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Macroeconomic Policy Management and
Poverty Reduction

Porametee Vimolsiri
Pattama Teanravisitsagool

Executive Summary

The Ninth National Economic and Social Development Plan (2002-2006) aimed
to achieve four main objectives of social and economic development over the next five
years. They are (1) Poverty Reduction, (2) Economic recovery with stability and system
against risk, (3) Building strong foundation for sustainable economic and social
development, and (4) Good governance at all levels. Poverty reduction is indeed one of
the most urgent and important objectives. Through the effects on output, employment,
inflation, and overall economic stability, and poverty and inequality respond to these
variables, macroeconomic policy affect the well-being of the poor. To alleviate poverty,
sound and efficient macroeconomic management is one of the key strategies as
macroeconomic stability is a supporting factor for income generation with low risk of
volatility

Evidence in the past and the 1997 macroeconomic crises enhance the importance
of economic growth to poverty reduction. Macroeconomic crises not only affect the
current living standards of the poor, but their ability to grow out of poverty. Damaged
human capital as a result of crises could be irreversible and hamper the economic growth
from reaching its long-run potential. In Thailand, Poverty rate increased from 11.4
percent in 1996 to 12.9 and 15.9 percent in 1998 and 1999, respectively. As such,
poverty reduction will continue to be a challenging task for the country. This is
particularly the case when the sheer size of public debt relative to GDP will impose more
constraints on resource allocation for the projects geared toward poverty reduction. To
make the task even more challenging are the strong tide of globalization, complex and
fast-changing global trade and investment environment, and the move toward new
economy era, all of which will make domestic economic and social development
increasingly conditional upon external factors. Domestically, in the face of economic
restructuring and various existing problems, some constraints could be imposed on
poverty reduction. These include, for instance, corporate restructuring, productivity
improving, excess supply in construction and real estate sector, sizable public debt,
imbalance between investment in physical infrastructure and social investment, and
deteriorated environment and natural resources. In light of the poverty incidence and
challenging conditions, crisis avoidance and socially responsible and pro-poor
macroeconomic policy should be a main component of poverty reduction strategy.



Different macroeconomic policy combinations could be candidates for poverty
reduction strategy, hence, macroeconomic design should be considered upon these
following conditions. Firstly, effects on the poor must be taken into consideration in
designing and implementing macroeconomic policy. Secondly, in the case where stable
macroeconomic environment could be attained through various alternatives, the one that
provides optimal benefit to the poor must be selected. Thirdly, however, should there is a
conflict between overall economic objective and benefit of the poor, overall economic
objective is to be maintained while measures to provide social safety net and protection
for the poor are simultaneously implemented.

In medium- and long-term, macroeconomic policy, therefore, should be geared
towards balanced and sustainable economic expansion. Monetary policy should be aimed
at achieving, for instance, price stability, stable exchange rate, and low interest rates that
facilitate credit need of the poor. On the fiscal front, fiscal sustainability must be
achieved through more efficient revenue and expenditure management. Foreign trade,
investment, and capital policy will have to gear toward trade liberalization and
negotiation that benefit agricultural sector and labor. Foreign capital will have to be
efficiently utilized and managed, and establishing monitoring system against risks to
avoid volatility caused by capital flight. In the longer-term, domestic saving will have to
be encouraged and reduce dependency on foreign capital.

Although economic growth and stability is necessary but not sufficient condition
for poverty reduction, growth process will be more pro-poor when labor is high
productive, human development is in place, and income distribution is narrow, to name
only a few requirements of social dimension. In other word, growth elasticity of poverty
is higher in a quality, learning and knowledge society with well-developed human
resources. Hence, in the short- and medium term, poverty reduction strategy that goes
hand in hand with sound macroeconomic policy should follow these 6 key guidelines: (1)
developing potential of the poor through learning process, (2) developing local economy
to be more self-reliance and building support system among themselves, (3) strengthening
community and locality, (4) emphasizing investment in human capital and environment
and natural resource development to match with physical infrastructure investment, (5)
supporting basic services and welfare for the poor through better accession to education,
health care program, and other social services of the poor, and (6) improving public sector
services and mechanism to manage better in implementing poverty reduction strategies.

Meanwhile, the long-term strategy to resolve poverty incidence which is structural
include (1) reform of economic mechanisms that distort or cause poverty problem,
(2) improving social infrastructure and social welfare system, (3) environment and natural
resource management reform, and (4) legal reform for the poor.
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