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Unlike the other papers being presented at this Year-end
Conference, this paper is not the result of completed or on-going
research projects. It is more in the nature of a broad
examination of some of the problems encountered in the management
of economic policy in the face of rapid and significant external
change. As such it bears only a peripheral relationship to the
ongoing project on the Management of Economic and Social
Development (EMT) which concentrates on the administrative side
of the problem. It should thus be read as a complement ¢to the
EMT project reports, and may or may not represent the beginning
of a small new project, depending on an assessment of the merit

of the approach used in the paper. .

My +twc colleagues on the team, Dr. Direk and Khun Chanin
have succeeded in assembling &a great deal of interesting
information and data and have been invaluable in helping to
interpret some of the data, a thorough analysis of which will
require many more months of work. The shortcomiﬁgs to be found
in the paper remain, of course, the responsibility of the

principal author.

Phaichitr Uathavikul
November, 1987.



. As a small open economy, Thailand is highly vulnerable to
fluctuations and changes in external conditions. Since 1873, the
world economy has undergone periods of rapid and =substantial
change accompanied by a high degree of uncertainty in both the
real and monetary sectors. Inevitably, such changes have had
serious repercusgsions on the Thai economy which, in turn, have
increased the need for abpropriate and timely responses on the
part of the Thai Government. This paper represents an attempt to
trace significant developments in the world economy from 1873 to
the present, relate them to major changes in the Thai economy,
and examine the role played by policy adjustment in response. No
attempt will be made to be comprehensive in the treatment of the
problem, and the paper will concentrate only on salient features
of such policy responses. Several areas of policy intervention
will thus be dealt with only in passing or entirely left out
because they did not, in retrospect, have a significant impact on
the overall problem of structural adjustment. And, as the focus

of the paper is on the management of policy changes, it will

concentrate on three aspects of the problem, namely, the
effectiveness, the timeliness, and the process of policy
response.



I .

THE SETTING

An overview of the World Economy since 1973

Three factors may be identified that underlie the major
changes which have taken place in the world economy over the past
fifteen years. First, the pressure wﬁich had been building up in
the world monetary order since the latter half of the 1960s
finally culminated in 1973 in the collapse of the Bretton Woods
System which had endured for 27 years. This abandonment of the
fixed exchange rate system coincided with the advent 'of ‘the
first o0il shock late in 1973 which led to a quadrupling of
petroleum prices in 1973/4. These, two drastic changes in the
rules of the game, i.e., how a national currency was valued vis-
a-vis the currencies of the rest of the world, and the costs of
energy, set in motion a train of fundamental changes in the
global economy which continues to this day. Thie process of
adjustment has been aided and abetted by the third factor, i.e.,
the accelerated development of high technology in various fields,
especially in those of production and communications. High
technology has made it easier for industrially advanced
countries to adjust to a world in which cheap energy is a thing
of the past; however, less developed countries have found it much
more difficult to cope with the new reality where high technology
has resulted in a reduction in the traditional dependence' on

imported raw materials on the part of industrial countries,



For our purposes, it would be convenient to divide the past
fifteeﬁ years of momentous change into four distinct periods. As
is the case with most attempts at categorization, there is an
element of over-simplification in this classification. Obviously
the world economy is far too complex for such a simple division
and there are serious overlapping and interhal contradictions.
However, such a classification will help in the visualization of
major trends, and it should be taken as such. The four periods

are briefly discussed below:

Period I: (1973-1975):

This was the period of initial reaction to the twin shocks
of the prices of energy and a highly uncertain and volatile
exchange rate system. The rate of growth of world output
declined sharply from 6.2% in 1973 to 1.6% and 1.0% in 1974 and
1975 respectively. Growth of world trade plummeted from a high
of 12.1% in 1973 to -5.3% in 1976 (Table 1 and Figure 1). Both
inflation and interest rates rose sharply between 1973 and 1974,
and though they declined towards the end of the period, remained
at relatively high levels. 1In short, this was a period of
recession with low levels of production and trade accompanied by

relatively high inflation and interest rates.

Period IT: 1976-1979:

The second period was one of modest recovery in world output
with growth rates ranging from a high of 4.9% in 1976 and a low
of 3.6% in 1979. World trade also picked up steadily with a high

growth rate of 6.1% in 1979, These improvements were, however,



accompanied by sharply rising inflation and interest rates,
indicating the difficulties that both developed and developing
countries were having‘in coping with the.situation. After its
initial violent reaction during Period I, the world was slowly.
learning to adjust to the new reality but was not making a

noticeable success of it.

Period III: 1980-1982:

The process of adjustment was abruptly brought into
total disarray by the second oil shock which took placéflate in
1979 and reaulted in an increase in oil prices of over 1165 in
real term in 1979/81. The growth in ﬁorld output declined
sharply to only 0.3%¥ in 1982, and worldrtrade registered negative
growth rates of -0.1% and -2.1% in 1981 and 1882 respectively.
Inflation and interest rates rose sharply early in the period,
eased considerably towards 1982, but remained at rather high
levels, This was a period of "stagflation” similar to Period I,
but somewhat more pronounced in the amplitude of change. 1982
was also the year in which the long-pending debt probleﬁ emerged
as & major crisis with the default of Mexico which was followed

in rapid succession by several major debtor countries.

Period IV: 1983-1987:

This was a period of recovery where there was an upturn in
both world output and trade from the low year of 1982. The
significant development was that this was the first time since

1973 that there had been sustained recovery with low inflation



and interest rates. It may indicate that, finally, after a
decade of turmoil, the world might have learned to live with the
new reality of high costs of energy, flexible exchange rates, and
high technology. Unfortunately, the ‘debt problem remains
intractable, and many developing countries are finding ‘their
difficulties compounded by the drastic decline in capital flows
‘from Both public and private sources, On a more positive side,
non-0il exporting developing countries are having an easier time
since o0il prices began to soften in 1983 and there has been a

major decline since last year.

Salient features of changes in the world economy are
presented in summary form in Table 1 and Figure 1. More detailed

information will be found in Appendix 1.



Table 1
World Economy: Selected Variables, 1973-86.

(percent)
H !  Rate of change | H
: ' -1 INTERESTS |
] Year { OUTPUT TRADE | INFLATION™ RATE i
] 1] 1 1]
1} [} 1 [}
‘ 1973 | 6.2 12.11 ‘ 7.6 © 9,42 '
' 1974 ! 1.6 5.21 H 13.3 10.80 H
' 1975 | 1.0 -5.30 ¢ 11.1 €.95 '
: 1976 } 4.9 11.42 8.3 _ 5.57 H
] 1977 | 4.4 4.64 | 8.4 6.05 '
H 1978 | 4.3 5.19 | 7.2 8.85 :
' 1979 | 3.6 6.14 i 9.1 . 12,08 H
H 1980 | 2.1 1.73 H 11.9 14.19 H
1 1981 ! 2.0 -0.13 |} 9.9  16.87 ]
! 1982 | 0.3 -2.13 ! 7.5 - 13.29 H
: 1983 | 2.0 2.23 | 5.0 9.72 '
H 1984 | 4.4 8.25 4,8 10.94 H
: 1985 | 3.1 3.40 | 4,2 8.40 ‘:
H 1986 | 2.8 1.95 H 2.3 .6.86 i

Note : ® LIBOR (three month rate)
~ industrial countries only

Source : IMF, International Financial Statistics.
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THE THAI ECONOMY

Impact of External Change

It can readily be seen from Table 2 and Figure 2 that,
between 1973 and 1986, the pattern of growth of the Thai economy
closely paralleled that of the world economy but the rates were
approximately twice as high. The parallel trends underscore the
strong influence that fluctuations in the world economy have had
on the 1levels of overall economic performance in the country,
while the consistently higher growth rates are an indication of
the wunderlying strength of the Thai economy. Two 'aubstantial
deviations from this trend occurred in 1978 and 1985 and were due
to entirely different factors. In 1978 the Thai economy showed a
marked increase in the growth rate from 6.96% in 1977 to 9.59X in
1978 at a time when world growth remained steady at around 4.3-
4.4% ; and in 1985, for the first time in decades, the growth of
the Thai economy was about the same as that of the rest of the
world (around 3.1%). These two deviations are a good indication
of the two variables found to have a significant impact on the
performance of the Thai economy besides external change, namely,
the weather and government policy. The high growth of 1978 was
due simply to the fact that there was.a big bumper crop in that
year., The below-par performance of 1985 was duye to a more

complicated set of factors, i.e., the congruence of the baht

11
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Figure 2

RATE OF GROWTH OF OUTPUT, 1973-1986.
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devaluation in November 1984, a severe credit squeeze, and very
1

high real interest rates, Of course, these are only two

instances of deviation and should not be taken as firm evidence,

but they are, nevertheless, quite suggestive and would seem to

agree with general observations of the Thai economy.

It should also be noted that in the first two periods (1973-
1975 and 1976-1979), the growth of the Thai economy remained
mostly higher than or equal to the "traditional" rate of 7%, the
only two exceptions being 1974 and 1979. There wasg little
serious attempt at adjustment and government policy could be
characterized as "business as usual”, with acéommodative monetary
and fiscal policies. The resulting large financial gaps. were
filled by resorting to external borrowing, and foreign debt grew
very rapidly from 0.2% iﬁ 1973 to 13.4 of GDP in 1979 (see Table
2 and Figure 5). A serious attempt to come to grip with the
situation was not made until 1981 with a long overdue baht
devaluation, strict measures of fiscal discipline, and a formal
structural adjustment program. The austerity program initiated
in 1981/82 has largely been adhered to, except for some temporary
lapses, until the present. The political will and courage of the
government and its perseverance in the face of severe politieal
pressures constitute’ an indispensable factor in the maintenance
of economic stability over the difficult third and fourth periods

of our analysis. Prudent fiscal policy, borrowing and debt

1
For a more detailed discussion, see the section on the
exchange rate policy.
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management resulted in keeping the external imbalances within
manageable limits and preserving a strong base for further rapid

expansion expected to take place over the next few years.

The attempt at adjustment has been made much more difficult
by the deteriorating terms of trade, and even with the austerity
program, additional foreign financing was unavoidable. Foreign
debt grew rapidly throughout the period and peaked at 38.0% of
GDP in 1985, It has declined appreciably since then and is
projected to be at 36.5% in 1987. This reduction could bé
attributed partly to the stringent foreign borrowing ceiling (at .
1 billion U.S.dollars annually) and the lower o0il prices. As for
inflation, it is interegsting to note that the Thai pattern
followed closely that of the industrial countries, In Figure 3,
changes in the consumer price index are portrayed for Thailand,
the United States and West Germany. (The latter two countries
have been chosen as more "representative” in that the iﬁdex for
industrial countries includes more volatile economies such as
that of Italy which would tend to distort the overall picture.)
However, the amplitude of change was much higher in the Thai
case, reflecting a general lack of ability to cope with rising
pressures on prices. This is not surprising, given the lack of
cushion in a small open economy and the lack of effective policy
instruments to influence the price level. From Figure 3, it can
be seen that there were two peak periods of inflation, one in
1974 (at 22%) and one in 1980 (at 18%X). The first was caused by

a combination of rapidly increasing o0il prices, a commodity boom,

15
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and permissive fiscal and monetary policies. The second was =a
result of government counter-cyclical spending which led to both
higher inflation an a sharply deteriorating current account

deficit.

From the above brief discussion, it can be seen that there
was a clear distinction in terms of government policy in response
to external change between the period of 1973-1980 and
subsequently from 1981-1987. The first period was marked by the
customary permissive policies of the pre-1973 era. Growth rates
were kept high but the external imbalances were rapidly becoming
untenable. In retrospect, it should be fairly obvious that, had
the trend not been reversed since 1981/82, the Thai economy would
not have remained viable. In contrast, the areal hardship of
austerity in the latter periods has kept the economy on a sound

basis for further rapid growth.

A more quantitative portrayal of the impacts of change and
subsequent responses is given in the next section on shocks and

responses.
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An Estimate of External Shock and Response

This section adopts a shock-response model, earlier used in
2 World Bank studies to estimate the impact of external shocks
on the Thai ecbnomy over the period 1973-86 and to describe
regsponses of our economy. The model is quite simple and not
without weakness, but it is a convenient way to provide an
overview sketch of what happened and an estimate of the
magnitudes of impact. The model is based on a Keynesian-demand
driven approach and does not take into account the plausible

supply shock.

In brief, the shock-response model divides external shocks
into two gomponents, viz., the terms-of-trade effect and -the
export volume effect. The model identifies four responses, viz.,
the import-saving response, the import-substitution response, the

export-promotion response, and additional financing.

Shock " Response
Terms-of-trade Import-saving
Export volume Import~substitution

Export~promotion

Additional financing

2

Bela Balassa, Adjustment to external shocks in developing
economies, World Bank Staff Woking Paper No.472;

Preadeep K. Mitra, "A Description of Adjustment to
External shocks: Country Groups”, in Deepak Lal and

Martin Wolf (ed.), Stagflation, Savings, and the State,

Baltimore: Johns Hopkins Press, 1986.

