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FOREWORD

ThiEsReport was prepared by a Mission that visited Thailand in
June 1982. ThieMission consisted of Johannes Linn (Mission Chief), Betty
Florendo (Foreign Public Debt), Dani Kaufmann (Public Expenditures),
Dhananjaya Kusmar (Energy and Transport), Dusan Vujovic (Macroeconomics), Eric
Daffern (Energy), Enrique Rueda-Sabater (Agriculture), Homi Kharas (Foreign
Public Debt), Helena Ribe (Energy), Ken Sigrist (Agricultural Public
Expenditures), Jeanette Murphy (Health and Education), and Shakil Faruqi
(Industry). Roy Bahl (Consultant, Fiscal Planning), Michael Wasylenko
(Consultant, Fiscal Planning) and Dick Sandler (Consultant, Agriculture) also
joined the Mission. Wil Bussink (Senior Economist) supported titeMission
while leading a SAL 2 identification mission which overlapped with the
economic mission both in terms of timing and staffing.
Khurm Phayarb Payomyont and Dr. Piyaswasti Amranand of NESDB were
closely associated with the Mission's work. XCiunPhayarb Payomyont visited
Washington in October 1982 to assist in the writing of the Report. The
Mission was fuirthermoregreatly assisted in theairanalysis and dlatagathering by the staLffsof the Bank of Thailand, Bureau of the Budget, Ministry
of Finance, NE;SDBin particular, and many othe:rofficials of the Royal Thai
-Government.
A draft version of Report was discussed with the Royal Thai
Government in May 1983 by a mission led by Parvez Hasan (Chief Economist,
East Asia and Pacific Region) and including Messrs. Linn, Kharas, Vujovic,
and Steer. Thiesediscussions were also assistiedby Messrs. Davar, Temple,
Chaudhri and Burns of the Bank's Regional MissLon in Rgangkok.
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ABSTRACT
This Economic Report reviews Thailand's
economic adjustment
to the
international
economic changes which occurred during the 197 0s and early
1980s, both from a retrospectivevantage point and looking towards the
remainder of l:he1980s, with particularemphasison the last three years of
the Fifth Plan period (1984-86)and on the role of the public sector and the
management of its resources. Part I reviews the country'soverall economic
performanceantdoutlook. It concludes that Thailand, like most other
developing countries,suffered in recent years from the effects of two
successiveoil price shocks, internationalrecession,high interestrates,
and deteriorationof terms of trade, but neverthelesscontinued to show an
above average economic performance. For the future,with continuedimplementation of itheGovernment'sstructuraladjustmentpolicies,Thailand is
expected to be able to regain a sustainablebalance of payments,while
maintainingcontinuedrapid economic growth, albeit
at rates somewhat below
the exceptionallyhigh rates experiencedduring the last two decades. Part
II provides alnassessmentof aggregate public resourcemanagementin Thailand
in terms of revenue mobilization,expenditureallocationand foreign
borrowing. In recent years, rapid growth of public expenditures,especially
among the stalteenterprises,was not matched by a commensurateincreasein
public resourcemobilization,thus contributingto the external and domestic
financial imbalancesexperiencedby Thailandduring these years. In the
light of this experience,and given the increasedrole which the public
sector has come to play in the Thai economy, the Report recommendsthat
increased attentionneeds to be given to the planningof public resource
mobilizationand use. An indicativefiscal plan is thereforelaid out in the
Report for the remainderof the Fifth Plan period. This plan incorporates
revenue and expenditureprojectionsconsistent.
with the Government'smacroeconomic and sectoralobjectives. It indicatesthat substantialefforts need
to be made to increasepublic resourcemobilization,while scaling back
public expenditureprograms,particularlyin the energy, transportand
communicationssectors. Under its structuraladjustmentprogram, the
Governmenthas already taken importantsteps in this direction. Part III
reviews the major sectoralpolicy issues and public investmentprogramsfor
agriculture,industry, energy, transportand communications,and human
resource development(population,health and education). The main findings
are that continued implementationof the Government'sstructuraladjustment
program in agriculture,industryand energy is essential for the efficient
developmentof these sectors;that major public investmentdecisionsin the
transport and communicationssectors need to be approachedwith caution;and
that the problemsof human resource developmentneed to be assessedand given
increased attentionin future, particularlyin the preparationof the Sixth
in Thailand.
Plan, to permit an efficient and equitabledevrelopment
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THAILAND
MANAGINGPUBLIC RESOURCES FOR STRUCTURALADJUSTMENTS

Overview

1.
After two decades of remarkably rapid and sustained economic
growth and development Thailand experienced three difficult years upon
entering the 1980s. GDP growth slowed to aboul 5.5% p.a. on average for
1980-82, well below the average growth rate of some 8% p.a. in the 1960s and
of 7% in the 1970s. If allowance is made for the impact of the drastic
decline in Thailand's terms of trade on the purchasing power of the country's
exports, real income growth adjusted for the terms of trade loss amounted to
only about 2.5% p.a. and with a population growth of about 2.1% income
growth thus virtually stagnated in per capita t:erms. Substantial balance of
payments deficits on current account on the ordlerof 6-7% of GDP in 1980 and
1981 reflected the impact of the second oil price shock of 1979/80 which
compounded the already existing domestic imbalances, especially the growing
saving-investment gaps.
2.
However, Thailand was not alone in this regard. Most economies
world wide shared in the recession which followed the second oil price shock,
and by international comparison Thailand's economic performance was in recent
years, as in the past, above average. Moreover, Thailand has embarked on a
course of policy reform to adjust its economy t:othe new international
environment brought about by the worldwide economic developments in the
1970s. This process started in 1979 with major successive increases in
domestic energy prices. It was continued in 1980/81 with the formulation of
Thailand's Fifth National Economic and Social Development Plan (1982-1986),
which laid heavy emphasis on structural adjustment of the Thai economy and
was accompanied by a number of policy actions designed to initiate this
reform on a broad front. In support of these efforts Thailand received its
first Structural Adjustment Loan from the World Bank in 1982, and a second
one in 1983, reflecting the Government's commil:mentto continue swiftly with
the implementation of the program of policy reiorm formulated in its Fifth
Plan. This prompt and sustained action by the Royal Thai Government,
especially if continued in future, should go a long way in countering the
detrimental effects of the recent recession in the world economy, and of
higher international interest rates and higher oil prices, and it should
help Thailand reap the benefits of the internat:ionaleconomic recovery which
started in 1983.
3.
Among the main areas in which the Government is aiming for structural reform - agriculture, industry, energy, fiscal policy, and public
administration - the management of public resources has taken on major
importance, as the role of the public sector grew rapidly over the last
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decade in response to the challengesset by the dramatic shift in oil
prices, and as it had to draw more heavily on economic resources
both at
home and abroad. As a result, the need for ensuringthe effectivemanagement of these resources both for structuraladjustmentarndfor the
achievementof Thailand's
long term economic and social developmentgoals
has now become more pressing than at any earlier time. This need for
attention to fiscal issues is heightenedby the serious budget deficit
incurred by the Central Governmentduring its Fiscal Year 1982 (about 6% of
GDP), and by the rapid increasesin public foreign borrowing in recent
years, which under the present circumstancesof volatile and uncertain
internationalcapital markets has raised the Government'sconcern not to
impair the country's credit standingnor to rely too heavily on costly
foreign funds. Against this background,the Governmenthas begun to
reassess the public sector'srevenue mobilizationefforts,expenditure
programs and foreignborrowing strategy.
4.
Three years after the second oil price shock, and two years after
the initiationof the Government'seconomicadjustmentprogram,this Report
reviews Thailand'spath of adjustmentfrom a retrospectivevantage point and
looks ahead toward the remainder of the 1980s, with particularemphasison
the last three years of the Fifth Plan period (1984-86). It considers the
country's overall economic performanceand outlook in Part I; provides an
assessmentof aggregate public resource managementin terms of revenue
mobilization,expenditureallocation,and foreignborrowing in Part II; and
reviews the major sectoral policy issues and public investmentrequirements
in Part III, dealing specificallywith agriculture,industry,energy,
transportand communications,and human resource development. Throughout
this Report, the focus is mostly on the need for the Thai economy's adjustment to the internationalenvironmentof the 1980s through a more efficient
allocationof the country'sresources so as to restore external and intertnal
balance without unduly dampening the economicgrowth prospects. At various
junctures,however, the Report also calls attentionto the continuedneed to
address Thailand's long-termdevelopmentpriorities,in particularpoverty
alleviationand human resource development.
Recent EconomicDevelopmentsand the Outlook for the Medium Term
5.
Thailand-seconomy grew rapidly over the past two decades and
developed successfullyby most standardsof internationalcomparison. Wilth
an average per capita income growth of almost 5% p.a. between 1960 and 1983i)
economic growth was among the highest sustainedrates in developing
countries. Thailand's success in reducing the incidenceof poverty was
exceptional for a country still placed only in the lowest third of the
middle income developing countries,as the overall incidenceof poverty
dropped from about 57% in the early-1960sto about 31% in the mid-1970s.
Despite its continuingreliance on traditionalagriculture,Thailand
experienceda far reaching transformationof its economic and social
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structure
during the past two decades, with a high growth in modern industrial
and service
sector activities
leading the way, and with extension
of
throughout
the country,
rapid
transport
and communications infrastructure
modernization,
and a significant
increase
in the openness of the economy as
regards
trade and capital
flows, tourism and international
labor migration.
imaportant role
The ralpid growth in Thailand's
exports played a particularly
in providing
a stimulus
to aggregate demand and the necessary maeans to
finance
imports.
Moreover, in part because of this rapid growt:h in exports,
the Thai debt service burden remained moderate with the debt service ratio
as a percent of exports of goods and nonfactor
services
fluctuating
between
the rapid accumulation
ofEforeign debt
10% and 16% during the 1970s, despite
during the second half of the 1970s.
6.
However, because of the increased
cipenness of Thailand's
economy,
and in particular
because of its heavy dependence on imported oil, the Thai
economy was substantially
affected
by the two oil price shocks of the 1970s
and by the einsuing international
economic upheavals.
The effects
of the
first
oil shock remained hidden for several years, because a sLmultaneous
commodity price boom temporarily
offset
the impact of the oil price increase
on the balance of payments, and because a corLservative
fiscal
stance, while
partially
unintended,
quickly brought domestic inflationary
pressures
under
control.
This adjustment,
however, occurred at the cost of a substantial
reduction
in the share of public expenditure
in GDP, a reduction
which could
not be sustained
in the longer run.
In the second half of the 19 7 0s, the
country's
more ambitious
social and economic development objectives
led to a
rapid expansion in public consumption and investment.
Simultaneously,
industrial
protection
and private
investment
incentives
were increased
substantially,
not always with sufficient
regard for economic efficiency.
These policies
combined resulted
in high rates of economic growth, with GDP
expanding at an average rate of 7.6% p.a. between 1975 and 1980.
But they
also led to accelerating
inflation,
a quickly deteriorating
external
balance,
a rapidly
growing saving-investment
gap, especially
in the public
sector,
and increased
reliance
on foreign borrowing.
In order to limit
and external
imbalances the Government imposed
domestic price increases
price controls
on selected
important domestic consumption items, and did not
adjust domestic energy and public service priLces in line with steeply
increased
costs.
The second oil price shock therefore
hit Thailand at a
time when it was already facing problems of Lnternal and external
balance,
and with a more distorted
set of incentives
i:han had been the case in the
early 1970s.
Moreover, in the absence of a simultaneous
commodity price
higher real interest
rates in the
boom, and faced by significantly
international
capital
markets as well as by a recession
in the rest of the
task of adjustment
after the second oil shock was more
world, Thailand-s
difficult
than after the first.
to the changed
Thailand is now adjusting
its economy rapidly
7.
involved
environment.
Some of this adljustment has necessarily
international
a reduction
in its economic growth rate.
ThiLs was exacerbated
in 1982 by
unfavorable
weather, by the direct
and indirect
effects
of lower
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commodityprices, and by a dramatic slump in private investmentactivity.
As a result of these factors,GDP grew at only 4.2% in 1982, while the
current account deficit improved substantiallyto 3% of GDP, comparedwith
7% in 1981. More important for the longer term, however,have been the
Government'ssteps towards an adjustmentin the structureof the economy
through increases in energy and public serviceprices; reductions in
domestic price controls,export taxes, and controlsover agricultural
exports; developmentof a program for improvedland tenure;steps toward
rationalizationof the structureof incentivesfor industrialproduction,
exports, and investment;explorationand developmentof domestic energy
resources; and improvementsin the Government'stax structure and administration. Continued implementationof the Government'sprogram for structural adjustmentshould make it possible to restore external balance for the
economy during the Fifth Plan period, with the current account deficit
dropping to about 2.5% by 1986, while minimizingthe impact of the second
oil shock and its aftermath on the economic growth rate. One of the
important elements of this program involvesthe reduction in the public
sector's saving-investmentgap. The required adjustmentshould come from an
increase in tax effort by the Central Government,a reduction in investments
originallyplanned for the Fifth Plan period (1982-86)by selectedmajor
state enterprises,especiallyin energy, transport and communications,and
increased self-financingof state enterprisesthrough improvedoperational
efficiencyand, where necessary,higher service charges.
8.
Despite the Government'sbroad reform program,however, a slowdown
in GDP growth for Thailand is to be expected for the medium term, compared
with the 1960s and 1970s, because of the overall less favorableoutlook for
the world economy. GDP growth in Thailand is projected in this Report at
about 6% p.a. between 1983 and 1990, based on the internationalenvironment
of the central forecastsof World DevelopmentReport 1983 and assuming
continued implementationof the Government'sstructuraladjustmentreform.
In order to underscorethe importanceof these assumptions,the Report
summarizesa series of indicativesimulationsusing the World Bank's SIAMII
macro-economicmodel which demonstratethe impact of alternativeassumptions
regarding the internationaleconomicenvironmentand the domestic policy
framework. One set of simulationsinvolvesmore optimisticand more pessimistic assumptionsabout the world economy than does the central projection,
reflectingthe high degree of uncertaintyof future internationaleconomic
developments. With a more favorable internationaleconomic environment,
Thailand would resume its historicalgrowth rate of GDP at about 7% p.a. On
the other hand, a more pessimisticoutlook not only reduces further the rate
of economicgrowth, but also exacerbatesthe difficult task of reaching
externalbalance. The other set of simulationsdemonstratesthe importance
of continuedimplementationof structuraladjustmentpolicies. The impact
of these policies in improvingThailand-scapabilityto generate export
growth substantiallyin excess of the developingcountry average is crucial,
if the country is to experiencecontinuedabove-averageeconomic growth
performance,continuingimprovementsin the current account of its balance
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of payments,and a maintenanceof its favorableinternationalcreditworthiness. At the same time, a reduction irtthe public savingy-investment
gap through increasedpublic resourcemobilizationand selectivityin public
investmentsis an essential ingredientto res.tore
both externaL and internal
financialbalance in Thailand,while permittinga revival of private
investmentactivity. Specifically,it is necessary to plan for an increase
in Central Governmentrevenues as a ratio of GDP from below 14'tin 1982 to
about 16% in 1986.
9.
Thie projected
slowdown in the econcmic growth of Thailand will
make it more difficult
to increase
employment: opportunities
at a rapid rate
and to reduce the incidence
of poverty and regional
inequalities.
This
effect
is somewhat cushioned by the fact that: the terms of trade in future
are not likely to continuemoving against Thailand as they have done during
the last four years.
Thus the growth of Thailand's
real income (after
adjusting for the loss in purchasingpower retsulting
from terms of trade
changes) will approximatelyequal GDP growth, while during recent years it
lagged behind GDP growth. Nonetheless,the likely slowdown in Thai economic
activity in the medium term heightens the need for policieswhich raise the
labor absorptionof Thai development,includingreform in investment
incentives,removal of disincentivesto exporting,and interestrates set at
levels reflecting the real cost of capital. At the same time, it also
heightens the need to maintain the Government:sefforts in the areas of
human capital developmentand rural developmentwhich affect particularly
the poorest income groups and help them adjust to the new environment.
Public Resource Managementand Planning
10.
The increased importanceand complexityof Thailand'spublic
sector and its contributionin recent years i:othe country-sexternal
imbalancesrequire a more systematicand comprehensiveplanningof public
sector resourcemobilizationand use than has traditionallybeen the practice in Thailand. Besides the public sector"sdirect link with the structural adjustmentprocess through the public saving-investment
gap and its
impact on the balance of payments,there are important fiscal dimensionsto
many of the sectoral policy issues in structuraladjustment(e.g., agricultural export taxation, industrialtrade tariffs and investmentincentives,
and energy taxation on the revenue side, and public support for agriculture,
side). Moreover, public
industry, and energy developmenton the expelnditure
resources are an essential ingredientfor permittinga governumental
role in
reducing poverty and supporting
long term development in the areas of health,
population
planning,
education and rural development.
Finally,
the rapidly
increasing
role of public enterpriseswithin the public sector has heightened
pricing,
the need for a thoroughassessmentof state enterpriseinvestmients,
and operational
efficiency.
11.
ThLeGovernment has recently begun to strengthenits resource
management and planning capabilitiesfor the entire public sector, including
the Central Government,local governmentand state enterprises. Based on a
collaborativeapproachwith the Government'score agencies, i.e., the Bank
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of Thailand, the Budget Bureau, the Ministry of Finance and the National
Economic and Social Development Board (NESDB), the preparation of this
Report aimed at assisting the Government's efforts to assess the trends,
composition and consistency of its programs for public resource mobilization
and use and to support the further development of a fiscal planning
framework suited to the Government's objectives and capabilities. After a
review of fiscal trends and issues during the last decade and in recent
years, the Report assesses the fiscal outlook in the light of the
Government's plans and programs.
With the exception of the unusual years 1974 and 1975, the pubLic
12.
gap was always close to or slightly above 5% of GDP
saving-investment
sector
between 1970 and 1978. Since 1978 this gap has increased rapidly, reaching
10% of GDP by 1981. Much of this increase is due to a rapid expansion in
public investment, especially by state enterprises. The public sector
saving rate also declined, but was less important a factor, particularly if
allowance is made for depreciation in estimating gross public saving and if
the value of public saving is adjusted to reflect the effect of inflation on
the real value of public foreign debt.
13.
Much of the rapid increase in public investment was concentrated
in the energy sector and represented a response to the cumulative changes in
the oil prices during the 1970s, and to the discovery of domestic energy
resources (especially natural gas). T-owever,in permitting the simultaneous
and uncoordinated expansion of public investment, particularly by some of
the major state enterprises, during the Fourth Plan period, while at the
same time providing a major stimulus to private investment activity especially between 1977 and 1979, insufficient attention was apparently given to
the rapidly rising cost of foreign borrowing, to the longer term implications for Thailand's international creditworthiness, and to the implications
for internal and external stability resulting from the increase in the
public saving-investment gap and the concomitant rise in transfers from the
banking sector to the public sector. Since Thailand started from a relatively low level of public foreign debt and a relatively low current account
deficit in the mid-1970s, these developments did not have any drastic
consequences yet for Thailand. But after the second oil price jump of
1979/80, it became clear that the levels of public deficits which prevailed
in the late 1970s and the early 1980 s could not be sustained into the
future.
14.
While state enterprise investment, especially in the energy and
related sectors, expanded rapidly and contributed significantly to the
increased public saving-investment gap and public foreign borrowing requirements, some of the major service functions of Central Government, especially
in the area of human resource development, expanded only slowly, or even
declined in real per capita terms, as debt service and defense and general
administration gained in importance. This relatively low growth in expenditures directed at agricultural and rural development, health and education
during the Fourth Plan period, especially evident in a slow growth in nonwage expenditures for human resource development programs, led to the
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perpetuation of serious shortfalls in public service provision in these areas,
which are of primary importance to the long term development of Thailand.
15.
On the revenue side tax revenues remaaineda very important source
of public sector finances, although they stagnated in relation to GDP at a
level of about 13%, which is low by international standards. Despite a
rapid decline in the relative importance of taxes on international trade,
indirect taxes remain the mainstay of Thailand½s tax system. As a result,
the existing tax structure and administration are quite an inelastic and
inequitable source of public revenues. Based on earlier studies of the Thai
tax system this Report identifies the priority areas for reforms in the tax
structure which could contribute to make the Thai tax system more responsive
to growth in the economy and more equitable aid efficient. Simtilarly
important are reforms in the tax administration which the Government has
initiated, beginning with the income taxes and to he expanded to the
indirect taxes in the near future.
16.
State enterprise finances have taken on increased importance in
the Thai fiscal system with the rise in the role of the state enterprise
sector. The contribution of state enterprise own revenues to the financing
of their investments declined from 65% in 197t1to 17% in 1980, as state
enterprise investments expanded very rapidly. As a result, the state
enterprises now account for about half of the total public sector savinginvestmzentgap, indicating the importance which must be attributed to state
enterprise financing in overall public resource management in lhailand.
Having substantially increased state enterprise tariffs in 1981, the
Government is planning to resolve the financial difficulties of those state
enterprises which are still running operational deficits, by an appropriate
adjustment in their tariffs and by improvements in their operat:ionalefficiency. A broader assessment of the level of state enterprise contribution
to pubLic sector saving in Thailand is, however, also required, including a
review of the level and structure of user changes and of the favorable tax
treatment whilchstate enterprises receive. Taxation of state enterprises
could contribute
not only to a more efficient
allocation
of resources,
but
also to more effective
mobilization
of public
resources
and savings.
17.
As the public
saving-investment
gap increased in relation to GDP,
the public sector had to place increased reliance on debt financing, and,
given also the large balance of payments current accounts deficit, which
needed to be financed, the emphasis was on foreign borrowing. Because of
the favorable initial situation, the level of overall foreign debt in
Thailand, as well as the level of public foreign debt and the resulting debt
service obligations, are still moderate by international comparison. But as
for other developing
countries,
the burden of Thailand's
foreign
debt has in
effect
increased
substantially
since
1980 as a result
of the increase
in
real interest rates and the much slower-than-expected growth in export
values in the wake of the world-wide disinflation and the commodity price
declines experienced for Thailand-s traditiornalexports. Under these
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circumstances,the high rate of increase in public debt in recent years, if
continued into the future, could cause difficultiesin terms of Thailand's
internationalcreditworthinessand in terms of the growing debt service
obligationsof the public sector which could eventuallycrowd out other
future public expenditures.
18.
The Government is aware of the urgency of integratedfiscal
planning and public resource managementso as to identifyand decide on
appropriatetradeoffs in public resourceuse and mobilization,and has wade
it a major component of its structuraladjustmentprogram. In this context
it has begun to address the most pressing fiscal planningissues, including
tax revenue mobilization,state enterprisetariff policies,public expenditure programmingand public foreign borrowing policy. Much progresshas
already been made, with the main ongoing task now consistingin pulling
together the various individualcomponentsinto an overall fiscal program,
consistentwith the macroeconomic,sectoral and social objectivesof the
Governmentand with agency-specificexpenditureand revenue programs. This
Report reviews the results of the Government'sfiscal planning efforts as of
August 1982, assesses the public expenditureprograms for each of the major
sectors of Governmentacticity, and providesa comprehensiveanalysisof the
macroeconomicimplicationsof the Government'splans for resource mobilization and use. The Report does not provide a blueprint for expenditureand
revenue decisions,hut representsan interim assessmentof a major and
innovativefiscal planning effort currently being carried out in Thailand.
19.
For the Central Government,alternativeexpenditurescenarioswere
projected assuming (i) a constantservice level, (ii) a continuationof the
growth in service levels during the Fourth Plan, and (iii) an intermediate
case where only priority sectors identifiedin the Fifth Plan, in particular
agriculture,health and public utilities,grow in terms of their real
service levels. Revenues were projected on the basis of a careful analysis
of historicaltrends separatingendogenousfrom discretionaryrevenue
growth, and postulatinga series of annual tax packagesdesigned to bring
Central Governmentrevenues to a level of about 16% of GDP by 1986. With
this revenue effort a reduced Central Governmentdeficit of about 2.5% of
GDP would be achieved by 1986, assuming the intermediateexpenditure
program. On the basis of the analysisof sectoralexpenditureprograms
carried out one may conclude that these expenditurelevels, especiallyin
the agriculturaland rural developmentprogramsand in education and health,
would be important to attain the Fifth Plan goals for these areas.
20.
For selected state enterprises,the investmentprograms originally
proposed by the agencies themselvesat the outset of the Fifth Plan period
appeared to be overly ambitiousin the light of recent macroeconomicand
sectoral developments,especiallyin the energy, transport and communications sectors. For the energy sector, the combinationof lower than
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originally expected power demand growth, an initially lower domtesticsupply
of natural gas, and some uncertainty about the longer term outlook for
domestic gas availability account for the need to postpone public investments. For the transport sector, slow demand growth (railways and airports)
and project-specific considerations (Bangkok rapid rail transit:system)
argue iEorreductions in originally planned investments. For the telecommunication sector, limited implementation capacity requires a some!whatlower
program. These reductions in state enterprise investments originally
planned for t:heFith Plan period would result in a program only about half
that originally proposed by the state enterprises themselves. A significant
proportion of.these reductions during the Fifth Plan period result, however,
from a phasing back of projects, rather than their reduction in overall
size or total.cancellation. The implications of this for the Sixth Plan
period were not analyzed in detail in this Report, but should be considered
in due course. In many of the areas reviewed, most notably in the energy
and transport:sectors, the Government has already moved to sca]e back state
enterprises iLnvestmentprograms for the remainder of the Fifth Plan period.
21.
Combining the Central Government expenditure and revenue program
with the investment program and expected financing arrangements for the
state enterprises as outlined in this Report, the macroeconomic:impact of
the public sector expenditures and revenues can be assessed. For the
program proposed in this Report, a sizeable reduction in the public sector
saving--investmentgap would result as compared with recent years, sufficient
to bring about external stability for the Thai economy, provided it is
combined with the Government's other structural adjustment policies and
takes place :inan international environment of a moderate worldwide economic
recovery. A failure to increase Central Government revenue efi.ort(from 14%
to 16% of GD1) or the failure to reduce state enterprise invest:mentprograms
stubstantial:Lybelow their original targets, would result in current account
deficits and debt service requirements no.tcommensurate with medium-term
stability in Thailand. Increased revenue mobilization by state enterprises
should also contribute to an appropriate fiscal solution, particularly in
the longer term, but was not explored in depth by the Mission. On the other
hand, sector considerations strongly argue that the Central Government's
economic and social sector spending should not be curtailed be:Low the
already quite conservative rates of increase programmed as of mid-1982.
22.
The implementation of this program of public resource mobilization
and expenditure control would also be compatible with a public foreign
borrowing program that would neither threaten.the internationaL creditworthiness o:fthe Thai economy, nor impose urdue debt service burdens on
future budgets. Moreover, the Government has recently moved to establish
greater control over foreign borrowing by public agencies by reactivating
the high-level Foreign Borrowing Committee, and by introducing a rolling
three-year foreign borrowing program as part of its broader ef:Eortsto
develop improved mechanisms for fiscal planning. These efforts should also
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in future provide an opportunityto address two important issues of foreign
borrowing policy. First, statutory limits on public foreign borrowing
presently in operationrequire careful reassessmentfrom time to time in the
light of changingcircumstances,and an appropriatebalance needs to be
struck between public borrowing from foreign and domestic sources for any
given public investmentprogram. Second, future public foreign borrowing
should take into considerationthe financialand technicalassistance
requirementsof the so-called"social" sectors (i.e., health and education).
In recent years, public expendituresin these sectorsappear to have lagged
behind other sectors partly because of reluctancein Thailand to borrow
abroad for these purposes. However, foreignborrowing for these sectors
could have enhanced the intersectoralbalance of public expenditures,while
also introducingelements of outside expertiseand improvementsin the
efficiencyof expenditures. Recently, the Governmenthas expressed its
renewed interest in supportingthe longer term developmentof Thailand
through public interventionin the areas of human resource development,
including expanded relianceon foreign financialsupport.
SectoralAdjustment: Policy Issues and Public InvestmentPriorities
23.
In addition to the assessmentof aggregatemacroeconomicand
fiscal trends and outlook, the Report reviews in some detail the major
policy issues and public investmentprioritiesin selected sectors of the
Thai economy, includingagriculture,industry,energy, transportand
communications,and human resourcedevelopment(populationplanning, health
and education).
24.
For agriculture,the rapid growth and diversificationin Thailand,
in contrastwith other countries in the region, has in the past been based
on a very fast expansion of land (includingirrigatedland), labor and light
tractors,with low levels of fertilizerapplication,stagnantyields and
highly variable productionfrom year to year. Farm gate prices were in
effect kept low by export taxationand input prices were largely unsubsi-dized. Togetherwith a relativeabundance of labor and land - the latter made
accessibleby a rapidly expanded road network - this policy environment
resulted in high labor intensityand extensiveuse of land, resulting in low
land productivity. This outcome has been broadly compatiblewith the
resource endowmentof Thai agricultureand with its strong export
orientation,although lower export taxes would have resulted in even greater
incentivesfor agriculturalproductionand exports and in higher rural
incomes. These characteristicsof Thai agricultureremained largely intact
during the 1970s, although there was a continuedincrease in the
polarizationof agriculturaldevelopmentbetween the Central Plains, where
farmers intensifiedinput use on fertileland as a substitutefor land
expansion,and the rest of the country,where farmers have continued the
traditionalapproach to agriculturebased largely on extensivecultivation
of an expandingland base.
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25.
For the 1980s, the Report concludes ithatmajor efforts are now
required to prepare the sector for more intensiLve
use of inputs other than
land so as to maintain the agriculturalgrowth potentialinto the 1990s and
beyond. Improved institutional
performance,especiallyin research and
extension,improved incentivesfor farmers through deregulationin the
sector and permanentreduction of export taxes, a realistic land use policy
with particularemphasis on improved land tenure, greater access to credit
and continued developmentof rural infrastructurehave been identifiedas
essential ingredientsto a strategydesigned to make the best use of new
land still available for cultivationand to support increased intensification. During the 1980s, continued extensiveagriculturaldevelopmentis
likely
to contribute
to some extent to the growth in agricultural
production, since in some areas of the country underutilized
land still
appears to
exist suitablefor agriculture,especiallyfor upland crops. As in the
past, this continued expansionof agriculturalland use may lead to
important
problems of erosion and soil depletion,
which will need to be
addressed. However,much of this area expansionwill likely take place in
areas no longer under forest cover and should thereforenot stand in
conflict with the Government'sintention to ma:Lntainexistingforest areas
intact, nor interferewith the Government'sefforts at reafforestationin
priority areas, such as watersheds.

