan'!) 4.4 2.6 4.2 3.8 60.3 0.7 1.3 55.0 94.1 82.0 72.0

Korea 5.4 12.3 12.2 7-9 2.8 3.0 4-5 60.9 4.6 9.8 6.0

Taiwan 5.1 11.6 11.2 6-8 0.7 0.3 n.a. 9.1 16.2 20.9 20.6

Hong Kong 0.8 11.0 13.6 5-7 2.8 6.0 n.a. n.a. n.a. n.a. n.a.

Singapore 1.8 1.9 8.6 5-7 61.4 1.9 n.a. 0 0.5 n.a. n.a.

Thailand 3.2 3.5 6.6 5.8-7 1.9 2.5 4.0 61.5 4.1 O. 0.7

Ialaysia 1.0 1.2 4.7 5-6 0.7 1.5 2.0 60.7 61.2 2.0 2.0

Indonesia 1.1 3.2 3.5 3-4 8.8 8.9 8.0 61.8 64.1 61.7 60.7

Philippines 63.8 1.5 5.0 5.5-6.5 0.8 2.7 n.a. 0 1.0 60.1 n.a.

Australia 5.5 1.5 4.6 1-3 8.4 9.3 7.0 68.7 69.7 68.3 68.3

:-IewZeaJand(l) 60.9 60.5 61.0 0.5 18.3 9.0 7.5 3.2 62.0 1.9 61.6

China 12.3 7.8 9.4 7-7.5 6.0 7.3 n.a. 611.4 67.0 n.a. n.a.

Notes: (1) Fiscal year

(2) Estimates
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turing export boom continued through 1987. In addition,
direct foreign investment increased in all countries, mainly
in response to the new relative prices that followed the cur-
rency realignments. And, in most countries, the outcome of
these economic activities was improved economic growth.

The ASEAN economies started to recover in the
second half of 1986, due mainly to growth in manufactured
exports. The economic growth rates were not high, but they
were all positive. In 1987the growth rates were much higher
than in 1986,as manufactured exports continued to grow at
more than 25% while foreign investment increased by more
than 50% throughout ASEAN. These manufactured ex-
ports went mainly to the U.S. and Japan. Foreign invest-
ment came mostly from Japan and the NICs, apparently
seeking new production locations in weaker-currency
countries. Ultimately, this type of export-oriented invest-
ment contributed to the growth of both the industrial sector
and manufactured exports. In the process, ASEAN
economies became more industrialized, with growing shares
of manufactured exports.

The NICs also experienced export booms in 1986and
1987. Since these economies were already export-oriented,
the export boom must have contributed to their double-digit
growth rates. This period also signified, for the first time,
the need for companies in NICs to invest in overseas produc-
tion of ordinary consumer goods for export. In the mean-
time, domestic investment went into production of
intermediate and capital goods and more sophisticated con-
sumer goods. Thus, while ASEAN countries were becom-
ing more industrialized, the NICs were moving to a higher
level of industrial production. By adjusting industrial
production this way, the NICs were able to maintain their
international competitiveness and current account surplus.
In fact, the current account surplus of Taiwan and Korea
grew from $9.1 billion and $-0.9billion in 1985to $16.2bil-
lion and $4.2billion in 1986,respectively. The surplus con-
tinued to grow in 1987.

D.S. and Japanese action in the areas of
exchange rates, fiscal and monetary
policies, and trade liberalization
provided excellent opportunities to NICs
and ASEANcountries to stimulate and to
restructure their economies.

