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Economic Consequences of Divergence from the
Sufficiency Economy Philosophy

Somchai Jitsuchon

ABSTRACT

The worthiness of the philosophy of the Sufficiency Economy could be illustrated by
considering the ill effects arising from economic entities not behaving according to the philosophy.
Here, the Sufficiency Economy is taken to consist of four elements: (a) moderation (b) rationality (c)
honesty and integrity and (d) knowledge with wisdom and prudence. The lacking of each element is
matched with a certain concept in mainstream economics.

Non-moderation may be most closely matched with two particular preference relations in
consumption theory: habit formation and ‘catching up with the Joneses’. Habit formation means
utility derived from present consumption depends also on the level of past consumption. In other
words, past consumption constitutes a 'habit’. Catching up with the Joneses means utility derived
from own consumption depends on neighbors’ or the social average consumption. The theory
shows that when an economy is growing steadily, both preference relations imply economic agents
are less risk averse, resulting in more risky investments taken. Thus, non-moderation in this sense
can explain high and volatile investment in spite of perceived high risk in the economy. It can
arguably explain, partially, the excessive investment leading to the current economic crisis.

Rationality is crucial in any sound economic management, but it was incidentally lacking
prior the crisis. Herding behavior without proper risk evaluation resulted in excessive investment.
Insufficient honesty or even outright fraudulence by the managers of financial institutions, often with
dubious linkages with their borrowers, caused damages of the size unprecedented in Thai economy.
These fraudulent acts could be quite costly to the economy as the siphoned money become national
burden.

Exampies of unwise and non-prudent policy implementation by the government are
numerous. For risk management, the moral hazard problem induced by various explicit and implicit
risk guarantee, in the form of implicit deposit insurance and fixed exchange rate, encouraged both
the bank and non-bank entrepreneurs to engage in more risky investment than they would otherwise.
The hastily liberalization of capital and financial markets since the early 1990s without full
understanding of their consequence and proper supervision resulted in a high degree of maturity
mismatch of the investment funds and volatility of foreign capital flows.

The analysis leaves out many open questions. What is the empirical importance of non-
moderation in explaining the excessive investment relative to the moral hazard and nen-prudent
financial liberalization? What is the best way to incorporate the Sufficiency Economy philosophy into
the national planning? How to enhcourage compliance to the ideology? What should come first
between private sectors' rationaiity and government's prudent policy implementation? etc.
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