26.
Public investmentin agricultureand rural developmentin the past
has focussedmainly on infrastructureexpansion,especiallyin Irrigation
and roads. In relation to total public expend:Ltures,
spendingon agriculture itself declinedbetween 1977 and 1981, buitit is expected to remain at
a roughly
constant
share during the Fifth Plan period.
However, shifts
in
agriculturaland rural developmentspending are required and aimed for in
the Fifth Plan, both in terms of emphasis among programs in the sector, as
well as within programs. These include a steady decline in large irrigation
investments,an increasedrole of the Poverty !3istrictProgram in relation
to other rural developmentprograms,acceleratedrural electrification
particularlyin the early years of the Fifth Plan and increasedinvestments
by the departmentsof the Ministry of Agricultuire
and Cooperativesproviding
support to agriculturalintensificationin the rainfed areas. Cverall,
these shifts in public investmentprioritiesfor agricultureand rural
development are fully justified,but continuedefforts are required to
improve investmentplanning, implementationandlmonitoring in this sector to
ensure that the stated prioritiesare actuallyimplemented.
27.
For industry,Thailand'srapid developmentduring the 1970s was
similar to that of a group of developingcountrieswhich have successfully
shifted away from specializationin primary goods in terms of production,
exports and emLployment.In Thailand, as in these countries(including
Malaysia, Colombia,Ivory Coast, Morocco and Tunisia), rapid growth has
taken place in incomes and employment,based on labor intensiveindustries
such as clothing, textiles,footwear,electroniccomponentsand other light
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consumer goods. Industrialdevelopmentin Thailand was further characterized by its close linkage with rapid agriculturalgrowth, its reliance on
small firms, its relativelylow labor costs, and successfuladaptationof
foreign technologyto local requirementsand factor endowments. The policy
environmentduring the last two decades generallysupported private sector
initiativeand did not discouragelabor intensive,export orientedand
small-scaleproduction. However, during the second half of the 1970s
Thailand moved from being a country with relativelylow dlistortions
in its
industrialincentive structureto one with a fairly high degree of
distortion due to roughly a doubling of the effectiverate of protectionon
major manufacturedgoods and a rapid increase in the use of investment
incentivesfavoring large scale, capital-intensiveindustrialprojects. The
sector's growth was neverthelessincreasinglydependenton export demand,
which in part probablyreflects the large extent to which the country's
import substitutionphase for final consumer productshas been concluded.
Additional protectionthereforeleads mainly to inefficiency,rather than
further import substitution. A less distortingtreatmentof the industrial
sector might have led to even more rapid expansionof exports as the sector
could have benefittedmore from the country's comparativeadvantage.
28.
Substantialprogress has, however, been made since 1981 in the
implementationof an industrialrestructuringprogramwhich is part of the
Government'sbroader structuraladjustmentprogram. Most importantly,as a
result of measures to rationalize the import tariff structure,effective
rates of protectionare estimated to have declined substantiallybetween
1978 and 1982, in particularfor import competing commodities. These efforts
need to be continued,with particularemphasison: a furtherrationalization of the protectivestructure,across the hoard and in particularly
distorted sectors,such as the automobileindustry;implementationof the
investmentincentivesreform; continued support for exports;and continued
careful assessmentof large industrialventuresrequiringGovernment support
of any kind. This last point applies especiallyto the Eastern Seaboard
Program. The Governmenthas moved cautiouslyin developingthe Eastern
Seaboard, adopting a flexibleapproach permittingfrequentreappraisalsof
investmentoptions in the light of changing circumstances. A recent
in-depth assessmentof an earlier ambitiousprogram design indicated that it
is essential that each major project should be assessedon its own economlc
merits, and in terms of its feasibilityand appropriatetiming, given
overall public and private finance constraints. Regional development
criteria should not be the decisive factor influencingthese decisions,
given the limited and uncertain impact which the Eastern Seaboard Program is
likely to have on the growth and developmentof Bangkok. However, it is
important that infrastructureand public service requirementsin the Region
are carefully assessed in order to ensure an orderly developmentof the
Region as and when it takes place. At the same time it is appropriateto
considerwhat steps can be taken directly to improve the efficiencyof
resource allocationin Bangkok as a city (transport,drainage,land use,
etc.) in support of continued industrialgrowth in Thailand. Such efficiency
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improvements do not necessarily
involve increased
public expendit:ures,
but
rather
should be sought in the improved utilization
and management of
private
and public resources
already devoted to the metropolitan
area.
Other concerns in the industrial
sector revolve around the reform of the
financial
system, and of the indirect
tax system, and focus on manpower
development in support of further
industrial
growth.
29.
For lthe energy sector in Thailand the outlook has changed
significantly
Ln recent years.
The average level of domestic energy prices
has been adjust:ed to levels comparable to those in most other developing
countries;
the external
environment has changed substantially,
leading
to
lower than expected economic growth in Thailand,
to real internal:ional
oil
price declines
in the short term and an outlook for only moderate increases
in the medium iterm; domestic offshore gas supplies which seemed assured at
substantial
levels,
now appear more uncertain,
and the potential
for their
speedy development and utilization
less evident,
while at the same time the
possibility
of onshore gas and oil development has emerged.
The main energy
targets
of the Fifth Five-Year Plan regarding
reduction
in the growth of
energy consumpt:ion and imports, which appeared ambitious at the t:ime of
their
formulatiLon, are now clearly
within reacb, as the result
of- a less
buoyant llomestiLc and international
demand for energy, and in spil:e of a less
favorable
outlook in domestic production.
30.
While these developments might make further
adjustment
in the energy
sector
seem less urgent than was the case two years ago, continued
attention
in fact needs Ito be given to major issues in the areas of energy sector
development strategy,
energy pricing
and energy conservation.
Fi'rst,
the
efficienlt
deveLopment of Thailand's
indigenous
energy resources
remains of
primary
Lmportance for the realization
of targets
of reduced import
dependence,
foreign exchange savings, and gas based industrial
development.
An energy sector strategy
must therefore
be developed,
taking fuLl account of
the increased
costs of borrowing abroad, the scarcity
of public sector
resources,
uncertainties
with regard to availability
and development costs
of domestic energy resources,
and the many other competing goals of public
policy,
including
the needs for employment generation
and increased
investments
in human resources.
While a rapid pace of development of
domestic energq resources
was clearly
of great importance during the second
half of ithe 19 70s, the outlook for the 1980s is such that a careful
assessment
of energy development potential
and intrasectoral
balance,
as
well as an eva'Luation of what are the least costly ways of meeting
Thailand"s
energy requirements
in an inherently
uncertain
environment have
now become essential.
Since 1982, the public Investment program in the
energy sector has been adjusted
in line with changing expectations,
especially
as regards
lower demand forecasts
for power, and the delayed
availabi'Lity
oif natural gas.
In Individual
agencies have thus demonstrated
considerable
fLexibility
and realism
in their investment
planning.
However,
high priority
should now be accorded to the development of an energy sector
strategy
and its subsequent
implementation
under the Government's
structural
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adjustment program. Second, an appropriate energy pricing policy is an
essential ingredient to an efficient development of the energy sector. The
issues relating to the structure of petroleum product prices and to the
appropriate gas and lignite pricing policy are currently being addressed by
an important study, whose findings and recommendations should be quickly
evaluated by the Government. The institutional steps required for their
implementation should then be developed on a priority basis. Third,
continued emphasis should be given to energy conservation by providing
appropriate incentives and support for energy conserving investments by
industries, the transport sector and households.
31.
The expansion of transport and communications infrastructure in
Thailand has played a major role in the country's rapid economic and social
development during the last three decades. For the 1980s and beyond, continued expansion of this infrastructure and its efficient maintenance and
operation remain an important challenge. This Report focussed mainly on the
issues regarding the overall size and distribution of public investments in
the sector. There is reason for cautious assessment of some of the major
investment projects tentatively planned. In the transport subsector the
major projects which should be dropped or substantially phased back beyond
the Fifth Plan period are railway network expansion, Laem Chabang port
construction, a new international airport, and the Bangkok rapid rail
transit project. In telecommunications, the limitations of the institutional capabilities of public agencies involved in this sector require a
more conservative investment program than originally planned, or than might
be appropriate in terms of service demand and protential economic rates of
return.
32.
Finally, while problems of human resource development in the areas
of population planning, health and education are not commonly addressed
under programs of structural adjustment designed to respond to the external
economic shocks of the 1970s, a case can be made that public policies and
investments affecting human resource development are crucial determinants
for a country-s ability to transform itself efficiently and equitably froc.a
traditional agrarian society into a modern agricultural and industrial
economy. Therefore, taking a broad perspective of structural adjustment,
this Report concludes by reviewing the major policy issues and public.investment priorities in the area of human resource development.
33.
The rate of population growth has crucial implications for any
country's economic development and social welfare. Thailand's population
program has been very successful in lowering fertility rates and thus the
rate of natural population growth by making a wide range of contraceptive
services
available
to a large
portion
of the Thai population
with a demand
for such services.
However,
indications
are now that
the rate
of new
acceptance of contraceptives, the effectiveness of increases in contraceptive use in terms of fertility reduction, and therefore the declines in
fertility and population growth have begun to level off. The primary reason
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for this phenomenon, which has been observed in other countries
at similar
is apparently
that a large nuraber of
stages of demographic transition,
couples wish to limit their family size at three, rather than two children.
In order to achieve further reductionsin the birth rate under these
circumstances,measures need to be developed to induce further reductionsin
desired family size. The more importantamong these have been :ldentified
in
the Fifth Plan, but more emphasison implementationis required,,
as are
to those groIups which so
efforts to make family planning servicesavailable
far have had only limited access. Significantlyincreasedefforts along
these lines are required if the ambitiousdemographictarget of 1.5%
populat:lon growth per annum in the Fifth Plan is to be reached by 1986.
34.
Health sector development was given a relativelylow priorityand
a declining share of public sector resources in Thailand during the Fourth
Plan period, despite the fact that Thailand'shealth problemshave remained
serious during the 1970s.
There also are indicationsthat earl:Ler
improvements Ln mortality rates are taperingcff and that Thailmnd-spublic
expendituresin the health sector have been low by internationa:L
standards.
The FifithPlan expendituresprogram proposesto reverse these trends, albeit
quite cautiously. This Report is in substantialagreementwith the Fifth
Plan's assessmentof problemsand issues, noting in particularithe
following: continuinghigh levels of preventableillnesses;continued
health service disparitiesbetween urhan and rural areas; inadequate
distributionof health personnel;need for greater community participation
and greater decentralizationof decisionmaking and resource allocationin
health programs;and the need for better health data collectionand
analysis.
35.
As far as can be discerned from availabledata, the public
expenditures'programmed
in the health sector appear to be in line with
appropriate
priorities,
in view of the increased
importance given to basic
health
services
in rural areas and to maternal
and child health care
programs, of the continued emphasison family planning, and of the
maintenanceof small programsin the nutritiorc
and pharmaceuticaldrugs
subsectors. ]Reductions
in the health sector programs would undermine the
increased
emphasis which the sector was to be given quite appropriately
in
the Fifth Plan, and endanger the substanceof some of the small but
important programsin the priorityareas within the sector. Of particular
is that every effort is
importanceunder the prevailingfiscal stringeincy
made to utilize what scope there is for improvements in the efficiencyof
intra-sectoral
as regards
staffing
policies,
health
service provision,
of
and curative
activities,
elimination
as between preventive
priorities
and of duplication
support structures
within the public sector,
duplicative
of effort between private and public agencies.
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36.
In the educationalsector, the main prioritiesare as follows:
continued efforts to extend coverage and access to primary education in
specific rural areas and in urban slums, and improvementsin primary
education quality;increased coverageof lower secondaryeducation,
particularlyin the North, Northeast and South and upgradingparticularlyof
basic science teaching in secondary schools;selective improvementsand
extension of vocationalprograms in line with specificmanpower need assessments and in areas not covered by vocational trainingprogramsin secondary
schools;reduction in the share of public expendituregoing into higher
education and increasedreliance on self-financing;increase in the share of
overall expendituresdirected to educationalsupplies,material and
equipment,particularlyfor primary and secondaryeducation;upgrading of
teacher qualifications,rather than increased numbers of teachers,so as to
permit an adaptationto the changingbalance in school enrollmentbetween
primary and secondarylevels, and to permit the improvementsin educational
quality aimed for in primary, secondaryand vocationaleducation and in the
education for disadvantagedpopulationgroups; and strengtheningof education planning,administrationand evaluation.
37.
Public expenditurefor educationdeclined in relative importance
during the Fourth Plan period. For the Fifth Plan period, a more stable
growth in education spending is programmed.
These expenditures,
however,
represent
conservative
estimates
of expenditure
requirements
despite
expected drops in primary school enrollments. Requirementsof improved
quality and access, especiallyin the disadvantagedareas, imply higher unit
costs than in the past. Increased emphasison spending for education and
materials and retrainingof teachers,rather than employmentof new teaching
personnel,represent the highest prioritiesin the allocationof educational
expenditures.
38.
The maintenanceof growth in public expendituresfor human
resource developmentremains thereforeof high urgency in Thailand.
However, efficiencyimprovementsshould be made in these areas, as more
generally in all Central Governmentoperations,through improvedplanning,
management and monitoringof programsunder the Government'sinstitutional
reform program. Moreover, fiscal and macro-financialstabilityrequire that
these expenditureprogramsfor human resource development,and for other
Central Governmentexpenditurefunctions,be matched by increasedresource
mobilizationthrough higher Central Government tax revenues. Improved
public resourcemobilization,adequate allocationof budgetary resources for
human resource development,and greater efficiencyin the use of these
resources would contributevery importantlyto the long-termdevelopmentof
Thailand and the alleviationof poverty and regional inequities.

THAILAND
MAXAGINGPUBLIC RESOURCES FOR STRUCTURALADJUSTMENT

1.

INTRODUCTION

1.01
ThaiLand'seconomy grew rapidly over the last two decades and
developed successfullyby most standards of internationalcomparison. Its
economic growth was among the highest sustainedrates in developingcountries
and its success in reducing the incidenceof poverty was exceptionalfor a
country still placed only in the lowest third Emiong
middle income developing
countrieswhen ranked according to per capita income level. Witlhits
continued largieshare of agriculturein GDP and.,even more so, in exports,
with its lack of a colonialhistory, its reliarLceon relativelyundistorted
market forces and historicallya low share of government in total economic
activity,
a lolw degree of urbanization,
and yet.an extreme degree of concentration of urban populationin Bangkok, Thailandis in many respectsan
atypical developingcountry.
1.02
Yet, like most other developingcountries,Thailand experienced
a rapid transformationof its economic and social structureduring the last
two decades,with a rapid increasein modern irLdustrial
and service sector
activities,extensionof transportand communicationssystems throughoutthe
economy, and an increasedopenness to and interdependence
with t'herest of the
world, as regards trade and capital flows, tourism and internationallabor
migration (from Thailand to the Middle East), largely uninhibitedby
governmentinterventionor regulation.
1.03
With its increasedopenness to the rest of the world it is not surprising that Thailandwas substantiallyaffected by the two oil price shocks
during t'he1970s and the ensuing internationaleconomicdisruptions. Thailand
weathered the first oil shock with remarkableease, helped along by a simultaneous boom in the internationalprices for its major commodityexports and
by a conservativefiscal stance,which quickly brought temporaryinflationary
pressures under control,albeit at the cost of a substantialreduction in
public sector activity. Having absorbed the first oil shock wit'happarent
ease and not anticipatinganother shock, Thailand embarkedon an ambitious
strategyof public support for fast economicgrowth and developmentduring the
second half of the 1970s. This strategyinvolved rapid expansion in public
consumptionand investmentin most of the importantareas of public expenditure (especiallyenergy, transport and communications),
and supporteda
simultaneousexpansionof private investmentac:tivity,
all toget'her
resulting
in high rates of economic growth between 1975 and 1979. At the same time,
however, the externalbalance quickly deteriorated,led by a rapidly growing
public saving-investment
gap, requiring substantiallyincreased relianceon
foreign resources to finance public sector expenditures. At the same time the
Governmentmoved to limit domestic price increasesand external imbalances
through price controls and increasesin the average effectiverates of
protection, and failed to adjust its domesticenergy and public service prices
in line with steeply increased costs.
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1.04
At this juncture,Thailandwas hit by the second oil shock, whose
impact was much more severely felt because of Thailand'scontinued high
dependenceon oil imports at now even higher internationalprices, no
offsetting trends in Thailand'smajor commodity exports, and the subsequent
prolonged recession worldwide,but especiallyin the industrialized
countries,to whom Thailand directsmost of its exports. At the same time,
there was no balancing adjustmentin the public sector,which continued its
rapid expendituregrowth without commensurateincreases in public savings.
1.05
Against this background,an Economic Mission visited Thailand in
February/March1980. The mission concluded in its report entitled
Thailand: Coping with StructuralChange in a Dynamic Economy (ReportNo.
3067a, December23, 1980) that during the latter half of the 1970s continued
growth in Thailandwas accompaniedby acceleratinginflation,growing
dependenceon foreign borrowing,large budgetary deficits,and probably less
success in furtheringpoverty alleviationthan had been the case in the first
half of the decade. The report's analysis and policy recommendationsin five
major areas of intervention(fiscal policy and resourcemobilization,monetary
policy, energy, industry and agriculture)
formed the basis for the ensuing
dialogue between the Governmentand the Bank, which was in turn reflected in
the Fifth Five-YearPlan. The Fifth Plan includesa program of structural
adjustmentfor external and domesticbalance, on the basiLsof which the
Governmentand the Bank prepared the first two StructuralAdjustmentLoans
(SAL 1 and 2) to Thailand.
1.06
Significantprogresshas been made in Thailand over the last two
years in terms of policy formulationand implementation. The Fifth Plan was
prepared in a systematicand comprehensivefashion to come to grips with the
medium-term structuraladjustmentproblems faced by the Thai economy and to
continue the progress towards poverty alleviationmade during the late 19650s
and early 1970s. Importantadjustmentshave already been made in the areas
of energy and public service pricing,and significantinitiativeswere talken
as part of or in parallel to the programs formulatedfor SAL I and 2, including the substantialreduction in export taxes and controlson agricultural
commodities,developmentof a program for Improving land tenure,steps towards
rationalizationof the structureof incentivesfor industrialexports and
investment,the aggressiveexplorationand developmentof domesticenergy
resources (especiallyof gas), reform of public administrationinstitutions
and procedures,selected improvementsin the Government s tax structurean,i
tax administration,
and systematic
steps towards rural poverty alleviation
through a comprehensive village
development program in especially
identified
rural poverty districts.
1.07
This progress on the economic policy front was facilitatedby an
unusually stable politicalcontext. General Prem Tinsulanondatook over :i1
March 1980 as Prime Minister
and since has led the country on a course of
adjustmentto the external and domestic economicrealities of the 1980s,
supported by the powerfulThai civil service,which providedessential
continuityto the effort. The gradual movement towardsdemocracy which was
initiated in the second half of the 1970s is continuing. Nationalelectiotis

were again held on April 18, 1983, following the dissolutionof'Parliament
by royal decree at the request of the Prime Minister. The electionswere
conducted three days before the automatic lapsing of certain transitional
provisions
attached
to the 1978 Constitution. The Constitutiorn
envisaged
that electionsconducted after April 21, 1983, when these provisions
expired,would be based on a provincialwinner-take-allsystem, likely to
consoliLdate
the positionof the larger, better organizedpoliticalparties
in the 324 seat House of Representatives,and to introducegreater political
discipline. However,because electionswere called early, they were conducted under the existingunitary constituencyrules. Candidatesfrom 10
parties were elected to Parliament. No party secured an outrightmajority
but the three leading parties won 221 seats, and subsequentlystrengthened
their position through the absorptionof smaller parties or the affiliation
of independernt
representatives. General Prem succeeded in formiing
a new
four-partycoalition governmentwhich includes two of the three leading
parties and has the backing of approximatelytwo-thirdsof the elected
representativres.The new Cabinet was announced on May 8. Prospects for the
continuationof ongoing policy and institutionalreforms are thus good. The
other transil:ional
provisionsof the 1978 constitutiondid indeed lapse on
April 21, 1983. They had been designed to ensure that, during a transitional five-yearperiod (1978-83),servingmilitary,
civilian
and other
non-electedofficials could continue to play a major stabilizingrole in
both the legislativeand executivebranches of governmentthrough their
appoinltment
to the powerful225 senate or to Cabinet posts. Thus, the
senate''spowers have now been substantiallycurtailed and serving military
and civilianofficialsmay no longer participatein the cabinel:.
1.08
Siincethe preparationof the last EconomicReport the outlook for
the world economy and for Thailandhave changed extensively,as a worldwide
recessLon has pushed Thailand to unusually low growth in 1982, international
intereistrates raised the cost of borrowing,and pervasivefiscal problems
have asserted themselvesas an issue of primary concern througlhout the
world, including also in Thailand. In this substantiallychanged context,
the present Report reassessesThailand'smedium-termeconomic outlook,
develops a strategy for public resourcemanagement,and reviews the main
policy issue3sand public investmentoptions in the major sectors of the Thai
economy. The primary concern of this Report is to develop a fiscal
planning
framework linking the macro-economicconcernei
of the Governmentwith an
assessment
of the intersectoral
and intrasectoral
priorities
ofE public
expenditure and with a detailed analysisof public revenue mobilization
options.
1.09
This emphasis on public resource managementwas chosen for a
number of reasons. First, the public sector'soverall utilizationof
resources, as measured by the consolidatedpiblic accounts for the Central
Government,local governments,and state enterprises,has increasedrapidly
over t'helast six to eight years, not only itl absolute
terms, 'but also in
relation to the size of the economy (GNP). This increase took place mainly
in the energy sector. In this sector,where the role of public agenciesis
preponderant,the value of productioninputs (e.g., petroleum in electricity

generation)has increased substantially,while investmentsin the development of domestic energy resourceshas also been substantial. While there
have been, therefore,good reasons for the increase in the relative size of
the consolidatedpublic sector, the fact remains that the efficiencyof the
use of resources in this sector has now taken on even greater importancethan
in the past./I In parallelwith the expansionof the size of the public
sector, its contributionto the growing saving-investment
gap, and to
external imbalancesof the Thai economy has been increasing. It is therefore more importantnow than ever before, that public sector resourcesare
efficientlyutilized and that a reasonablebalance is establishedbetween
public saving and investmentconsistentwith a sustainableexternal balance
of the economy and with continued growth of private sector activity. The
need for careful considerationof public resourcemanagementhas been underscored by the fiscal problems of the Central Government,which took on mlajor
proportions in 1982 with a sizeableunexpectedrevenue shortfall,by the
Government'sconcern over public borrowing trends and policies,and by an
increasinglyevident need to establish some control over the extensive
investmentactivitiesof major state enterprisesfor the sake of macroeconomic stability. Not surprisingly,the Fifth Plan lists financialand
fiscal stabilityas its first objective.
1.10
There are furthermoreimportant linkagesbetween the managementof
public resources and the structuraladjustmentprocess. Most directly, there
is the link between the public saving-investmentgap and the current account
deficit. The establishmentof control over the public sector deficit therefore representsan integralpart of any structuraladjustmentprogram designed
to control the current account deficit. More indirectly,there exist
important fiscal dimensionsto many of the sectoralpoliciesundertakenin
support of structuraladjustment. For example,for agricultureincreased
productivityrequires the developmentof infrastructureand support
services,while agriculturaltaxationhas traditionallyacted as a major
disincentiveto intensification. In industry,fiscal instruments,including
trade tariffs and special tax treatmentare used extensivelyto influence
the pattern and pace of industrialgrowth, with important implicationsboth
for the relative efficiencyor inefficiencyof the industrialsector and for
the public sector'sresourcesmobilizationeffort. On the expenditureside,
large-scale industrialventures can easily absorb significantamounts of
public resources in the form of equity contributions,subsidies,or
infrastructureprovision. In the energy sector, taxationhas long played an
importantrole in raising revenues,as well as influencingthe relative
prices of alternativeforms of energy. Public investmentsin energy have
also played a major part in Thailand in recent years in developingdomestic
energy resources, in particularpower and natural gas.
1.11
Finally, public resources are an essential ingredientfor
permitting a Governmentalrole in supportingthe long-termdevelopmentof
/I By international comparison,
quite moderate in size.

however,

Thailand's public sector is still
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the country through public expenditure in the areas of health, population
planning, education, and rural development. In sum, public resource
management exerts a pervasive influence on Thailand's short and medium term
structural adjustment, on the efficiency and equity of economic development,

and on long term development

through

investment

in human capital.

1.12
Previous World Bank reports
have not been oblivious
of the growing
role and importance of the public sector in Thailand./1
The present Report
differs from the earlier
ones, however, in a number of important ways.
First, public resource management is explicitly cast in the context of a
structural adjustment strategy and linked to the macroeconomic objectives of
the Government. Second, this Report is on balance more concerned with public
expenditures than with public resource mobilization, and attempts to compile
and assess the Government's expenditure programs both at the sectoral level
and in the aggregate. Third, in preparing the ground for this Report a
collaborativreapproach was chosen in working closely with staff from
important Government agencies, especially the National Economic and Social
Development Board (NESDB), the Ministry of Finance, the Rudget Bureau, and
the Bank of Thailand. The intent behind this was as much to assist the
Government in developing its own fiscal planning capabilities as it was to
provide an assessment of public resource allocation and mobilization
patterns andlpractices. As a result it is hoped that many elements of the
work carried out in the preparation of this Report will become an integral
part of Thai public sector planning and management, adapted and further
developed in line with the Government's own perceived needs.
1.13
This Report is organized in three parts, complemented by three
annexes and a statistical appendix. Part I reviews the recent:economic trends
in an interniationalperspective and assesses the macro-economic outlook of the
Thai economy, paying particular attention to the role of fiscal policy intervention in achieving a sustainable external balance. Part II turns to an
assessment of recent trends and issues in public resource management in
Thailand, and of the current fiscal planning practices and their implications
for public resource use and mobilization. Part III reviews the main trends
and policy issues and assesses the public investment needs and programs in
the most important sectors of the economy: agriculture and rural development,
industry, energy, transport and communications, and human resource development
(population, health and education). Annex 1 reports on a recent study
carried out in preparation for this Report conshadow prices in Thailand,
which form an important tool at the project level in ensuring the economic
justification of public projects. Annex 2 provides background information
on the sectLon in Chapter 6 dealing with future availability of agricultural
land. Annex 3 contains documentation for the assessment of public expenditure programnsin Parts II and III of the Report. Annex 4 lisitsrecent World
Bank reports on Thailand. The Statistical Appendix compiles up-to-date basic
econolmicdata for Thailand.