The Japanese economy obviously suffered from the
high value of the yen. The growth of exports slowed down,
with an increase of only about 8% in 1987 compared with
the usual double-digit growth rate of earlier periods. For-
tunately, the large drop in the price of oil and the commodity
price slump helped keep import costs down. Thus, while
the Japanese growth rate fell from 4.4% in 1985to 2.6% in
1986, the current account surplus increased from $55.0 bil-
lion to $94.1 billion. In 1987 the growth rate recovered to
4.2% and the current account surplus dropped slightly to

$82 billion. This period also witnessed a new era of
Japanese overseas investment. Previously, Japanese invest-
ments in the Pacific Asia were in resource development and
manufactured goods for host-country markets. And there
was much more Japanese investment in the U.S. than in
Pacific Asia. In 1986 and 1987 the growth of Japanese in-
vestment in Pacific Asia was much higher than elsewhere,
apparently in an attempt to minimize the adverse effect of
the high yen value. These investments were mainly in ex-
port-oriented industries, which include consumer goods
and intermediate goods as well as parts and components for
electricaVelectronic products and automobiles. It can be
said that Japanese investment during this period helped
restructure the industrial sector of the Pacific Asian region.

The u.S. and Canadian economies followed very .
much the same pattern of development in 1986. The growth!
rate slowed down slightlywhile the current account deficit
increased substantially. In 1987, the U.S. current account
deficit again did not improve, mainly because the fiscal
deficit ~as still growing and private saving was very low.
However, in Canada, the growth rate and the current ac-
count deficit have been stable since 1986 because Canada
did not have a serious fiscal deficit problem. For Australia,
macroeconomic improvement did not come until 1987,
while the situation in New Zealand remained difficult
through 1986 and almost through 1987, mainly because of
the new policy initiatives being attempted during this time.

China is a relatively new factor in Pacific Basin
economic interdependence; however its economy is af-
fected more by internal tha~ external factors. In 1986and
1987 China was still adjusting to modernization programs
and economic growth rates continued to fluctuate at highs
of about 8 to 9%.

The pattern of Pacific Basin economic development
that started in 1986and 1987 is continuing in 1988;in fact, it
is improving. The U .S. economy continues to grow at about
3% and, finally, there are signs of reduction in the U .S.cur-
rent account deficit. In the meantime, the Japanese
economy, having closed down most of its uncompetitive in-
dustries, is growing at about 4%, with a substantial reduc-
tion in its current account surplus. The NICs are not
expected to grow as fast as before, because they have to ad-
just to their new role as major traders of industrial goods.
However, ASEAN countries continue to succeed in
developing manufactured exports and, with improved com-
modity and oil prices, their economies are expected to have
growth rates at about thesamelevels as in 1987,if not higher.
China's modernization program appears to be very much
entrenched, with positive results on the Chinese economy.
And, the economic situation in Canada, Austr1!lia,and New
Zealand is now rather stable.

Economic Policies

The economic changes discussed above were obvious-
ly due to changing market circumstances and the economic

/
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policies and practices implemented at that time. Our inter-
est here is mainly to examine those economic policy areas
which were implemented by Pacific Basin countries in
response to exchange-rate adjustments and international
payments imbalances.

The key players in the currency realignments and in-
ternational payments imbalances were, of course, the V.S.
and Japan. Both countries agreed that current account im-
balances of 1984-1985 magnitudes (and their trends) were
not sustainable and were detrimental to the long-run
development of the world economy. The agreed remedies
were for Japan to let the value of the yen appreciate, to in-
crease domestic demand, and to liberalize imports. The
V.S. was to depreciate the dollar value and reduce its fiscal
budget deficit.

Trade and investment regimes were
changed to provide more incentives for
the production of manufactured goods for
export.

During 1986 and 1987, the V.S. and Japan imple-
mented these policies--to a certain extent. The yen value
against the dollar appreciated by about 40%. Japan stimu-
lated domestic demand by both fiscal and monetary means.
Liberalization of imports was accelerated, and manufac-
tured imports grew by about 15% and 18% in volume in 1986
and 1987,respectively. Furthermore, Japan tried to recycle
the surplus through both public and private channels which,
in effect, helped stimulate the economies of developing
countries, especially in the Pacific Asian region. The V.S.
tried to cut down its fisc~l budget deficit but due to politi-
cal constraints, the actual reduction was not as much as in-
tended. In the meantime, monetary measures (mainly
through the use of interest rides) were applied to stimulate
investment and t9 stabilize price levels.