18



- The terms-of-trade shock was estimated on fhe difference
between the actual price levels (import and export price indices)
and the hypothetical levels multiplied by the actual volume of
import and export. S8Similarly to Balassa and Mitra, this paper
assumes hypothetical prices to be at the pre-oil shock (1972)
levels. rTherestimate mainly reflects two o0il price increases and
the brief period of commodity price increase during the
‘commodity boom’. Positive figures should be interpreted as

negative shocks for Thailand’s balance of payments.

The export volume shock was estimated from the difference
between. the trended and the hypothetical export volume. The
hypothetical export volume is assumed to depend on growth of the
world economy and Thailand’s export elasticity. A positive
figure should be interpreted as a drop of export performance due

to a slowdown of the world demand.

The model identifies four types of response; The first type
is called an export-promofion response, Which refers to an
attempt to increase the country’s export share in the world
market to compensate for the shock. The second type is called
an import-substitution response which refers to the discrepancy
between the hypothetical import and actual volumes. The
hypothetical import volume depends on import elasticity and
growth of the Thai economy. Import-saving is the third type of
response; it refers to the discrepancy between long-term trend of
imports and the hypothetical level. The fourth type of response

is in fact a residual and is called ’additional financing'.

19



Estimgtes of external - shock and responéé. expressed in
million g;ht at a constant (1972) price,rare presented in Table
3. The total external shock abruptly roge from 4.8 billion baht
in 1973 to 10.7 and 20.2 billion in 1974 and 1975 mainly because
of the first oil shock; notice also that the large portion of the
shock during this period originated from the terms-of-trade

effects. The external shock amounted to 5.7% and 9.9% of GDP

during 1974/75.

The external shock temporarily dropped in 1976
following a brief recession, and increased later on towards the
end of the seventies. The magnitude, from 4-8% of GDP, was not

as severe as in 1974/75.

The second o0il shock caused a sharp increase in thg
external shock in thg period 1980/82; the magnitude rose from
18.6 billion baht in 1978 to a peak of 41.1 billion baht in 1982,
21.2 and 32 billion baht in 1981 and 1982 respectively. _ It
should be noted also that the export-volume shock rose
significantly during the early 1980s; its magnitude surpassed
that of the terms-of-trade shock since 1982. The total external

shock ranged from 12.2-14.7% of GDP.

The recent 01l price decrease plus domestic energy
substitution significantly lessened the burden of import and the
terms-of-trade shock; hence, the total shock decreased by 5% of

GDP, from 14.7% to 9.3% of GDP.

How did the Thai economy respond to the worsening

external situation? A striking result shown by the analysis was

20



the steady increase in the Thai export share in the world market,
(see Column 4 in Table‘3). Without this the debt problem of our
economy would be much more severe. An increase of the Thai
export share in the world market was an interplay of many unknown
factora. The simple model that we are using cannot identify the
underlying factors, so we shall leave this topic for further

investigation.

Importfsaving and the import-substitution responses are
also identified in this model. Our estimate indicates that the
import-saving was of minor importance as its magnhitude was much
less  than the export-promotion and thg import-substitution
response; before 1981 there was no Sign of import-saving at all
(see negative figures in Column 5 of Table 3); it was only after

1982 that the import-saving measure began to take effect.

The import-subgstitution effect has been increasing over
time (see column 6 of Table 3). the readers should be reminded
also that this was an interplay of many factors, and that the
short-term.response, e.g., tariff increase, or import ban, etc.,
could be subsumed under this response. Thus, the estimate
indicates a jump in the import-substitution during 1975/76 when

the economy was in a brief recessionary period.

Again, we should 1like to mention that this model is =
simple one; it is based on a Keynesian demand-driven analysis and
does not take into account the plausible supply shock.
Conceptually, it is possible to improve somewhat the estimate by

correcting for unéertainty in the food supply in some ‘irregular’

21



years, that is to'say, by identifying the supply shock and
subtracting it from the total shock. Time limitation prevents us
from performing this exercise. In any case, we feel that this
analysis may be useful in that it is a convenient way to portray
the broad picture of external impacts on the thai economy during

the past fifteen years.

22
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Figure 6
TERMS OF TRADE AND EXPORT VOLUME SHOCKS,1973-1986.
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Figure 8
RESPONSES, 1973-1986.
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ITI.

POLICY RESPONSE ANALYSIS

In this section, an attempt will be made to examine some of
the policy responses made by the government to meet major changes
in the world economy over the past fifteen years. The focus of
the analysis will be on the way policy decisions were made, and
their impact on the economy, with a view to gaining a better
understanding of the factors involved. If the attempt is
successful, the understanding should serve as a useful basis for
determining what should be done in the future to heet the
challehge of external change in a more effective and timely

manner.

1. PRICE POLICY:

In a free enterprise economy, price changes constitute the
most powerful signals for necessary changes and adjustments in
the economy, and insofar as governments interfere with price
mechanisms, the process of adjustment will be interrupted or
distorted. Governments do, however, interfere with price
mechanisms for both legitimate an unjustifiable reasons. The
degree and manner of such interference remain issues for debate
and controversy but, in the last analysis, the issue is
essentially one of political ideclogy rather than economic
rationality. It would not serve an& useful purpose to try to

deal with this question here, as our main purpose is to examine,

26



given the right-of-center ideclogy prevalent in Thai society,

what the accomplishments of the'government have been.

In this respect, the past fifteen years provide a good array
of examples and cases for ftudy because there were several
periods of abrupt and violent fluctuations. As we have seen,
Period I (1973-1975) saw a rapid rise in inflation, reaching a
peak of 22% in 1974. Typically the main policy response was the
imposition of priqe controls on a fairly large number of consumer
goods regarded as "basic necessities” through the invocation of
the Anti-Profiteering Act. It is true that the government did
adopt a variety of other measures, including the raising of the
discount rate from 8% to 10%, the reduction of business taxes
for certain types of businesses (such as rice-milling,
transportation and food processing) and reduced tariffs for
certain imports (including iron and steel products and
pharmaceuticals), but these measures were strictly peripheral,.
There were also increases in certain taxes including those on
"luxury" consumer goods (such as tobacco, liquor, and electrical
appliances) as well as an increase in the excise tax for gasoline

and oil products.

Again in Period III (1980-1982), there was high inflation,
with a peak of 18% in 1980. Although the impact of high world
inflation was severely compounded by the government'’s clhmsy
'attempt at counter-cyclical spending, nothing was done to reduce
the pressure generated by exceas demand. The government again
resorted to direct price controls, but at the same time it also

adopted certain measures which added to the inflationary
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pressure, - including for example the 20X salary increase for

government officials and other public employees.

Interestingly enough, it should be noted that this penchant
for direct price control was not limited only to the case of an
attempt to lower prices. It was also used to increase prices. A
classic example occurred in 1984 when the government attempted to
use the same Anti-Profiteering Act to force rice millere to buy

paddy at levels considerably higher than prevailing market

prices. Predictably, rice millers stopped buying paddy, prices

declined further, and the cabinet minister involved was forced to
3

resign.

Some observers have argued that the Thaji Government is now.
too sophisticated to resort to direct price control measures
because itrrealizes the futility of trying to legislate prices by
adminigtrative fiat. Unfortunately, there does not seem to be
any basis for this contention. In the Thai context, it would
seem that appearance is far more important than substance. The
government has to appear to be "doing something" even though it

is clear that that "something" will not work. The danger of such

A working group was appointed to study the matter and to
make a final recommendation to the Cabinet. At a meeting
late in 1984, it approved the proposal of the Miniatry of
Commerce by an 8-3 margin. The three negative votes were cast by
bureaucrats; all eight Cabinet Ministers present voted for the
proposal. And yet, when the matter came to a head one month
later, all the Ministers involved took a hands-off attitude and
only the Minister of Commerce was blamed. Such is the way that
important policy decisions are made and responsibility assigned
in this country.
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an attitude lies in ﬁhe fact that, having ssatisfied itself and
its critics by the adoption of certain plausible and facile
gimmicks, the government then feels no compulsion to pursue
more rational and effective policy measures. This tendency
thus constitutes m basic weakness in the policy decision-making
process, and as long as it prevails, it will act as a serious

impediment to better policy formulation and implementation.

We can also briefly examine another example of the
government’s attempts at price infervention. Except for brief
periods in 1974 and 1980 (see Table 4 and Figure 9), export
prices of rice have been declining steadily. Again, the
government has dealt with the problem largely by administrative
fiat, The one notable éxception took place in 1980 when the
government attempted to intervene in the domestic rice markef by
trying to influence the level of market demand through a system
of “strafegic” purchases. Unfortunately, the intervention
program was poorly designed, and because of this as well as the
lack of market instruments, corruption, and inefficiency, the
program amassed a deficit of over 6 billion baht, while 1little, .
if any, benefit accrued to the farmers. 8Since then, governmental
actions have consisted essentially of the adoption of "declared"”
prices of paddy accompanied by some highly visible, albeit
marginal, governmen£a1 purchases. More recently, a scheme of
paddy "mortgaging” with the Bank for Agriculture and Agricultural

Cooperatives (BAAC) was also adopted and has been hailed this
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4
year ags a great success.
It should also be noted that, while all these price support
measures were being pursued, export taxes in various forms,
including the rice premium, were not finally abolished until
1986.

Another matter of interest is the government’s action in the
case of o0il prices. In tﬁia instance the government seems to
have been pulled in oppoéite directions; on the one hand, it saw
- the necessity for increasing prices as a means to reduce démand,
and on the other hand, it saw the political necessity to keep oil
prices low to ensure its own survival. Interestingly enough,
what it did accurately reflected these two iﬁperatives. Taxes on
0il and oil products were allowed to rise with oil import prices,
except for some relatively minor adjustments at various time.
Of course, this action resulted in very substantial increases in
retail prices. At the same time the government se; up an 0il

Fund to soften the impact of price increases. Summary

information on prices and the impact of government policy actiona

4 R
It is at least arguable that, given the shortfall in
world-wide production, the price of paddy would have improved
substantially with or without government intervention.

5
The first Oil Fund was set up in 1974 but it remained
largely inactive until it was abolished in 1979. A new Fund was
created in June 1980 and, up to the present time, it has remained
the main mechanism for oil price intervention.
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Table 4

Average export price of white rice 100%

{f.o.b) ;
' i  price index '
' year | (us$/ton) {1980=100) |
' 1973 | 203.61 45.9 '
) 1974 | 554.05 124.8 .
H 1975 380.38 85.7 H
' 1976 | 267.11 60.2 H
| 1977 | 286.44 64.5 '
; 1978 | 382.79 86.2 :
: 1979 | 348.55 78.5 H
: 1980 | 443.86 100.0 H
' 1981 | 424.08 95.5 :
' 1982 307.:44 69.3 '
' 1983 | 286.25 64.5 .
' 1984 | 262.25 59.1 :
' 1985 | 226.31 51.0 H
‘ 1986 | 224.64 50.6 :

Séurce: Board of Trade of Thailand.

Figure 9

RICE EXPORT PRICE INDEX, 1973-86
(1980 = 100)

-

1975 1977 1979
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RICE PRICE SUPPORT POLICIES, 1975-1983*

During the period from 1975 to 1983, the Thai
Government went out and bought quantities of rice from either the
rice mills of the farmers, hoping that such an exercise will
raise the domestic price of rice. the expression normally used
by officials to defend this policy was thet the government was

creating an "artificial demand” to achieve its aim.

Such 8 policy was misguided for several .reasons. At
the most practical level, the government was ill served by the
ingtitutions that it deployed to implement the policy. From the
beginning, the Thai government did not have anr organization
capable of handling the volume of transactions that were
sometimes envisaged. Both the Marketing Organization for Farmers
{MOF) and the Public Warehouse Organization (P¥WO), the
institutions charged with the task of procuring the rice, had
little experience of the rice trade. They were not allowed to
acquire the experience over the nine years during which the
policies were carried out, because the government was continually
changing its policies. Both organizations, ran up large losses.
In the case of MOF, this was disguised by subsidies from the
Farmers’ Aid Fund, about which more below. 1In the case of PWO
the losses were first financed by loans, which when defaulted,

became a burden for the central budget,

%
Contributed by Ammar Siamwalla
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Box 1 {cont'd

Even if these institutions were efficient, the operations
were .poorly designed. The government would try to lift prices
by buying rice at a higher-than-market prices. This iﬁnediately
created a two-price market, and opened the way for considerable
corruption. In a careful study of the program implenentgd by
MOF in 1983, it was estimated that, of the extra profits arising
out of the dual price structure, 54% was captured by millers and
exportera, 27% by government officials, 6% by farm leaders and
13% by the farmers themselves. Even this could be defended if
the government operations led to a lifting of the market price
for rice which would benefit all farmers, regardless of whether
they succeeded in selling to the government program. However,
as the policy was to turn over rapidly the requisitioned money in
order to spread the operations to as many parts of the country as
possible, the government would quickly resell the rice it had
procured. The artificial demand created by ﬁhe procurement
would - be immediately cancelled by the artificial supply from

the resale.