/1

See especially A Study of Public Finances in Thailand (Report No.
574-TH, October 31 1974); and Thailand: Toward a Strategy of Full
Participation (No. 2059-TH, September 1, 1978).
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PART I

RECENT ECONOMIC DEVELOPMENTSAND MEDIUM TERM OUTLOOK

2.

RECENT ECONOMIC DEVELOPMENTSIN AN INTERNATIONAL PERSPECTIVE

Two Decades

of Growth and Development:

1960-1980

2.01
During the last two decades Thailand experienced
a remarkably
rapid and sustained
rate of economic growth with an average growth rate of per
capita income of 4.7% p.a. between 1960 and 1980. Among selected
major
countries
in the region - Indonesia,
Philippines,
Korea and Malaysia - this
growth performance was surpassed
only by Korea, and was well above that of
all middle income oil importing developing
countries
(Table 2.1)./I
This
good record resulted
from a rapid real GDP growth, although it slowed to
7.2% p.a. in the 1970s as compared with the very high growth of 8.4% p.a.. in
the 1960s.
During the 1970s GDP growth in Thailand fell short of growth in
Korea and the oil exporters,
Indonesia
and Malaysia,
but remained
substantially
above that of the middle-income
oil importing
countries
as a
group.
Progress was made on the population
front with population
growth
declining
from 3.0% p.a. in the 1960s to 2.5% p.a. in the 1970s . Despite
this progress,
however, Thai population
growth remains quite rapid by
international
standards
and its decline has recently
shown signs of abating
(see Chapter 10 below).
Besides the continuing
population
pressures,
a
substantial
decline of terms of trade has tended to reduce the real income
gains in Thailand.
The drop in terms of trade,
although not uniform across
the period, paralled
that in the comparator countries,
with the exceptior, of
the oil exporters./2
As a result
of these broad countervailing
factors,
Thailand achieved a per capita income level of $670 in 1980, which still
put
it only in the bottom third for all middle-income
developing countries,
at a
level about equal to the Philippines,
but less than half the per capita
income of Korea and Malaysia,
and of the average for all middle income oil.
importing
countries.
2.02
Over the same period,
Thailand witnessed
a rapid
its structure
of production,
with the share of agriculture

transformation
in total value

in

/1

The international
comparisons in this chapter are based on data from
World Development Report, 1982, unless otherwise noted.
For an explanation of country groupings,
definitions,
and data sources,
see WDR 1982.

/2

Terms

of trade

data

in Table

2.1

are

based

on UNCTAD estimates.

of different
definitions
and weights,
these differ
trade calculated
by the Bank of Thailand (discussed

Because

from the terms of
in para. 2.19).

Table

Per capita
1980 (US$)

2.1:

GROWTHOF INCOME, POPULATION AND)TERMS OF TRADE

income
Per capita
(7)
1960-80
growth,

income

GDP growth (X)
1970-1980
1960-70

Population
1960-70

growth
1970-80

Tetms of Trade
1960

('197=1100

1980

Thailand
Indonesia
Philippines
Korea
Malaysia

670
430
690
1,520
1,620

4.7
4.0
2.8
7.0
4.3

8.4
3.9
5.1
8.6
6.5

7.2
7.6
6.3
9.5
7.8

3.0
2.0
3.0
2.5
2.8

2.5
2.3
2.7
1.7
2.4

121
98
112
99
150

63
135
75
75
109

Middle income
Ol importers

1,580

4.1

5.8

5.6

2.4

2.3

109

83

Source:

WDR 1982

Table

2.2:

SECTORAL GROWTHAND STRUCTURE OF PRODUCTION

(7)
Growth of production
Services
Industry
Agriculture
1970-80
1960-70
1970-80
1960-70
1970-80
1960-70

of production
Industry
1980
1960

Structure
Agriculture
1980
1960

Services
1980
1960

Thailand
Indonesia
Philippines
Korea
Malaysia

5.6
2.7
4.3
4.4
n.a.

4.7
3.8
4.9
3.2
5.1

11.9
5.2
6.0
17.2
n.a.

10.0
11.1
8.7
15.4
9.7

9.1
4.8
5.2
8.9
n.a.

7.3
9.2
5.4
8.5
8.2

40
54
26
37
37

25
26
23
16
24

19
14
28
20
l8

29
42
37
41
37

41
32
46
43
45

46
32
40
43
39

Middle income
oil importers

3.5

2.8

7.8

6.6

5.7

5.7

23

15

32

37

45

48

Source:

WDR 1982
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added declining from 40% in 1960 to 25% in 1980. This transformationwas
particularlyrapid in the 1960s, but it left Thailand still relatively
heavily dependenton agriculturewhen compared to the average middle-income
oil importingcountries (MIOIC),although not unusually so when comparedlto
its neighbors,Indonesia,the Philippines and Malaysia (Table 2.2). Tha
growth of Thai agriculturalproductionwas rapid by internationalstandards,
but other countries in the region, in particularthe Philippinesand
Malaysia, paralleledor exceeded Thai performanceon this score. Industrial
growth was rapid in Thailand, in excess of that in the averageMIOIC and in
the Philippines,but substantiallybelow that of Korea. Thailand'slarge
service sector also experiencedrapid growth, commensuratewith that of the
other two sectors. In sum, Thailand'seconomic growth has been based on
rapid expansionin all three major sectors of the economy,particularly
industry,albeit at a reduced rate during the 1970s when comparedwith the
1960s, largely in line with the less propitiousinternationalenvironment.
2.03
The transformationof the Thai economy has been less rapid in
terms of its labor force and populationdistributionthan in terms of its
structure of production(Table 2.3). In 1980, an estimated three quarters
of Thailand-s labor force remained in agriculture,a share which was surpassed by only six other MIOIC. An estimated 86% of the Thai population
remained in rural areas, virtually the same proportionas in 1960. Only two
other MIOIC had a higher percentageof their populationliving in rural
areas in 1980. This labor force and populationdistributionreflectsthe
unusually extensivepattern of Thai agriculturalgrowth and the pervasilvely
rural nature of the Thai economy and society (see also Chapter 6 below).
The exceptionallyhigh concentrationof urban populationin one single
metropolitanarea is indicated by the high proportionof the urban populaion in Thailand living in Bangkok. Aside from the city states of Hong Kong
and Singapore,only three small countrieshave a higher concentrationoitheir urban populationthan does Thailand (Guinea,Lebanon, and Mozambique).
Indeed, while about 9.7% of the Thai populationlived in Bangkok in 1980),
32.7% of total GDP in Thailand originatedin Bangkok, reflectingthe very
high degree of economicconcentrationin that city.
2.04
Associatedwith Thailand'srapid economicgrowth was a fast
expansion in trade, particularlyduring the 1970s. As a result, the Tha:L
economy has become much more open and subject to externaleconomic
influences. The share of imports in GDP, which had fluctuatedbetween 19%
and 22% during the 1960s, rose to 30% by 1980, while exports increasedfrom
an average of about 18% of GDP during the 1960s to 25% in 1980. At the same
time, the compositionof trade changed with a significantlyincreased share
of oil in total imports,and a reduced role of Thailand'straditional
principalexport commodity,rice, in total exports. On both accounts, it

Table

Share of labor
force
in agriculture
(%)
1960
1980

2.3:

LABOR FORCE AND URBANIZATION

Growth of labor
force
(% p.a.)
1970-80

Share of urban in
total
population
1960
1980

(%)

Share of urban population
in largest
city
(%)
1960
1980

Thailand
Indonesia
Philippines
Korea
Malaysia

84
75
61
66
63

76
58
46
34
50

2.9
2.1
2.4
2.8
3.0

13
15
30
28
25

14
20
36
55
29

65
20
27
35
19

69
23
30
41
27

Middle income
oil importers

59

42

2.2

37

50

28

28

Source:

WDR 1982.
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has become more difficult to insulatedomesticprices and incomes from
fluctuationsdue to changes in externalprices and demand./l
2.05
The benefits
of growth were relatively
well distributed
througlhout
the country. Since most agriculturalproductionis by smallholders,most of
the estimatedagriculturalincome growth accrued to the rural producers
themselves. The overall incidenceof poverty was reduced from about 57% in
the early 1960s to about 31% in the mid-1970s,and from 61% to 35% in the
rural sector. Poverty remains largely a rural phenomenonand mostly concentrated in the Northeast and parts of the North, where the fertilityof t'he
land is low./2 By comparisonwith other countriesin the region, Thailand's
poverty problem appearsmoderate (Table 2.4), but remains nonethelessa
priority concern for policy makers, especiallysince little further progress
appears to have been made in reducing poverty since the mid-1970s in the
face of high oil prices and declining terms of trade.
In line with the reduction in poverty,life expectancyhas
2.06
improved significantlyin Thailand during the last two decades, as has tlhe
infant mortality rate (Table 2.5). On both counts Thailand does as well as,
or better than, the MIOIC average. Life expectancyabout equals that in the
Philippines,Korea and Malaysia, but infant mortality is still substantially
higher than in Korea or Malaysia. Calorie supply as a percent of requirements, a broad measure of nutrition level, is the lowest in the region and
below the MIOIC average. While these data are subject to some doubt, they
appear to indicate that Thailand has a poor nutritionlevel for a country
producing and exporting substantialamounts of food. Similarly,in terms of
the availabilityof physicians,Thailand scores very low, witnessing
actually a slight deteriorationin this indicator during the 1970s, while
saw dramatic improvements. Other
other comparatorcountries typically
indicatorsof health service availabilityconfirm this poor situation in
Thailand'shealth sector (see also Chapter 10 below). Thailand'sestimatleed
literacy rate is high, reflecting the progresswhich has been made
particularlyin primary school enrollment.

/. While rice prices had, of course, fluctuatedwidely in international
markets in the past, domestic rice prices were substantiallyinsulated
from world prices fluctuationsby offsettingchanges in the rice premiLum
and reserve requirement.
/2 See Income Growth and Poverty Alleviationin Thailand, (Report
No. 2566-TH,June 20, 1980). This report is based on data for 1975/76.
More recent analysis of poverty and income distributionare not avai:Lable,
but it will soon be possible to assess recent trends on the basis of
census and household survey data for 1980/81.

-

Table

2.4:

ll1

-

INCIDENCE OF ABSOLUTEPOVERTYIN SELECTEDEAST ASIAN COUNTRIES
Percentage
absolute

Total
Thailand
Indonesia
Philippines
Korea

/b
/c

(1976-79)/a
(1974-78)

(1976-79)

Malaysia
/a

(1975/76)

(1974-78)

of population

in

poverty

Urban

Rural

31

15

34

47

28

51

42

39

44

15/b

1.8

11

37/c

16

46

A 1981 report,
using 1978 data, estimates
the total at 34%, rural at
29%, and urban at 11X.
The Fifth Five-Year Plan puts the total at 15% in 1976, 12% in 1978, and
1.0%in 1980.
The Fourth Malaysian Plan puts the figure at 29% in 1980.

Source:

World Bank staff

estimates.

2.07
The factors
contributing
to this pace and pattern of economic
development of Thailand were identified
in earlier
World Bank reports.
Rapid growth in agriculture
and rising
exports have been major iactors
supporting
thet growth in the rest of the econozy.
The availability
of
additional
agricultural
land allowed expansion of traditional
subsistence
production,
and helped absorb a growing labor force.
It also fa,cilitated
the rapid diversification
into new cash crops, which was the mainstay of the
rapid growth of agricultural
exports.
These foreign exchange earnings
allowed high levels of capital
and intermediate
goods imports for the whole
economy. Agricultural
expansion has contributed
to the growth of commerce
and trade, ancl agricultural
incomes have been a major component in domestic
demand, the przimary source of industrial
growth.

Table 2.5:

Life expec- Infant mortality rate
tancy
1980
1960
1980
1960

Thailand
Indonesia
Philippines
Korea
Malaysia
Middle-income
oil importers

/a

52
41
53
54
53

63
53
64
65
64

103
150
106
78
72

55
93
55
34
31

54

63

111

69

SOCIAL INDICATORS

Secondary
Primary
Calorie
Population
enrollschool
enrollschool
supply
physiper
ment at % of ment of % of
cian (thou- as % of
age group
age group
requiresand)
1979
1979 1960
1979 ment, 1977 1960
1960

97
102
107
117
116

83
71
95
94
96

96/Ia
94
98
111
93

13
6
26
27
19

39

/a
22
63
76
52

68
39
72
71
53

84
62
75
93
n.a.

110

85

96

18

44

60

73

8.2
8.0
46.8 13.7
n.a.. 2.8
2.0
3.5
7.6
7.0
6.5

4.0

Based on a recent UNESCO study (see Chapter 10 below).

Source:

WDR 1982.

Adult
literacy rate
1977
1960
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2.08
Economicmarkets have operatedrelativelyefficientlyin Thailand.
The privatemarket structurehas provided outlets for agriculturalsurpluses
at renumerativeprices and suppliedcredit,
support services,
modern inputs,
and "incentive"consumer goods to encourage the productionof those surpluses. Industrialmarkets have been largely competitive,despil:esome
protectionistlpolicies,
and dynamic indigenousentrepreneurshave been a
primary factor in the sector s growth. There is no evidenceof significant
imperfections
or segmentation
in rural labor markets, and real wage rates
for unskilled
laborers
do not vary widely throughoutthe country. There is
considerable
labor mobility,
and the availability
of a large potential
supply of unskilled
labor at relatively
low and stable wages has been an
important factor in Thailand'sindustrializationand competitivenessin
manufactured
exports.
At the same time, these factors
have resulted
in a
relatively wide distributionof the benefits of!growth, as reflected in the
reduction of absolute poverty.
2.09
The principal contributionsof the pablic sector were to provide
and maintain the basic social and economic infrastructure,to ensure the
political stabilitynecessaryfor the expansionof marketing throughoutthe
country,
to maintain
a stable currency to facilitate
foreign and. domestic
trade, and to encourage the monetizationof the economy. After early
ventures into direct involvementin productiveactivitiesin the 1950s,
the Governmenl:
recognized its relative inefficiencyin that area and has
since withdrawnfrom most productionactivitiesother than util-Lties.The
Governmenthas, however, intervened
directly
in the economy to promote or
protect
certaLn industries
and to control certain prices for various
reasons. This has had indirecteffects on the structureof productionand
on productivity. In the social sectors,Governmenthas emphasizedthe
extension of education
and population
planning services,with relatively
little emphasis given to the health sector.
Adjustment to Two Oil Price Shocks: 1973-1983
2.10
Thailand absorbed the immediateimpacts of the 1973/74 international oil price increasesand of the resulting internationaleconomic
upheaval with no significantdisruptionof its growth momentum. The initial
balance of payments effect of the oil price increasewas cushioned by high
export prices and by continuedhigh transferand service account earnings
through 1975.11 Domestic inflationshot up and then was quickLybrought
back under control
in response
to a tight fiscal
policy,
which was in part
an unintentionalside effect of higher trade values and lower real public
expendituregrowth in an inflationaryenvirornment.As a resulit,Thailand's
domestic and external balance was restoredby the mid-1970s,aLthough

/L This account of the impact of the first oil price shock summarizesthe
analysis in World Bank Thailand: Coping with StructuralChange in a
Dynamic Economy (ReportNo. 3067a-TH,December23, 1980).
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domestic energy prices were not adjusted in response to the increased
international
oil prices.
By 1975, most Thai officials
and other observers
felt that the Thai economy had largely adjusted to the shocks of 1973/74 and
directed their primary concern towards restoring the high growth rates of
the 1960s and to expand public investmentand social service expenditurein
order to further promote poverty alleviation./1
2.11
A number of growth promotingmeasureswere thereforeintroduced
beginning in 1975. These includedcontrollingcertain key prices, such as
energy and cement prices,maintaining a ceiling on interestrates, increasing protection,expanding public sector expendituresand deficits,and
permittingrapid credit creation to support higher demand. These actions
were able to stimulategrowth because excess capacitywas available in 1975,
export growth was exceptional,increasinglevels of foreign resourcescould
be mobilized to fill the growing externaland domestic savings deficits,
price stabilityhad been re-established,and real oil import prices were
stable or falling after the 1973 increase. Given this environment,the
private sector respondedwith an investmentboom in 1977-79,which, combined
with strong growth of public expenditures,resulted in a sharp worsening of
external and domestic deficits,higher domestic inflation,and a build-up of
foreign debt.
2.12
In 1979, when oil price increaseshit the world economy for the
second time, Thailandwas therefore in a vulnerablepositionand the
required adjustmentvery substantial: the current account deficit reached
$2 billion in 1979 (7.7% of GDP) and the public deficit was in excess of 6%
of GDP; domestic real interestrates were negative and credit rapidly
expanding;domestic prices were distorted,particularlyfor energy and
investmentgoods, and the domestic incentivestructurehad been seriously
affectedby increased import protectionand investmentincentives,making
domestic industrialproductionand investmentmore capital intensiveand
less efficientthan in earlier years. In addition, the international
economic environmentmade the adjustmentmuch more difficult than in the
past. The serious slowdown in the growth of industrialeconomiesweakened
the demand for Thai exports and resulted in a worsening of commodityprices;
in addition,internationalcapital markets saw a tighteningof credit
conditionswith substantialincreasesin real interestrates and shorter
maturities.

/1 The analysisof the World Bank's Basic EconomicReport (Thailand:
Toward a DevelopmentStrategy of Full Participation,Report No. 2059-TH,
September 1978) supported this position and placed greater emphasison
growth and especiallydistributionthan on further adjustmentsof energy
prices or on reducing financialdeficits.
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2.13
In response
to this challenge, the RtoyalThai Government initiated
a broad strategy
of structural adjustment, wh:Lchis embodied in its Fifth

Five-Year Plan covering the period 1982-86 andlwhich is supportedby the
World Bank's structuraladjustmentloans (SALa)./l Indeed, since 1980 the
Governm.ent
has made considerableprogressin impplementing
major policy
reforms: price distortionswere reduced for mnanygoods and services
(especiallyenergy prices) either throughremoval of price controlsor more
frequent and appropriateadjustments;interesl:rate ceilingswere raised and
credit expansion brought under control;the level of tariff protectionhas
already been reduced; and efforts towards poverty alleviationwere speeded
up through the Government's
poverty areas program and related
rural
development programs.
In other areas importanit preparatory
work has been
done or is currentlyunder way: a program to reform investmentpromotion
criteria is under preparationand the Eastern Seaboard developmentprogram
is being carefully scrutinized;comprehensivestudies are underwayin energy
and foreign trade protection;a public sector investmentprogram will soon
be completed and broader fiscal policy changes are to be implemented;and
the Governmentis moving rapidly in carryingout institutionalreform.
Overall, significantimprovementshave been ac:hievedin the design and
implementationof structuraladjustmentpoliciesbut, given the complex and
difficult task, implementationof policy reform is still ongoing and
important
adjustments
are yet to be achieved./2
2.14
Between 1980 and 1Q82 the Thai econony began to respond to these
changes in the international
environment and iin the domestic policy signals.
In 1980 the current
account deficit
as a proportion
of GDP was reduced to
6.2% from 7.7X in 1979, despite
poor agricultural
production
and continued
strong growth of public expenditures.
In 1981. the external
adj ustment
was temporarilyslowed as the current account deficit
rebounded to 6.9%
of GDP. This was partly due to a more rapid expansion in GDP, associated
with a good agricultural
year, and partly a result
of a worsening in
the balance of trade following
the rapid appreciation
of the US dollar and
thus of the Baht in relation to the currenciesof other major trading
partners. With low levels of foreign exchangereserves, a poor trade
balance, and an unfavorableinterestdifferential,confidenceinithe Baht
reached a low in mid-1981, leading to considerable
foreign reseirve losses
which in turn required
an adjustment
in the vaLlue of the Baht ia relation
to
the dol:lar by 10%. This currencyrealignment,combinedwith an increasein
real interestrates in Thailand and a dramatic.improvementin tlhebalance of
trade - following,but only in part associatedwith, the adjustmentin the
exchange rate - quickly restored the confidencein the Baht.

/1

See Chapter

3 below for

a summary of the F'ifth Plan

goals

and strategy.

/2

For detaiLs of the structural
adjustment
frograms and their status of
implementation,
see Second Structural
Adjustment Loan (Repor?t No.P3481-TH,
P3481-TH, March 10, 1983).
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2.15
In 1982, the state of the Thai economy weakened substantiallyin
terms of its growth performance,largely in response to the rapid deterioration in the external economic environment. Inflationwas greatly reduced,
with consumer prices increasingby only about 5% in 1982. Export prices
declined, and the decrease in inflationaryexpectationsled to an inventory
adjustment. Private fixed investmentsin constant prices,which had not
been buoyant for several years, are estimated to have dropped by 12.4Y in
1982, which brought them below the 1977 level measured in constantprices.
The latest available 1982 estimates for growth in productionand real income
are about 5% for industry,0.1% for agriculture(becauseof unfavorable
weather), and 4.2% for GDP. The balance of payments current account deficit
is, however, estimated to be considerablysmaller in 1982 than in recent
years. Partly because of a high carryoverlevel of agriculturalexportables
into the year, export volume continued to grow at a very rapid rate (16%).
Because of a large fall in export prices, export values, however, increased
by only 5%. At the same time, given the squeeze on inventoriesand private
fixed investments,imports declinedby 12% in volume and 11% in value.
Consequently,the current account deficit was reduced from about $2.6
billion (6.9% of GDP) in 1981 to Sl.1 billion (3.0% of GDP) in 1982. At the
same time the Central Government'sfiscal positionworsened substantially.
Compared to actual FY 1981 and budgetedFY 1982 deficits of 2.5-3% of GDP,
the actual FY 1982 deficit is estimated at about 6% of GDP. The increase
can be attributedto shortfallson the revenue side, which in turn were
largely related to lower inflation,lower domesticactivity and especially
lower imports.
2.16
For 1983, the outlook is uncertain due to the umcertainties
surroundingthe world economy and the internationalprice of oil. The most
recent Bank of Thailand and NESDR estimates project that GDP growth will
pick up again to reach 6.0% in 1983. In response to a revival in domestic
demand the current account deficit is thereforeexpected to reach
US$1.6 billion, or 4.0% of GDP, while the Central Governmentdeficit should
improve to about 4.5% of GDP. The medium-term outlook,
as further
explored
in Chapter 3 below, indicates
that with a continued
implementation
of its
structuraladjustmentprogram Thailand is well on its way to adjusting to
the new internationalenvironmentas far as its externalbalance is concerned. It also shows, however, that with its substantiatl
dependenceon
internationaleconomicdevelopments,Thailandwill likely grow less rapidly
than it did in the previoustwo decades,unless the world economy
experiences a revival well beyond current expectations.
2.17
The adjustmentto the second oil shock has thereforebeen more
painful for Thailand than was the case after the first. However, in this
Thailand is not alone. Worldwide the adjustmentprocess has been difficult
as was documentedin World DevelopmentReport, 1982, and by comparisonwith
selectedother countries in the region, Thailand'srecent:performancemust
be consideredquite successful(Table 2.6). Consideringactual, estimated,
and projecteddevelopmentsfor 1981, 1982, and 1983 respectively,Thailand's
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average GDP growth is exceeded only by that of Korea, while its current
account and budget deficits as a percent of GDP have been moderate in
comparisonto most of its neighbors. In cont.rast
to the aftermathof the
first oil shock, Thailand now seems to be moving rapidly in adjusting its
economy to the changed internationalenviromientby implementingits broad
program of structural
reform.
The remainder of this chapter reviews
selected
major aspects of the recent macro-ec:onomic
trends in some detail so
as to place the subsequentassessmentof the country'smedium term outlook
(in Chapter 3), of Thailand's
public resource management (in Part II), and
of the major sectoral trends and policy issue!s(in Part III) into an
economy-wideand internationalperspective.

Table 2.6: ECONOMIC TRENDS IN SELECTED EAST ASIAN COUNTRIES,
1981-1983/a
GDP growth rate
in constant prices (X)
1981 1982 1983
Thailand
15.3
Indonesia
6.6
Philippines :3.8
-Malaysia
7.5
6.4
Korea
/a

4.2
0.1
2.6
4.0
5.4

Current a.ccount
deficit as x of GDP
1981 1982 1983

6.0
1.5
2.0
4.6
7.5

6.9 3.0 4.0
2.7
7.6 8.7
6.0 8.5 6.2
9.6 12.9 10.5
6.8 3.7 3.3

CentraL government
deficiltas % of GDP /b
1981 1982 1983
3.1 5.9 4.5
3.4 4.7 5.4
4.0 4.2 2.4
15.2 16.1 15.6
3.6 3.3 3.5

Actuals for 1981; estimated for 1982; projected for 1983.

/b Fiscal years for Thailand
Source: World Bank staff estimates.
Selected Aspects of Recent Macro-economicDevelopment: 1979-83 I1
2.18
Growth in Aggregate Productionand Income (Table 2.7). Since 1979
Thailand's average economicgrowth fell below the average rate of growth in
GDP experiencedin the 1970s, indicatinganother downwardadjustmentin the
country s trend rate of economic growth, when compared with the 1.960s. In

/1

on this
section
is based on NESDB National Accounts data for
1970-82, and on Bank of Thailand projectionsfor 1983 (dated April
1983).
The analysis

-
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constant 1972 prices GDP is estimated to have reached an average 5.3% growth
per annum over the past four years, which is lower than in any four-year
period during the 1970s. This record is not likely to be much improved
in 1983. BOT and NESDB short-term projections indicate that GDP growth will
not exceed 6% and thus the five year average annual growth in real GDP rate
for 1979-83 will amount to about 5.4%, more than 1 1/2 percentage points
below the average
rate
of 7.0% for the period
1970-79.

Table

2.7:

GROWTHOF PRODUCTION AND INCOME, 1970-83
(in constant
1972 prices)

1980

1981

-1.5
-3.3
3.7

1.9
4.6
-5.1

6.7
8.0
3.1

0.1
0.9
--2.3

4.0
3.4
6.1

3.2
4.3
0.0

9.0
10.4
10.1
7.1
8.7

7.1
5.5
4.8
13.9
7.3

6.1
-3.3
6.4
-6.5
7.8

5.5
-0.2
5.8
1.4
7.8

6.6
6.6
7.6
9.8
6.0

6.1
1.3
6.0
3.0
6.6

4.2

6.0

5.4

1970-79/a 1979

Agriculture
Crops
Other
Nonagriculture
Mining & quarrying
Manufacturing
Construction
Other nonagriculture

4.8
478
4.9
7.9
51
10.3
7.4
7.1

.

1982/b

1983/c 1979-83/a

GDP

7.0

6.1

5.8

6.3

GDY /d

6.8

6.8

4.6

3.0

-- 0.3

7.9

4.7

GNP

6.8

5.0

5.4

4.8

4.2

5.9

4.9

GNY /e

6.4

6.2

4.5

2.2

-0.3

7.8

4.5

Memo:
Population
GDP per capita
GNY per capita

2.5
4.4
3.8

2.2
2.7
4.0

2.2
3.1
2.3

2.1
4.0
0.1

2.1
2.0
-2.3

2.0
3.9
5.9

2.1
3.3
2.4

/a
Tb

Tc

7
Th

Least
square growth rates.
Preliminary.
Projection.
GDP adjusted for terms of trade losses (see para. 2.19).
GNP adjusted for terms of trade losses (see para. 2.19).