V.S. and Japanese action in the areas of exchange
rates, fiscal and monetary policies, and trade liberalization
provided excellent opportunities to NICs and ASEAN
countries to stimulate and to restructure their economies.

This is because, in effect, the actions of the V.S. and Japan
meant that the international interest rate would be low, the
value of the dollar would be low, and there would be more
opportunities to export to the V.S. and Japan. Indeed, the
NICs, the ASEAN countries, and China took advantage of
the situation. Achievements, however, varied from country
to country, depending upon individual circumstances.

The NICs first let the value of their currencies fall
along with the V.S. dollar. But Taiwan could only pursue
this policy for a few months. The growing current account
surplus and foreign exchange reserve compelled Taiwan to
appreciate the value of the N.T. dollar in early 1986. Korea
stayed with the V.S. dollar until about the end of 1987,and
the Hong Kong dollar remained close to the V.S. dollar all

along. At the same time, NICs continued to push exports of
those products for which Japan had started to lose its com-
petitive edge (such as consumer electronic and electrical
goods). Taiwan and Korea were also pressured (especially
by the V.S.) to liberalize imports, which they have slowly
started to do. These actions have already begun to affect
the economic structure of Thailand and Korea as they must
move up to a higher level of industrial production.

All ASEAN countries have followed a soft currency
policy, but to varying degrees. The Singapore dollar has
depreciated, but not as much as the V.S. dollar. (In fact the
Singapore dollar appreciated against the V.S. dollar by
about 20% during 1986 and 1987.) Thailand and Malaysia
stayed with the V.S. dollar throughout most of 1986 and
1987; then, since the latter part of 1987, they have let the
Thai baht and the Malaysian dollar appreciate slightly
against it. Indonesia and the Philippines, on the other hand,
depreciated their currencies below the V.S. dollar.

The soft currency policy pursued by ASEAN
countries was part of a policy aimed at developing manufac-
tured exports. Due to the slump in commodity and oil
prices, which contributed to the low or negative growth rates
of 1984and 1985,ASEAN countries had to fmd alternative
ways tp stimulate their economies. Manufacturing goods
for export was considered to be a way out of this stagnant
situation. So trade and investment regimes were changed
to provide more incentives for the production of manufac-
tured goods for export. These included the general reduc-
tion of tariff rates, simplification of rules and regulations on
production and investment, exemption or reduction of
taxes, and credit assistance. In addition, a foreign invest-
ment promotion drive was implemented by all ASEAN
countries. It is the general opinion in ASEAN that the com-
bination of these policies and practices has indeed con-
tributed to the surge of foreign investment activities and
manufactured exports in 1986and 1987.

China's economic policy during this period was to
continue its modernization program. Foreign investment
and exports were promoted and many coastal region areas
were developed as export processing zones with facilities,
rights and privileges competitive with similar areas else-
where in the Pacific Asian region. This policy has helped
build up China's industrial sector which, through foreign in-
vestment, is linked to the industrial production of other
countries in the region.

Canada did not have serious economic problems at
this time, so Canadian economic policy did not undergo
major changes. There was tax reform to stimulate private
investment and its free trade agreement with the US. (to
be put into effect in 1989) was being worked out. With
respect to the exchange rate, the Canadian dollar
depreci!lted at first, but has risen since.

Australia and New Zealand, however, were two
Pacific Basin countries with severe macroeconomic

problems. The Australian government implemented many
measures to stimulate the economy and to bring about finan-
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cial stability. These measures included currency devalua-
tion, wage restraints, and fiscal and monetary restraints. In
addition, trade liberalization and privatization were also
pursued. However, the economic situation did not improve
much until the second half of 1987when commodity prices
started to increase. There was a hidden benefit to the
Australian economy from these economic problems:
Australian industry became more competitive as inefficient
industries were weeded out.

The new economic structure in the Pacific
Basin was primarily a response to major
exchange' rate changes, especially in the
V.S. dollar and the Japanese yen during
1985 and 1987.