Even if the operations were well designed, the policy was
doomed to failure because of a central contradiction in its
conceptionf At the same time that the government was trying to
lift the rice price by these ineffectual policies, it was
imposing barriers to export: through export taxation-~-there were
no less than three different kinds of export taxes going into

different pockets of the government--and through export quotas
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Box 1 (cont’d)

which were at times quite restrictive. These barriers of course
depressed the domestic rice price--and did so quite effectively.
the really ironic thing in all this is that much of the funding
for the procurement policies came from the Farmers’ Aid Fund,
whose major source of income was the revenue from the export

premium on rice.

These faults were not difficult to discern, but it teok the
insolvency of the PWO, with a debt arrear of Baht 4.5 hil}ion and
almost no asset, for the government to realize the true cost of
its procurement programs. After 1984, the program was scaled
down conaiderably, transferred to the Ministry of Interior, and
became nothing more than a political cosmetic job. New programs
were put in place, but all export taxation was removed in January
1986, the first time since the end of World War II% that rice

exports are totally unhindered.
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will be found in Table 4 and Figures 9-11., It can readily be
seen that retail prices of low-speed diesel, fuel o0il and LPG
prices would have been considerably higher between 1980 and 1984

without 0il Fund operations.

It might be argued that the government could have achieved
the desired effects simply by varying tax rates. This would be
true in the general case, but it is not true in the Thai case.
Since its inception in 1980, the Fund quickly accumulated large
deficits rising to a peak of 4.6 billion baht in 1982. This huge
deficit was financed by the simple expediency of the Fund not
paying its bills over extended periods of time. The government
thus enjoyed a net increment in tax revenues which was not

offset by Fund losses for approximately five years.

The object lesson of the above brief examination is
threefold., Firstly, the government should abondon any attempt at
price intervention through administrative fiat, It does not
work and it is also counter-productive in that it would reduce
the perceived necessity for more effective policy actions. The
same consideration also applies to all other facile "solutions”
which may appear to "look good” but are lacking in substance.
Secondly, clear objectives should be set if price intervention
is to be attempted in order to avoid pursuing policy measures
which pull in opposite directions. And thirdly, for price
intervention to be effective, it must deal with key variables
affecting the levels of demand and supply. These would normally

include measures in macroeconomic, monetary, fiscal and trade
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Figure 10

RETAIL PRICE OF LOW SPEFD DIESEL OIL
(1975~1986, SAME POINT OF PERIOD)
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Figure 11
RETAIL PRICE OF FUEL OIL/1500
(1975-1986, SAME POINT OF PERIOD)
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Figure 12
RETAIL PRICE OF LPG. (SMALL)
(1975-1986, SAME POINT OF PERIOD)
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policies. A corollary of this is, of course, that effective

policy instruments would also have to be developed.

In the Thai case, it might be argued that there iz a general
lack of effective policy instruments to influence or expedite
necegsary adjustments to external changes. Market prices would
thus remain the most efficacious mechanism for achieving
adjustments needed for stability and growth. If that is the
case, it would then follow that price intervention should only
be attempted where there is a clear and overriding social

objective and where the above three conditions can be fulfilled.
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2. MONETARY POLICY:

Monetary measures can be a very powerful but blunt policy
ingtruments for adjustment, and should therefore be used with’the‘
appropriate. degree of caution, Salient features of this
instrument will be briefly discussed, again with a view to asses

the way monetary poliéy has been used and its effectiveness.

2.1 Exchange Rate Policy: Prior to 1973, nations were

~willing to maintain a fixed-rate exchange system, leavigg the
main burden of adjustment to fall on prices, income and
employment. They were willing to forego the use of a potentially
povwerful instrument in exchange for a high degree of certainty in
the value of their currency based on the convertibility of the
U.8. dollar. After the collapse of the system in 1973, there was
no longer much benefit to be derived in maintaining a fixed rate
regime or to tie one’s currency to the dollar, because nothing
remained fixed or stable. The above statement is s0 obvious that
it should be taken for granted, but available evidence would

suggest that this is not so in the case of Thailand.

Between 1973 and 1987, there were three major
devaluations of the baht, two of which were formal and one
de facto. 8Some very interesting developments took place whidh
point to BRignificant differences between the first two and the
latest devaluations. In July 1981, the baht was devalued by
8.7% against the U.S8. dollar, followiﬁg a much smaller one of
1.07% in April of the same year. The basic problem was, of

course, the rapid strengthening of the dollar. Eight years after
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the demise of Bretton Woods, Thailand was still happily carrying
on its business as usual, leaving the baht securely tied to the
dollar. The value of its currency was being determined, not
by the strength of its own economy, but by the capriciousness of
the U.8. currency. The appreciating baht thus, willy-nilly,
resulted in a considerable worsening of the competitive position
of the Thai economy and severe pressures on the current account

and balance of payments.

The _Exchange Eqpalization Fund (EEF) had actually
adopted a formal system of tying the baht to a basket of
currencies, but it was reluctant to let the system operate. Only
very small and marginal adjustments were made and the bhaht was
left esaentially pegged to its "traditional" value of about 20
baht to the dollar until April 1981 when the government decided
to adjust the value of the baht downward by Jjust over 1
percent. Unexpectedly, this move seemed to confirm the worst
fears of the business community, and led to a full-blown panic by
the end of June. The rates of forward coverage rose to
unprecedented levels and there was a sustained run on EEF. By
the first week of July it was clear that the situation had become
untenable, If the panic purchase of dollars was not checked, the
foreign exchange reserve of the country would be depleted in a
matter of days. The government had no choice and quickly

devalued the baht by B.7% against the dollar.

In retrospect, it is clear that the long~-pending criais

was brought to a head by the earlier April adjustment, but
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underlying factors would ensure that sooner or later the monetary
authorities would have no choice but to take action. The
intention at that time was to use the devaluation as a first step
in unpegging the baht from the dollar, leading to some form of
flexible rates. Unfortunately, there was a continuing fear in
the market that the baht would be devalued further, and it was
found necessary to announce a swap program to assure & nervous
business community that the new rates would be defended and
maintained. This de facto confirmation of the fixed rate reéime
was meant to be a strictly temporary expedience, but as in the
cage of moat such expediencies, it became permanent. A
meaningful flexible rate system has never been implemented and
even now, a full fifteen years after 1973, it can still be argued
with good reason that the baht has remained essentially tied to
the dollar, despite the oft-repeated contention of the EEF that
the baht has now been effectively tied to a trade-weighted basket
congisting of the currencies of major trading partﬁers. A
discussion of the next two devaluations would make clear the lack

of substance in such a contention.

Technically, the 1981 devaluation was not even a
devaluation. (Logically, one can only devalue meaningfuily
against a fixed entity, and the dollar was decidedly not such an
entity.) It was more in the nature of a realignment to bring the
baht into a more realistic relationship with the currencies of
its major trading partners. It seems, however, to have offended
a deep-seated feeling of national pride, and rational

explanations were no match for such strongly-felt emotions.
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Virulent and sustained attacks against the government were
mounted in both the Parliameni and the mass media and did not die
down until the departure of the main culprit. The government,
employing the full range of the mass media, did, in fact, try to
offer a full explanation of the situation but it met with no
qoticeable Buccess. The_qbﬁeﬁf*I::thmgee-a to be that, in Thai
ﬁbliticl. telling the {;uﬁh is not enough. More effective means
of public relations, including plausible gimmicks, would probably

have been a much smarter choice on the part of the government.

The second devaluation in November 1984 was quite
different in nature. There was no immediate threat to financial
stability as was the case in 1981, but with the steeply rising
dollar, the macro-eccnomic situation was rapidly becoming
untenable. With the rise in economic activities in 1983, the
external accounts deteriorated sharply, and by late 1983 it was
becoming apparent that the imbalances would have to be corrected.
For political reasons the monetary authorities, however, refused
to address a major cause of the imbalances, i.e., an exchange

rate which had become completely out of line with economic

6

At a full-day session, legislators took turn to accuse the
government of all kinds of sins, ranging from stupidity,
cupidity, and corruption, to a lack of loyalty and <traitorous
intentions., The sense of hurt pride came through loud and clear.
One parliamentarian even proposed that, henceforth, Thais should
start calling the Laotians their "elder brothers” because the
Thai currency had been debased and they had to defer to the
enhanced status of the kip. Invention.of invectives also reached

a new height of creativity. One law-maker suggested that the
culprits should dig themselves a small hole and crawl in, never
to emerge again, Such antics might be highly entertaining, but

they did not augur well for the cause of economic rationality in
Thailand.
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reality and trading relations. Instead, the Bank of Thailand
"requested” in 1984 that commercial banks and other financial
ingtitutions limit c¢redit expansion to within 18X across the
board. As it turned out, this "request” proved to be superfluous
because commercial banks were already cutting back drastically on
their lending as they began to see the dangers of over-lending
during the euphoric period of 1983. Credit lines were abruptly
halted and loans called in, especially in the case of small and
medium-sized companies, Denied access to the only source of
funds available for maintaining their cash flows{ a large number

of enterprises foundered and the business climate deteriorated
sharply. It was clearly a chae of over-reaction on the part of
commercial banks, but the government became the scapegoat because
of its ill-advised imposition of the 18% credit ceiling. This
was another example of the government opting, for political
reasons, for measures which did not address the root cause of
problems and thus failed to meet the situation adequately; but it

got the blame anyway.

A devaluation of the baht by 14.7% against the dollar
7

did not take place until November 1984, after one year of

deliberation, procrastination and vacillation. This was in

7
In the process, the Governor of the Bank of Thailand had
to be dismissed, setting up a dangerous precedent which would
have a long-term impact on the independence and integrity of the
central bank.
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marked contrast to the 1981 case which was finalized in less than
two weeks, although background studies and analyses had ‘been
going on for some time. Two reasons might have accounted for
this difference. The first was that in 1984, although the
external imbalances were worsening rapidly, there was no
immediate threat to financial stability. The government thus
found it possible to delay the necessary actions. Secondly,
there was a lack of decisive leadership and the problem was
allowed to linger on with cumulative adverse effects on the

economy which could be avoided with a more timely intervention.

Politically, a potentially serious crisis was averted
through the fortuitous intervention of one of the top generals
who went on television demanding that the government rescind the
new rates. He stopped just short, however, of making it into an
ultimatum. The prime minister then made a public statement
strongly defending the move, after which public opinion swung
solidly behind the government. The issue thus shifted from
that of devaluation to one of support for the general or the
government and it was clear that the latter was by far the

popular choice,.

The third devaluation started in December 1985, after
the dollar began to weaken markedly in September of that year.
This time the baht was not devalued against the dollar, but
effectively against other major currencies. 8ince then the baht
value has declined by over 20X against a trade-weighted basket.

It is, therefore, by far the largest of the three devaluations,
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but in stark contrast to the first two, there have been
practic&lly no complaints from the publié, the politicians and
the mass media. There has hardly been any public discussion
either. Several explanations have been offered to account for
the difference in public reaction to the moves. The first one
holds that Thai businessmen and the general public have finally
learned about the appropriateness of using exchange rates as a
pnajor instrument for adjustment. It is pointed out that, after
all, it has been fifteen years since Bretton Woods ahd public
opinion has finally caught up with economic reality. It would be
comforting to accept this explanation, but there does not seem to
be much basis for such an optimistic interpretation. Another
contention, rather more plausible, holds that the public has come
to accept devaluation as a "good" thing since it helps to boost
the exports of the country. This may or may not be tfue, but
what about the importers who stand to lose a great deal? Why are

they not complaining and making a political issue out of it?

A more plausible explanation might be found in the
nature of the third devaluation. First of all, the value of the
baht has not changed much in terms of the dollar and since the
latter remains the settlement currency in about 80% of foreign
transactions, the narrow range of movements do not impose a heavy
burden of adjustment on the business community. Businessmen have
learned to live with small fluctuations in the value of the baht
vig-a-vig the dolla? in their daily opérations, and they are not
much concerned with the much broader issue of the de facto

devaluation against other major currencies and its implications
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for the Thai economy as a whole. Secondly, the move was never
announced publicly and the EEF, when questioned, would aimply
reply that the composition of the currency basket has been
changed to make it more '"appropriate". Since the exact
composition is regarded as a "state secret”, this would forecloqg

any possibility of further discussion.

In retrospect, the "announcement factor” might have
been the decisive factor. This can be seen from what hapbened to
attempts by the government to raise the chargeas of ﬁublic
utilities. Up until three years ago when the cabinet adopted
a resolution that henceforth the pricing of public utilities
would be left to the boards of the state enterprises concerned,
the government had met with very serious political difficulties
every time a proposal went up to the cabinet about a price
increase. Since then, small but frequent increments have quietly
been made in the charges for eléctriéity and tap water, resulting
in substantial increases, but there has been no public‘outcry or
opposition. The mass media has not picked up the issues,
opposition politicians seem indifferent, and the pﬁblic simply

pays‘the new charges.