Sources:

1970-82 National Accounts, NESDB; 1983 short-term projections, FnT;
and mission estimates.
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2.19.
-:fallowance is made for income losses resulting from Thailand's
deterioratingterms of trade, the growth in domestic income was even below
that indicatedby GDP growth since 1979. Between 1970 and 1979, gross
domestic income adjusted for terms of trade changes (GDY) grew only 0.2%
points less rapidly than gross domesticproduct (GDP)./1 In contrast,
reflecting tlhedomestic deteriorationof Thailand'sterms of trade, gross
domestic income (GDY) is estimated to have grown consistentlymore slowly
than GDP between 1978 and 1982. In 1982, in fact, GDY declineclslightly.
Thailand's terms of trade are likely to improve in 1983. These gains will
generate a growth of GDY larger than that of GDP, but it will still leave an
average diff(erential
in GDP-GDY growth rates for the period 1979-83 of over
one half a piercentage
point, indicatingthe substantialcumulaitive
income
loss which occurredduring 1979-82 as a result of substantiallyworsened
terms of trade.
Allowance must be made furthermore
for the imlpact of
increasing
net factor income deficits
for Thailand since the m:Ld-1970s,
largely as a result of rapid increasesin foreign borrowing and thus in debt
service obligation. Gross national income (GNY) growth, which reflects the
increase in incomesaccruing to nationalsof Thailand adjusted for terms of
trade losses, slowed down even more than did GDY. Gross nationaalincome per
capita thus increasedby only about 1% between 1979 and 1982, or only just
over a quarter of the rate of increaseexperiencedfor 1970-79.
2.20
AgriculturalGrowth and Incomes. Although the structureof
domestic productionhas changed over time, with manufacturingand financial
services (bankingand insurance)gaining in importance,agriculturehas
remained the single most important sector (Tatble2.8 and para. 2.02 above).
Given its size and extensivelinkageswith the domestic economy,agricultural growth had a profoundimpact on overall economicperformance. Before
the second oil shock agriculturegrew on average4.8% p.a. and provided a
basis for a rapid GDP growth of 7%. At the same time the agricultural
sector in Thailand,largely rainfed,with relativelylow levels of modern
inputs and mechanization,and inadequatelyservicedby the banking system,
was very susceptibleto adverse weather conditionsand unfavorable
internationalprice developments. These often resulted in large production
and income variationswhich were passed on to the economy causing similar
cyclicalmovements in exports and GDP. For example, the second oil shock in
1979/80 coincidedwith relativelypoor agriculturalgrowth /2 which affected
/1 GDY is calculatedby deflating the exporitcomponentof GDP (in nominal
terms) by the import price index. This providesa measure of the reduced
caLpacityto import, and thus the reduced value of domesticpurchasing
power, when terms of trade deteriorate(or vice versa for improved terms
of trade).
/2 In 1979 agriculturalproductionactuallyfell from the previousyear's
good crop and recovered1978 production levelsonly in 1980 (see
StatisticalAppendix,Table 2.4).
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exports and GDP growth and seriously hampered the country's ability to cope
with the worsening external environment. In contrast, during 1981, when
crops resumed strong growth attributable largely to favorable price expectations (which in turn induced an increase in planted area) and favorable
weather conditions, GDP followed with 6.3% growth, and ample exportable
surpluses were carried over to 1982. Although prices actually turned out:to
be less favorable due to good agricultural production throughout che world
and lower demand from OECD countries (caused by recession and imposition of
quantitative import restrictions, e.g., quotas on cassava), an impressive
export volume growth occurred in 1981 and 1982.

Table 2.8:

Agriculture
Crops
Other
Nonagriculture
Mining & quarrying
Manufacturing
Construction
Other nonagriculture
Total GDP

/a
_b

SECTORAL DISTRIBUTION OF PRODUCTION
(as % of GDP)

1970-78

1979

1980

1981

1982/a

1983/b

29.8

26.4

25.4

23.9

20.6

20.9

21.9
7.9

19.4
7.0

19.0
6.4

17.7
6.2

15.1
5.5

15.5
5.4

70.2

73.6

74.6

76.1

79.4

79.1

1.8
18.1
4.7
45.6

2.3
19.7
5.3
46.3

2.1
19.6
5.8
47.1

1.7
20.1
5.3
49.0

1.8
20.6
5.2
51.8

1.9
22.1
6.1
49.0

100.0

100.0

100.0

100.0

1OO.0

100.0

Preliminary.
Projection

Sources:

National Accounts, NESDB; short-term projections, BOT; and
mission estimates.

2.21
Despite the impressive growth of agricultural production during
1981, the agricultural sector suffered a substantial income loss due to
deterioration of both domestic and international terms of trade. During
1981, import prices increased by 14% and export prices only 1.2% implying a
total terms of trade loss of 18.8 billion current baht. This loss was not:,
however, distributed equally through the economy since domestic relative
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prices also changed. Agriculturelost 8.1 billion baht or 43% of the total,
although it contributed
only 25% to the gross value added, imp:Lyinga
4.6 billion
lbaht loss due to international
terms of trade and 3.5 billion
baht loss due to domestic terms of trade. Agriculturalincomes were hurt
even more simce they lost not only prorated portionsof international
(4.1 billion) and domestic (3.1 billion) terms of trade losses to agricultural sector, but also an additional3.1 billion baht within the agricultural sector because, according to NationalAccounts data, renitsand capital
depreciation
maintained
and even increased
their real value (the share of
nominal agricultural
incomes in sectoral
value added decreased
by 2%).
Overall,
agricultural
incomes lost 10.3 billion
baht on account of terms of
trade deterioration,and thus the purchasingpower of those engaged in
agriculturedleclined
by 2.3% during 1981./1
2.22
IndustrialGrowth. Thailand'sindustrialstructurereflects the
continuingimportanceof agriculturein the Thai economy,despLte the
sectoral transformationdiscussedin para. 2.02 above. Processingof food
commodities accounted for 36% of manufacturing
value added
and agricultural
in 1979 compared with only 20% in Korea and 22% in Malaysia (Table 2.9).
However, textilesand clothing are also very importantmanufacturingactivalue added, a share which
vities, contributing23% to total manufacturing
is exceeded only by Egypt and Greece among the other MIOIC. Value added in
machinery is also relativelyhigh when compared to other countries among the
lower third of the middle income group. Chemicals are of relativelyminor
importance,althoughthis may change in the future as domestic natural gas
leads to the developmentof an indigenouspet:rochemicals
industry. Vehicle
assembly,constructionmaterials,consumerdurables and integratedcircuits
are newly emerging active branchesof domesticmanufacturingactivity (see
Chapter 7 below).

/1 Similar, if not more pronounced,losses :Lnagriculturalincomes are
likely to have occurred in 1982; however, data are not yet availablefor
calculating the full impact of price developmentsduring that year.
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Table 2.9

INDUSTRIALIZATION: COMPARATIVE
DATA

Distribution
Food and
agriculture

Thailand
Philippines
Korea
Malaysia
/a

36
40
20
22

1972 prices

Source:

of manufacturing
value added,
(1975 prices)
(,)I/a
Textiles
Machinery
Chemicals
and
and
clothing
transport
equipment
23
9
19
8

11
7
19
17

7
12
1l
6

1979
Other

23
32
31
47

for Thailand.

WDR1982.
Statistical

Appendix,

Table 8.3

2.23
After an impressive
growth of 10% p.a. during the 1970s, 1980 saw
the lowest manufacturing
growth for the past 15 years,
since after two years
of slow agricultural
growth all agro-processing
industries
declined
and only
moderate growth was recorded
in other industries
(Table 2.7 above).
Maniufacturing
production
growth recovered
in 1981 (6.4%) but remained below
the strong average growth t'hat
historical
levels and fell short of achieving
activity
in the late
would have been commensurate with the high investment
As a consequence,
additions
to capacity in many industries
between
1970s.
Appendix, Table 8.1) were not fully utilized
1977 and 1979 (see Statistical
in 1981 and excess capacity existed
particularly
in textiles,
construction
materials
and car assembly industries.
In 1982 an even lower growth occurred
in the manufacturing
sector (5.8%), reflecting
mainly low level of economic
demand, and stagnant agricultural
activity,
weak consumer and investment
production.
Agro-processing
industries
recorded relatively
satisfactory
levels of production
during the first
half of 1982 owing to a big agricultural output carry-over
from the previous year.
This contributed
to strong
export supply along with some other industries
which had increased
their
output anticipating
higher domestic demand, but had to push into exports
For 1983, the
when expectations
for domestic sales failed to materialize.
outlook for industry
is improved, but remains modest, given the likely slow
recovery in the world economy, and the expectation
of a continued
slack
domestic demand.
2.24
Inflation
and Interest
Rates.
Over the last twenty years
Thailand's
domestic prices were to a large extent determined by world price
to
movements as Thailand remained an open economy with no major barriers
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foreign trade and with relatively
insignificant
domestic price controls./l
The strong relationship
between domestic and international
prices was
particularly
apparent at times of large and sudden shocks to the world
economy.
During the first
oil shock domestic inflation
accelerated
from
4.8% in 1972 to 15.6% in 1973 and further
to 24.3% in 1974 in response to
world prices.
In 1975 domestic inflation
fell by 19 points in response to a
rapid deceleration
of import and export price increases.
Domestic price
sensitivity
remained high through the 1970s and into the second! oil shock.
Notably,
the deceleration
of international
prices during 1981 and 1982
caused domestic inflation
to slow down from 13% in 1981 to 5% in 1982 (Table
2.10).
Other determinants
(in particular
monetary and fiscal
policies)
also
affected
domestic inflation,
particularly
in the short term, but to the
extent that such policies
have generated
excess demand over extended
periods,
as during the second half of the 1970s, they have tended to result
more in external
imbalances and foreign exchange reserve
losses,
than in a
protracted
diLvergence between domestic and foreign rates of inflation.
2.25
Real interest
rates historically
were high in Thailanid in
comparison wiLth other developing
counties and central
to the maintenance of
a sustainable
balance between savings and credit demands./2
High interest
rates
inducedt rapid growth in financial
assets of the private
sector and
directed
credit demand to efficient
uses.
The deterioration
inI the private
saving--investment
balance that occurred in the second half of the 1970s
(see below para. 2.30) followed a major decline in real interest
rates
(Table 2.11), just as the recovery
in the private
saving-investment
balance
followed a sharp increase
in real interest
rates since.
Given Thailand's
financially
open economy, domestic interest
rates were largely determined
by
internationa:L
interest
rates,
except when statutory
domestic interest
rate
ceilings

prevented

domestic

rates

to move in line

with

internat:ional

rates

(as

was the case in 1972-74 and 1978-79).
Early in 1980, the Government raised
the interest
rate ceilings
and, with declining
inflation
and nominal interest
rates world-wide during 1982, the present cellings
on commercial interest
rates are nolt likely
to be binding over the near future.
Indeed, since the
second half of 1982, commercial banks voluntarily
lowered interest
rates on
loans -and deposits,
the first
time that such a move has occurred based on
market forces without a direct
instruction
from the Bank of Thailand.
However, as a result
of the higher real rates of interest
in international
/1 See Thailand:
Perspectivesfor
Financial
Reform (Report No. 4085-THi,
July 31, 1982).
While the nominal excharLge rate in relation
to the US
dollar
remained approximately
unchanged, the real effective
exchange
rate moved within a band of + 10% betweern 1960 and 1980, wh.ich is very
narrow by international
standards.
/2

See Report No. 4085-TH, for
this paragraph.

a full

discussion

of the issues

addressed

in

-
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Table 2.10: PRICES AND TERMS OF TRADE
(AnnualRate of Change in Z)
1970-79

1979

1980

1981

198 2 /a

1983/b

GDP deflator

9.2

11.6

16.4

8.0

4.8

3.9

CPI

9.0

9.9

19.7

12.7

5.2

3.9

Export price index

11.2

19.5

18.2

0.1

-10.1

6.0

Import price index
Oil/petroleumproducts

13.4
24.5

15.6
44.2

24.2
64.0

14.5
12.5

5.6
-3.8

0.0
-11.5

Terms of trade

-2.3

3.3

-4.8

-12.6

-14.9

6.0

12.3
9.8

11.8
8.3

10.1
9.3

-4.8
4.6

0.5
6.9

6.5
6.1

9.5

9.9

8.9

-0.7

0.7

7.0

7.7

7.5

8.7

9.6

7.1

6.6

Internationalinflation:
MUV index in US$ /c
MIV index in SDR
OECD North GDP deflator
in US$
OECD North GDP deflator
in

/a

national

currency

Preliminary.

/b Projection.
__

MUV = manufacturing

Sources:

National

unit

Accounts,

value.
NESDB; Monthly

Bulletin,

BOT; short-term projec-

tions, BOT; EPD, the World Bank (Report No. 814/82);
estimates.

and mission

Table 2.11:

Real deposit
rate of
interest
(ex post)/,a
Real loan
rate of
interest
(ex post)/b

/a
/b

INTEREST RATES

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

1980

5.1

4.9

0.5

-8.4

-14.3

1.2

2.0

-1.3

-1.2

-2.6

-8.3

-1.5

5.5

12.2

11.1

2.5

-9.8

-13.0

8.1

7.1

3.2

3.8

i.2

-4.0

2.9

8.4

Adjusted for observed rate of change in CPI.
Adjusted for observed rate of change in wholesale price index (WPI).

Source:

Report No. 4085-TH, Annex 2.4, Table 2.4.7: Mission estimates.

1981

1982

-
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capital markets and the Government'sefforts to liberalizeThai domestic
financialmarkets, real rates of interestwhich had been quite low, or even
negative since 1977, increasedsubstantiallyin 1981 and, especially,in
1982 (Table 2.11)
2.26
Employmentand Wages. Between 1970 and 1979 employmentrecordeda
high 2.7% p.a. growth, but still fell short of increasesin the labor force
(3.0% p.a.) caused by rapid populationgrowth in the 1950s and 1960s. As a
result open unemploymentas measured by NESDB reached almost 300,000 by
1981, correspondingto an unemploymentrate of 1.2x./1 Although the
sectoral compositionof employmentchanged in the past decade, with industry
and commerce registeringsizeable increases,agriculturestill remains by far
the major employer (71% of total employmentin 1979; for details see
StatisticalAppendix Table 1.2) and will continue to do so throughoutthe
1980s.
2.27
Minimum wages were first introducedin April JL973following the
promulgationof general labor laws and legalizationof labor unions in 1972.
The area coveragewas initiallylimited to Greater Bangkok but was subsequently expandedto the entire Kingdom divided into three (two, since
October 1981) zones with differentminimum wage levels applicableto all
economic

activities, except agriculture and government administration.

Since their inceptionminimum wages have been adjusted ten times and these
adjustmentshave generallyexceeded the inflationrate: by October 1982 the
minimum wage for Bangkok had been raised by 100% in real terms over its
initial level in 1973; in other regions real increasessince 1974 have
ranged between 50% and 70%. In recent years, however,minimum wage
adjustmentswere closely linked to past inflationyielding constantor even
declining (in 1982) levels in real terms. Numerous surveys conductedby the
Department of Labor and by the Bank of Thailandsuggest low to moderate
overall compliancewith the minimum wage laws, strong positive correlation
between firm size and compliance,and substantialsectoraland regional
variations in compliancelevels: e.g., sectors with high proportionof low
skilled workers, big average firm size and predominantlyurban locations,
such as textiles, claim large effects of minimum wages, although total real
effects might be on balance much smaller and decliningover the last two
years due to low general compliancelevels and stagnantor decreasingreal
minimum wages.

/1 Unemploymentestimatesin Thailandare greatly influencedby substantial
seasonal variationsin employmentand labor force, and thus include
a large possiblemargin of error. For a more detaileddiscussionsee
Report No. 3906-TH,Growth and Employmentin Rural Thailand,April 13,
1983. Unemploymentas measured by BOT's broader concept reached almost
one million people in 1979 (some 5% of the labor force) and stayed
roughly at the same level until 1981.
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economicgrowth
2.28
Growth and Structureof Demand. Tha:Lland's
permitted a growth in consumptionsubstantiallyin excess of population
growth, and of'consumptiongrowth in the MIOIC as a group (Table 2.12). As
the pace of economic growth slackenedduring tlhe1970s so did the growth of
The share of
consumption,and even more so in the early 1980s (Table 2.13).
public consumption remains at a moderate level compared to most other
in t.he region and to the MIOIC, but luring the last two decades it
countries
has tended to increase faster than in most other comparatorcountries.
Gross domestic,investmentgrew rapidly at 15.8% p.a. in the 1960s, but
slowed t:oabout 7.7% p.a. in the 1970s, the loiwestamong the comparator
countries in the region, and only somewhat higher than the avera.geof 6.6%
p.a. recorded for all MIOIC. As a result, wh:Llethe share of investmentin
GDP in 1.980watsalmost double that in 1960, it is only about equal to the
average in al].MIOIC and below the share in the comparatorcountriesin the
therefore,
region, with t:heexceptionof Indonesia. Historically,
in Thailand was high by Internationalstandardsas
investment eff'iciency
relatively low levels of investmentsgeneratedhigh rates of growth. One of
share is that gross
the reasons for Thailand'srelativelylow inveistment
domestic savings, too, have been low by regional standards,althoughabout
equal to that of Korea and the average MIOIC. Thailand'sshare of exports
in total GDP aLt 25% is somewhat higher than that of the averageMIOIC, but
substantiallyless than that of moat of its neighbors (with the exception of
the Philippines).
and public investmentfluctuatedin
2.29
Annual growth rates of private
the 1970s and early 1980s: in particularyears of the 1970s private fixed
capital invest:ments
increased as fast as 36.7%, but also declinedas much as
-15.6%; public sector fixed investmentgrowth varied even more (from -21.1%
offset
to 42.1%). Of'tenthese variationsin public and private investmLent
each other, yielding a more stable growth of gross fixed investmentwith two
exceptions: In 1972 both private and public fixed capital investment
decreased; in 1977 they both considerablyadvancedyielding a record 32.8%
increase in real gross fixed investment(the share of fixed investmentin
GDP jumped from 21.7% to 25.3% between 1976 and 1977 and stayed at that
level since). The investmentboom of 1977, followed by another high
addition to private fixed capital investmentin 1979, was never fully
translatedint:ohigher GDP growth as Thailand'seconomy was hit by high oil
prices leading into worldwide recessionand deterioratingterms of trade.
As a result the incrementalcapital output ratio which had declineduntil
1977, increased rapidly thereafter./l The deterioratingeconomicoutlook
and protractedlevels of substantialexcess capacity induced a quick
in
fixed capital
investment
sector which decreased
in the private
reaction
the 1980-82 period by about 6% p.a. on average and thereby reduced fixed
capital investmentin constant 1972 prices by the end of 1982 below the level
ratio
in 1977,,along with a significantdrop in the private investment:/GDP
(Table 2.14). Public sector fixed capital growth was less sensitiveto
/1 The three-yearICOR (with output lagged by one year) dropped from 3.6 for
1970-72 to 2.6 for 1975-77, but then increasedto 4.0 for 1§'79-81.

Table 2.12:

GROWTH AND STRUCTURE OF DEMAND:

INTERNATIONAL COMPARISON, 1960-80

Growth of demand (Z)
Gross domestic
Private
Public
investment
Consumption
Consumption
1960-70 1980-70 1960-70 1970-80
1960-70 1970-80

Public
Consumption
1980
1960

Structure of demand (Z of GDP)
Exports
Gross domestic
Gross domestic
(UNFS)
savings
investment
1960 1980
1980
1960
1980
1960

Thailand
Indonesia
Philippines
Korea
Malaysia

9.7
0.9
5.0
5.5
7.5

9.2
12.9
7.2
8.3
9.0

7.0
4.1
4.7
7.0
4.2

6.3
8.1
5.0
7.5
7.2

15.8
4.6
8.2
23.6
7.5

7.7
14.4
10.5
13.4
10.3

10
12
8
15
11

12
13
8
13
17

16
8
16
11
14

27
22
30
31
29

14
8
16
1
27

22
30
25
23
32

17
13
11
3
54

25
31
20
37
60

Middle income
oil importers

6.1

6.4

5.5

5.1

7.9

6.6

12

14

21

27

19

21

14

22

Source:

WDR, 1982.
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EXPENDITUREGROWTH

(Z p.a., in constant 1972 prices)
1970-79

1979

1980

1981

1982/a 1983/b 1979-83

Consumption
Private
Government

7.1
6.8
8.7

7.7
6.2
15.9

4.2
4.8
1.3

4.1
3.2
8.7

2.5
2.5
2.5

5.9
6.1
5.0

3.9
3.8
4.4

Gross Fixed Investments
Private
Public

7.1
7.2
6.9

7.8
10.2
2.4

3.2
-3.4
31.4

1.6
-0.1
16.3

-6.6
-12.4
9.3

11.5
13.1
8.7

1.3
-2.2
8.1

Exports

7.5

9.9

6.5

13.1

15.8

0.0

9.4

Imports

6.3

19.6

-0.7

-0.2

-12.4

10.9

-1.8

/a

Preliminary.

7b Projection.,
Sources: NationalAccounts, NESDB; short-termprojections,BOT; and mission
estimates.
adverse world and domestic economicconditionsand it maintainedhigh investment growth rates (31.4% in 1980, 16.3% in 1981 and 9.3% in 1982). This
largely offset private investmentreductions,so that gross fixed capital
investmtent
continued growing until 1982 when a substantialdecline (-6.6)
occurred (see Table 2.14). The increase in the ICOR since 1980 is therefore
due largely to the heavy investmentby the public sector in projectswith
long gestation periods (particularlyin the energy, transportand communications sector; Chapter 4 below).
2.30
Gross domestic savings,which were typicallyshy of ',1%of GDP in
the 1975-77 period, improvedto over 21% on average over the last four years
because higher net private savingsmore than outstrippedthe decline in net
public savings. As a result, the saving-investmentgap and the matching gap
between exports and imports,which peaked in 1979 (6.1% of GDP), gradually
declined to 4.8% in 1981 and an estimated0.5! in 1982 (Table 2.14). Public
net savings declined as a percent of GDP since 1977, while pubLic fixed
investmentcontinued to grow, yielding a higher public saving-Lnvestment
gap. In 1977 public net savings covered nearly 40% of public Eixed
investment,lbutbarely 13% in 1981. In 1982, public savings actually turned
negative./1
/L Chapter 4 below exploresmore fully the factors behind the;;epublic sector
savings and investmenttrends, including the effects of adjusting public
savings for depreciationand for the inflationeffect on public foreign
debt.
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Table

2.14:
(as

1970-79

EXPENDITURE SHARES
a % of GDP)

1979

1980

1981

1982/a

1983/b

Consumption
Private
Government

76.6
65.9
1i.7

75.6
63.5
12.1

75.9
63.9
12.0

77.3
65.1
12i.2

77.7
64.9
12.8

77.8
65.3
12.5

Gross Fixed Investments
Private
Public
Change in stocks

24.9
16.4
6.5
2.0

28.8
18.2
7.7
2.9

27.2
16.0
9.8
1.3

24.7
15.3
8.7
0.7

21.7
13.1
8.8
-0.2

23.8
13.8
8.9
1.2

Domestic Savings
Private(net)
Public
(net)
Depreciation

21.4
11.6
2.6
7.2

22.7
13.5
1.7
7.5

21.8
13.4
1.0
7.4

19.9
ll.3
1.1
7.5

21.2
13.5
-0.3
8.0

22.2
14.0
0.8
7.2

Exports

20.3

23.7

24.5

24.9

24.7

23.5

Imports

23.9

29.8

29.9

29.7

25.2

25.2

4.8

4.7

2.6

4.0

-0.4

-0.2

3.9
3.6

6.0
6.1

8.8
5.4

7.6
4.8

Memo:
Private net saving/
investment gap
Public
net saving/
investment
gap
Resource
gap

9.1
0.5

8.1
1.7

/a Preliminary.
/b Projection.
Sources:

National

mates.

Accounts,

NESDB; short-term projections,

BOT; mission

esti-
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2.31
In the past decade merchandise imporl:
volumes grew at 6.6% p.a.,
marginally slower than GDP. Their share in GD]'in current prices,however,
increased
considerably
from 19.5% in 1970 to 27.7% in 1979 due to unfavorable developmentsin import prices, especiallyoil prices. In the 1979-81
period prices of oil imports grew at 44.4% p.a., of nonoil imports 11.2%
p.a., and of total merchandise
imports 20.2% p.a., compared to export price
inflation
of only 9.3% and an increase
in the GDP deflator
of 12.6%. The
share of merchandise
imports in GDP in constant
prices,
however, fell by 1%
in this period because of a decline in import volume (see Statistical
Appendix Tables 2.8 and 2.10). This decline im import volume was particularly pronouncedduring 1982, when it is estimated to have amounted to 12.4%
in response to the reduction in investmentact:Lvity
and draw-dowon
in
stocks./1The most dramatic shift in the compositionof merchandiseimports
resulted from the change in oil prices. Before the first oil shock, oil
imports accounted for only about 10% of total import value. This proportion
increased to about 20% after the first oil shozk, and further to 30% after
the second oil.shock. Increased domesticenergy prices since 1980, however,
have begun to exert a countervailinginfluenceby limiting the growth in
energy demand. Also, the developmentof domestic energy resoures, in particular natural gas, has since 1981 permitted
a reductionof oil imports (see
C'hapter8 below). With the drop in internationaloil prices early in 1983,
the oil import:bill will also be favorablyaffected, in particularif these
price changes are not fully passed on in terms of reduced domest:icenergy
prices.
exports substantiallyoutperformedboth GDP and
2.32
Merc:handise
import growth in real terms during the 197 0s and thus reversed
t:he pattern
of the 1960s:
exports of goods recorded 11.3% p.a. average volume increase,
1.6 times higher than GDP growth and 1.7 times higher than merchandise
imports growth, since Thailand promptly responded to continuousLy
strong
world demand iForits traditionalexports and in additionmanaged to effectively penetrate
new markets with manufactured
exports. Thailand's
impressive
export growth performance is reflected
in the fact that merchandise exports almost doubled as a share of GDP during the past decade, owing
two-fifthsof the change to traditionalexports (agricultureand other
primary commodities)and three-fifthsto the expansionof manufactured
exports. The structure of merchandiseexports underwent considerable
changes in the 1970s: Thailand evolved from an almost exclusivelyprimary
goods exporter (86% in 1970) into a much more diversifiedexporter;while
agriculturalgoods still play the major role (60% in 1981), manulfactured

that
of quarterly
import values by conkmodity groups indicates
capital
goods imports and intermediategoods imports used in capital
goods proiduction
led the decline in import:s
since mid-1981.