New Zealand went even further than Australia in
economic reform. Liberalization, privatization, and
economic restructuring were the key economic policies
which were applied to all sectors of the,economy. This was
a drastic departure from the country's traditional protection
and state enterprise policy. The exchange rate was floated
and the financial sector was completely liberalized, which,
so far, has resulted in the general appreciation of the value
of the N.Z. dollar (because of very high domestic interest
rates). Foreign trade was also liberalized, and structural ad-
justments have been taking place in the manufacturing and
agricultural sectors. After a few years under this new
economic policy, in the last quarter of 1987, the situation
began to improve. The budget is balanced, inflation is
decelerating, and the external balance is fmally improving.

Exchange Rates And The New Pacific Basin Economic
Structure

It is obvious to every student of Pacific Basin
economies that the region underwent major structural chan-
ges during a very short period of time. These changes were
undoubtedly due to several factors. But the fact that they
took place very rapidly and at the same time as major cur-
rency realignments, suggests that exchange rate dynamics
played a key role in the process.

During the few years before 1986 every country was
very concerned about its structural imbalances. The u.s.
had uncontrollable deficits in its trade and current accounts
and was blaming these problems on unfair Japanese trade
practices. The Japanese, on the other hand, had a large
surplus and found it difficult to use the surplus properly.
They were also faced with the dilemma between internation-
al trade liberalization politics and domestic industrial,
agricultural, and service protection politics. NICs were
being squeezed between Japan (on the top end) and
ASEAN and China (on the lower end) in terms of industrial
goods production. ASEAN countries and China were
trying to enter the manufactured goods market but were

finding it difficult to compete with Japan and NICs.
Australia, New Zealand, and Canada found Japan too
protectionistic, but found NIC and ASEAN efforts to gain
manufactured goods market shares too aggressive. Because
of these imbalances, there were many trade disputes among
the Pacific Basin countries, and most put the blame on
Japan.

By early 1988,however, a completely different picture
of the Pacific Basin economies had emerged. The
liberalization of the Japanese economy and the recycling of
the Japanese surplus has progressed faster than most would
have expected, mainly because of the economic reasons dis-
cussed earlier. The NICs have been able to move up the in-
dustrial ladder, and so have the ASEAN countries and
China. They have been able to sell to the Japanese market.
In fact, at this time, there is public concern in Japan about
too many NIC electronic consumer goods imports--very
much like the concern expressed in the V.S. about Japanese
electronic goods in the late 1960s and early 1970s. Also, in
ASEAN countries, the growth of Japanese investment has
been so fast that there have been some complaints about
Japanese domination. Finally, the trade and current ac-
count balances have started to improve in North America
and Oceania.

Conclusion

It has been argued here that the new economic struc-
ture in the Pacific Basin was primarily a response to major
exchange rate changes, especially in the V.S. dollar and the
Japanese yen during 1985and 1987. These changes came at
a time when Pacific Basin countries found their economic

problems difficult to manage and all needed the change; fur-
ther, the new exchange rates made it easy to implement
many policy changes, especially those oriented toward
manufactured exports.

In 1985-1987 the dollar-yen realignments were con-
sidered desirable by most Pacific Basin countries. In 1988,
most prefer a more stable dollar-yen rate. Only in the V.S.
do some hold the view that the dollar should depreciate
more with respect to the yen because of the remaining large
current account surplus. This position is understandable
from the u.s. viewpoint, but,in the interest of most Pacific
Basin countries, it is hoped that the V.S. will attempt to solve
its deficit problems by other means.

The subject of the V.S. fiscal and current account
deficits and how best to reduce them is far too large a sub-
ject for this discussion. We merely want to point out that
using dollar depreciation to solve this problem at this time
is not in the interest of most Pacific Basin countries. But, if
the dollar depreciates further against the yen, we can expect
that the currencies of most other Pacific Basin countries will
appreciate against the V.S. dollar, so that present balances
would be maintained. Thus, further depreciation of the V.S.
dollar against the yen would mainly affect the current ac-
count balances of the u.s. and Japan. 2'