If the above interpretation is correct, it would have
some very serious implications for the development of democracy
in this country, fof it would imply ;hat it would be safer and
more effective for the government te do things on the quiet.
Thie would be in direct contradiction to the principle of the

public’s right to know which is a basic tenet of democratic



governance. It would also pin-point the role of the mass media
in generating issues for political debate. While the essential
value 'of a free press is not questioned, the issue raises the
question of government®s reaction to public criticism and
political controversy. It can also help to explain one critical
problem area in the process of adjustment to change, nanely; the
marked reluctance on the part of the government to take necessary

but "unpopular" actions,

The devaluations of the baht is a case in point. After
the experience of the 1981 devaluation, both the government and
the monetary authorities have shown a remarkable aversion to any
attempt to rationalize the exchange policy. The baht was allowed
to continue to be closely tied to the dollar, thus leaving the
value of the national currency to be determined, not by the
relative strength or weakness of the Thai economy, but by the
widely fluctuating values of the dollar. As was mentioned
earlier, any attempt at a more flexible aystem was abandoned
entirely after the political controversies generated by the 1981
devaluation, and the baht was allowed to appreciate strongly in
line with the dollar, thus imposing a severe constraint on
necessary adjustment. The long delay in effecting the second
devaluation in 1984 led to some very serious repercussions on the
economy and it could, at least, be reasonably argued that the
severe downturn in 1985 could have been lessened or entirely

avoided had the baht been devalued in 1983 or even as late as the
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8
beginning of 1984. Furthermore, a more flexible exchange rate

system could have helped considerably in the attempt to adjust to
external changes both in minimizing undesirable impacts and in
exploiting new opportunities created by these changes. For
inatance, the competitiveness of Thai exports cbuld have been
ephanced, while the worsening internal terms of trade against
agriculture could have been substantially reduced. A comparison
with some of the neighboring countries is quite instructivg (see
Tables B 1, B 2 and Figures B 1, B 2). In the case of Korea which
has continued, effectively, to peg its currency to the U.S.
dollar, it has made frequent and sizeable adjustments to maintain
its competitive position th;oughout the period under -study.
Australia in contrast has opted for a system of  "managed float"
soon after the initial shocks in 1973 and has also succeeded in
maintaining its competitiQe position. Thailand, on thé other
'~ _hand, has been much slower in adjusting, thus imposing a severe

and entirely unnecessary constraint on itself.

As far g8 this tardiness was caused by the fear of
- adverse political consequences, the queastions discussed above
concerning the "announcement factor” and the role of the mass

media would merit further attention from political scientists.

8

Insofar as the 1985 recession was caused by a congruence
of three factors, namely, the 1984 devaluation, the severe credit
contraction, and the excessively high interest rates, it can be
argued that a more timely adjustment in the exchange rates would
have considerably eased the pressure on both credit expansion and
interest rates, and thus the over-reaction resulting in the
recegssion could bhe avoided or at least ameliorated.
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Box 2

REAL EXCHANGE RATES AND INTERNATIONAL COMPETITIVENESS

International competitiveness is a highly complex subject;
ultimately, it is closely associated with the comparative costs
of production in one country against another. Excﬁange rates are
only part of this but an important one. 1In reality, governments
in most countries try to influence, in varying degrees, ' the
determination of exchange rates. 1In addition to the usual goal
of stability, exchange rate policy should also aim at
international competitiveness. Real exchange rate (RER) may be
used as a broad indicator for international competitiveness; the
idea behind it is very simple: a high inflationary country must
depreciate her currency in order to maintain competitiveness with
the 1low inflationary countries. Based on the purchasing power

X ]
parity (e = P/P, where P stands for domestic price, P for foreign

prices, and e for exchange rate); d(ln e) = d{(ln P) - d(1ln P:;
hence, the exchange rate would be higher the higher the inflation
rate. We have estimated RER for 17 countries, including
Thailand, eight trading partner countries, and eight cogpeting
countries (see Table B 1, B 2}, Discernible from this exercise
are: (a) The value of the Baht had been increasing rapidly since
the end of the 1970s and was far above its pre-oil shock level

(1972)--this was mainly because of the de facto fixity of the

baht vis-a-vis the U.S. dollar and the rising inflation in the
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Box 2 (cont’'d)

domestic economy; (b) Similar to the case of Thailand, RERs of
most countries in our case étudy were rising because of the high
inflation fueled by the second oil shock. Some of our competing
countries had, however, adjusted their nominal exchange rates
more quickly than Thailand--Korea and Australia could be cited as
casese in point, (see Figures B1, B 2) Korea, similarly to
Thailand, began to experience widening structural imbalances at
the turn of the decade and adopted a atructurai adjustment
program. On January 12, 1980, Korea devalued the won to a rate
of 580 to the U.S. dollar from the previous rate of 484 which had
been rigidly maintained since December 1974, and the raie was
allowed to float a month later. One writer describes the

structural experience of Korea as follows:

"The wunderiying strains and pressures were
exacerbated in 1980 by disastrous harvest, the
rise in international o0il prices and interest
rates, and domestic political disturbances:
Consequently, South Korea’s economic perform~
ance worsened sharply. GNP declined to
register a minus 5.2 percent in 1980 for the
first time in South Korea'’s modern history.
Inflation s8soared, and the current account
deficit rose to a record level. The government
responded to the c¢risis by implementing a
comprehensive structural adjustment program...
The main elements of the program included
financial policies, a substantial devaluation
of the currency, and a comprehensive energy
policy designed to reduce Korea'’s dependence
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Box 2 (cont’

on imported oil. The program proved to be
highly successful., Output rose by an average
of over B8 percent during 1983-1984, while
inflation was contained at 2 percent, and the
current account deficit fell below 2 percent
of GNP. At the game time, the growth of
external debt decelerated sharply."¥

X
Choong Yong Ahn "Economic development of South Korea,
1945-1985: strategies and performance”, A paper presented at
TDRI-KDI Joint Economic Seminar on structural adjustment and
trade policy: Bangkok, July 21, 1987, p.113.
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BOX 2 (Cont'd)

Figure Bl
REAL EXCHANGE RATE IN INDEX FORM, 1970-86.
- (in SDR. term, 1972 = 100)
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REAL EXCHANGE RATE IN INDEX FORM, 1970-86.
(in US.$ term, 1972 = 100)
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It is by no means clear how the apparent contradiction between
efficiency requirements and democratic development could be
reconciled in the attempt to achieve of a more timely and

effective-mode of management.

2.2 Interest Rate Policy: Ceilings on loan rates are

set by law, reflecting an old concern with the problem of usury.
While such ceilings result in a certain degree of inflexibility,
necessitating legislative changes in times of high interest rates
such as in the 1979/80 period, the real problem is that such
ceiling rates have tended to become actual loan rates over long
periods of time even if the cost of funds may have declined
substantially. Interest rates in Thailand thus tend to be highly
inflexible in the downward direction. The effective loan rates,
call rates, and LIBOR are shown in Table 2 and Figure 13. The
effective 1loan rates are here taken as a proxy of actual rates
because they represent the average rates realized by the lender.
It can readily be seen that the loan rates have been kept at
very high levels throughout the period, especially between 1974
and 1979 where they exceeded both the call rates and LIBOR by a
very wide margin. And even in times of recession such as in 1982
and 1985, the rates were kept high, thus compounding the
difficulties. The structure of interest rates is an accurate
reflection of the oligopolistic nature of Thai banking where the
banks _do not engage in any meaningful competition in their
lending. They tend to carve out different markets among

themselves and any real competition that takes place only occurs
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PERCENT

i ‘Figure 13

SELECTED INTEREST RATES
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on the deposit side. And even here, the tendency is to ;ait for
an agreement to change the deposit rates so as not to endanger
their own positions, Even with the prevailing levels of excess
liquidity, =a reduction in deposit rates was delayed for several
months in 1986 because the banks tried, unsuccessfully as it
turned out, to pressure the Bank of Thailand to declare the

desired reduction.

It is a well-known fact that the monetary authoritieé
do not have any really effective instrument to influence the
behavior ofl interest rates. Except for very brief and rare
periods when external rates were extremely high, the discount
rates of the central bank only served as an "indication", because
the bank was in no way a meaningful lender of last resort. And
as has been pointed out, the legal ceiling loan rates only act as
a cap which reduces flexibility in both the upward and déwnward
directions. Under such circumstances, it should be obvious that
the only real solution 1is to allow an increased degree of
competition in the banking system through a liberalized entry
policy. Largely for peclitical reasons, however; the monetary
authorities have steadfastly refused to congider such a
liberalization. In recent years, an additional resson has been
found to bolster this negative position. It has been argued
that, given the weak positions of financial ingtitutions, it
would not be opportune to allow new entries because it would
further jeopardize the positions of existing banks. And the
government is obliged to prevent any bank from failing because

such a failure would create a panic which would endanger the
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whole financial system of the country.

It is true that, as things stand, the government would
have no choice but to step in and rescue any bank in trouble.
The question is why it has found itself in such an unenviable
position. The answer is quite clear - it has no choice because
it has chosen to paint itself into a corner. Instead of
protecting the investors, the government has consciously decided
to establish the Fund for the Raliabilitation and Development of
Financial Institutions in 1985, Since then the monetary
authorities have poured in more than 18,000 million baht to shore
up two commercial banks and scores of finance companies to no
useful purposes. As long as this mechanism is kept in place, it
is true that it would be too risky forvthe government to make any

attempt at libéralization.

A draft legislation for the creation of a Deposit
Insurance Institute was, in fact, submitted to Parliament eas
early as 1982. It was, however, withdrawn by the then Minister
of Finance at the last minute. If small investors could be fully
protected, as they would have been under the proposed deposit
insurance scheme, it would have been possible to allow market
forces to operate. New banks could come into being and badly-run
banks could have been allowed to fail. The overall effioiency of
the banking system ocould have been considerably improved,
resulting in more efficient and timely operations in the
financial sector. The undue rigiditieé in the system, especially
in the case of interest rates, would be greatly reduced, thus

making it possible for the economy to adjust in a more timely
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manner to external changea. Excessive impacts on prices, income,

and employment could thus be avoided.

2.3 Money Supply: Needless to say, money supply is

an important variable and one of the mogt cited monetary
4

N

indicators. In the case of Thailand the monetary authorities
h$Ve limited instruments to influence money supply, interest
rates, and domestic credit. We should alfo bear in mind that the
domestic financial sector is closely iinkqﬂ with the world
financial market. M1l is one of the channel through whidh the
monetary authorities have good control mainly through the
financing of government debt; the monetary authorities also
regulate and monitor international money/capital movenenfs by the

private sector which also affect money supply.

. Prior to the first oil shock, change in money supply
was moderate and could be largely explained by the movement of
foreign asset, i.e., during good exporting years foreign asset
tended to increase and led to an increase in M1, and conversely.
There were some evidences to conclude that the monetary authority
di& apply sterilization policy, that is to =say, applied
restrictive policy to counteract the inflow of foreign money (see
for example the pefiod 1960-64 in Table 6). In brief +the
monetary authorities were cautious in increasing money supply and
hence discipline was maintaineq in both fiscal and monetary

policies.
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In the early 1970s, in connection with Thailand’s
windfall gain from the commodity boom, the change in M1 rose
sharply. Tﬁe major cause of money expansion in this period
was s8till the favorable balance of trade and an inflow of
capital. When the commodity boom ended and Thailand began to
suffer from the first oil shock, money expansion was slowed down

in regponse to the deomestic and world recession.

It is striking to note that there was an abrupt change
in the government macro-policy in the latter half of the 1970s,
when the government deserted the fiscal discipline that 1led to
monetary stability for the past two decades by expanding
expenditures to stimulate the economy through deficit financing.
State enterprises also followed a similar pattern. As a result,
money supply rose sharply. Notice also that the central bank'’s
| credit for government was the main source of growth of money
supply in the second half of the 19708 (Table 6). This was an

unusual event.

Increase in the government spending during 1976-80 had
positive multiplier impact on the private sector, especially in
the construction sector. This, together with a rise of private
sector demand and failure to adjust the interest and exchange
rates, led to the tight money situation during 1978-80. The
private sector had to borrow from abroad ;o finance money
shortage with the help of the government in relaxing conditions
to borrow from abroad, through a tempofary waiving of the

withholding tax on interest payment.
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Change in Ml slowed down in the 1980s. The Bank of
Théiland's credit for government was lessened after 1982. Change
in international capital moveme;t fluctuated considerably in this
period - because of the volatility of 1interest rates in the

international market.