/L Analysis
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exports have emerged as an important contributor(30% of exports
in 1981) (Table 2.15). After a relativelymoderate export
growth in 1978-80 period, Thailand resumed buoyant export performance
with a 13.1% increase in 1981 followedby a 15.8% increase in 1982.
Thailand'smerchandiseexports have also demonstratedconsiderable
flexibilityin respondingto the changingworld environment,and in partcular to restrictivepoliciesexercisedby some countries (e.g. imposition
of various import quotas and similar restrictions),by diversifyingand
deconcentrating: three major buyers (Japan, USA and Netherlands)now cla:Lm
only just over 40% of Thai exported goods, since their share has decreased
by 7 points during the 1970s, and a large number of small.trading partners
(with individualshares below 2.0%) combinednow buy 38% of Thailand's
merchandiseexports,considerablymore than in 1970 (22%).
Table 2.15: STRUCTUREOF MERCHANDISEEXPORTS
(in %)

1970

1981

71.0
(62.0)
(9.0)

59.4
(50.3)
(9.1)

NonagriculturePrimary

15.0

7.9

Total Primary

86.0

67.3

Manufactures

5.5

30.1

Other

8.5

2.6

100.0

100.0

Agriculture
(Principal)
(Other)

Total MerchandiseExports

Source: NESDB and BOT.
2.33
Thailand enjoyed relativelystable terms of trade throughoutthe
late 1960's. In the early 1970's they first dropped by 24% and then improved
significantly,reachinga peak in 1973, before commencinga longer term
downslide only briefly interruptedby minor improvementsin 1978/79 (see
Table 2.16). The dominant source of worsening terms of trade were declining
export prices at times of continuedworld inflation (in 5 out of 13 years)

Table 2.16:

Export

TERMS OF TRADE EFFECTS

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

1980

1981

1982

price index

(1966-70 - 100)

97.49

87.61

96.22

147.59

203.73 192.22

186.95

191.07

206.46

246.69

291.62

291.86

262.32

Import price index

(1966-70 - 100)

97.76

115.22

114.67

126.68

207.79 220.47

232.51

250.06

269.63

311.76

387.12

443.27

468.29

99.72

76.04

83.91

116.51

87.19

80.41

76.41

76.57

79.13

75.33

65.84

56.01

+

+

+

+

Terms of trade index (1966-70 - 100)

Description:
Declining export prices
with
rising import prices (+)
Faster growing import prices (x)
Declining import prices
with rising import prices ()
Faster growing export prices (#)

/a

Preliminary

98.05

x

+
x

x

x

@
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or export prices growing more slowly than import prices (4 out of 13 years),
whereas improvementsin terms of trade were due to faster growing export
prices with the exceptionof 1972 when import prices declined while export
prices increased. Compared to average terms of trade in 1966-70,the terms
of trade in 1982 had dropped by nearly half. It is clear that the terms of
trade losses suffered since 1980 are the major underlyingforce explaining
the slowdownin Thai economicgrowth in the 1970s and early 1980s when
comparedwith the 1960s, and account to a large extent for the deterioration
in the balance of payments since 1979. For 1983, terms of trade should
improve, however, in response to improvedcommodity export prices and the
lower internationaloil prices.
Balance of Payments and Foreign Debt. Thailand entered the 1970s
2.34
with a 12.2 billion baht trade deficit (9% of GDP), but a much smaller
5.2 billion baht current account deficit (3.8% of GDP) owing to traditiorrally high surplusesin services and transfers. In the course of the 1970s
the balance of payments position first improvedbefore the first oil shock
and stayed healthy through 1974 because of good export prices and sustained
surpluses in the service account. This put off the pressure to adjust to
the new world environmentuntil 1975 when a number of unfavorabledevelopments simultaneouslyoccurred leading to a 12.4 billion baht current account
deficit: export prices declined in nominal terms while import prices continued to grow, yielding a 15.8% deteriorationof terms of trade in a single
year; at the same time, surpluseson the service and transferaccounts
suddenly diminishedby a total of 4.5 billion baht (US$220million), largely
as a result of the reducedU.S. military presence in the region. Partly
unintendedrestrictivefiscal policies resulted in a reduced trade deficit
and stabilizationof the current account deficit at less than three percent
of GDP in 1976. The Government then felt that the Thai economy had largely
adjusted to the shocks of 1973/74 and directed its primary concern towards
restoringhigh growth enjoyed in the 1960s as a means to achievingthe
objectivesof the Fourth DevelopmentPlan. In doing so the Government opt:ed
for price and interest rate controls,increased levels of protectionand
expansionarymonetary and fiscal policies. These policies provided
substantialinvestmentincentivesfor private sector investment,stimulated
other componentsof domestic demand, boosted import demand and temporarily
acceleratedGDP growth, but failed to mobilize sufficientdomestic resources
and promote export growth: merchandiseexport growth deceleratedafter 1976
which, combinedwith fast growing imports, led to rapid increases in the
trade deficits, the resource gap and the current account deficit in 1977 anLd
1979. These current account deficitswere financed predominantlyby a large
decrease in reserves,by public medium and long term (MLT) borrowing and by
private short-termborrowing.
2.35
In the most recent years these trends have graduallychanged.
The current account deficit dropped below 7% as a percent of GDP in 1980
and 1981, and fell to 3% in 1982 (Table 2.17). This was largely caused by
the precipitousdrop in import volume and continued rapid growth in export

-
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2.17:
BALANCEOF PAYMENTS
(in $ millioni)
1979

1980

1981

1982/a

1983/b

Trade Balance
Exports
Imports

-2,304
5,235
-7,539

-2,829

-3,022
6,902
-9,924

-:1,674
15,848
-3,522

-2,413
7,022
-9,435

Balance
Services
Receipts
(Workers' remittances)
Payments
(Interest)

158
1,33T
(187)
-1,270
(554)

Transfers (net)
Current.Account Balance

60

6,448
-9,277

381

491

Z75T

27895

(475)
(3165)
-1,581
-2,068
(728)
(1,026)

(616)
-2,177
(1,082)

(761)
-2,404
(1,150)

169

177

283

284

5.44

.

208

-2,086

-2077

7.7%

6.2%

-2,569

-1,116

-1,639

Memo:
Account Deficit
Current.
~
(% of GDP)
Reserve Level.|c
In US$ million
In months of imports

3,100
4.6

3,026
.3.9

6.9%

2,721
3.3

3.0%

2,674
3.8

Foreign Debt as % of GDP /d
Public /e
Private

14.9
10.4
4.5

17.4
12.3
5.1

21.9
15.8
6.1

22.9
18.7
4.2

Debt Service Ratio /d
(as % of exports GNFS)
Pulblic /e
Private

14.9
4.9
10.0

15.4
5.5
9.9

15.6
7.3
8.3

17.6
8.4
9.2

/a
/b
7rT
Td
/e

4.0%

Preliminary.
Projection.
Foreign exchangeplus gold valued at end of year London prices.
Medium and long term debt.
Public and publiclyguaranteed.

Sources: NationalAccounts, NESDB; short-termprojections,BOT;mission estimates.
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volume.
Despite the substantially
worsened terms of trade, this led to an
improvementin the trade balance. For 1983, the expectedrecovery in the
economy and the end of the inventoryadjustmentwhich took place in 1982
will likely combine to produce a worse trade balance,which in turn will
lead to an increase in the current account deficit to about US$1.6 billion,
or 4% of GDP.
2.36
In interpretingthese trends in the current account deficit, it
should be noted that the real resource transferwas substantiallyless t'han
nominal current account deficits and the resulting nominal foreign borrowing
rates might suggest. In an inflationaryenvironmentthe annual real debt
increase is lower than the rise in nominal debt, because the real value of
outstanding debt is diminishedeach year by the rise in international
prices. This results effectivelyin an amortizationof debt over and above
recorded amortizationWhich can be added to the capital account of the
country'sbalance of payments. In order to stay within the balance of
payments accountingframework,an offsettingadjustmentis made by reducing
interest paymentsby an equal amount, thereby reallocatingtotal debt
service between the current and capital account,while holding its amount
constant./I With such an adjustment,the current account deficit is reduced
accordingly(Table 2.18). For Thailand, the net impact of the adjustmentin
recent years is that the adjustedcurrent account deficit as a percent of
GDP expanded at a much less rapid pace than did the unadjusteddeficit,
reaching a peak of just under 6% of GDP in 1979. However, in 1980 and 1981
this rate dropped to levels on the order of 4%. While still on the high
side, these current account deficits indicate that Thailand had in fact
begun a process of adjustmentwhich has limited and reduced the real rate!of
increase in liabilitiesbelow the unprecedentedrates experiencedin the
late 1970s. Another way of putting the same point is that during
inflationaryperiods the inflation-adjustedcurrent account deficit
(reflectingthe real resource transfer)is less than the nominal or
unadjusted deficit would indicate. However, this also implies that as
inflation abates, as it has done most recently, the inflationadjustmentis
also reduced and thus there is less of differencebetween nominal and real
resource transfers. Therefore,under inflationaryconditionshigher nominal
deficits will reflect the same real externalbalance (or imbalance)as a
lower nominal deficit in noninflationarytimes.

/I This also follows the notion that lenders are recompensedthrough higher
interestrates for the loss in the real value of their assets due to
inflation. However, this is strictly speakingthe case only where
inflation is accuratelyanticipatedby the lenders. Nevertheless,from
the country's perspectivethe procedureoutlined in the text still
provides an accurateassessmentof the real change inIthe country-s
accumulationof net foreign liabilties.

Table 2.18: ADJUSTED

la

C-URENT ACCOJNT

1976

1977

Gross Disbursement
Change in real debt
Less:

453.8
120.7

519.0
181.6

663.3
269.8

Equals: Effective amortization
Recorded amortization
Less:

333.1
253.7

337.4
271.4

393.5
616.7

690.8
616.4

Equals: "Amortization component of interest"
Real interest
Plus:

79.4
66.0
+24.2 +40.8

76.6
+48.8

74.4
+121.4

Equals: Recorded interest

103.6

125.4

195.8

Current Account Deficit

60

Less:
"Amortization component of interest"
Equals: Adjusted CAD

529.9 376.3

1,026.4

2.3
2.7

5.3
5.7

Memo:

Adjusted CAD/GDP
Recorded CAD/GDP

106.8
2.

3.6
4.1

,103.0

1980

1981

2,384.6
788.4

2,250.6
606.3

1,163.4 1,596.2
718.0
640.1

1,644.3
639.0

523.3
-201.6

877.2
-372.2

1,005.3
-319.5

321.7

505.0

685.8

1979

1978

1975

1,286.0 2,058.0
595.2
894.6

1,154.9

9

R1

1,080.5 1,574.8
4.7
5.0

5.8
7.7

R

2,358.5

1,209.3

1,533.2

3.6
6.2

4.2
6.9

/a Adjusted for inflationary impact on medium and long-term public and nonbank private debt.
Source: BOT; mission estimates.
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2.37
These findingsare also relevant to an interpretationof the rapid
accumulationof foreign debt which has taken place in Thailand in recent
years. By internationalcomparison,the level of total external debt in
Thailand is not unusually high (Table 2.19) and for the 1970s as a whole the
average growth rate of Thai foreign indebtednesswas similar to that in
other developingcountriesover the same period (Table 2.20). Thailand has
a low outstandingdebt relative to GNP and an intermediatedebt service
ratio, a low interest service ratio, favorableroll-over ratio, and an
average proportionof concessionalloans. The weighted spread over LIBOR
charged by commercialbanks (0.59% in 1981) is among the lowest for deveLoping countries. (Table 2.19)/1 These factors,combined with Thailand's
continued good growth performanceby internationalstandardsdespite
repeated external shocks have resulted in Thailand's good creditworthiness
rating assigned by internationalmoney managers.
2.38
What distinguishesThailand from most other developingcountries
is the time profile of borrowing during the last decade (Table 2.20). Many
developingcountries borrowedheavily in the early 1970s as access to international financialmarkets became widespread,global liquiditywas high and
real interestrates were low or even negative. By comparison,Thailand's
growth in external debt was modest during the first half of the 1970s,
partly due to the commodity price boom in 1974. After 1975, however,most
oil importingcountrieshad undertakenmajor adjustmentmeasures to offset
the impact of the first oil shock and responded to the substantialrise in
real interestrates which began in 1978 by reducing the rate of increase In
the growth of their external debt. By contrast,Thailand'sexternal
borrowing acceleratedduring this period,with peak rates of nominal growth
of medium and long-termdebt of almost 50% in 1979 and 1980, three times
higher than in most of the comparator countries
and coinciding
with then
record high nominal and real interestrates. As a result the ratio of debt
to GDP more than doubled from less than 10% in 1974 to about 20% in 1981.
Short-termdebt also expandedrapidly since 1975, reaching some $1 billion
at the end of 1981./2 This recent trend of external borrowing,particularly
with its insensitivityto rising real interestrates and volatile
internationalcapital markets might, if it were continued,lead to
difficultiesfor Thailand akin to those currently faced by a number of other
developing countries.

/I The high average interestrate on new commitmentsfrom private creditors
in 1980 is probably due to relativelygreater relianceon commercial
loans rather than supplier credits comparedwith other countries.
/2 Informationon short-termdebt (with maturity of one year or less) is
notoriouslyunreliable,however. The figure in the itextrefers
only to non-bank short-termdebt.

Table 2.19:

COMPARATIVE DEBT INDICATORS

1980

Disbursed and

Debt /b

outstanding
debt/GNP/a

service
ratio

Interest /c Roll-/d

service
ratio

over
ratio

% Con-

Average
interest
rate on

1981

cessional new corm- average
mitments spread
loans

Euro-

money fe
ranking

Thailand
Malaysia
Philippines
Korea
Indonesia

18.2
21.5
23.9
29.0
27.3

14.6
5.5
12.6
12.7
12.7

5.5
2.7
6.9
6.0
5.3

3.4
2.6
4.2
2.4
2.0

16.3
9.9
13.2
16.8
41.9

15.6
14.4
14.7
14.0
12.8

0.59
0.39
0.89
0.64
0.51

25
4
37
29
13

East Asia
Middle income
oil importers

21.5

9.7

3.8

2.5

21.9

13.6

-

-

22.2

19.5

8.5

2.3

8.7

n.a.

-

-

1i8.5

8.

_.

16.4

13.1

-

-

All

LDCs

L

.4

/a Public and privatedebt.
/b Debt serviceon medium- and long-termloans (includingprivate non-guaranteeddebt) dividedby
exports of goods and services.
/c Interestpaymentson mediumrand long-termloans dividedby exports of goods and services.
/d Disbursementsof mediumr and long-termloans dividedby principalrepaymenton such loans.
/e Ranking by countryrisk rating for sovereignborrowers,includingOECD countries,on the
Euromarkets. Thailandis number 12 amongst developing countries. The risk rating is assessed
market conditions.
by comparingthe terms on country loanswith general prevailing
Source: Mission estimates.
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Table 2.20: GROWTH IN EXTERNAL INDEBTEDNESS
(percent per annum)
1971-80 1971-75

1975-80

1978

1979

1980

1981

Thailand
Malaysia
Philippines
Korea
Indonesia

25.2
28.0
19.6
23.5
20.2

14.3
36.3
13.4
24.2
31.6

34.6
21.7
26.7
22.9
11.8

39.6
26.1
22.9
30.1
11.4

47.4
19.3
15.3
21.8
1.4

47.3
15.5
16.6
16.8
10.4

21.4
30.9
20.6
23.6
6.0

East Asia
Middle income
oil importers
All LDCs

21.0

23.5

19.0

19.5

13.9

17.4

17.3

23.0
20.8

24.8
22.3

21.6
19.6

27.2
24.6

19.8
13.9

15.4
14.3

16.7
16.0

Source: World Debt Tables; mission estimates.
2.39
However, as the earlier analysis showed,while in contrast to many
other comparabledevelopingcountriesnominal borrowinghas increased
rapidly in Thailand since 1975, the real resource transfershave been less
than indicatedby the nominal figures,and the rate of increase in the real
value of foreign liabilitieshas been less rapid, due to the impact of high
internationalinflation. What is more, the rapid increasein foreign
liabilitiesduring the late 1970s were mainly in support of a rapid expansion in investmentactivity,rather than of consumption. When substantial
terms of trade losses began to add to the need for real resource transfers,
startingwith 1979 and acceleratingthrough 1981, the Thai economy adjusted
by reducing consumptionand stabilizinginvestment,thus limiting the
overall need for real resource transfersand leaving Thailandwith an
internationaldebt positionwhich is by comparisonwith many other oil
importing developingcountries still quite favorable. Overall, therefore,
there appears no reason for concern about the current level of foreign
indebtednessin Thailand, althougha continuationof past growth in debt
could eventuallyendangerThailand'screditworthiness.
2.40
Thus it is the future growth of overall foreign indebtednessin
Thailand which warrants some concern,as do the trends in the compositionof
foreign borrowing. The rapid growth in Thailand'sexternal debt during the
second half of the 1970s through 1981 is mainly attributableto the growl:h
in foreign borrowing by the public sector. Outstandingpublic foreign debt
grew at the very rapid rate of 43% p.a. between 1975 and 1981, while private
sector debt increased by only 16x. The recourse to external borrowing
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during a period of rapidly
rising
international
interest
rates in 1977-79
appears undesirable,
since it in effect
permit:ted,
as well as resulted
from
an expansion of recurrent
expenditure
of General Government wit'hout
commensurate increases
in revenues,
and permit:ted a substantial
reduction
in
the share of state enterprise
investments
financed by internally-generated
resources.
Moreover, the financing
of rapidly
increasing
public investments
from substantially
expanded transfers
from the banking sector during
1980-81, facilitated
by credit
creation
by the Central Bank and accompanied
by concomitant
foreign exchange reserve losses,
is a costly way of financing
public investments,
in particular
if domestic public resource mobilization
continues
to fall,
as indeed it did during this period.
The problem which
Thailand now faces is that the public sectoris
heavy reliance
on foreign
resources
and on the domestic financial
systern since 1977 cannot continue
indefinitely
without endangering
the external
creditworthiness
of the
country or without imposing constraints
on pr:Lvate sector liquidity
and
running the danger of displacing
private
investment.
The world recession
and high interest
rates have temporarily
dampened private sector demand for
funds and thus in fact produced the adjustment: in the real (adjusted)
current
account which was identified
above (para. 2.36) for the years 1980
and 1981 and continuing
into 1982. However, should a rapid recovery
materialize
and stocks start
to be rebuilt
again, pressure
on t.he banking
system could become acute, if the public sector were to continue drawing so
heavily
on it.
In order to avoid a crowding out of private
investment,
greater
external
borrowing,
increased
domestic public resource mobilization
or reduced public investment
growth would be required.
Some reliance
on
external
public borrowing continues
to be appropriate,
but at rates of
increase
below those of the recent years, reqlxiring
in effect ain increased
public sector resource
mobilization
effort
thlrough higher taxes and user
charges,
and a careful
setting
of public sector expenditure
priorities.
2.41
It is of course possible
in principle
to justify
a ratpid expansion
of public investment
and foreign borrowing either on the groundls that this
served as a counter-cyclical
response to deteriorating
private demand
conditions
in 1980 and 1981 following
the onset of the internat:ional
recession,
or,on the grounds that the public sector in Thailancl had underinvested
in the past and needed to catch up, particularly
in view of the
required
structural
adjustment
after the second oil shock, thus resulting
in
very hiLgh returns
to public sector investments.
The first
just:ification
using
a counter-cyclical
policy argument is, however, negated by the fact that most
of the additiLonal borrowing since 1977 was concentrated
in a few capital
and
import intensive
activities,
in particular
substantial
borrowing for
investtments in power generation
and distribution,
natural gas development,
civilian
aircraft
purchase and military
purchases,
all of which have low
domestic income and employment multipliers.
Jointly
these actiLvities
accounted from some 50% of total public foreign borrowing in 1981. The
second justification,
citing
substantial
investment
opportunitLes,
is more
difficult
to assess accurately.
On a case by case basis, there can be
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little doubt that the increase in oil prices during the 1970s, combinedwith
the discoveryof natural gas resources in Thailand, justified substantial
investmentsin the energy sector, althoughwith hindsight some of these
investmentsmay have turned out to be less profitablethan expected due to
the slower than projectedgrowth in demand for power and because of the
lower gas availabilityand greater gas extractioncosts than.expected.
However, in permitting the simultaneousand uncoordinatedrapid expansion of
public investmentsin many other sectors during the Fourth Plan period (with
the exception of the social sectors),little attentionappears to have been
given to the rapidly rising cost of foreign borrowing,to the longer term
implicationsfor Thailand'sinternationalcreditworthiness,or to the
implicationsfor internal and external financial stabilityresulting from
the drop in the share of the public investmentsfinancedby public savings
and the concommitantrise in transfersfrom the banking sector. The
Governmentis, however,moving now to increasepublic savings and to develop
its capabilitiesfor improvedmanagementand programmingof public
investmentand foreignborrowing. This is more fully explored in Chapters4
and 5 below.
More generally,with much lower rates of internationalinflation
2.42
now and for the immediatefuture (comparedwith the late 1970a and into
1981) nominal rates of borrowing abroad (and thus by implicationthe current
account deficit)must be scaled back if real resource transfersare to
remain unchanged (see para. 2.36 above). A more cautiousapproach to
(nominal)balance of paymentsmanagementand foreign borrowingis therefore
now required than was the case in recent years when actual and expected
inflationrates were much above present levels. This is further explored in
the next chapter which considers the medium term economicoutlook for
Thailand and the appropriatemacro policy approach.
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3.

ECONOMICPROSPECTSFOR TE[E1980s

3.01
Worldwide the decade of the 1980s began under inauspiciLous signs
pointing
towards more difficult
economic times ahead.
Any expectations
for a
quick and easy adjustment
to the second oil shock were quickly dispelled
by a
deepening recession
in the industralized
countr ies, a serious
slowdown in the
growth of international
trade, rapid increases
in the real rates of interest
and increasing
tightness
in international
capit:al markets as international
commercial lenders became significantly
overexposed in a mnmber of large
borrower countries.
With Thailand's
increased
openness and intertiependency
in export demand,
with international
economic developments,
fluctuations
commodity prices,
terms of trade, and international
capital
market conditions
were exerting
a more decisive
influence
in shaping Thai domestic development
than ever before.
The adjustment
to the second oil shock was assessed
in the
preceding
chapter,
which concluded that, while Thailand experienced
difficulties
like most other countries,
its overall performance during these
What is more, the
difficult
years has, as in the past, been above average.
Government responded vigorously
to the challenge
posed by the international
environment in Its efforts
to design and imple:ment policies
and programs in
support of structural
adjustment.
This chapter reviews briefly
the Fifth
Plan, which contains
the basis for, and major alements of, the Government's
strategy
to deal with Thailand's
development pr-oblems in the 1980s.
The
economic
chapter
then provides a broad and indicative
assessment of Thailand's
outlook for the 1980s.
The Fifth

Five-Year

Plan:

Objectives

and Policies

3.02
In September 1981 the Cabinet approved the Fifth National Economic
and Social Development Plan covering the periodl October 1981-September 1986.
The final plan, document, prepared by NESDBand major public sector line
agencies on tbhe basis of the plan outline
agreed upon early in 1981, benefited
greatly
from the experience
gathered during the past two decades of planning
for social and' economic development in Thailand.
It addresses
difficult
faces and will likely encounter
in the future.
issues the cou:ntry currently
3.03
Major Plan Objectives
and Concerns.
According to the Plan,
rapid economic growth in the second half of the 1970s was supported by
government policies
often insufficiently
sensitive
to the difficult
external
environment and poor world economic outlook.
Coupled with a lack of
iLn a
necessitated
by the first
oil shock, these resulted
adjustment
stability
during the Fourth
of Thailand's
economic and financial
deterioration
financial
imbalances,
a
Plan period.
'Increased
domestic and external
possible
slowelown of economic growth in the medium and longer run, and a weak
to
framework were identified
as weakening the countrv's
ability
institutional
development issues,
in particular
the redressal
of
cope with outstanding
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poverty in rural areas, the reversal of regional imbalances,and the required
improvementsin provision and distributionof social services. Concern wras
also expressed about the deterioratingland and forest resources and the
stabilityof the country's social structure. Causes for these problemswere
seen not only in the greatly disturbedworld economy and the country's
slownessin responding to it with appropriateadjustmentpolicies,but also in
continued pursuance of once successful,but now increasinglyinadequategxowth
promotion policieswhich sought to maximize growth in the short run with
little attentionpaid to financialviability,distortionsin incentives,and
distributionaland regional considerations. As a result growth was mainly
concentratedin Bangkok and the Central region causing widening regional
income disparities,slower eradicationof poverty,inefficientuse of natural
resources,urban congestionin Greater Bangkok,social tensionsfrom higher
concentrationof ownership and wealth, and a continuationof security problems
in outlying areas partly exacerbatedby unstable political developmentsin
neighboringcountries.
3.04
In responseto the externaland domestic challengesthe
Governmentformulateda set of interrelateddevelopmentobjectives
and policies in the Fifth Plan designedto simultaneously'
address structural
adjustmentneeds and broader issues of the developmentprocess.
The Plan document lists the primary concerns as: firstly,restoration of the
country'seconomic and financialposition (i.e., reduction of domestic and
external gaps to sustainablelevels);secondly, structuraladjustment,
increased economic efficiency,and balanced regionalgrowth; thirdly,
completionof social infrastructureand more equal distributionof social
services;fourthly,poverty alleviationin general and particularlyin
backward areas with high concentrationof populationbelow the absolute
poverty line; fifthly, improvementin national securitythrough better
coordinationbetween general developmentefforts and securitymanagement;and
sixthly, institutional(developmentadministration)reform and deconcentration
of ownership and wealth. Stated differently,the substanceof Fifth Plan
objectivesis to achieve stability(economic and financial,domestic and
external),equity (financial,economic, social and regional),and security.
Economic growth of the appropriatekind and magnitude is seen as a derived
objective which will be pursued to the extent allowed by the world environment
without endangering the nulfillmentof the Plan's primary objectives.
3.05
Major Policy Thrusts of the Plan.fl The Governmentaims at
reconciling these objectivesover the five-yearperiod of the Plan mainly
through a medium-termstructuraladjustmentof the economy,including
fiscal efforts to balance the public sector revenues and expenditures,and,
for the longer run, accompaniedby a redirectionof economic and social develment endeavors,and by reform of developmentadministrationinstitutions. The
/I The details of the Plan's policiesand programs are further reviewed Ln
subsequentchapters.
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structur.al
adjustmentprogram,which has already been initiated in many areas,
with support of World Rank structuraladjustmen,t
loans (SALs), iS expected to
develop appropriateproductionand investmentincentives,increase efficiency
and improve comnpetitiveness
of key economic sectors in both internationaland
domestic markets. The prime sectoralfocus will be on agriculture,industry
and energy. Im agriculture,significantimprovementsare sought in the areas
of land use and land ownership,technical and financialservices,farm productivity, prices, farmers'organizations,and investmentincentivesfor agriculture and agro-relatedindustrieswith the gcialof increasedyLelds and
sustained high agriculturalgrowth. Improvementsin the protect:lon,
investment and export promotionregimes are expected to yield a major transformation
of the industrialsector in both size and composition,and transformThailand
into a semi-industrialcountry with an adequate!
mix of exporting and importsubstitutingindustriesand more dispersed locationalpatterns. Exploration
and extractionof domestic energy sources and energy conservationwill be
pursued to decrease the country's dependenceoTI foreign oil and susceptability
to volatileworld markets. The Goverment'seffort in the fiscal area is to be
integratedwit'hthe structuraladjustmentprocess to the extent that: (a)
some vit.aldimensionsof sectoral stabilityand viability,particularlyin the
energy sector, cannot be accomplishedwithout a sound and efficientpublic
sector; and (b) restoration of external economicand financialstability
crucially depends on success in reducing public:sector deficits to manageable
levels in the medium run.
3.06
Although structuraladjustmentpoliciesand programswill reflect
the country's concerns for poverty,locationalaspects of industryand general
economic activity,and regional income disparities,a number of special
programs are to be implementedemphasizingthe Government'scommitmentto more
balanced growth and equity in the developmentprocess. In these areas the
Plan stressesmeasures to further reduce the country'spopulationgrowth
rate; expand the quantity and quality of compulsoryeducation at the primary
and lower-secondarylevels; emphasize basic health care servicesinvolving
the developmentof a network of village health volunteers;and develop a
rural poverty eradication
plan, designed to assist
designated
poverty
districts
through improved education and trainilng,
basic health services,
and support for productive
activities
suited to the specific
conditions
and
household needs prevailingin each poverty dist:rict.In the institutional
area, the Plan emphasizesreform to improve coordination,planning,budgeting, and personnelmanagement practicewin the Central Government;reform
of developmentadministrationat the regional and local levels aiming to
decentralizeauthority and to promote local participationin public decision
meeting; and improved collaborationbetween the private&a-dthe public sector.
3.07
To the extent that the needs in these areas were urgent and the
remedies clear on the basis of prior analysisand action plans, the Government
moved on,them immediatelyduring the first year of the Plan. In agriculture,
guidelineswere set on land use and land rights policy, a five-yearprogram
for land reclassificationwas developed,and the land reclassificationprocess
designed to improve securityof land tenure is well underway. Moreover,
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importantmeasures were taken to rationalizeGovernment interventionsin
agricultural
marketing, taxation and pricing. In industry,important first
steps were taken in narrowing the tariff band and in furtheringsubsectoral
reform of protection
in selectedareas (especiallyelectricalgoods and
automobiles). In addition, a decisionwas taken to initiate
reforms in the investmentincentive structure,biases against exports were
removed, and large scale industrialinvestmentprojectswere subjected to
careful review and assessment. Important steps were also taken to
liberalize the interestrate regime. In the energy sector,major price
adjustmentshad already been made before the beginning of the Fifth Plan
period and the Government continuedwith its vigorous support to develop
domestic energy resources,especiallynatural gas. In the fiscal area,
substantial tax packageswere implementedaiming to increase public resource
mobilization,tax administrationimprovementswere activelypromoted, and
public expenditures,including the Central Governmentbudget and major state
enterprise investmentprograms,were subjected to scrutiny,resulting in
selected cutbacksor rephasing of originallyplanned expenditures. In the
institutionalarea, major reforms of the CentralGovernmentbudgeting system
are being implementedand improved planning and programmingproceduresare
being developed. The rural poverty eradicationprogram is under
implementationand first steps have been taken in the redirectionof social.
services. In additionto this progress over a wide front, the Government
has initiated
policy studies
in areas where significant
preparatory
action
is needed.
This includes,
in particular,
preparation
for further
action in
agriculturaland industrialincentives,energy prices and development
strategy,and selected issues of institutionaland fiscal reform. Overall,
progress has been quite remarkableduring the Plan's first year, as will
further be documentedin the remainder of this Report. Subsequentchapters
will also provide some indicationof the remaining challengesfor the Fifth
Plan and beyond./1
The Plan's MacroeconomicScenario. The macro targets and pro3.08
jections initiallyincorporatedin the Plan are summarized,and compared
with previousperiods,
in Table 3.1. According to the Plan's projections,
by 1986 the current account deficit would be reduced somewhatin absolute
terms (to about $2 billion),
but it would be reduced by itwo-thirds
in
in the
relative
terms, to 2.4Z of GDP, a level which would be sustainable
long term. This improvementwould be the result of a continuedhigh real
export growth at a rate of about 11% p.a., combinedwith a significant
reduction in real import growth, to about 7X p.a. The export growth would
be contingenton successfulstructuraladjustmentin agriculture(mainly
based on improved incentives)and in industry(based on efficiencyimprovements).
The reduction
in import growth would be related
mainly to stagnanst
or even falling
energy imports.
In terms of the saving-investmentbalance,
/1

See also Second Structural
Adjustment Loan, Report No. P3481-TH,
March 10, 1983, for further
details
on the Government's
past implementation of its structural
adjustment
program and planned further steps.
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the improvementwould be located predominantlyin public sector savings,as a
result of a lairgeincrease in Central Governmentrevenuemobilization. There
would be a moderate reduction in the overall growth rate, but growth would
still continue at a rate of about 6.5% p.a., quite respectableby
internationalstandards. Provided that the structureof this growth was
appropriate,and that special,but not necessarilyvery costly, measures weres
taken to assist backwardareas, where most of the poverty is concentrated,
this scenariowas, in the Government-sview, consistentwith continued
progress in the alleviationof poverty.
Table 3.1: FIFTH PLAN MACRO-ECC'NOMIC
PROJECTIONS

Actuals
1 5176-81
A.

