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Philosophy of the “Sufficiency Economy” and the
Inflation Targeting Framework

Monetary Policy Group
Bank of Thailand

ABSTRACT

“Sufficiency Economy” is a philosophy that emphasizes on moderation and due
consideration in all modes of conduct, as well as the need for sufficient protection from internal and
external shocks. it can be said that the implementation of monetary policy under the inflation
targeting framework is consistent with this phitosophy in at least two ways as follows:

1)

2)

Moderation. Inflation targeting specifies the forecast of inflation with the aim of
equating the actual with targeted inflation. The target rate of inflation is set to be
consistent with a moderate growth rate of the country (in other words, a growth rate that
puts no pressure on inflation). This will help prevent the economy from overheating
which, in the leng run, may create problems—such as excessive speculation, over-
spending, over expansion of investment leading to excessive use of natural resources, as
well as the problem of being left with an inefficient and unsustainable business secior.
Under the inflation targeting framework which emphasizes economic growth without
inflationary pressure, the private sector will be compelled to adjust themselves to increase
efficiency in their production and management. It suggests a tradeoff between foregoing
some growth in the short run and obtaining stable growth in the long run, in line with the
country's capacity in natural resources, human resources, savings, infrastructure, as well
as the capability of the manufacturing sector in adjusting themselves to the changing
environment.

Protection from external shocks. The concept of maintaining low and stable
inflation of this framework provides some sort of protection for the country from external
shocks. As inflation is an indicator of the cost of exports, having the inflation rate below or
close to the average inflation rate of its trading partners will enhance the country’s
competitiveness and help maintain stability in its currency. If the country can achieve
stability in its prices and currency for a period of time, coupled with sustainable growth,
strength in the economy will be created leading to a gain in confidence from the public.
Should an external shock occur—such as an unusual movement in the exchange rates,
rising oil prices, or a recession in the world economy—a country with credibility and low
inflation as well as sound economic fundamentals will be more readily capable to
undertake adjustments to handle these problems.

Under the inflation targeting framework, it does not mean that inflation will be the only target
under consideration. The central bank will also assign an appropriate weight to growth as an ultimate
target in its monetary policy implementation. In praciice, the success of the inflation targeting
framework depends on a range of factors such as other government agencies' policy directions, the
transparency and independence of the monetary policy decisions, the development of efficient
monetary policy instruments and the efficiency of the system in place to keep track of foreign capital
flows movement. However, the key factor to the success under this framework is the extent of
knowledge and understanding of the public which will lead to their acceptance of the framework and
a gain in credibility by the central bank.
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