The period of large monetization of the government
- deficit during 1976-80 was a unique experience for Thailand and
should 8serve as a policy lesson for macro-management. This,
together with the higher cost of imports, aggravated the
inflationary problem and growing external deficits, and put the
stébility of the economy in Jjeopardy; it also set severe

constraints on government economic management in later years.
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Table 6
Expansion of Money Supply and Its Sources of Growth, 1957-87
{Billion Baht)

A e - ol W e S . Gy N G S R S WD D S R e G W

0
-
&
o
[ ]
o
F-
e |

]
i govt. foreign

P L LY

year ml credit assets
e mm e cmecemete et —————————————
: 1957 0.96 0.92 0.39 :
H 1958 ¢ 0.26 0.37 0.01 H
H 1959 | 0.62 0.38 =-0.04 H
! 1960 | 1.02 -2.25 1.09 H
H 1961 | 0.99 -0.55 1.70 :
H 1962 | 0.01 -0.04 1.39 ‘
H 1963 | -0.92 -0.23 1.16 :
H 1964 | 0.60 -0.23 1.75 '
H 1965 | 2.17 0.02 1.81 H
: 1966 | 1.64 0.11 3.92 H
H 1967 | 1.05 -0.44 1.77 :
' 1968 | 1.56 2.28 0.25 :
: 1969 | 0.73 3.91 -0.175 i
' 1970 | 1.44 3.22 -1.43 H
H 1971 | 1.97 1.63 -0.36 !
H 1972 . 3.50 2.18 4.12 4
1 1573 | 5.12 1.46 4,34 H
H 1974 | 2.79 -2.94 11.73 H
' 1975 | 1.99 -0.26 ~-1.64 |
! 1976 | 6.64 5.76 0.16 H
' 1977 4.04 6.54 0.44 H
! 1978 ! 9.10 9.18 13.49 :
! 1879 ! 9.03 8.70 12,08 H
! 1980 | 7.90 15.90 -1.49 :
H 1981 | 1.86 11.42 0.30 )
: 1982 5.02 16.44 -1.72 :
H 1983 | 3.49 12.90 -2.22 H
! 1984 : 11.53 -4.66 14.16 H
1 1985 | -3.24 10.94 7.04 '
! 1986 | 16,76 -7.03 18.61 H
' 1987, 12.27 -7.30 9.42 !

e R T . e ——— - -

_ Note : Change in government credit refers to the credit
granted by Bank of Thailand for the government
¥ first quarter

Source ! IMF, International Financial Statisties.
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3. FISCAL POLICY:

In situations of rapid change, fiscal policy can be used as
a powerful instrument for adjustment, basically in two ways. The
Ffirst is through variations of broad magnitudeg such as
governmental revenues, expenditures and deficits, * Equally
important is the second way--adjusting taxes and public
expenditures to achieve certain objectives in meeting new

requirements resulting from the change.

3.1 Budget Policy: 1In the case of adjustment of broad
fiscal magnitude, the government has had a rather mixed record.
Prior to 1982, planned budget expenditures showed a wide degree
of fluctuation caused largely by political pressure. Planned
expenditures for FY 1973-1986 are shown in Table 7, and the

congolidated public expenditures and deficits in Table 9.

It can readily be seen from Table 7 that in the eight
years between 1974 and 1981, there were no fewer than five years
where increases in planned expenditures were 20X or greater.
These were 19.76%, 20.69, 26.64%, 21.93% and 20.06% in 1974,
1975, 1976, 1980, and 1981 respectively. The first period
between 1974 and 1976 coincided with the period of political
liberalization following the student uprising in October 1973.
There was, naturally, increased pressure on the government to do
more to meet the needs of the people and to solve the pressing
problems of the country. An easy and convenient way of appearing

to be doing this was, of course, to increase government spending.
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There does not appear to have been much concern (on the part of
the government, the general public, and later on, the political
parties)h whether the increased spending was 'appropriate or
fruitful, or whether the government had the financial capacity to
support these incremental expenditurés. It should be noted,
however, that the increase in planned expenditures in 1975 could
perhaps be justified as government revenue in 1974 exceeded the
target by 43.5% due to high inflation, higher o0il prices and a
commodity boom--all of which added to tax income. On the other
hand, this increase was in the nature of a windfall gain, and
raising planned expenditures by almost 21X in one year would
inevitably 1lead to serious political difficulties in setting
appropriate budgets in later years. In FY 1980 and FY 1981, the
high growth in planned expenditures may be explained by the
dominant role in economic affairs played by one of the coalition
partners in the government. It was the stated policy of the
party to ensure that the government would henceforth be much more
active in economic intervention, and the immediate objective was
to counteract the low 1level of economic activity through
increased government spending. And to finance this increase,
estimates of government revenue were simply raised by 50%--from
80,000 to 120,000 million baht--between FY 1980 and 1981.
Further details on the government budget and related matters will

be found in Table 8 and Figures 14-17.

It can readily be seen from Table 8 that unplanned
deficits were caused almost entirely by revenue shortfalls,

indicating a general inability of the gbvernment to curtail
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' Table 7
Change in Planned Budget Expenditure and Revenue
(FY 1973~-86) :
(million baht)

—— e e e R MR WP WL ER s Tl e W e S S e v e T E A A e m e e Em e e e e ke G R ey B B T e e o =

H ' Expenditure Revenue '
] I e e v ma wm oy oo e oy e e e e s oo e o e A e ]
1 1 1
! Year | value % change value % change '
| o e e m o = e A e S En T e G S = EE T S M W M T wm M e e W S wm e o e M e - — 1
{ : :
! 1973 ! 32,030 9.94 23, 300 7.11 !
: 1974 | 39,028 19.76 26,520 12.94 :
: 1975 | 48,000 20.69 38, 500 37.28 !
H 1976 | 62,650 26.64 48,8675 23.45 :
! 1977 ! 68, 790 9.35 50,470 3.82 '
! 1978 | 31,000 16.34 62,000 20.58 '
! 1979 ¢+ 92,000 12.73 72,000 14.85 |
! 1880 | - 114,557 21.93 80,000 10.54 !
' 1981 | 140,000 20.06 120,000 ‘40.55 '
' 13982 | 161,000 13.98 140,000 15.42 :
H 1983 | 177,000 9.47 161,000 7.56 :
' 1984 | 192,000 8.13 160,000 5.79 |
H 1985 | 209,000 g.48 178,000 10,66 !
! 1986 ! 211,650 1.26 185,000 3.86 i
[} 1 §

N N Y N R L W e T o TR D R e AR v mm me e T mh B e PR e Mk e e e A7 e TE e e e ket TR G A e S G e e s e e s W= e

Source ' Bank of Thailand
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Table 9
Consclidated Public, Expenditure and Deficit.
(in Current Price, Fiscal year; 1970-86)

(billion of Baht}

. . —— A . A — - - — . —— - e W D s T b o o

Expenditure

1 [] ]
] 1 . ]
H ! & Net Lendings '
] b e e - — - - - - :
' Year | Current Capital Total Deficit !
b o o o iy e o e e e e e e e W G S e A A A e A A S R S S A S - :
] 1 ]
: 1970 } 18.01 9.53 27.54 -3.87 H
: 1971 | 19.93 11.12 31.05 -6.04 |
' 1972 | 22.45 11.78 34.23 -8.32 H
H 1973 | 25.20 11.55 36.75 -6.08 :
i 1974 ¢ 29,12 11.70 40.82 3.26 i
' 1975 | 36.56 14,60 51.16 -5.98 i
' 1976 42,31 21.03 63.34 -15.22 :
: 1977 49.79 27.03 76.82 -16,18 )
: 1978 | 62.73 35.79 98.52 -24.47 '
: 1879 | 75.73 36.60 112,33 -26.42 '
H 1980 | 100.76 58.77 159.53 ~53.36 H
' 1981 ¢ 119.69 62.51 182.20 -52.22 '
i 1982 131.22 68.19 200.20 -63.51 i
' 1983 ¢ 145.62 68.16 213.56 -50,96 :
H 1984 160.96 69.30 230.16 -43.12 H
H 1985 | 177.32 79.87 258.37 -63.13 '
H 1986 | 185.27 78.11 264.35 -50.21 ]
5 : H
| TEmm————=ee e D ettt et it ‘
' H (as % GDP) H
i [] ]
' 1970 |} 13.42 7.10 20,52 2.88 ‘
' 1971 | 13.99 7.81 21.79 4.24 :
H 1972 | 14,06 7.38 21.44 5.21 ]
: 1973 | 12.38 5.67 18.05 2.99 :
' 1974 11.30 4,54 15.84 1.27 '
' 1975 | 12.52 5.00 17.52 2.05 .
' 1976 | 12.90 6.41 19.32 4.64 ;
: 1977 13.13 7.13 20.26 4,27 :
' 1978 | 13.92 7.94 21.86 5.43 ;
H 1979 | 14.16 6.85 21,01 4.94 :
: 1980 ! 15.44 9.00 24.44 8.17 '
] 1981 | 15.73 8.22 23.95 6.86 :
' 1982 | 15:51 8.06 23.66 7.51 '
' 1983 | 15.74 7.37 23.09 5.51 '
: 1984 | 16.28 7.01 23.27 4.36 ]
i 1985 | 17.03 7.67 24.81 6.06 :
. 1986 | 16.75 7.08 23.9 4.53 H
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Source : Bank of Thailand
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(billion baht)

{billion baht)

Figure 14

RATE OF CHANGE OF PLANNED EXPENDITURES
(1973-86)
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GOVERNMENT REVENUE
(fiscal year, nominal term)
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(billion baht)

'Figure 16

GOVERNMENT DEFICIT
(fiscal year, nominal term)

‘(billion baht)
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expenditures in any meaningful manner. Ma jor divergencies
between planned and actual deficits are an almost exact mirror
image of divergencies between planned and realized revenue (see
Figure 17). As mentioned earlier, there was excess revenue of
over 45% in FY 1974; this was accompanied by a surplus of 3,390
million baht instead of a planned deficit of 8,159 million baht
(i.e., a saving of 141.5X). This trend was reversed in FY 1976
when there was a revenue shortfall of 12.1% leading to a deficits
increase of 115.3%. Between FY 1978 and 1880, there were again
smaller deficits than planned due to excess revenue. Since FY
1981 there have been sizeable increments in deficits every
year, ranging from a low of 69.8% in FY 1984 to a high of 215.2%

in FY 1982, again because of substantial revenue shortfalls.

In retrospect, it is clear that the problem of
excessive deficits experienced by the government since FY 1981
has been caused primarily by its own action in that year. As
mentioned above, revenue estimates were raised by 50% between FY
1980 and 1981 to permit a substantial increase in planned
expenditures while keeping the projected deficits within a
politically acceptable limit. Furthermore, this.quantun jump in

revenue estimates was not accompanied by meaningful or long-
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lasting measures to improve the system and practice of tax
collection? The new revenue target represented, however, a new
plateau of planned expenditures which could not be brought down
for political reasons. This faect, coupled with +the steady
decline in inflation since 1981, thus ensured that the government

would have serious difficulties in containing budget deficits in

subsegquent years.

A8 far as fiscal policy is concerned, 1981 may be taken
as a watershed year for it was then that previous permissive
and expansionary policies were abandoned. Through the élose
cooperation of the then Minister of Finance and economic advisors
to the Prime Minister, a proposal imposing strong disciplinary
measures on expenditures was submitted to the Cabinet and duly
approved late in 1980. Until that time the practice of
approving extra-budgetary requests at weekly Cabinet meetings
(using the device of "additional" agenda items, through which
additional requests were agproved on an ad hoc basgis) was
widespread. This practice waé stopped entirely after a new teanm

took over at the Minigtry of Finance early in 1381 and except

9

An "extra-legal” measure was employed where prominent
businessmen were requested to make additional ‘'voluntary" tax
payments in exchange for a promise that the government would not
persue selected cases of back taxes and tax evasions. Apart from
being of doubtful legality and morality, the measure only yielded
a one-time revenue increment, an increase which could not be
repeated. It ensured, therefore, that revenue targets could not
be sustained over time.
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perhaps for certain lapses in 1983, strict fiscal discipline has
been maintained until very recently. This steadfast adherence to
strict discipline had, as it turned out, become one of the major
pillars for stability during the turbulent years of the first
half of the 19808, It was one of the main reasons why Thailend
wag able to keep its external imbalances in check and to maintain
a relatively strong credit position} Unfortqnately, with the
upturn in the economy since the beginning of this year, =a
tendency towards the approval of "additional"” extra-budgetary
requests has reappeared in recent months. -If such a practice
continues, it will seriously undermine the discipline which is
s8till necessary in a changing world, and thus the problea

deserves a close watch by the government.

As for the second way that fiscal policy can be used as
an adjustment instrument--adjusting taxes and expenditures to
serve new requirements and objectives--it has to be said that the
government has failed almost entirely to make use of this micro-
instrument. Changes lead inevitably to new requirements which,
in turn, necessitate a reallocation of budgetary resources. This
reallocation can essentially be done in three ways: {1) by
increasing revenue to support new projects; (2) by curtailing old
projects and freeing resources for new ones; and (3) | a
combination of both. Between 1973 and the present, there has

been little meaningful attempt to improve the efficiency of

74



10
revenue collection and, thus, this avenue for action was

foreclosed. Curtailing old projects could only be done in a
rational manner if there were s meaningful system of sgubstantive
evaluation and feedback. And, as everyone knows, evaluation in
Thailand has, until now, been limited to financial auditing.
There is thus no way to cut down or phase out projects and
activities which are outdated, of low productivity, or counter-

productive.