Growth Rates of Constant
Price Aggregates (%)
GDP at market prices
Private consumption
Public current consumption
Total investmentin fixed assets
Exports (GNFS)
Imports (GNFS)

7.1
5.5
1.0.1
1.0.0
1.1.0
9.1
Actuals
17976 -T-I81

B.

Ratios to GDP (%)
Investmient
NationaLl savings
Current.account deficit
Governmient
revenue

Source:: NESDB.

24.9
22.2
2.7
12.9

24.7
17.8
6.9
14.6

Projections
1981--86

6.6
4.8
7.9
6.4
10.9
7.2
Projections
1986

29.4
27.0
2.4
18.0
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Medium Term Prospects 1983-90: The Central Case
3.09
Two years have passed since the formulationof the Fifth Plan
economic projections. During this period significantchanges have occurred
in the world economicenvironmentwhich have left their impact on the Thai
economy. In particular,as detailed in Chapter 2 above, the worldwide
recessionwas deeper and more prolonged than had been anticipated,and as a
result economic growth in Thailand during the first two years of the Fifth
Plan has been significantlybelow the levels originallyprojected. With an
economic recoveryunderway in mid-1983, both in Thailand and in the rest of
the world, growth in Thailand is expected to resume for the remainder of the
Fifth Plan period and into the Sixth Plan period, albeit at rates below the
historicalgrowth rates of the 1960s and 1970s. At the same time, with
continued implementationof policies aimed at structuraladjustment,
internal and external financialbalance should be fully restoredby the end
of the Fifth Plan period, even though the current account deficit is
expected to rebound in 1983 and 1984 from the cyclical low experiencedin
1982.
3.10
The major elementsof the Mission's projectionsfor the Thai economy
for 1983-90 are summarizedin Table 3.2. These projectionswere derived using
the World Bank's SIAM 1 macro-economicmodel/l. They reflect actual developments through 1982, based on revised national accountsdata for 1981 and
preliminarynationalaccounts data for 1982. For 1983, short-termprojections of the Bank of Thailand as of April 1983 were incorporated. From 1984
onwards developmentswere projected on the basis of the followingmain
assumptions:
(a) External environment:/2 Export demand for Thai industry is projected to grow at 14% p.a. in volume terms, and for services at
13% p.a. These rates are above the export growth rates projected
in WDR 1983 for all developingcountrieson the assumptionthat
Thailand will retain its competitiveedge in internationalmarkets,
provided implementationof reforms aimed at increasingthe competitivenessof Thai industryand exports is continued. International prices for exports and imports (except energy) are assumed
to grow at 6% p.a., with energy prices growing at 8% p.a.
for 1984-90.

/1 For a descriptionof this model, see Annex I of Thailand: Coping with
StructuralChange in a Dynamic Economy (World Bank, Report No. 3067a-TH,
December 23, 1980).
/2 These assumptionsincorporatethe central case scenario in World
Development Report 1983.
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Table 3.2: MACRO-ECONOMICOUTLOOK, 1982-90
(in percent)

Projection
1979-83 /a 1982-86 1986-90

Annual Growth Rates (constantprices)
GDP at market prices
Private consumption
Public consumption
Investment
Exports GNF'S
Imports GNF'S
Agriculturalproduction

Ratios ItoGDP (currentprices)
Invesitment
National savings
Current account deficit
Goverinment
revenue /b
Memo
Debt service ratio
Terms of trade (1981 - 100)

5.4
3.8
4.4
1.3
9.4
-1.8
3.2

5.7
5.2
5.0
9.1
6.2
7.7
4.0

1981

1986

6.2
5.8
5.0
6.0
7.8
6.1
4.0
1990

24.7
17.8
7.0
14.6

24.4
21.8
2.6
17.1

24.2
23.6
0.6
17.5

15.6
100

18.4
103

17.0
101

/a BOT projectionsfor 1983.
7- Central and local governmentrevenues.
Source: Mission estimates.
(b)

Agriculture:
Agricultural
value adcLed is assumed to grow at
4% p.a. between 1983 and 1990.
This represents
a slowdown
from the historicalgrowth rate of about 5% in the preceding
two decades,but is based on the assumptionthat some
expansion of land area cultivatedwill occur during t'he1990s,
accompanied by aggressiveand effecl:ive
policy measures
designed to increaseyields and procluctivity
in agriculture./1

/1 Note, however that agriculturalgrowth for the period 1981-86 is
projected at only 3.2% p.a., given the low growth rate in 1982 as a
result of unusually good harvests in 1981 and poor weather and commodity
prices in 1982.
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(c) Investment: Investmentis expected to rebound in 1983 from the
unusually low levels in 1982, with a 6% p.a. growth from 1984
onwards.

This

is

below the average levels of about 7% in

the 1970s, but is compatiblewith higher real rates of interest
projected for the 1980s as comparedwith the 1970s, and with
a more cautious stance on public investmentsadopted by the
Government as part of its structuraladjustmentprogram.
(d) Governmentrevenues: Effective tax rates are assumed to increase
from 1984 to 1986 as a result of improved administrationand
selected reform measures in the tax structure so as to increase
General Governmentrevenues to 17% of GDP by 1986 (see Chapter 5
below).
(e) Domestic prices: Domestic factor prices are assumed to rise in.
line with internationalprices (6% p.a.) as has been the experience
in the past (see Chapter 2 above).
(f) Energy:
Imports of petroleum productsare assumed to remain
roughly constant in volume terms through the 1980s as a result
of domestic energy resource developmentand conservationefforts,
including adjustmentin domestic energy prices in line with
internationalprices from 1984 onwards (see Chapter 8 below).
(g) Foreign borrowing terms and reserve levels: Average borrowing
terms for Thailand from commercialsources are assumed to carry
a 10% nominal rate of interestwith five years maturity for
nonguaranteedprivate debt. Longer maturities (8-20 years), but:
similar interest rates are assumed for nonconcessionalpublic and
publicly guaranteedforeign borrowing. Internationalreserves
are assumed to remain at a level equivalentto about three
months worth of imports.
3.11
Based on these assumptions,Thailand'sGDP is projected to grow at
5.7% between 1982 and 1986, and at a rate of 6.2% thereafter(Table 3.2). The
slower initial growth rate during the the remainderof the Fifth Plan period
is due to the restrictiveimpact of the ambitious tax policy aimed at raising
General Governmentrevenues to about 17% of GDP by 1986. The relativelyhigh
investment and import growth rates for 1982-86 reflect the rebound in
investmentsand imports in 1983 from the unusuallylow levels in 1982. Export
growth, after a rather poor performancein 1983 (thus pulling down the average
for 1982-86), is projectedto reach 7.8% p.a. after 1986, a rate comparableto
the average rate of export growth in 1970-79. With investmentstabilizingat
about 24% of GDP, but a substantialincreasein national savings from 18% in
1981 to about 22% in 1986 and to over 23% in 1990 (mainly as a result of
substantialpublic revenuemobilizationefforts), the current account deficit
is projected to fall to 2.6% in 1986 and to below 1% by 1990. As a result,
the debt service ratio would continue to rise from its 1981 level of about

-
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16% to reach 19.5% in 1988, but then would drop to 17% in 1990. The domestic
price level would increaseat about 6% p.a., while the terms of trade, after
rebounding in 1983 from their severelydeprestedlevels in 1982, would decline
slowly reflecting
the growth in real energy prices assumed for the second half
of the 1980s.
3.12
These projectionsassume that the Governmentcontinues its
structuraladjustmentefforts, in particular those aimed at rapid agricultural
intensification,competitiveThai exports,stabilizationof energy imports,
and improvementsin the public saving-investment
balance. The primary
measures and their expectedeffects are the following:In agriculture,reduced
reducedt export taxation
and market regulation,as well as the reclassification
of forest reserves suited for cultivationwill, other things being equal,
improve incentives
to the farmers,
stimulate
production
and thereby increase
the availabilityof exportableagriculturalproducts. In induEstry,
removal of
taxation on exports and a move in the trade and investmentincentive structure
towards strengtheningThailand'scomparative
advantage can be expected to make
exportsmore effective in penetratingexisting foreign
Thai manufact:ured
markets, developing new markets abroad for its manufacturedproducts,and
possibly moving into new export product lines. In energy, the large domestic
price increasesfor petroleumproducts and electricityover the past years
have resultetlin significantreductionsin the growth of energy demand, while
continued
invzestment in domestic energy resource
development,
especially
natural
gas, is expected to make substantial
contributions
to mneeting domestic
energy needs.
Improved tax administration,
seelected tax measures, and
increased state enterprisesavings resulting from more efficienit
management
and cost-conscious
pricing
policies
would increase
public sector resource
mobilization,while a cautious public expenditurepolicy during the Fifth Plan
period, especiallyas regards state enterpriseinvestment,would limit the
rate of growth of public consumption and investment. The specificdimensions
of policy intervention
in these four areas (fiscal,
agriculture,
industry
and
energy) are further
exploredbelow in Parts ]I and III.
Medium Term Prospects: AlternativeScenarios
3.13
Two major sets of factors determine the mediumr-term
outlook for the
Thai economy:
domestic economic policies analinternationaleconomic
developments. The impacts of alternativepolicy interventionson macroeconomic developmentin Thailand were explored in detail in the World Bank's
last economic report./l Here only two alternativepolicy scenariosare
simulated: one in which no structuraladjustmentefforts are made, and
another in which all structuraladjustmentpoliciesare pursued,except for
fiscal measures. In addition, the likely impact of alternativeinternational
/1

Thailand:
Coping with Structural
No. 3067a-TH, December 1980).

Chang

in a Dynamic EcoTomy (Report
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economic developmentscenarios is explored through separatesimulations. The
importanceof the latter simulationsderives from two factors: First, the
internationaleconomic prospects for the 1980s remain highly uncertain;and
second, Thailand has, over the last two decades,become an increasinglyopen
economy (see Chapter 2 above) and thus is now substantiallyinfluencedby
internationaleconomic developments.
3.14
Impact of Policy Interventions. Given an internationalenvironment
roughly comparableto the one assumed in deriving the macro-economic
projectionsfor Thailand outlined in the precedingsection (para. 3.10), the
importanceof a continued structuraladjustmenteffort can be demonstratedby
comparing illustrative"without"and "with" structuraladjustment
simulations./I
Under the "without" scenarioit is assumed that no substantial
new measures are taken to improve industrial
exports,
agriculturalproduction,
energy imports and public savings. The simulationresults reported in
Table 3.3 show, as compared to the "with" case, a substantialslowdownin
economic growth, together with a renewed deteriorationin the balance of
payments and unsustainablerise in the debt serviceratio. Without structural
adjustments,this would have to be compensatedby strict demand management,
leading to further losses in growth momentum and incomes.
3.15
Assuming the type of measures broadly identifiedabove in para. 3.12
are in fact implementedexcept for the fiscal policy measures, the simulation
in Table 3.3 reflecting a "passive" fiscal policy stance providessome
indicationof the role of fiscal intervention. Under the "passive"fiscal
policy regime, no increasein revenue mobilizationis assumed to take place,
leaving General Governmentrevenue unchanged in relation to GDP (at about
14%), while state enterpriseexpendituresare assumed to grow at rates as
programmedby the authoritiesin August 1982, before decisions were taken to
reduce state enterpriseinvestmentsduring the remainderof the Fifth Plan
period. Under this scenario,current account deficitswould have remained
above 3% of GDP throughoutthe 1980s. As a result the debt serviceratio
would have increased to almost 22% in 1986 and to 30% in 1990. The public
sector deficit remains substantialunder this scenario at about 9% of GDE?,
only marginallyreduced from the high level of 10% in 1981. General
Governmentand state enterpriseswould contributein roughly equal proportions
to the overall shortfall of public savings in relation to public investment./2
/1 The simulationsreported in the followingparagraphsare based on WDR
1982 projections for the world economic outlook and on data available
for the Thai economy as of mid-1982. While these simulationsare thus not
directly comparableto the projectionsreported in the preceding section,
they provide a good indicationof the directionand order of magnitude
of changes induced by alternativeassumptionsregarding policy interventions and the internationaleconomic environment.
/2 For details, see Chapter 5, especiallyTable 5.18.
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Table

3.3:

IMPACT OF POLICY INTERVENTION, 1982-90

"Without"
structural
adjustment
policies

"Paissive"fiscal
_
policy /a

FuLl structural
adjustment
_ policies /b

1982-86 1986-90 1982-86 1986-90 1982-86 1986-90

Growth Rates
GDP at m.p.
Private consumption
Public consumption
Investment
Exports GNFS
Imports GNFS
Agricultural
production

5.0
4.6
5.0
6.9
4.8
5.6

4.5
3.9
5.0
6.0
4.9
4.9

5.7
5.3
5.0
6.9
6.4
6.2

5.5
4.9
5.0
6.0
6.8
5.7

5.2
4.6
5.0
6.4
6.9
6.2

5.5
4.9
5.0
6.0
6.8
5.7

3.2

3.0

4.0

4.0

4.0

4.0

1986

1990

1986

1990

1986

1990

Ratios to GDP
Investment
National savings
CAD
Government revenue

26.8
22.1
4.7
14.2

28.6
22.6
6.0
14.5

26.1
22.5
3.6
14.2

26.8
23.6
3.2
14.4

26.2
23.7
2.5
17.2

26.9
25.1
i.8
17.5

Memo
Debt service ratio

24.5

42.7

21.8

29.2

17.9

19.9

/a
/b

Assuming structural adjustment policies, but "passive" fiscal policy.
Assuming structural adjustment policies, including fiscal intervention.
See para. 3.14 (footnote) for explanation of deferences with Table 3.2.

Source:

Mission estimates.

3.16
A "passive" fiscal policy stance therefore would likely have
yielded an outcome in which internal and external imbalances would have
remained a serious problem for the Thai economy. The Mission therefore
recommended a more active fiscal policy, as Lndeed the Government is
planning to pursue as part of its structural adjustment program. Based on
the analysis summarized in Parts II and III below the Mission concluded
that a combination of higher public revenue mobilization and reduced state
enterprise investments for the Fifth Plan peieiodthan assumed in the
.passive' fiscal policy scenario is appropriate both on macro-economic and
sectoral grounds. In contrast, an across-the-board reduction in the growth

- 54 -

of General Governmentexpenditurewas judged to be undesirablebecause of the
already limited past and projected future expendituregrowth for the important
services providedby the Central Government,in particulareducation,health,
agriculturaland rural development,and highway constructionand maintenance.
An increasein the General Governmentrevenue/GDPratio to about 17% (16% for
Central Government)through selectedtax rate adjustmentsand administrative
improvements,and a reduction by 8% in the total state enterpriseinvestment
program (reflectingcancellationor postponementof marginal projects)for the
Fifth Plan period represents the order of magnitude of fiscal policy required
to bring about internal and external financialbalance. As a result of these
fiscal interventions,the public sector deficit would drop to about 6% of GDP
by 1986 (comparedwith 10% in 1981). Much of this improvementwould be due to
the improved savings performanceby General Government,as the ratio of
state enterpriseinvestmentto GDP would stabilize (under "passive"fiscal
policy it would increase further),when comparedwith 1981 (see Table 5.1L3
below). As a result of these fiscal measures,GDP growth would be somewhat
reduced compared to the "without" case but the current account deficit in
elation to GDP would improve considerably(Table 3.3). As a result, the debt
service ratio would stabilize at just under 20% by 1990. In sum, continued
structuraladjustmentpolicies,including an active fiscal policy stance as
oultined above, are important for Thailand'smedium term growth performance,
its domestic and external financial stability,and its internationalcreditworthiness.
3.17
Impact of Changes in the InternationalEnvironment. Based on
alternativeWDR projections two additionalscenarioswere simulated,
reflecting, on the one hand, a more pessimisticinternationaloutlook than
assumed before, and a more optimisticoutlook on the other. In the
pessimisticscenario it is assumed that worldwiderecession continues in 1984,
with slow world productionand trade growth beyond, low inflation,high real
interest rates and deterioratingterms of trade for developingcountries. For
the optimisticcase, fast recovery in the world economy is postulatedfor
1983 and rapid world economic growth thereafter;world trade is assumed to
recover quickly, as do the terms of trade for developingcountries;inflaLtion
is higher, but real interestrates drop. In line with the different
conditions for export demand and prices under the alternativeinternational
scenarios,Thailand'sinvestmentand agriculturalproductiongrowth rates are
assumed to be lower in the pessimistic
case, and higher in the optimisticcase
(see Table 3.4)./l

/1 Both scenariosas shown in Table 3.4 also assume a "passive"fiscal
policy as defined in para. 3.15 above, but structuraladjustment
policies in all other areas. For the reasons indicated in para. 3.14,
they are comparable with each other, but not directly
with the central
case projection
shown in Table 3.2 above.
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3.18
Under the pessimisticscenario,there would be only very limited
scope for rap:Ldgrowth of Thai exports, althouLgh
they would stiLl perform
better than for other developingcountries. Domestic sources of growth would
also be weaker with investmentand agriculturalproductionat growing less
rapidly. As a result, GDP growth would slow clown to below 5% p.a., while the
current account deficit would remain at almost.4% of GDP, and tlnedebt
service ratio would climb beyond 30% by 1990. One source of adjustmentunder
these circumstancescould be a spontaneousstagnationof private investment
in the face of poor demand and capacity utilization,further depressing
growth. Substantialfiscal adjustmentwould, however, also likely be
required to achieve externalbalance, since public sector deficlts would be
major contributors
to the overall
saving-inves;tment
gap. In particular,
public consumptionand investmentwould have l:obe curtailed even further
than postulatedunder the full structuraladjustmentcase in Table 3.3 above.
3.19
Under the optimisticscenario,by contrast,Thailand'sGDP would
grow at a rate of some 7%. This shows that if internationalconditionswere
to return to those prevalentduring the 1970s and even better, Thailand's
growth performancein the 1970s would also recover to a level similar to or
better than that during the 1980s. As a resu'Ltof improved public and private
savings,but a roughly unchanged ratio of investmentto GDP, the balance of
payments

on current

account

would

improve

substantially.

The resulting

decline
in foreign borrowing requirements,cotabined
with more buoyant export
growth, would lead to a reduction in the debt service ratio by 1990 below its
level in 1981. These very favorableresults mnightbe offset in part by an
even more rapid growth in private investmentthan is assumed in Table 3.4, in
response to the more favorableexpectationsof investors. In addition,
however, this environmentwould permit, and very likely require,more rapid
growth in public investments(in power, teleplhones,
water supply, as well as
other public services)in response to the higlherlevel of economic activity
and

incomes generated under the optimistic

scenario.

Therefore,

and also in

order to ensure budgetary stability for the Central Governmentand adequate
cost recovery among state enterprises,improvedpublic resourcemobilization
would remain an importantpolicy priority even under this scenario,as would
other structuraladjustmentmeasures in the agriculture,industry and energy
sectors (which have been assumed on all these scenarios).

-
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SIMULATION OF CHANGES IN THf, WORLD ENVIRONM{ENT,1982-90

Alternative
Medium
1982 1986
-86
-90

International
Pessimistic
1982 1986
-86
-90

Scenarios
Optimistic
1982 1986
-86
-90

Growth Rates
GDP at m.p.
Private consumption
Public consumption
Investment
Exports GNFS
Imports GNFS
Agricultural
production

5.7
5.3
5.0
6.9
6.4
6.2

5.5
4.9
5.0
6.0
6.8
5.7

4.9
4.6
5.7
5.4
4.3
4.7

4.8
4.4
5.3
5.0
4.6
4.1

7.1
6.6
4.2
7.9
8.9
7.1

7.5
6.9
3.6
7.5
9.9
7.0

4.0

4.0

3.5

3.5

4.5

4.5

1986

1990

1986

1990

1986

1990

Investment
National savings
CAD
Government revenue

26.1
22.5
3.6
14.2

26.8
23.6
3.2
14.4

25.5
21.8
3.7
14.4

25.9
22.2
3.7
14.5

25.8
23.9
1.9
14.4

26.2
26.5
-0.3
14.5

Memo
Debt service ratio

21.8

29.2

22.4

33.1

17.1

13.5

Ratios to GDP

/a

All runs assume continuation of structural adjustment policies,
but a "passive" fiscal policy. For the reasons given in para.
3.14 (footnote) they are not directly comparable with the
projections in Table 3.2.

Source:

Mission estimates.

/a
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3.20
An example of the impact of changes in expectedexteriialcircumstances may also be seen in a comparisonof Tables 3.2 and 3.3 above. The
somewhat better outlook for the Thai economy projected in Table 3.2
compared with the outlook shown in the last column of Table 3.3 above,
especiallyafter 1986, results directly from the improvedoutlook for the
world economy which is found in WDR 1983 when comparedwith WDR 1982.
Despite this improvement,however, uncertain as it remains,structural
adjustmentcontinues to be of major importancefor the Thai economy.
Thailand'sEconomic Prospects for the 1980s: Issues, Trade-offs,and
Uncertainti,es
3.21
The attempt in the preceding sections
to quantify
the likely
economic prospects
for Thailand during the remainder of the 1980s, and the
implication
of alternative
assumptions
regarding world economic recovery and,
domestic policy interventions
raises
a number of issues and identifies
some
important
trade-offs.
It also remains subject:to a number of uacertainties
which were not explicitlyaddressed through the model frameworkbut are
important to an understandingof the implicationsand limitationof the
discussion in the preceding sections. The concludingparagraphsin this
chapter briefly summarize the major issues and trade-offsapparent from the
macro-economicscenariosoutlined above, and highlight some of the more
important uncertaintiessurroundingthe analysiis.
3.22
Slow-down in Economic Growth. An iniportant
conclusionof the
preceding analysisis that a further slowdownin economicgrowth in Thailand
as measured by GDP growth is to be expected for the 1980s, when compared
with the 1970s, and even more so in comparisonwith the 1960s. Equally,
important,however, are a number of qualifical:ions
to this finding: first,
much of this slow-down is due to the relativelypoor performanceof the
internationaleconomy,when measured by the sl:andards
of the last two
decades. If the world economy were to rebound vigorously,Thailandcould
similarlyre-establishits excellenthistoricaleconomicperformance,
provided it maintains a policy framework of sl:ructural
adjustment. Second,
compared with the recent years (1979-82),the outlook for income growth
adjusted for terms of trade changes is actuallyquite encouragingeven under
the medium scenario. This is because,althoughGDP grew at about 5.7% p.a.,
GDY grew much less rapidly due to the substant:ial
deteriorationin the terms
of trade between 1979 and 1982. Since the terms of trade are expected to
recover somewhat in 1983 and then to remain approximatelyunchanged through
the decade, no similar discrepancybetween GD]?and GDY is expected in the
future. Thus, the roughly 6% p.a. growth performanceof the Thai economy
translates into a respectableper capita income growth of between 4.0% and
4.5% per annum, depending on how fast populatLongrowth declinesover the
period. Third, comparedwith the average developingcountry,Thailandwill
remain an above-averageperformer,growing at least half a percentagepoint
per year faster than the averagemiddle-incomeoil importingcountry as
projected in World DevelopmentReport 1983.
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3.23
Downward Revision in Medium-term Outlook.
The outlook developed
above in the medium scenariorepresentsa dovnward adjustmentin expected
economic growth when comparedwith earlier projections,both by the Government
and by the World Bank./l This is due, of course, to a significantextent to
the direct impacts of the worsening in the internationaloutlook which occured
during the last two years. However, another importantreason is that the
current account deficit which is judged sustainablein the mediur-termmust
now be assessed as falling at a lower level in relationshipto GDP than was
the case in the past, thus requiring more extensivemeasures to reduce
external imbalances. There are a number of reasons for this judgement.
First, with substantiallylower export growth in relation to GDP the foreign
debt service capacity of the Thai economy according to one common measuring
rod, the debt service ratio, is directlyreduced. Second, the higher real
interestrates and shorter maturitieswhich now prevail for foreign borrowing,
as comparedwith the past, contributeto a cumulationof debt service above
what was previouslyexpected. Third, as the rate of internationalinflation
has come down, the real burden of internationaldebt is no longer declining
as rapidly as in the past. Therefore,a reduction in the nominal currenLt
account deficit is appropriateif the real level of desired resource transfer
is to be maintainedunchanged. Finally, Thailandwill not likely be able to
continue eroding its foreignreserve coverageas it has in the past. Given
the volatilityof internationalexchangemarkets and the Government'sintent
to retain a stable exchangerate (whether in relationshipto a single
currency or a currencybasket), a stabilizationof foreign exchangereserves
in relation to imports,and possiblya slow increase in relation to the
monetary base should be Judged appropriate./2 This reduces the country's
ability to run a current account deficit for given foreign borrowing and debt
service levels as comparedwith a case where reserves are allowed to decline
further or to stabilize in absoluteamounts. However, for the late 1980s
the projectionsshown above may be overly cautiousas regards the current:
account deficit. Since the deficit falls to below 1% of GDP by 1990, an
average level of net foreign borrowing in 1989/90 below that of 1982/83
results. This low level of net borrowing,combined with a drop in the debt
service ratio after 1988, may not be necessary to maintainThailand's
internationalcreditworthiness. A less restrictive fiscal policy stance,
especiallyin terms of public expenditures,may thereforebecome appropriate
during the Sixth Plan period (1986-91),comparedwith the remainder of thle
Fifth Plan, provided the internationaleconomic outlook does not worsen
substantially. With a less restrictivepublic expenditurepolicy, the
economic growth performanceof Thailand would be further enhancedduring the
second half of the 1980s.