Without the ability either to raise revenue or curtail
old expenditures, the government, not surprisingly, found itself
incapable of adjusting to the rapid changes of recent years. A
potentially powerful instrument for adjustment had to be
foregone, thus leaving many important societal needs unfulfilled.
Data are not available from past years, but it can be seen from
the current budget (FY 1987) that, out of a total of 1,762
projects, programs and activities, theré are only 94 new projects
{equivalent to 5.3%). In terms of funding, the proportion is
even much smaller. The new projects account for only 1,000.7

million bhaht or 0.6% of total expenditures (excluding those

10

Several studies - have been done, including major ones
carried out with the technical cooperation of the IMF, but, to
date, there has been almost no implementation. A notable
exception was the creation, in 1982, of local Revenue Department
tax offices, but there has not been much tangible evidence of an
increase in efficiency or revenue collected. Thig can serve as
another example of the futility of adminigstrative reorganization
without corresponding changes in the work process and the
attitudes of government officials.
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11
earmarked for debt servicing). Clearly the bulk of the budget is

being allocated to maintain on-going activities regardless of

their relevance or usefulness.

What lessons can be learned from the above brief
examination of the problem? Firstly, ig is clear that it wauld
be self-defeating-to try to raise budget expenditures without a
corresponding improvement in the government's ability to collect
revenue., Thus, improving the efficiency of the system and
practice of revenue collection would constitute the firast
requirement of any attempt to increase the role of government
spending to influence economic activities. Secondly, counter-
cyclical spending should be treated with extreme caution; a
successful application would require a system of fine tuning with
a degree of sophistication, timing and precision which is
entirely lacking in the Thai case. And thirdly, a meaningful
system of substantive evaluation should be put in place as soon
as possible to make possible the rational curtailment and phesing

out of low-priority projects and activities. In the meantime,

11
Computed from data from the Bureau of the Budget.
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12 :
some reasonable ad hoc instrument would have to be found to free

very scarce resources for new projects and activities to meet the

challenge of change.

3.2 Taxation: In principle, taxation can be used as a
means to: (1) generate government revenue; (2) achieve income
distribution targets; (3) promote or discourage economic
activities at the micro level; and (4) perform the function of
fine-tuner for stability objectives. In Thailand, taxation has
been primarily used to serve the first function of generating
revenue. To a lesser extent and in a rather unsystematic way, it
has been used for investment promotion--without any clear

knowledge of its effects.

The salient features of taxation in Thailand may be
summarized as follows: first, indirect tax constitutes the major
portion of government revenue. As of 1985, it accounts for 76.63
percent of the totﬁl tax revenue and 68.14 percent of central
government revenue. Secondly, the tax structure has changed but
little in the past ten years. The tax-GDP ratio has remained at

about 13-14 percent throughout the past decade and its

12
Partially as a result of a recent TDRI study, preliminary
understanding has been reached between the Budget Bureau and the
NESDB to put in place a limited version of such an instrument.
As far as may be ascertained, no application has been attempted
to date. See: ment f co i ia velopm :
Main Report (unpublished TDRI research report), September 1987.
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composition has not changed much (see Table 10}. The constancy
of the tax-GDP ratio may be explained by the nature of -high
dependence on indirect taxation, which is almost wunitarily
elastic with respect to the GDP. In the past tax packages were
often announced in the midst of pressures to generate revenue.
It may be unfair to say that there has not been any attempt to
reform taxation; in fact the government attempted to perform such
a task after the second o0il shock when it began to experience a
revenue shortfall and applied strict discipline to fiscal and
monetary policies. Under the structural adjustment program, the
government agreed to liberalize industrial protection with the
plan to adjust import taxes to, more or less, unifofm rates on
the grounds of economic efficiency objectives, and to broaden the
tax base on the grounds of an equitable tax burden. The plan
under SAL initiated the use of a tax map, computer, and local tax
office or "Sor Por Tor" as a means for policy implementation;
however, the plan has not been implemented in the way it was
intended. Thirdly, like many other LDCs, taxes on wealth and
property are of minor importance, because of the difficulty in
implementing them and strong opposition from the vested-interest
groups. Fourthly, there are loopholes in the tax system which
result in an unduly small tax base; part of this is due to the
nature of informal businesses which makes it difficult to bring
them into the tax net. Buf it cannot be denied that the tax
privileges granted to promote investment enterprises also
contribute to this situation. Fifthly, there is duplication in

and a multiplicity of taxes.

78



Looking forward into the future, as the industrial
sector replaces agriculture and future policy directions séem to
beASéttling on an outward-looking strategy, it is clear the trade
tax will lose its importanée as a revenue generator; hence the
government needs to find alternative sources of revenue and at
the same time liberalize the tax structure. The government " has
planned another reform for next year. The essence of the plan is
to replace business tax with the value-added tax (for a
discussion of this and related matters, see a recent TDRI stud;?.
VAT has many virtues in principle, but whether it is workable in
reality _has yet to be seen. Debates on the VAT focus on two
issues: (1) Will VAT result in a revenue loss to the government?

and (2) Is VAT workable as a large number of our business

enterprises have poor accounting systems?

The government has experienced a revenue shortfall in
the past six years {(Table 8) despite the increased tax efforts,
This clearly indicates the extreme difficulty of implementing any
kind of tax reform in "bad" years and expecting a good outcome.
As the country is in the process of recovery, it is high time to
implement tax reforms. In our opinion, two policy directions
should be kept in mind: (1) liberalization of our industrial

sector and (2) broadening the tax base. We are of the opinion

13 -
The Impact of High Business Tax Rates on Tax Evasion of
Industrial Operations and Financial Status of the Government,
Banghok: TDRI, 1987.
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Table 10

TAX REVENUE
{Calender Year in current prices)

86.81
86.56
82.68
83.37
83.56
81.32
Bl1.65
81.72
78.69
77.53
78.60
77.70
76.63
77.31
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5066
6581
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14445
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{miilion baht}
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13.19
13.44
17.32
16.63
16. 44
18.68
18,35
18.28
21.31
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21.40
22.30
28.37
22.69

of Thailand.
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‘that the income tax privileges (Better known "tax holiday")
should be neconsidered because, to continue it in the future may
.unduly. constrain the tax base, and it also contradicts the

objective of an equitable tax structure.

3.3 Debt Management: The debt crisis of some Latin

Amercian countries shocked the world in 1982 and led to an
awareness of the danger of a debt problem in Thailand. The whole
public sector had accumulated debt rapidly and continuously after
1976 (& number of studies have been done on this subject, so it
is unnecessary to repeat the discussion in this paper}‘.‘
Administratively, there is a Committee for Debt Creation to look
after foreign public debt policy, and regulation by laws (e.g., a
ceiling on debt). These controls were, however, bypassed or
conpleteiy neglected by some past governments during the
expansionary period simply by: (i) cancelling meetings of the
Debt‘ Creation Committee; (ii) passing a law in 1976 allowing
foreign borrowing for the purpose of military development of wup

to 20,000 million baht which was implemented between 1977 and

1982.

It cannot be denied that the Thai government took
appropriate action by returning to fiscal discipline, and; =aince

1981, has been cautious about committing itself to new foreign

14

See the proceedings of the Annual Symposium held by the Faculty of
Econamics, Thammasat University (1983)
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borrowing. The absolute and relative sizes of the “debt
outs;anding“ and "debt service” catagories have continued to
increase; the debt outstanding/GDP reached its peak at 39% in
1985 (see Figure 15), but has begun to fall over the past two
years; debt service has, however, increased in early 1980s
because of the slowdown of export earnings in recent years,
Prospects for the future seems to indicate that as economic
recovery is likely to continue, the relative amount of foreign

borrowings will continue to fall.

Yet, the task of debt management continue to be
important, and it is much more complex than commonly perceived.
The task of debt management is not confined to merely managing
the saige of total debt and debt repayments; it must take into
consideration the currencies of borrowed money, debt profile, the
country'é reéerve position and the supply of currencies, cost of
debt, variable interest and exchange rates, and so on. In brief,
modern debt management requires professional =skill, which is

gstill rather weak in the government sector.

There are still many weaknesses in the current debt
management system. We should like to bring into focus some of
the important points: (i) lack of understanding among top
decision makers and legislators as to the complexity of borrowing

instruments; (ii) 1lack of professional staff to perform the
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necessary tasks; (iii) lack of a modern information network; and
{iv) conflict of interest among government agencies which seek to
optimize their positions without regards for the ‘need to optimize

the debt position of the country as a whole.

3.4 Management of State-owned Enterprises: A passing

mention has to be made of this problem because several state-
owned enterprises continue to be a source of severe budgetary
drain. To date, few meaningful attempts have been made to tackle
the problem. Successive national committees have been set up,
‘ostensibly to help improve the efficiency of state-owned
enterprises and guide an ambitious program of privatization. In

reality, the work has been bogged down by a lack of clarity in

objectives, administrative and bureaucratic wrengling,
confusions, and an apparent lack of political will and
commjitment. In an attempt to improve the efficiency of state-

owned enterprises, the government has instructed them to prepare
"corporate plans” showing targets of production, cost structures,
and ways to upgrade their operations that would lead to greater
efficiency and cost-effectiveness. But, to date, it is not clear
what has been achieved in terms of the fundamental ocbjective of
efficiency enhancement. As for privatization, the government
appears to have jumped into the "deep end of the pool"” by
choosing to start with divestiture which, by and large,
represents the most difficult and drastic form of privatization.
Against opposition from parent Ministries, bureaucrats, and mdat

important of all, the labor unions, the government has so far not
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found the political will to persevere and push through a
significant divestiture program?5

The reasons for ﬁrivatization have never been made
clear, and according to recent statements by some members of the
National 8State Enterprise Committee, it would aﬁpesr, hthat
stopping the drain on the Treasury remains the prime pbjective.
If that is the case, abolishing unneeded enterp;ises would Dbe
# simpler and more rational solution. There seems, however, to
be & predilection for joint-ventures, probably in the vain hope
of heading off labor protests through insisting that a new
company would have to agree to rehire all workers regardless of
the problem éf a surplus workforce. Laying down such an
unrealistic requirement is actually a good way to ensure that no

meaningful privatizaiton can take place.

Conceptually, the only sound economic argument for
privatization is efficiency. Ideological arguments are not
helpful in that they only tend to cloud the issue and detract
from a clear assessment of the situation. In the casge of
Thailand, many enterprises were established decades ago for

various good or bad reasons, such as national security, acting

15

Some recent minor achievements include the setting wup
of & joint-venture for the Bang-pa-In paper plant and the selling
of the Cholburi sugar refinery to an association of cane
planters. However, several loss-making ventures with antiquated
machinery, an overbloated labor force and inefficient management
" have been allowed to continue operation for no better reason than
the fact that the government was not ready to face the opposition
of politicians, bureaucrats and labor unions.
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as an example for the private sector, or as an instrument for
national development. After thirty, forty, or, in some cases,
even fifty years, all such reasons have disappeared, but the
enterprises are allowed to linger on. The problem is actually

much broader. The question of efficiency should be addressed at

the whole economic system.

To round up the discussion, we might consider in passing
three policy areas which c¢ould have been instrumental in
effecting significant adjustments to change. These are in the
areas of inveatment policy, trade and structural adjustment

programs.

4. INVESTMENT AND PRIVATE - SECTOR DEVELOPMENT

4.1 Investment Promotion:

On the whole, there have been 1little significant
adjustment and modification in the policy and practice of
investment promotion to meet rapidly changing conditions. In
recent years, there has been some movement towards the
development of clearer and more specific promotional criteria,
but actual operations remain largely an exercise of discretionary
power on a case-by-case basis. More attention is now being paid
to the provision of services for investors, but the basic thrust
of promotion remains the determingtion and provision + of

privileges.
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It is now clear that there will be a sharp rise in
foreign direct investment in the immediate future. Substantial
increases from Japan and Taiwan are a virtual certainty, with a
good prospect for more investment from the VUnited States and
Western European countries. Such an increase would inevitably
lead to intensified econsmic, social and political tension and
conflicts. In the economic field, serious bottlenecks are likely
to develop in both the areas of management and infrastructure.
Socially,the influx of relatively wealthy foreign personnel would
exacerbate the social tension arising from a highly inquitable
pattern of income distribution. Politically, the sense of
nationalism, chauvinism and autarchy could eagily be aroused and
exploited for short-term political gains. All these problems arel
very real, but there does not seem to be any preparation being
made to meet them although it is fairly obvious that if these
problems are mishandled, they could easily wreck the whole
process of transformation of the country towards a higher level

of industrialization.

4.2 Large-scale Investment: This is an area where

Thai management has shown a curious mixture of effectiveness and
ineffectiveness. On the one hand, decisions on large-scale
projects have, up to now, been highly prudent with emphasis on
reasonably careful and thorough analygis. There has also been an
effective system of check-and-balance, with real attempts nade
to rely on a broad-based consensus among government officials,-
technocrats, écademics and leaders in the private sector.

Decision-making can be characterized as a poli-centric process
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NATIONAL FERTILIZER PROJECT

The National Fertilizer Project (NFC) provides some policy
lessons for national economic management. It is designed to be
a private enterprise with the support of government and a 33
percent share of government to produce chemical fertilizer from
natural gas to substitute for imported fertilizer. 1In 1981 the
Eastern Seaboard Committee put out an invitation to international
private firms to participate in this project. In October 18981
the Board selected =a Scandinavian group for =a formal
negotiation with the government. They failed to reach an
agreement on such basic issues as natural ges prices, the burden
of invesment cost, and the profit sharing system, and later the
government terminated the negotiation (July 1982). Two weeks
later the Board approved a plan to set up the National
Fertilizer Corporation- (August 2, 1982), and approved an
allocation of up to 350 million baht from the Ministry of Finance
upon request of the company. The project was registered as
a company on November 11, 1982 with a 50 million Baht registered
capital fund. The company selected the group of Foster Wheeler
International Corporation, Arthur D. Little Inc., and the
International Fertilizer Development Centef to undertake =n
feasibility study. The feasibility study, completed in August
1983, reported that it was commercially viablé although it would

require an investment of 538 million U.S8. dollars. In early
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Box 3 (cont'd)

1984, Vthe company announced inviation for construction bidding,
and the bidding result was announced on July 6 with a
surprisingly low price tag of only 252 million U.S. dollars.
Inspite of this fact and repeated proddings by the government,
the project never got off the ground. Private investors were
reluctant to invest in the project for the simple reason that the

project was not financially viable.

It is not the purpose of this discussion to go into the
reasons for or againat the project. We are actually interested
only in the questions of decision-making and implementation. The
first point of interest is that, despite all-out support from the
top leadership and various attempts to railroad through the
project, it foundered on the scepticism and reluctance of the
provate sector. Questions and objections from various quarters
were also important. All in all, it was in fact a good example
of the poli-centric form of decision-making at work. A second
point to note is that, if the project has gone through the normal
process of scrutiny, it would probably not have generated the the
same degree of cenflict and controverey which, in restrrospect,
seem8 entirely unnecessary. And the most important lesson that
can be learned is probably the fact that, inspite of intense
lobbying, the final outcome was based on economic rationality and
financial prudence rather than political expediences. This
argurs well for the future of prudent investment management in

Thailand.
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without a single dominant center of authority and power. This
type of decision-making has served the country well in a time of
rapid change and a high degree of uncertainty in the external
environment. It accounts for the fact that Thailand has largely
escaped the crippling burden of large-scale, inefficient and

inappropriate investments so common in many developing countries.

On the other hand, this type of decision-making tends
to be slow and cumbersome, thus making it much more difficult to
regpond to change 1in an effective and timely manner. This
obviously is a serious drawback in a situation of rapid change
where timeliness of response is often the critical difference
between success and failure. What can be done to resolve this

apparent dichotomy?

A possible answer lies in the basic distinction between
the nature and the pace of decision-making. The poli-centric
process of decision-making has served the country well in the
past and should be retained for the future. The question of pace
in entirely different. There is no corollary requirement that in
a poli-centric decision-making process, the pace has to be slow.
In fact, serious delays often do not occur at the technical
level; they aée much more likely to take place at the level of
senior officials and technocrats, This is not because senior
personnel are inefficient or lazy, It is simply the result of
the bureaucratic system and the way sepior officials are expected
to operate. Inordinate amounts of time are spent in meetings,

greeting visitors, signing all kinds of papers and documents and
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attending social functions. Little, if any, time is 1éft for
serious decision-making. If the pace of decision-making is to be
accelerated, the modus operandi of senior officialdom will simply

have to be overhauled.

The object lesson of the brief discussion above is that
the "proper" way to achieve a more timely response is not to try
and cut corners and do away with the system of careful analysis
with adequate check-and~balance,. Impatience, political and
commercial pressure as well as the short time horizon among
politicians could easily lead to attempts to bypass existing
systems and mechanism of scrutiny. Such attempts are short-
sighted and are likely to lead to pitfalls which have so far been
largely avoided. A much more reasohnable, albeit more
difficult, way is to try to increase the pace of decision-making.
In short, we should try to preserve the "strong point" of the
system while trying to reduce the weaknesses inherent in the
bureaucratic and management system. QGiven the likelihood of a
deteriorating external environment in the near future, the
ability to aspeed up the pace of poli-centric decision-making is
likely to be a major determining factor of the country’s ability
to deal effectively with rapid changes in the world economy in

the next few years.

4.3 Private - gector Development: it c¢an no longer be

doubted that the government is committed to the policy of
fostering greater cooperation between the public and private

sectors in order to accelerate the rate of growth and development
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of the country. _Changes in the attitude of leaders of both
sectors are quite apparent and commendable. However, it is by no
means clear that adequate mechanism for cooperation has been put
in place or will be forthcoming in the near future. The Joint
Public/Private Sectors Consultative Committee {(JPPCC) has been
doing wuseful work but, by itself, it cannot be expected to
achieve very much in terms of real and basic change. To be truly
effective, the basic thrust of such a policy should be aimed
simultaneously at both the negative and positive aspects of the
problem. Negatively, the basic effort should be directed at the
removal of obstacles and impediments to private-sector
development. Positively, it would involve the creation of an
enviroﬁment conducive to the attainment of efficiency and greater
productivity. However, care should be taken that these
developments take place within an appropriate framework for the
attainment of a greater public welfare in terms of stability,

equity and growth.

Obviously this 1is a pretty tall order. However, in
practical terms, there are several areas of possible improvement.
These include, among others, (i) a serious and sustained effort
at law reform to remove a set of basic obstacles to private
sector development; (ii) development of a modus operandi
emphasizing guidance and service rather than control; and (iii)
designing and implementing a well-~defind program of

privatization.

Doubtless, other fruitful areas of adjustment could be

identified. The point of the discussion is, however, not the
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development of a comprehensive program of action, but the
contention that the time has come for some real and meaningful
action. If we are to take full advantage of opportunities that
will come about as a result of past achievements in the success

of preserving a sound economic base during the recent difficult
times, we shall simply have to start implementing some of the
measures which have been endlessly discussed and debated.

QOtherwise we shall be in danger of missing the boat once again.

5, TRADE POLICY , s

Given the trend towards greater protectionisa in the = world
economy, trade policy is clearly one of the most critical areas
of economic management in the present and the foreseeable‘future.
And yet, the government seems to be able to do nothing more
effective than resorting to its favorite method of solving
problems,.i;é., the setting up.of more committees. To date, four
high-level committees have been set up, each charged with the
responsibility of overseeing trade with an important group of
trading ’"partners". Another high-level committee has also been
formed, and reformed, to take charge of export promotion. It is
not clear what the sum total of all these high-level activities
is. A major achievement which has often been cited is the
production of a white paper on Thai-Japaneée trade relations
which is now completely out of date. The solution to the problem
seems to consist of no more than to find time, somehow, for the
particular committee to meet so that the white paper ocould be

updated.
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What is needed in this important policy area can be
summarized as follows: (i) the setting up of a unified command
structure to take charge of all trade and trade-related matters;

(ii) development of +technical expertise and professionalism

through the assignment of first-rate technocrats to work
full time on the problem, and (iii) full provision of all
necessary backup systems including information, communication and
ancillary systema. The problem has become, in fact, so obvious
that the matter has in recent days been raised in Cabinet
meetings, not once but three times. Unfortunately, all attempts
at improvement have been defeated by a combination of vested
interesgt, inter-party maneuvering and jurisdictional rivalry.
The end result is that, at a time when the rest of the world is
gearing up for a trade war, Thailand will continue to carry on as
usual, relying on amateurish treatment by part-time officials who
at times seem to treat trade issues almost as an extracurricular

16
activity.

16
If any one disagrees with this statement, he or she would
only have to review the classic case of mismanagement in the on-
g2oing controversy over the copyright issue.
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6. FORMAL STRUCTURAL ADJUSTMENT PROGRAMS

Recognizing the need for a systematic attempt at structural
ad justment, the government finally embarked on a formal
structural adjustment program in 1981 by obtaining a loan from
the World Bank specifically designed for the purpose. The first

Thailand Structural Adjustment Loan (SAL) was signed and rapidly

implemented in 1981/2. It consisted of five major areas of
adjustment, namely, (i) fiscal policy, (ii) agriculture, . (iii)
17

industry, (iv) energy, and (v) institutional development. By the
time the loan agreement was signed late in 1981, more than -half
of the adjustment program had been implemented, so that there was
no need for the customary tranching. 1In fact the two Thai SALs
{SAL I and SAL II to be discussed later) remain unique as the
only case of World Bank’'s structural adjustment loans without
tranching to this day. Subsequent implementation continued to be
on or ahead of schedule so that negotiations for SAL II could be

started in late 1982 and SAL II put in place by 1982/3.

17
Details will be found in : "THAILAND - Structural
Adjustment Loan", Bangkok: The Ministry of Finance, February ¢4,
1982.
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In contrast, implementation of SAL II dragged on for three
yvears, without the program being fully implemented. Negotiations
for SAL II1I were undertaken in a half-hearted manner and there
was a partial appraisal carried ocut in July/August 1985. Later
in the year, negotiations were terminated when the World ﬁahk,
because of poor performance under SAL 11, insisted on tranching
SAL III. The government demurred, and the short-lived attempt at

formal structural adjustment was brought to a close.

What went wrong? What accounted for the stark difference in
the performance under SAL I and SAL II? In fact SAL I was by far
the more difficult case because it was unprecedented and had to
break new grounds in all the five major areas involved. SAL 1II
wag relatively simple, being largely a mere continuation of SAL
ITS And yet SAL I was almost fully implemented in less than a
year while major commitments under SAL II were not met aftef
three years. Several plausible reasoﬂs could be, and have been,

advanced, e.g., a change in the political climate, growing

resistance by bureaucrats, lack of interest on the part of the

general ©public, and so on. But these reasons, even if true and
relevant, cannot explain the vivid difference between the two
SALs.
18
For the contents of SAL II, see : "Letter of Development

Policy", Bangkok: The Ministry of Finance, March 3, 1983.
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A more likely explanation probably lies in what the Thais

" ”"

call the question of "ownership”". Who "owns" what project or
program? This often is the most important question in 'Thai
political and bureaucratic life. "Ownership" here implieé, far
more than mere responsibility - it connotes the initiafion,
nurturing, and seeing a project through, with the "owner" willing
to go out of his or her way to remove all obstacles and
impediments and to spare no effort in ensuring the successful
completion of the project. We have all kinds of agencies and
unite responsible for all kinds of activities in this country,
but very few "ownera“%9 The different performance under-thé two

SALs could largely be explained in terms of ownership - SAL 1 was

owned by the Ministry of Finance; SAL II was owned by nobody.

If the above discussion is not totally misplaced, it would
raise a serious question for future operations. How does-. one
ensure the creation and maintenance of "ownership"” in critical
areas of national economic management? We shall return to;ithis
question in the next section when we come to discuss fﬁture

problems.

19
The Forestry Department, for instance, is directly
responsible for the preservation of forests; it can, by no
stretch of the imagination, be regarded as the "owner" of this
critical activity.
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Iv

PROGNOSIS

Lesson of Experience

Before attempting to draw together the lessons that could be
learned from an examination of the past, it would be useful for
us to take a quick look at the future and what it might portend.
This is so because past experience will be truly useful only if

we can put it in the context of the future.

Extrapolating past and present trends, we can discern three
broad developments which may have considerable impact on the
course of future development of the Thai economy. These trends

are briefly discussed below,.

Growth in Investment: there is likely to be a significant

growth in investment, both domestic and foreign. Excess capacity
which has been utilized in the increased production for exports
is likely to become fully Qtilized and substantial new investment
will be needed. As for foreign direct investment, an influx from
Japan and Taiwan is virtually a certainty. Substantial increases
from other sources such as the United States and Western European

countries are also posgsible.

Such a major increase in investment activities is likely to
put a severe strain on both the infrastructure and the management

capacity of both the public and private sectors. Serious
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bottlenecks are likely to emerge, requiring quick and effective
actions from the government as well as thé local business
community. Is there such a capability in the syastem? If not,
what can be done to put it 1n place quickly? Such questions are
likely to become of increasing importance and urgency in the near
future. In addition, the influx of foreign investment will
probably lead to serious social and political tension and
conflicts. What is being done to anticipate the problem and to
prepare policy instruments and mechanism to minimize probable

difficulties and damages”

On the part of the government, it is clear that the qusality
of 1its intervention will have to be subdtantially improved,
especially in terms of appropriateness, effectiveness and

timeliness.

Growth of Protecticonism: barring miracles, it is virtually
a certainty that protectionism in world trade will continue to
rigse, and this at a time when Thailand, for the firat time in its
history, is beginning to be successful in breaking into the world
market in the export of manufactured goods. The path towards
industrialization through exports, as followed previously by the
Asian NICs, is likely to become much more difficult to follow.
Overcomihg the obstacles raised by protectionism will require a
high degree of expertise and professionalism as well as political
courage and perseverance. As these qualities present in the
management system? What can be done to augment them? If present

trende continue, the answer is, sadly, negative on both counts.
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Greater Uncertainty: there is likely to be a greater degrée

of uncertainty and volatility in the world economy. Slower
growth, persistence of the debt problem, the "crash" of stock
markets worldwide, volatility of the exchange rate regimes, are
but a few indicators of future difficulties. It is obvious that,
under such circumstances, timely response is of the essence,
What can be done to improve the timelineas of response in the

Thai economy and the management system as a whole?