/1 In particular,Thailand: Coping with StructuralChange in a Dynamic
Economy (ReportNo. 3067a-TH,December, 1980) and Thailand: Structural
AdjustmentLoan (ReportNo. P-3201-TH;February 1982).
/2 See also Thailand: PerspectivesforFinancialReform (ReportNo. 4085-TM).
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3.24
Implicationsfor Public Foreign BorrowingPolicy. The reduced
current account deficit is paralleledby, a reduction in total net borrowing
levels. The level of debt outstandingas a ratio of CDP, howevexr,
will
continue to incarease,
rising from 21.9% in 1981 to 26.9% in 1986, dropping
thereafterto 22.5%7in 1990. Under these circumstancesit was appropriate
for the iGoverrnient
to reduce its foreign borrowing target from an annual
US$2.40 billion to US$2.06 billion for the remainder of the Fifth plan
period, in line also with the reduction in public investmentsprogrammed.
Given appropriateoverall public borrowing needs the split between domestic
and foreign public borrowing for the remainderof the Fifth Plan period
should, however,be carefullyassessed. To the extent that a sizeablepublic
sector deficit remains even after appropriatetneasures
have been taken to
increase public resourcemobilizationand to eliminateor scale back marginal
public investmentprojects, the public sector will need to borrow to fill the
saving-investmentgap. Any reduction in public foreignborrowing would be
matched thereforeby an increase in public borrowing from domestic sources,
which in turn, for a given private saving-inveistment
gap, would force the
private sector to borrow abroad by similar amounts. Since private borrowing
tends to take place at higher rates and shortermaturities,this would not
necessarilybe desirable from a national point of view. In order to ensure a
disbursementpattern in line with net real tranisfer
needs during the next few
years, quick disbursingpublic borrowing (incluiding
SALs and syndicated
loans) wrouldremain an appropriatecomponent in the overall public borrowing
program.
3.25
Iml.ications
for Employment Growth and Poverty Eradication.
The
lower economic growth has direct
implications
for employment growth.
In the
extreme case .here employment elasticities
of sectoral
growth are constant
and real wages; do not adjust,
the reduction
in the annual GDP growth rate
from 6.6% pro]jected in the Plan to about 6% projected
here could. increase
unemploymentprojected in the Plan by up to 50%. Actual unemployment,
however, is not likely to grow as much since labor incomes,especially
in the
informal
sector, tend to be flexible
downwards, thus resulting
in commensurate income losses, rather than open unemployment. This reduction in
employment opportunitiesor labor incomes would clearly be undesirablebut
could at:least:in part be counteractedby the impact of structuraladjustment
policies designed to raise the labor intensityof Thai development. These
include the reform of investmentincentives,the eliminationof disincentives
for exports and the increasein real interestrates, all of which jointly
provide a substantial
push in the direction
of more labor intensive
develolment.
At the same time, in order to minimize the detrimental
effects
of the slowdownn in growth on the Government's
efforts
to eradicate
poverty,
it is itmportant
not to cut those governmentexpenditureswhich are supportive
of human capital and rural developmentaffectingespeciallythe poorest
income groups,.The analysisof sectoral public expenditureprograms in Part
III below shows that this prescriptionis not at odds with an efficient
allocationof public expenditures.
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3.26
Uncertaintiesand Risks. Aside from the uncertaintiessurrounding
the pace of overall recovery in the world economy there are a number of
uncertaintiesand risks which need to be borne in mind when interpreting
the macro-economicscenariosdeveloped above. First, the role of private
investmentis highly uncertain. While some adjustmentof private investment
growth to changes in internationalconditionswas postulatedin the
simulations,a more extensivereaction could also occur, which would reduce
the need for public belt-tighteningin the pessimisticscenarioand increase
the need for fiscal disciplinein the optimisticcase. Unfortunately,
private sector investmentbehavior in Thailand is not well studied,and
therefore,no unequivocal conclusioncan be drawn. Second, the impact of
tax policy on consumption and savings is similarly
poorly understood.
The
simulationsassume that much of the burden of additionaltaxes would be borne
out of savingsrather than consumption,thus reducing their stabilizing
impact as comparedwith the case where consumptionis reduced more heavily.
The need for tax interventionfor purposesof external balance is thus
assessed on the conservativeside. Third, the assumptionthat agricultural
productionwill grow at 4% per annum during the 1980s may be overly
optimistic,particularlyif commodityprices remain depressed,or if
agriculturalincentives and policies in support of rapid intensificationare
either not fully implementedor do not have the predicted impact in terms of
rapid increasesin yield. The continued availabilityof land suitable for
new cultivationdoes provide a cushion during the 1980s for continued
agriculturalgrowth even in the absence of substantialyield increases (see
Chapter 6 below). Rowever, this extensive agriculturaldevelopmentalone
will not be sufficient to produce a 4% annual growth rate in agricutural
value added nor will it be costless in terms of public investmentsrequired
to provide the necessary access and to help prevent soil depletion and
erosion.
3.27
The possible overall impact of these uncertaintieson the
macro-economicprojectionspresented in this chapter is difficult to assess.
What they indicate is that flexibilityin macro-economicpolicy is desirable,
so as to permit mid-course
corrections
in plans and policy interventions
as
conditions change, particularlyin regard to the macro-economicoutlook.
Fortunately,such mid-coursecorrectionsare feasible,since many of the
policy measures, particularly
those in the fiscal area, are spread oyer a
number of years.
If and when the internationaloutlook changes,or other
changes occur, a more expansive or restrictive
fiscal strategycan readily be
adopted.
All simulations
indicate,
however, that a determinedpublic sector
revenue effort
is necessary during the remainderof the Fifth Plan period.
If this is implementedsuccessfully,and internationalconditionsimprove or
some of the relationshipsassumed in the projectionsturn out to be conservative, a more expansionarypublic expenditurestance than the strict are
projected above may become appropriate for the Sixth Plan period.
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PART II
PUBLIC RESOURCEMANAGEMENT
AND PLANNING
ii.l
Public expenditure
in Thailand increased
rapidly during the second
half of the 1970s and into the early 1980s, rising
from a cyclical
low of
This has
13.4% of GDP in 1974 to 23.3% in 1981 /. (see Table 4.1 below).
given rise to concern about the possibly
changing role of the public sector
in Thailand and the need to raise public resources to finance the growing
expenditures. However, a longer historicalperspectivesuggests that while
public expenditureas a share of GDP reached an unprecedented
level by 1981,
the public sector'sshare in GDP was unusuallylow in 1974, even when
comparedwith spending levels in the early 1960s, since the Government
drasticallycurtailed especiallyinvestmentactivity, in part inadvertently,
in response to the inflationarypressures generatedby the first oil price
shock and the concomitantcommodityprice boom. Public spendinggradually
recovered from this cut back and reached its 1970 share in GDP by 1978.
Thereaftier,
the public expenditure
share contin,ued to increase
to levels
significantlyabove historicallevels in ThailaLnd.Much of this increase
above historicallevels has been due to a rapidlexpansionof public
investment since 1980, a period during which G?IPgrowth slackened and
overall investmentgrowth slowed down as a result of a real decline in
private
investmnent activity.
The public sector's
share in investment
therefore substantiallyexpanded during the 1970s, reaching40% in 1981/82,
up from 30% in 1970 and 15% in 1974. While public expendituregrowth has
thus been less dramaticwhen seen in a longer historicalsetting,rather
than merely the period 1974-82, there is justi1'iable
concern to ensure that
the resources which the public sector commandsare efficientlyand equitably
managed, that they are financed in ways that do not endanger internalprice
stability or external creditworthiness,and that the overall level and
growth of future public spending do not interferewith the Government's
goals for internaland external
economic balance.
ii.2
Actually, the public sector'sutilizationof resources is even
greater than suggestedby the national accounts, which do not include the
recurrent expendituresof state enterprises. Includingthese expenditures,
consolidatedpublic sector spendingreached almost 35% in 1981 when
expressed in relation to GDP (Table 4.1). Of course, since these recurrent
expendituresrepresent intermediateinputs, the consolidatedexpendituresare
not directly comparable(in economic terms) to the value added concept of
GDP. In the subsequentanalysisof public sector resourcemanagementin
Thailand, refetrenceis repeatedlymade to these consolidatedpublic accounts,
since they provide a basis for an assessmentof the trends in ovrerallsize
and compositionof national resources subject to public sector decisions,
of these
rather than to market forces. Of course, a normative assessment:
/1 Using the national accounts definitionof public expenditurewhich
includes general (centraland local) governmentconsumptionand fixed
capiLtaloutlays of general governmentand of state enterprises.
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trends has to be based on additionalinformationregarding the appropriateness
of expenditureallocationfor specific public services and of resource
mobilization through particularrevenue investments,including taxes and user
charges.
il.3
Despite the public sector's importantand expandingrole in
Thailand, scant attention was until recentlygiven to the planningof ptLblic
sector resourcemobilizationand use, although various reports, includirng
those prepared by or for the World Bank, have analyzedThailand'spublic
finances from a descriptiveand policy perspective./l Symptomaticof this
lack of fiscal planning is the fact that none of Thailand'sfive nationa,l
developmient plans contained
a public expenditure
and revenue program.
However, as part of the Government'sstructuraladjustmentprogram which has
been initiatedunder the Fifth Five Year Plan with World Bank support,the
authoritieshave now begun to develop comprehensivefiscal planning
procedureswith the aim of linking the Plan's macroeconomicand sectoral
targets to specific programsof public sector resource mobilizationand use.
This effort is still in its infancy (see below, paras. 5.15-5.33for a
description
of the current fiscal planning exercise),but is expected to be
carried further as experienceis gained and the usefulnessof such exercises
becomes more widely acceptedwithin Government circles.
ii.4
This Report aims to assist the Governmentin this process of
public sector resource planning. Part II reviews, first, recent trends and
issues in public resource mobilizationand use (Chapter4), and then
assesses
current
public exenditure
and revenue mobilizationplans (Chapter
5). The discussionof sectoral policy issues and prioritiesin Part III
also includes a review of sectoral
expenditureprograms. This analysisof
public resource managementis intended to provide an example of how an
overall public resource planning effort can help identifysome of the major
constraintsand tradeoffs,which in the past have tended to be hidden in the
partial and ad hoc approachesto public resource use and mobilization
decisions. In the context of an Economic Mission this exercisecan only be
indicativeof the kinds of approachesto be taken and of the choices to be
made in fiscal planning. Nevertheless,the goal of the followingdiscussion
is to assist the Governmentin two ways: first, to assess its resource
mobilization and utilization programs in terms

of overall

trends,

compositionand consistency;and, second, to help in developingthe fiscal
planning processes
which the Government itself
is beginning to put into
place.
ii,5
Throughoutthis Report reference is made to three types of public
sector agencies:Central Government,comprisingthe Ministriesand
departmentsmaking up the central administration;local government,
/I See, for example, Report No. 574-TH, "A Study of Public Finances in
Thailand," October 1974; Report No. 2059-TH, "Basic EconomicReport',,
September 1978, especiallyBackgroundWorking Paper No. 6; and "Fiscal
Reforms for Resource Mobilizationin Thailand",Report prepared by
Medhi Krongkaew for the World Bank and NESDB, April 1981.
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departmentsmaking up the central administration;local government,
consisting of the Bangkok MetropolitanAdministration,Pattaya ci.ty,72
provincial (Chungwat)administrations,and 834 municipalitiesand sanitary
districts,under the authorityof the Ministryof Interior,but each with
separate budgets; and the state enterprises,which consist of 76 individual
public
anad pub:Licly owned and managed firms,
each with its own budgetary
autonomy./l
The most important
of these enterprises
are involvetl
in the

provision
of pablic services,
includingpower, public transportation,
water
supply, etc.
Others include various commercial.
and industrialenterprises,
but, contrary to many other developingcountries,this latter category of
state enterprisesis relativelyunimportantin Thailand, contributingonly
about 3% of total public investmentin 1981. The Report concentratesits
discussionon the currentlymost importanttypes of public agencies: the
Central Governmentand the major state enterprises. Local governmentand
minor state enterpriseprogramsand financesare not covered in detail.
However, a number of studies currently under way in Thailand should throw
light in future on these public agencies.
ii.6
Unfortunately,
public sector accountn in Thailand are still not
available
on Et comprehensive
and fully consoli.dated
basis.
The data on
consolidated
public sector expenditures
cited in this Report are not fully
comprehensiveof all public sector financialtransactions,since many of the
smaller revolving funds and special accountswhich the Governmentoperates
are not covered by the financialdata collectedby the Bank of lhailand.
Moreover, while an effort has been made to net out interagencypaymentsand
transfers in consolidatingthe public accounts(most importantly,transfers
between Central Governmentand state enterprises,transfersfroraCentral
Government to local governments,and payments between the power companies
(EGAT, ]YEAand PEA), there very likely remain a number of instancesof
double counting. The data must thereforebe i.nterpreted
with caution,and
increasedefforts should be devised by the appropriateagencies to develop
more reliable public sector accounts./2

/1 There exist also numerous extrabudgetaryEunds,mostly under the control
of specificministries,but outside regular budgetary control. Mcst
of these funds involve only minor financialtransactions,and, due to
the dearth of information,are not coverel in this Report. A study is
curently under way in the Ministry of Finance of these extrabudgetary
furnds.

12 The analysis in Part II is based on actual public expendit:ure
and
revenue data through 1980, on preliminarydata for 1981 and on
estimatesl
for 1982.
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4. TRENDSAND ISSUES IN PUBLIC RESOURCEMANAGEMENT
Overall

Trends

in Public

Resource

Mobilization

and Use

4.01
The public sector in Thailand not only increasedits relative
share in the economy since 1970 (Table 4.1), but also spent substantially
more resources than it generated during the 1970s and into the early 1980s,
as public savings fell short of public investment(Table 4.2). With the
exception of the years 1974 and 1975 when the Governmentpursued a
restrictivefiscal policy in response to the first oil shock, the public
sector saving-investmentgap was close to or above 5% of GDP. Since 1978,
this gap has rapidly increasedand in 1981 reached an estimated 10% of GDP.
The deterioratingpublic sector deficit since 1977 has been due to the
continuousdrop in the public savings rate matched by a steady share of
public investmentin-GDP between 1977 and 1979, and by a substantially
higher public investmentshare from 1980 to 1982. The private sector, in
contrast, saved enough during the 1970s to finance all of its investment.
In fact, it experienceda slow increase in its saving rate during the decade
and into the early 1980s, roughly matched until 1979 by increases in private
investment,which then, however, dropped off rapidly (in absolute and
relative terms) in the period 1980-82, in responseto the domestic
uncertainties,high interestrates, and slow down in internationaldemand
following the second oil price shock. As a result, the private sector
balance. These
generated substantialsurpluseson the saving-investment
surpluses were channeledto finance the public sector deficitsvia transfers
The notable feature
of aggregate
through the banking system (Table 4.2).
public sector finances in Thailandhas thereforebeen that between 1977 and
1979, substantiallyincreasedpublic foreign borrowing substitutedfor
substantialdrops in the public saving rate, while public investment
remained approximatelyunchangedas a share of GDP. Since 1980, however, a
rapid expansion in public investment was matched by a drop in private
transfers
from the private
investment,
and was financed largely
by increased
to the public sector.
Overall,
the total domestic saving-investment
gap
which had increasedto about 6% in 1979, dropped to 4.6% in 1981 as a result
of the increasedprivate net savings surplus which more than offset the
increase in the public net savings deficit.
4.02
The increased public saving-investment
gap since 1977 can be
traced to parallel increasesin the saving-investmentgaps for the general
(central and local) governmentand for the state enterprisesector (Table
4.3).I1 However, the reasons for the increases in these gaps are different
for the two sets of public agencies. For general government,savings
/1 The public sector accountingconceptsused in Tables 4.2 and 4.3 differ
because of different classificationsadopted in nationalaccounts (Table
4.2) and governmentfinance statistics(Table 4.3). However, the
direction of change and orders of magnitude of the relative
size of
each public subsectorremain comparable.
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Table 4.1:

ROLE OF PUBLIC EXPENDITUREIN THAILAND,1960-81
Percent

Calendar

Year

1960-64 (average)
1965-69 (average)
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981/c
1982/d

General
government
consumption
9.9
10.2
11.5
11.8
10.9
9.8
9.6
10.4
11.0
10.6
11.4
12.0
12.0
12.1
(11.4)/e
n.a.
(12.4)/e

of GDP
Total
public
sector
Public
investexpenment
dittLre /a
5.2
7.3
7.7
7.2
6.9
4.9
3.8
5.2
6.9
7.7
7.8
7.7
9.8
11.2

15.1
17.5
19.2
19,,O
17.8
14.7
13.4
15.6
17,9
18.3
19.2
19.7
21.8
23.3
(9.3)/e (20.7)/e
n.a.
n.a.
(9.7)/e (22.1)/e

Consolidated
Public investpublic
ment as perexpendi- cent of total
ture /b
investment
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
28.7
30.1
30.7
34.2
34.7
n.a.

28.1
30.2
29.5
29.8
33.8
20.7
15.1
20.3
29.6
29.1
28.9
26.9
36.2
40.0
(36.9)/e
n.a.
(41.7)/e

/a National accountsdefinition,
i.e., consumptionof general (centraland
outlays of general government and
local)
government, plus fixed capital
state enterprises.
/b Consolidatedpublic sector finances,i.e., recurrent and capital expenditure of general governmentand state enterprises,netting olutintergovernmental triansfers.
/c Preliminary
Td Estimate
/e Figures im brackets reflect estimatesof the Bank of Thailand
(December1982).
Source: StatisticalAnnex, Table 2.8, Report No. 82-TR, Table 2.3; Bank of
Thailand;Mission estimates.
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FINANCIN INVESTMENT: A SECTORALFLOW OF FUNDS, 1970-81

% of GDP

Private

197075

1977

1979

17.9

18.4

21.2

X

of investments

1980

1981
/d

1970O
77

1977

1979

1980

1981
/d

17.3

16.7

100.0

100.0

100.0

100.0

100.0

Sector

Investment

/a

Financed by:
Domestic savings /b
Foreign resources
Transfer from banking system

18.2 17.6 21.0 20.8
1.8
1.8
1.5
3.7
-2.3 -1.0 -1.4 -7.2

22.4 101.7
2.5
10.1
-8.2 -12.8

Public Sector
Investment
/c

6.0

7.7

7.7

9.8

11.2

Financed by:
Domestic savings
Foreign
resources
Transfer
from banking

2.9
1.4
1.5

3.0
1.8
2.9

1.7
3.9
2.1

1.0
3.7
5.1

0.9
3.7
6.6

48.3
23.3
25.0

23.8

26.0

28.8

27.2

27.9

100.0

system

Thailand
In-vestment

95.6
9.8
-5.4

100.0 100.0

99.5 120.2 134.1
7.1
21.4
15.0
-6.6 -41.6 -49.1

100.0

100.0

100.0

39.0
23.4
37.7

22.1
50.6
27.3

10.2
37.8
52.0

8.0
33.0
58.9

100.0

100.0

100.0

100.0

Financed
by:
Domestic savings
Foreign resources
Changes in net foreign
assets
of banking systems
Statistical
discrepancy

21.1
3.1

20.6 22.7 21.8
3.6
5.3
7.5

23.3
6.2

88.7
13.0

79.2
13.8

78.8
18.4

80.1
27.6

83.5
22.2

-0.5
-0.0

1.9
-0.1

1.4 -0.8
-0.6 -1.3

-0.3
-1.3

-2.1
0.0

7.3
-0.4

4.9
-2.1

-2.9
-4.8

-1.1
4.7

Banking System
Transfers
from private
sector
Transfer
from government
Transfer
from abroad
Statistical discrepancy

2.3
1.0
1.4
7.2
-1.5
-2.9
-2.1
-5.1
-0.5
1.9
1.4
-0.8
0.0 -0.1 -0.6 -1.3

8.2
-6.6
-0.3
-1.3

4.9
26.5
-7.3
-18.7
4.9
-2.9
-2.1 -4.8

29.4
-23.7
-1.1
-4.7

Memo: Saving-InvestmentGaps
Privatesector /a /b
Public
sector
/c

0.3 -0.9
-3.1 -4.7

-0.1
3.5
5.7
-6.0 -8.8 -10.3

-2.7

-6.1

Total

/a

Including changes in stocks.

/b

Including depreciation.

/c

Excluding depreciation.

/d

Preliminary.

-5.5

Sources: Bank of Thailand; mission estimates.

-5.4

-4.6

9.7
-6.3
-2.1
-0.0

5.8
-11.2
7.3
-0.4
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Takble4.3: TRENDS AND DISTRIBUTIONOF PUBLIC SECTORDEFICITS,
1970-82 (as % of GDP) /a
Fiscal years
19701977
General Government
Current surplus
(Revenue)
(Expenditure)
Investment
Deficit /d
State Enterprises
Operatingsurplus
Investment
Deficit /d
Total Public Sector
Current surplus
Investment
Deficit /d

1977

1978

1979

1980

1981
/b

1982
/c

19771981

0.1
1.2
1.0
0.6
1.3
1.9
1.8
2.4
(15.1) (14.7) (15.2) (15.0) (15.7) (15.8) (15.4) (15.2)
(12.7) (12.8) (13.4) (14.0) (15.1) (14.5) (15.3) (14.0)
4.4
4.0
4.9
4.2
4.6
4.4
4.6
4.5
-2.0

-2.7

-2.8

-3.0

-4.3

-2.8

-4.5

-3.2

0.7
1.9

0.9
2.5

1.0
3.5

0.9
2.9

0.8
4.4

0.8
4.0

0.9
4.0

0.9
3.6

-1.2

-1.6

-2.5

-2.1

-3.7

--3.2

-3.1

-2.8

3.1
6.3

2.8
7.1

2.7
8.1

1.8
6.9

1.3
9.3

2.1
8.2

1.0
8.6

2.0
8.0

-3.2

-4.3

-5.4

-5.1

-8.0

-6.0

-7.6

-6.0

note that the classificationof
/a Based on Bank of ThailandGovernmentFinance Stat:Lstics;
expendituresand revenuesdiffers from the NationalAccounts classification(shown in
Table 4.2).
/b Preliminary.
/c Estimated.
/d Negativevalues indicatedeficits to be financedfrom borrowingor reserves.
Sources: StatisticalAnnex Tables 5.1-5.7.
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dropped from an average of 3.7% of GDP for fiscal
years 1970-77 to 1.6% in
fiscal
1981, while investments
remained approximately
constant as a
proportion
of GDP. The drop in general government savings in turn was
caused by a more rapid increase
in general government consumption than in
revenues.
For the state enterprises,
savings remained roughly constant in
relation
to GDP during the 1970s and early 1980s, albeit
at a low level of
less than 1% of GDP, while state enterprise
investments
surged in relation
to GDP, almost doubling on average for the period 1977-81, as compared with
1970-77.
In sum, the combination of rapid recurrent
expenditure
growth for
general government and of rapid growth of investments
for the state
enterprises,
neither
of which were matched by increased
public resource
mobilization
efforts
in relation
to GDP, accounted for the deterioration
of
the public saving-investment
gap since 1977.
4.03
As a possible
qualification
to that finding,
one can note that
the public savings data readily
accessible
in Thailand's
national
accounts
underestimate
public savings for two reasons.
First,
the public savings
data refer to public savings net of depreciation
of state enterprise
capital
stock, since depreciation
is not broken down by sector and is generally
lumped together with net private
savings in assessing
the private
saving-investment
gap (see Tables 4.2 and 4.3 above).
In order to make a
correct
assessment
of private
and public gross savings in relation
to
private
and public net savings respectively,
depreciation
must be broken
down between private
and state enterprise
depreciation.
Short of a full
investigation
of state enterprise
accounts or historical
national
accounts
data sources,
a rough estimate of the share of state enterprise
deprecialtion
in total depreciation
can be derived by equating it to the average
historical
share of state enterprise
investment
in total investment which
falls
at about 10%./1
Gross public and private
savings can therefore
be
JI

The share of public investment
in total investment
has amounted to about
25% in the last 20 years (Table 4.1 above), while state enterprise
investment
accounted for about 40% of total public sector investment
(Table 4.3 above).
Therefore,
state enterprise
investment
on average
amounted to about 10% of total investment.
An independent
estimate of
state enterprise
investment
was also built up for FY82 by aggregating
actual depreciation
allowances
for five major state enterprises
(EGAT,
PEA, MEA, PTT and TOT) from enterprise
accounts as reflected
in World
Bank project
appraisal
reports.
Total depreciation
for these agencies
was B 4.9 billion
in FY82. The investment
of these enterprises
as a
proportion
of total state enterprise
investment amounted to about 65Z in
recent years.
Taking this as a rough proxy for the relationship
of
capital
stock and thus depreciation,
total state enterprise
depreciation
in FY82 can be estimated
as B 7.6 billion,
which is about 0.9% of GDP in
FY82. With total depreciation
amounting to about 7.5% of GDP in recent
years, this puts state enterprise
depreciation
at about 12% of total
depreciation,
an estimate which is very close to that arrived
at above
using aggregate
investment
data.
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approximatedby adding respectivelyabout 10% and 90% of total clepreciation
to net public and private saving./l Table 4.4 shows the resultingestimates
for gross pubLic savings. Second, as for total domestic savings,public
savings may be adjusted for the effect of inflationon the real value of
public debt anad of interestpayments. This is particularlyimportantfor
recent years, where public debt, interestpayments,and inflationrates were
relativelyhigh by historicalstandards. Table 4.4 reflects the adjustments
in gross public savings,if only the inflationeffect on public foreign
liabilitiesis accounted for./2 The net impact of the two adjustmentsis to
leave the public saving ratio largely unaffect:ed
between 1975 and 1981.
However, because much of the deteriorationin the public saving-investment
gap was due to the rapid expansionof public :Lnvestment
as a percent of GDP
especiallyfrom 1980 onwards, the gap continues to grow substantially,even
after the adjustmentsare made on the savings side./3 Thus the relationship
of public sector resourcemobilizationto pubLic resourceuse remains a
source of concern for recent years, even if the adjustmentsfor depreciation
and inflatiorn
are made./4

/1

It is possible that the share of state enterprisein total depreciation
has increased in recent years in line with the rapid growth in state
enterprise investment. However, this effect is likely to 'besmall, and
may have raised the share of public in total depreciationErom about 8%
to 12% between 1970 and 1981. This further refinementwiouLd,however,
not affect the general magnitude of adjustmentsmade in Table 4.4.

/2 A similar adjustmentcould also be made f-ordomestic public debt, but is
more controversial,since much of the adjustmentwould reflect unanticipated capital gains by the public sector at the expense of the private
sector. Note that the adjustmentin savings for the effect of inflation
on the real value of debt is exactly parallel to the adjustmentmade in
Chapter 2 above to the current account deficit to reflect the impact of
inflation on the value of real resource transfers. The pciinthere is
that the capital gains accruing to borrowers from inflationas a result
of the erosion of the real value of their debt should be counted as
realized savings.
/3 For 1970-77,the average adjustedgross saving-investmentgap was on the
order of 2.2 of GDP, which is about one half of the adjusl:edgap for
1977-79, and only about one-thirdof the.adjustedgap for 1980/81.
/4 See paras. 2.41 and 2.42 for some further discussionof tlhereasons for
such a concern from the perspectiveof overall macroeconomicmanagement.
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Table 4.4: ESTIMATES OF ADJUSTEDGROSS PUBLIC SAVINGS
AND OF SAVING-INVESTMENTGAP, 1975-81
(as a % of GDP)
1975 1976 1977 1978 1979 1980

1981

Net public saving
Plus state enterprisedeprec.

2.7
0.7

1.4
0.7

3.0
0.7

2.6
0.7

1.7
0.8

1.0
0.7

0.9
0.7

Equals gross public saving

3.4

2.1

3.7

3.3

2.5

1.7

1.7

Plus inflationadjustment

0.2

0.2

0.3

0.4

1.0

2.0

1.6

3.6

2.3

4.0

3.7

3.5

3.7

3.3

Equals adjusted gross public

saving
Memo:
Public Saving-InvestmentGap
Net public saving - gross

public investment
Adjusted gross public saving
- gross public investment

-2.5 -5.5 -4.7 -5.7 -6.0 -8.8 -10.3
-1.6 -4.6 -3.7 -4.6 -4.2 -6.1

-7.9

Sources: Mission estimates;for methodology,the text, para. 4.03.
A more systematicassessmentof the macroeconomicand financial
4.04
implicationsof the aggregate public sector investmentprogram could have
alerted the policy makers to the need to face tradeoffs in investmentdecisions between sectors,and in financingdecisionsbetween external
borrowing,domestic borrowing from the banking sector and public savings.
In the absence of a public investmentprogram for the Fourth Plan, which
would have establishedappropriatebenchmarks for overall public investment
growth and prioritiesbetween sectors,and given the lack of a systematic
public financingplan which could have establishedthe appropriatescope for
financing from alternativedomestic and foreign sources,public investment
and financingdecisions were made on a case-by-easebasis by the various
public agenciesconcerned. As indicatedearlier, the Governmenthas
more effective
control
over
moved on a broad front to establish
recently
public sector expendituresand financing decisions. Before turning to a
detailed review of these efforts,however, a more disaggregatedassessment
of public expenditureand revenue trends in recent years will set the stage
for the subsequentdiscussionof public expenditureprogramsand financing
plans for the Fifth Plan Period.
Growth and Compositionof Public Expenditures
4.05
Consolidatedpublic expenditures,which provide the most comprehensive measure of Governmentactivitiesin Thailand, grew at a rapid pace
between FY77 and FY82, tripling in terms of current prices, doubling in

- 71 terms of constant1976 prices, increasingby two thirds in real per capita
terms and by one third as a ratio of GDP (Table 4.5)./l
The growth rate of
total public expenditureswas 13% of GDP in 19832. Within the total, capital
expendituregrew somewhat slower than the average (10.4! p.a.), while recurrent expesnditures,
which account for about three quarters of the total, grew
somewhat more rapidly. There also was a substantialincrease in the share
of state enterprises,which grew from 38.3% to 48.4% of the total between
1977 and 1982.
4.06
Expenditureunder all major functionalheadingsbenefited from
this rapid growth in public spending,but significantshifts took place in
the functionaldistributionof public spendingbetween FY77 and FY82 (Table
4.5). These shifts are the consequenceof a number of exogenous factors
(especiallyin the energy sector) as well as explicit or impliciLt
policy
decisions. Consequently,they cannot by themselvesprovide the basis for
normative conclusions
with regard to appropriate
expenditure
levels or
changes therein.
The following discussion
therefore
mainly serves a descriptive purpose. Normative conclusionsregarding the balance betwieenvarious
expenditurecategoriesmust draw on an assessment of sector specific
expenditures in relation to some measure of need or net benefit. Bearing this in
mind, the main shifts in public expenditureswhich can be observed are as
follows: Expenditureon industry,mining, energy, transportationand
communication,which in FY77 accounted for 38.5% of the total,
increased
its
share to 46.4% in FY82, mainly because of the near doubling in the share of
energy sector spending. In contrast,
the shaire of public spending on
agriculture,education,health and other services/2 dropped from 33.3% of
total public expenditurein FY77 to 26.9% in FY82. Health expenditure,in
particular,expandedat only a very low rate, growing at 2.3% in real terms
during the Fourth Plan period, and thus only just matching the rate of
populationincrease. Agriculturalspendinggrew by about 4% irnreal per
capita terms,, which is less than half the real per capita growth rate of
total public expenditure,
but still
sufficient
to provide for a slight
Increase as a percent of GDP./3 The trends in education spendiLng are
/. Consolidatedpublic expendituresconsist of recurrent and capital
expendituresof general governmentand state enterprises,netting out
intergov,ernmental
transfers. This concept,which differs from the
conventionalnational accounts approach(which does not include the
recurrent account of state enterprises,on the grounds that their
expendituresdo not representvalue added), is used here as an important
indicator of the size of the public sector in terms of its control over
resources,whether involving final or int:ermediate
expenditurein terms
of national accountsterminology. See aLso para. ii.2 above.
/2 Excluding defense,administrationand Cenitral Government
but including all local governmentexpenditure.
/3

debt

service,

Orne reasion for this drop Is the slowdown in irrigation
spending as the
major dzms and systems were completed.
Rowever, there was insufficient
priority given to match this decline in capital outlays by necessary
increases in operationsand maintenanc spending(see Chapter 6 below).