Given the Dbroad picture outlined above, What can we say
about 1earniﬁg from past experience in order to improve future
performance? Possible lessons are summarized under five separate

headings below.

1. TIMELINESS OF RESPONSE

As we have seen, two seemingly contradictory requirements
are involved, namely, the need for check-and-balance and the pace
of decision-making and implementation. The poli-centric nature
of decision-making is a basic strength of the Thai system of
public management and should be maintained. Special care must be
taken not to bypass regular mechanism for check »and control,
especially in cases of large-scale investment. The temptation to
"cut corners" must be resisted at all cost for it will prove in
the end to be self-defeating and counter-productive. The real
culprit in terms of timeliness is the.slow pace of coming to a

decision and getting things done. Efforts at improvement should

therefore be focussed on this issue. To speed up this whole
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process, a thorough reform of the civil service codesz and related
regulations will have to be carried out, aimed at the central
issues of the delegation of power, assignment of responsibility
and accountability, streamlining, and the provision of "proper”
safeguards?o The working habit of senior officials will also have
to be drastically overhauled. Fewer meetings, fewer visitors,
fewer papers to be signed, fewer social functions - in fact,
fewer of everything so beloved of senior officialdom! More time
to think; more time to analyze, more time to make decisions,

more time to solve problema, more time to get things done - in

fact, more of everything so hated by senior officialdom!

antingenczuplanninz: one potentially powerful instrument
for a timely response is contingency planning. Essentially, this
coneists of the advance preparation of possible courses of gction
within a framework of probable alternative futures. Admittedly,
it ies a technique which is complicated, difficult and time-
consuming, and it has been consistently resisted by government
officials including the planners; But if long ;ead times are to
be cut 'subétantiélly, there does not appear to be very much
choice. Wiﬁhout some form of effective contingency planning, we
are likely to keep on stumbling from one crisis to the next,

without having a very clear idea why we are doing the things that

we are doing.

20 ‘
At this stage, readers are likely to throw up their hands
in despair. Certainly, reform of the civil service has been
discussed ad nauseam, but is it not time to "take the bull by the
horne” and try to do something about it? No less than the future
development of the country is at stake.
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Conceptual Clarity: this is another factor crucial to the
development of prompt and timely response. Too often, government
intervention has been rendered ineffective for lack of a clear
concgptual framework. The tortuous pursuit of the rice price
support policy (Bee Box 1) and the morass of privatization are
cagses in point. Key central policy units such as NESDB, the
Budget Bureau, the Fiscal Policy Office and the Bank of Thailand
must be made to work more closely together to arrive at policy
recommendations and action plans which are at least fairly clear
in their conceptual underpinning?1

Leadership: one is often told that it is useless to discuss
the question of leadership: it ies either there or it 1is not
there. This is clearly a short-sighted perception of the
problem. In the longer-run, the system of reward and punishment
would tend to be of c¢rucial importance. If a Jleader (whether
political or bureaucratic) has the courage to pursue necessary
but wunpopular courses of action and is rewarded for his action,
positive signals would be given to future potential leaders. 1If,
on the other hand, he is punished for it, he will serve as a
negative example of what one should not do. Here the role of the
mass media would s8seem to be of ecritical importance. This
discussion would 1lead us into a consideration of the next

category of lessons from past experience.

21
As a start the Economic Cabinet could at least refuse to
congider any proposal not based on clear analysis in terms of the
bagic problem, feasible alternatives and probable outcome
{assuming cabinet members are capable of recognizing these things
when they see them).
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2. SUBSTANCE vs. APPEARANCE

We have sBeen that governments are often gwayed by the need
to be appearing to do something. This is political reality and
can be accepted as long as the government involved is not fooled
by its own action. In the Thai case, our discussion on price
. policy should make it clear that there is probably a very real
danger of the government confusing appearance with substance. We

can draw a number of lessons from our previous discussion, thus:

Fundamentals vs. Legal and Administrative Fiat: if the

government is serious about intervening in the market for certain

ends, it will have to abandon the customary practice of trying to
do it by legal and administrative fiat?z Instead, it will have to
try to affect the fundamental variables underlying the economic
rhenomena which it seeks to change or modify. Forringt#nce, it
would have to make, as a start, a clear distinction whether it
wishes to affect the general price level or the prices of
gspecific commodities, for they would involve totally different
sets of problems and possible policy instruments. Inappropriate
intervention would only result in unnecessary distortions and the

prevention of ©prices from serving as powerful signals for

necessary adjustment.

22 :
Even highly totalitarian regimes such as those in
communist countries where virtually all power is, at least
theoretically, vested in the state have found that this method of
intervention does not really work.
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Choice of Policy Instruments: closely related to the above

discussion is the question of the choice of appropriate policy
instruments. Assuming that there will be a shift tbwards an
attempt to deal with fundamentals, there remains the question of
the "right" policy instruments to be employed. Essentially, this
will depend on two factors, i.e., the objective of the
intervention and the capability of the government in wusing
various possible instruments. Our discussion of the government
attempt at counter-cyclical spending in 1979/80 is a case in
point. 8uccesaful counter-cyclical spending presupposes the
ability to manipulate a large number of policy instruments which
may include mechanisms for controlling investment, consumption,
employment, trade and exchange rate policy. It alsc requires
precise timing. Without an adequate control, any attempt at such
a policy is likely to be counter-productive as was the case under

discussion here.

Allocation of regsources: the annual budget is a basic

instrument for the allocation of public resources which can be
used 1in response to change. In the Thai case we have seen,
however, that it has hardly been used for such a purpose. True,
at the overall level, the government has adopted a restrictive
fiscel position and maintained it from 1981/2 to the present,
which has contributed considerably to the maintenance of internal
stability and external balance. But at the micro-level, it has
failed almost .completely to reallocate budgetary resources to
meet new demands and requirements generated by change. And as we

have seen, the real problem is the lack of a meaningful system of
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substantive evaluation to serve as a basis for reallocation. it
would follow, therefore, that one priority area for action in the
immediate future would be the establishment of such a system of
evaluation and its integration into the planning and budgetary

processes.

3. PUBLIC AWARENESS

Even in a more-or-less democratic society, possible couraes
of government action are severely constrained by the degree of
public awareness and understanding of national issues. Under
conditions of rapid change, the problem is compounded by the pace
of events which does not allow time for the public to absorb the
implications of change. There appears, therefore, to be a real
and urgent need for the government to develop an effective public

information program of its own.

The Role of the Mass Media: Thailand is fortunate in having
a free press which, however, is rather long on freedom and short
on responsibility. And although the government has direct
control over radio and television broadcast, it has tended to be
quite liberal in exercising that control. All this is to the
good. However, there is a real problem in that the media js not
alwayg very well informed about complex national issues and often
has tended to react in a rather irresponsible mannher.
Politicianas and senior bureaucrats are therefore, understandably,
reluctant to pursue adjustment policies which are neceassary but

painful. The long delay in the second baht devaluation, the
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unwillingness to raise oil prices, bus fares, and public utility
charges are but a few examples of this reluotance. The ability
of the government to respond quickly and adequately has thus been

severely constrained.

In the long run, the problem will tend to solve itself
through the development of effective countervailing forces based
on greater awareness and understanding of national iséues. For
the short run, however, there appears to be a real need for the
government to put into place a more effective program of public
information. As has been noted, telling the truth does_not seem
to be quite enough. The government will have to develop an
expertise in information management coupled perhaps with
occasional benign neglect of the public’s right to know. The
"announcement factor” noted eatlier poses A dilemma which does
not have a real solution, but the government must, in some way,
be made more willing to take unpopular actions because there will
surely be occasions in the near future for such courses of

action.

Awarenegs of External Conditions: the Thai public appears to
have very little awareness of what is happening in the rest of
the world. Even in cases where the government has done wéll
relative to governments in many other countries, it would still
be blamed for inefficiency or incompetence. A case in point is
its ability to keep external imbalances within manageable limits
which is a major and real achievement. ' It may be useful for the
government and the business community to cooperate in providing

regular forums for the dissemination and discussion of
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information on the world situation. In themselves, such forums
may not add very much to the sum toﬁal of general public
awareneés, but they should at least lead to a higher degree of
awareness and understanding among influential people in the

public and private sectors as well as the mass media.

4. PRIVATE - SECTOR DEVELOPMENT

Given the nature of the Thai economy, it is clear that a
good way to accelerate growth is the freeing of privaie-
enterprises from the artificial constraints imposed by the
government through its bureaucracy. This does not mean a free-
for-all where the rich and powerful will be allowed to do
whatever they like. It would mean rather the removal of
unnecessary impediments to a greater contribution by the private
sector to the common goal of national development and the

enhancement of public welfare in general.

More Competition: the artificial constrgints on investment

created by investment promotion policy and practice, the
government-created oligopoly in banking, and various other
monopolistic practices in the guise of state-owned enterprises
conatitute a serious obstacle to greater efficiency in the Thai
economy. If we are to compete successfully in the world market,
these impediments to greater efficiency and productivity must be
urgently removed. Investment promotion would have to be made
more systematic and automatic with less selective treatment based

on the use of wide discretionary power by government officials.
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In banking, freer entry should be made possible, and there should
be less rather than more direct control by the central bank. The
Bank of Thailand should concentrate on laying down appropriate
ground rules and should only intervene at the strategic level,
leaving day-to-day activities to market forces. For this to be
possible, there is an urgent need to overhaui the whole system of
support and control., Firast off, the thrust should shift from the
total support of commercial banks, however badly run, to the
protection of investors. The fund for the reliabilitation and
development of financial institutions should be replaced by a
deposit insurance scheme. This would enable the commercial banks
to become more efficient through increased competition while the
general public and small investors would be fully protected. As
for gtate-owned enterprises, privatization should be pursued on a
broad front, with the emphasis on greater competition and
efficiency. Efforts should not be limited to divestiture which
is, after all, the most difficult form of privatization to be

implemented.

Law_Reform: Inappropriate, ohsolete or contradictory laws
and reéulations are probably the greatest single impediment to
economic development in general and private-sector development in
particular. The room to maneuver is severely constrained by such
laws and too much energy is expended to meet legal requirements
which may no longer be appropriate or even meaningful.
Furthermore, the practice of leaving excessive discretionary
power in the hands of public officialé makes it very difficult

for businessmen and the public at large to know what is exactly
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required of them. 1t is also a source of corruption and the
misuse of official power and authority. These problems are well
recognized and have been debated over an extended period of time.
If we are serious about improving the efficiency and thus the
competitiveness of the Thai economy, this is one area where

decisive actions are urgently needed.

6. THE QUESTION OF "OWNERSHIP"

As we ha%e seen, the problem of "ownership” of programs,
projects or activities appears to be a critical factor in the
succesg or failure of adjustment and development efforts. If
this is true, the object lesson seems to be that, in the pursuif
of any particular policy or measure, it is necessary to identify
an appropriate owner. If one is not available, it will have to
be created. There is no lack of good and committed people in the
bureaucracy or the public at large. The important thing is to
ensure that these potential owners are given full support by the
authority of the top leadership. These peopie should also be
rewarded, but if that is not possible, they at least should not
be made a scapegoat and punished. Expediency does have a pléce
in polities, but there should be a minimum standard of decency
in public 1life if we are to bring out the good in people and
persuade them to be the owners of necessary policies and

measures, especially if these are unpopular ones.
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CONCLUSION

Barring drastic changes for the worse in the world economy,
the medium term prospect for the Thai economy appears to be good.
Unfortunately, the global prospect appears to be highly uncertain
and it would not at all be prudent to become complacent or
euphoric about the situation. It is, in fact, a time to prepare
and make ready to meet the challenge of both greater.
opportunities and possible additional problems. When times are
good, there is more room to make appropriate choices and to
minimize the pains of adjustment; but it is also a period when
the public sees the least need for change. When times are bad,
the public sees the need for adjustment, but there is little room
" to maneuver - often the best that could be done is to see that
things do not fall apart. This is a paradox and a dilemma. How
does one get the public to look beyond the short-term horizon and
prepare to meet the challenge of the longer-run? That, one
might say, is the essence of the art of management and, as such,
it deserves a close scrutiny in the next phase of economic

development in this country.
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APFENDIX 1

CHRONOLOGICAL CHANGES

AND POLICY ADJUSTMENT OF THE THAI ECONOMY

-~ Summary form --



Sources

(1) Economic and Finacial Report, Bank of Thai}/and.

(2) Thalland Economic Conditions and Outlook, Bank of Thailand.
(3) Monthly Economic Report, Bank of Thailand.

(4) IMF, International Financlal Statistics.

- Output refers to growth rate of real GDP (change, %)

- World inflation rate counted only industrial countries (change, %)

- World and Thal interest rate refer to LIBOR (three month rate)
and Call rate -respectively.

- Percent of GDP for Thai trade deficit.
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