- 72 -

Table

4.5:

GROWTH ANDSTRUCTUREOF CONSOLIDATED
PUBLIC EXPENDITURE,FY77-82

1982
/e

Average
197781

107.0 136.1 158.0 223.2 264.4 315.2
99.4 117.2
123.8
146.2 153.6
183.1

177.7
128.0

Fiscal
1977
Consolidated
Public Expenditure
In current prices (B billion)
In constant1976 prices " /a
In constant 1976 prices
per capita (B '000)
As a % of GDP
Distributionby Object (in Z)
Recurrent expenditure
Capital expenditure
Total
Distributionby Function (in Z)
Defense & Administration
Agriculture
Industry and mining
Transport & communication
Energy
Education
Realth
Other /b
Total /c
Distributionby Type
of Agency (in %)
Central government
Local government
State enterprises
Total

1978

1979

years
1980

1981
/d

2.3
28.2

2.6
30.2

2.7
29.5

3.1
34.2

3.2
34.2

3.8
2.8
37.10 31.8

74.7
25.3

73.7
26.3

76.8
23.2

72.9
27.1

76.2
23.8

77.9
22.1

74.9
25.1

100.0 100.0 100.0 100.0 100.0 100.0 100.0
21.3
6.5
8.5
17.5
12.5
6.2
2.5
25.0

22.7
6.0
7.2
17.5
14.4
5.8
2.3
24.2

23.7
6.2
6.7
18.6
12.6
5.9
2.4
23.9

21.0
5.5
6.3
18.8
18.9
5.2
2.0
22.4

19.9 19.2
5.4
5.3
6.5
6.4
17.5 17.6
22.1 22.4
9.7/f 9.6
1.8
1.8
17.0/f 17.5

21.7
5.9
7.0
18.0
16.1
6.6
2.2
22.5

100.0 100.0 100.0 100.0 100.0 100.0 100.0

50.5
11.2
38.3

48.5
10.9
40.6

50.2
10.7
39.1

45.8
10.4
43.8

49.7/f 47.1
4.97- 4.5
45.4 48.4

48.9
9.6
41.4

100.0 100.0 100.0 100.0 100.0 100.0 100.0

/a Deflated by consumer price index.
Including
debt service
for Central Government debt, and all local government
expenditure.
/c May not add to 100.0 due to rounding.
77 Preliminary.
T
Estimated.
7T In 1981 responsibilityfor primary educationwas shifted from local government to the Central Governmentwith an offsettingreduction in central-tolocal government transfers.
This explains the discontinuousshifts in
these expenditureshares between 1980 and 1981.

7b

Source: Annex 3.
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somewhatobscuiredby the shift in the responsibilityfor primary education
from local governmentto Central Governmentin FY81./1 Estimates of total
expenditureon educationindicate,however, that the share of education
dropped from 13.2% in total public spendingin FY77 to 9.6Z in FY82, and
that real per capita expenditure
grew at a rate of only about 32:, one third
of the growth of total public expenditure
(although nearly keeping pace with
GDP growth). Expenditureson defense,security and administrationincreased
between FY77 and FY79, but fell back subsequently
as overall
expenditures
increased very rapidly. As a result, their share fell to below 20% of total
public eaxpend'iture
by FY82, but this still implied an increase in their share
in GDP over the period.
assoexpenditure
shares are directly
These shifts
in functional
4.07
ciated 'with shifts
in the distribution
of public expenditure
between general
government and state enterprises.
As stated earlier,
spending of state
enterprises,
which play a predominant role in energy, industry
and mining,
transport and communication,increased from less than 40% of total public
expenditure
in FY77, to almost 50% in FY82. One important factor in this
development has been the increase
in energy costs experienced
during the
sectors,
especially
in the energy and transport
197 0 s.
State enterprises,
are heavily dependenton energy inputs, and thus their reoccurrent
expenditurerose rapidly with rising energy prices. At the same time,
higher prices for importedenergy and the discoveryof domestic energy
resources warranted substantialincreasesin energy-relatedinvestments.
Thus the share of energy in total consolidate,i
expendituresdotbied between
1977 and 1981 (from 16% to 32%) before falling back somewhatini1982.
Arithmetically,therefore,other shares had tD come down. This does not
imply, however, that the extent of the decreasein shares of other components
was justified. As indicated above and spelled out in more detail in Part III
below, it appears that public spendingin agricultureand humantresource
developmenthas expanded less than may have been appropriate.
4.08
Trends in capital spendinggenerallyfollowed those of aggregate
public spending (Table 4.6). Particularlynctable is that reaL public
investiment
im FY82 was more than double the average annual pubLic investment
for FY70-77. Even in per capita
terms, real capital
outlays ntsarly doubled
during the same time span.
The expansion in public investmentwas especially large in the energy sector,which surpassedby FY81 the other major
sector, transportand communication,in relat:iveimportance. Investmentin
irrigationand highways traditionallywere major sectors contributingto
total public investment,but they lost increasinglyin importanceduring the
Fourth Plan period. Togetherwith the declining,and in any case small,
shares of other general governmentinvestmenlt,
this led to a substantial
/1 This is reflected in Table 4.5 by the increase in the educationalshare
between FY80 and FY81, and an offsettingdecline in the share of the
"other" category. Since most of local governmentspendingon education
from the Central Government budget to local
was financed by transfers
authorities,
a matching reduction
occurred in central-local
transfers,
consolidation.
which was netted out in the expenditure
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Table 4.6:

CONSOLIDATED
PUBLIC CAPITALEXPENDITURES,FY70-82
Piscal
Average
1970-77 1977

ConsolidatedPublic Capital
Expenditure
In current prices (in B bln)
In constant1976 prices (B bln)
In constant1976 prices
per capita (B'000)
As a % of GDP
Distributionby Function (X)
Agriculture
(of which Irrigation)
Industryand mining
Energy
Transport& communication
(of which Highways)
Education
Health
Water supply & sewerage
Administrativebuildings,etc.
Local government
Other
Total
Distributionby Type of Agency (%)
Central government
Local government
State enterprises

years

1979

1980

1981
/a

L9lIF Average

1978

/lb 1977-81

14.8
18.1

27.0
25.1

35.8
30.8

36.6
28.7

60.4
39.6

63.0
36.6

73,.2
40,.5

44.6
32.2

0.45
6.3

0.58
7.1

0.69
8.1

0.63
6.9

0.85
9.3

0.77
8.2

0.84
8.6

0.70
8.0

13.1 14.8 12.8 15.6 12.3 12.5 12.6
13.3
(10.3) (10.0) (9.2) (10.7) (9.1) (8.3) (8.3) (9.3)
1.4
2.2
1.4
1.1
0.9
1.4
1.9
1.3
15.8 13.7 17.0 13.1 25.5 31.9 28.6
22.5
29.9 31.1 30.2 34.4 31.5 28.1 25.8
30.7
(19.6) (18.8) (14.0) (15.3) (15.7) (16.5) (15.0) (16.0)
8.0
9.3
8.4
8.7
6.0
8.9
8.7
8.0
1.6
1.9
2.2
2.2
1.7
1.9
2.0
1.9
3.6
4.8
5.9
4.6
3.1
3.0
4.0
4.0
9.5
8.9
7.3
7.3
5.6
4.9
7.9
6.4
15.7 12.6 13.1 11.5 12.3
6.2
7.1
10.6
1.4
0.7
1.7
1.5
1.1
1.2
1.4
1.3
100.0 100.0 100.0 100.0 100.0 100.0 100.0

54.6
15.7
29.7

/a Preliminary.
/b Estimated.
Source: StatisticalAnnex, Tables 5.1, 5.7.

52.6
12.6
34.8

42.5
13.1
44.4

46.2
11.5
42.3

39.6
12.3
48.1

44.8
6.2
49.0

45.8
7.1
47.1

100.0

44.2
10.6
45.2
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reductioniin the relative importanceof general governmentcapitailoutlays,
relative to those of the state enterprises,with state enterprises
increasingtheir share from an average of about 30% p.a. in FY70-77 to 45%
p.a. during the Fourth Plan period.
The Central Govervnent, however, remains by far the single most
4.09
important
publLc entity
in Thailand in terms of its expenditure
Levels,
its recent relative
decline.
What is more, most of the 'public
despite
services
directed
at supporting
Thailand-s
humaLnresource
development in the
areas of education,
health and welfare and at fostering
development in the
rural areas of the country,
are the responsibilityof the Central
Government.
A closer
look at the trends and composition
of Cent:ral
Government expenditures
is therefore
warranted
(Table 4.7). The picture
which emerges is mixed. Total expendituresas a percent of GDP have
increased from 17.0% in FY77 to a projected20.2% in FY83, with a virtually
uninterruptedincrease from year to year. However, if one subtracts
expenditureon defense,general administration(which rose especially
between FY77 and FY80), and interestpaymentson Central Governmentdebt
on
the increase
in expenditures
(which rose continuously
over the period),
public service provision
and transfers
to locaL governments and state
enterprises
in,relation
to GDP is only relatively
small, from 9.8% in FY77 to
10.5% inl FY83, with some fluctuations
in this ratio in between.
The provisional figures for FY83 indicate
that this increase
was accounted for mainly
spending during FY82 and FY83, and by
by a greater
cmphasis on agricultural
for education
and health,/J
and that
slightly
increased
expenditure
ratios
aind recurrent spending shared in the increasedexpenditureon
both capital
public services
in relation
to GDP.
expenditures
into
4.10
The breakdown of Central Government recurrent
only with
wage and salary payments and non-wage expenditures
was possible
reference
to lbudget appropriations./2
These indicate
that between FY79 and
FY83 wages and salaries
increased
from 28.3% to 31.4% in total central
governmeant spending, while non-wage recurrent
expenditures
(excLuding debt
service)
declLned from 37.4% to 33.2% as a percent of total bud,get
appropriations
and remained virtually
unchanged in relation
to GDP. Thus,
kept up with inflation
and even GDP
while Central Government expenditures
since FY77, much of the rapid
categories
growth in all major expenditure
over and above inflation
and GDP growth must be
rise in total expenditure
to three factors: rapld increasesin salary and wage payments,
attributed
/l As noted in para. 4.06 above and in footnote /c of Table 4.7, the
substantial increase in educationalexpenditurein FY81 resulted from a
transferof responsibilityof education from local to central government
from central
to local
reduction
in transfer
with a largely offsetting
government.
/2 Apart from the fact that these are not actual or realized expenditures,
budget appropriationsin Thailand alio do not include foreign financed
expenditures.
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in debt service obligations, and in spending for defense and general administration. Capital expenditures increased only slightly in relation to GDP
and actually dropped as a share of total Central Government expenditure from
22% in FY77 to 20% in FY83. Of itself, this declining Importance of capital
spending is not necessarily a drawback since sectoral analyses (see below,
Part III) show that most shortcomings in Central Government expenditure have
been in the areas of operating and maintaining of exlsting facilities
(especially roads and irrigation networks) and lack of adequate expenditures
for non-wage inputs, such as medical supplies and educational materials.
For these same reasons, however, the recent trends towards stagnation of
spending on non-wage and non-debt service items, while wages and salaries
have continued to expand rapidly, must be of considerable concern./1
Table

4.7:

COMPOSITION OF CENTRAL GOVERNMENTEXPENDITURES, FY77-83
(As % of GDP)

Fiscal years

Total Expenditures
(-) Defense, Administration,
etc.
(-)
Interest payments
()
Expenditures on Services
& Transfers
Of which:
Agriculture
Transport & commerce
Education
Health
Transfers
Capital expenditures
Current expenditures
(incl. transfers)
/a

1977

1978

1979

1980

1981

1982
/a

1983
/b

17.0

17.8

17.5

18.9

18.3

19.4

20.2

6.0
1.2

6.9
1.3

7.0
1.5

7.2
1.6

6.8
1.8

7.1
2.0

7.2
2.5

9.8

9.6

9.0

10.1

9.3

10.3

10.5

1.6
1.8
1.8
0.7
2.7

1.6
1.5
1.7
0.7
3.0

1.6
1.4
1.8
0.7
2.6

1.6
1.7
1.8
0.7
3.2

1.6
1.6
3.3/c
0.6
1.2/c

1.7
1.6
3.6
0.7
1.1

2.0
1.5
4.0
0.8
1.0

3.7

3.5

3.2

3.8

3.7

4.0

4.0

6.1

6.6

5.8

6.3

5.6

6.3

6.5

Estimate.

Th Projection.
tc

Responsibility
ment in FY81,

Sources:

/I

for
with

education
was shifted
from local
to central
a commensurate
reduction
in transfers.

Statistical Annex Tables 2.1, 5.3;
estimates.

govern-

Bank of Thailand; mission

The extent to which increases in average wage rates, shifts in the wage
structure, or increases in employment in the Central Government accounted
for the increase in wage and salary payments could not be assessed. This
is, however, an important area for further work in future.
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Two main conclusionsmay be drawn frointhese findingsregarding
growth artd composition
of public expenditures
in Thailand.
First, while
some shifts in public spendingtowards energy investmentswere appropriate
in view of the drastic increase of real energy prices during the 1970s, the
relatively low growth in expendituresdirectedat agriculturalaridrural
development,health and education during the Fourth Plan period, especially
when coupled wi.tha slow growth in non-wage expendituresin support of human
resource developmentprograms,has led to the perpetuationof some serious
shortfalls in public sector involvementin these areas. Some progress
appears Itohave been made during the first two budget years of the Fifth
Plan periLod in shifting
resources
towards these areas, but movement in this
direction should continue. The substantialincrease in the domestic
relative pricei;of energy products since 1979 have led in turn to
substantLaldownward adjustmentsin energy demand growth, thus making
continued rapid growth in energy investmentsof lesser priority(see below,
Chapter 8). Altthe same time, there continue to exist urgent needs in the
areas of agricultural,rural, and human resource development,which must be
addressed if Thailands'slong-termdevelopmentneeds are to be met.
4.12
Second, and as a corollaryof the first conclusion,with the emergence of the state enterprisesector roughly equal in importanceto the
Central Governmentas regards command over public resources,it has become
essential to plan and direct state enterpriseactivitiesnot merely from the
point of view of each agency's particularobjectivesand concern,but to
take into consideration,especiallyfor the larger state enterprises,the
macroeconomicimpact of their investmentand fLnancingdecisions. Similarly,
in designinguacroeconomicpolicies the role of state enterpriseexpenditures muLstbe explicitlyconsidered. Failure to do so may have two types of
undesirableconsequences: (a) the effectivenessof macroeconomicpolicy
responses,in particularstabilizationpolicies and measures designed to
shore uFpthe country' creditworthiness,is substantiallylimited if only
Central Governmentexpenditures(and revenues) are adjusted;and (b) unless
state enterpriseexpendituresand revenuesare explicitlyincorporatedinto
the macroeconomicpolicy framework,such policieswill not be neutral as
between sectors,
since some functions,
especially
agricultural,
rural,
and
human resource
development,
are highly concentrated
under the Central
Government, wtile others,
especially
energy, transport
and commtnications
development,are heavily concentrated
in the state enterprisesector. Even
intrasectoralbalances (e.g. in the transportsector, as between highways
and other tranisport
expenditures)can be affectedwhere the Ceni:ral
Government (hiLghways)
and the state enterprises(railways,ports, aviation,
urban transit)are both involved. The scale and interdependencLes
of public
sector resourcemanagementissues have thus become much more intricatein
Thailand and mioreexplicit proceduresfor fiscal planningmust thereforebe
developed to deal with the problems they give rise to. How the Government
has begun to tackle this set of issues will be discussedin Chapter 5, after
a review of selected issues in public resourcemobilizationin the remainder
of this chapter.
Public Sector Resource Mobilization
4.13
The public sector in Thailand draws on three major categoriesof
financial resources to finance its expenditures: tax revenues,which are
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mainly the source of finance for central and local government;service
charges and user fees, which traditionally
have been most important
for
state enterprise financing;and foreign and domestic borrowing,which have
been a source of finance for general governmentand state enterprisesalike.
With the rapid increase
in the relative
importance of state enterprises
in
terms of expenditures
their operational
receipts
have also grown rapidly.
The share of these gross incomes in total public sector financing (including
borrowing and financingby the monetary authorities)increased from 33% in
PY77 to 40% in FY82, while the share of tax revenues in total public sector
financing declined from 44% to 35% over the same period. This trend underscores the great and recently increased importanceof state enterprise
service charges and fees, and the resulting need to give careful attentionto
level and structureof these charges,not only because of their implications
for the financialviability and efficiencyof the public service provision,
but also from the point of view of macro-economicresourcemobilization.
The share of financing from borrowing and the monetary authorities
fluctuatedbetween the extremes of 15% and 22% (Table 4.8). The trends and
eompositionof these three major categoriesof public sector resources, and
some of the issues and concernswhich they raise are discussed in the
followingparagraphs.
Table 4.8: FINANCING OF CONSOLIDATEDPUBLIC EXPENDITURE, FY77-82

Fiscal years

1977

1978

1979

1980

1981
/a

1982
!lb

Total ConsolidatedExpenditure
(in B billion)

107.0 136.1 158.0

Financed by (in%):
Central governmentrevenues
of which: Taxes
Local governmentrevenues
State enterpriseown revenues

100.0 100.0 100.0 100.0 100.0 100.0
48.7 47.2 47.7 41.4 44.0 39.4
(44.2) (44.2) (44.2) (38.4) (37.7) (34.9)
3.6
3.3
3.2
2.5
2.5
2.4
32.6 31.5 32.3 34.0 36.7 40.3

Subtotal: revenues
Net external borrowing
Net domestic borrowing
Monetary authorities
Subtotal: deficit

84.9

82.0

223.2 264.4 315.2

83.3

77.9

83.1

82.1

3.3
6.1
5.8

7.0
6.7
4.3

8.2
2.5
6.1

11.1
4.9
6.0

9.1
2.4
5.4

6.5
4.6
6.8

15.1

18.0

16.7

22.1

16.9

17.9

/a Preliminary.

7W Estimated.
Source: StatisticalAppendix Tables 5.2 and 5.5.
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4.14
Tax 'Revenues:Trends and Structure. Although tax revenuesin
Thailand now rank behind state enterprise
service
fees and user charges
(gross of cost) in terms of their share in finEncing consolidated
public
expenditures,
they remain a vital element for public resource mo'bilization.
This is the case despite the fact that taxes have accounted for only 13-14%
of GDP during the 1970s, including
local governments (or 12-13%, if only
Central Government taxes are considered),
which is low by international
comparison./l
The tax/GDP ratio in Thailand expanded rapidly
in the 1960s,
from 8.7% in FY51 to 11.6% in FY61, thereafter
increasing
only slowly to
reach 12.7% (13.6% with local taxes) by FY70. Taxes fluctuated
around this
level for much of the 1970s (Table 4.9).
The composition
of tax revenues,
however, has changed substantiallysince the 11960s. Taxes on international
trade, which in FY61 accounted for more than half of Central Governmenttax
revenues, declined steadilyin relation to GDP and as a share of total
taxes,
both because of a reduction
in the reliance
on commodity export taxes
in the wake ol:the growing diversification
of Thailand's
exports and reduced
export tax rates,
and because of reduced average rates of import: taxes,
associated
wil:h import substitution,
more extensive
exemptions granted by
the Board of Investment
(see para. 7.20 below), and recent reductions
in
nominal rates of protection
(see para. 7.14 below).
The reductLon in trade
tariff
revenues was offset,
however, by a commensurate increase
in the
tax/GDP ratios
for the broad-based
income and consumption taxes,
especially
the corporate
income tax.
This tax started
from a low base in 'FY61, but
during the 1970s surpassed the personal income tax, which hardly increased
in relation
to GDP. This expansion in the corporate
income tax reflects
both the relative
ease of administration
of this tax, at least for large
companies, and the rapid growth in the largely
Bangkok based industrial
activity./2
Business (turnover)
and excise tax revenues increased
similarly
rapidly in absoluteand relative terms during the last two decades for the
same reasons. As a result of these shifts,
Thailand now relies
less heavily
on trade taxes than does the typical
middle-income developing
country,
but
is more dependent on indirectdomestic taxes. Despite their recently
increased importance,direct tax revenues in Thailand are, however, still
of
relatively limited importanceby internationaL
comparison(Table 4.10).
Because!of this continuedheavy relianceon indirect taxes, the!incidence
of
Thailand's
tax system has been found to be slightly
regressive,
a

/1

In 1977, for 19 middle-income
developing countries
falling
in the range
of per capita incomes of $420-750, the median tax/GDP ratio was 17.8
(Tiable4.10). According to WDR 1983 (Figure 5.1) the average central
government revenue to GDP ratio in middle-incomecountries in 1980 was
26% and for low income countries 17%. ThLeserevenues are mostly taxes.

/2 About 85% of the corporateincome tax wan collected in Bangkok during
the Fourth Plan period.
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Table

4.9:

TRENDS AND COMPOSITION OF GENERAL GOVERNMENTREVENUES, FY61-82
(As Z of GDP)

Fiscal

1961

Avg.
1961
-70

1970

Avg.
1970
-77

years

/a

1980

lb

Avg.
1977
-81

2.8

1981
1977

1978

1979

1982
/c

Income Taxes

1.2

1.4

1.6

1.9

2.2

2.5

2.6

2.6

2.6

2.9

Personal

0.8

0.8

1.0

0.9

0.9

1.1

1.1

-1. 1T.

1.1

1.3

Corporate

0.4

0.6

0.7

1.0

1.2

1.4

1.4

1.5

1.7

1.5

1.6

Business &
Excise Taxes

2.9

4.2

4.8

5.1

5.5

5.3

5.5

5.7

5.7

5.6

5.8

Trade Taxes

6.2

5.4

4.8

3.8

3.6

3.5

3.6

3.4

3.2

3.4

2.6

Imports

4.0

3.9

4.0

3.1

3.1

3.2

3.1

2.9

2.8

3.0

2.4

Exports

2.2

1.5

0.7

0.6

0.4

0.4

0.5

0.5

0.4

0.5

0.2

1.3

1.4

1.5

1.4

1.2

1.4

1.4

1.4

1.0

1.2

0.9

11.6

12.4

12.7

12.2

12.5

12.7

13.1

13.1

12.7

12.8

12.2

Nontax Revenue

0.9

1.2

1.3

1.2

1.2

1.0

1.0

1.0

1.6

1.2

1.3

Total Central Governiment
Revenue /e

12.5

13.6

13.9

13.4

13.6

13.8

14.0

14.1

14.3

14.0

13.5

N/A

N/A

0.9

0.9

1.0

1.0

0.9

0.8

0.9

0.9

0.9

N/A

N/A 14.8

Other Taxes /d
Subtotal
all taxes

Local Government Revenue
Total General Government

Revenue

/a

14.3

14.6

14.8

14.9

14.9

15.2

14.9

14.4

GDP also on fiscal year basis.

75 Preliminary.
T7

Th
7e

Estimated.
Including profits of fiscal monopolies.
Not including extrabudgetary receipts and foreign grants.

Sources:

1961-70: Report No. 82a-TH, Statistical Appendix, Table 5.1a.
Bank of Thaila,nd,
1970-80:
Statistical Appendix, Table 5.4 1981/82:
August 1982.
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Table

4.10: COMPARATIVEDATA ON TAX/GDP RATIOS AND ON SOIRCES
OF TAX REVENUE FOR MIDDLE-INCOME COUNTRIES, 1977

central
government
total
current
revenuw from
Domestic
taxes on
goods &
services
Taxes on
Taxes on
including
income,
internaprofits
profits &
tional
capital
from fiscal
trade
monopolies
gains
X of

Ratio of
central
government
revenue
to GDP
(in %)

Middle-income
countries /a

Ghana
Kenya
Lesotho /b
Indonesia
Yemen Arab Republic
Mauritania
Senegal
Liberia
Honduras

Zambia
Bolivia
Egypt
El Salvador
Cameroon
Thailan,d
Philippines
Nicaragua
Papua New Guinea
Congo, People's Rep. /c
Morocco
Peru
Median for MiddleIncome Countries

N/A - not
/a

19.7
35.0
8.9
67.3
2.9
19.3
22.0
41.9
18.9
37.1
14.2
8.6
14.3
14.4
14.9
22.8
14.3
46.8
28.8
20.7
16.3

30.8
33.0
3.3
13.1
3.0
16.2
19.2
21.4
26.6
43.2
26.6
10.7
23.2
18.0
44.1
33.2
36.8
16.7
16.5
34.3
43.2

39.8
17.2
61.8
10.1
71.9
32.1
33.9
30.5
33.6
6.2
35.4
37.6
52.9
45.7
24.7
24.6
21.8
19.6
28.7
19.9
24.5

17.8

19.3

23.2

30.5

available.

GNP per capita between US$420 and US$3,0OD.
fromi 1974.
fromi 1975.
Data fromi 1976.

7b Data
Th Data
Td

N/A
16.8
N/A
15.3
25.0
28.4
20.0/c
19.2
15.3/d
25.9
11.1
42.9
16.6
23.9
14.3
12.8
13.3/d
17.8
28.7
26.1
14.7

Source:

World

Tables,

1980.

-

regressivity
expenditures
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which has further been compounded by the fact that
have on balance favored the wealthier
groups./1

public

4.15
Buoyancy and Elasticity
of the Tax System.
The buoyancy of the
Thai tax system in the 1970s was slightly
above unity,
as reflected
by the
increase
in the tax/GDP ratio
between 1970 and 1980./2
However, some of
this responsiveness
of tax revenues to GDP growth is the result
of
discretionary
tax rate changes.
If one wants to assess the intrinsic
responsiveness
of the current
tax system to changes in economic growth, it is
necessary
to "clean" the revenue series in order to assess what revenue
changes would have occurred had the present tax structure
been in force all
along./3
As background to the revenue projections
summarized later in this
Report, a disaggregated
analysis
of revenue elasticity
was carried
out for
the 12 major tax categories
in the Central Government tax system and for
nontax revenues.
Table 4.11 summarizes the elasticity
estimates
derived
from this exercise./4
Not surprisingly,
the income taxes, and the gasoline
excise taxes have elasticities
at or above tmity, while most of the other
below unity.
Overall,
the long-term
revenue sources have elasticities
elasticity
of the Thai tax system is estimated
to have an elasticity
of
1.00.
This result
is lower than the elasticities
estimated
in previous
World Bank reports
(1.39 in Report No. 574-TH, 1974; and 1.27 in Report No.
2059-TH, 1978).
Although differences
in methodology (which are relatively
minor for Report No. 574-TM in comparison with this Report's
estimate)
of results,
the downward trend in elasticity
limit the comparability
estimates
appears to indicate
that the responsiveness
of the Thai tax system
to changes in GDP has fallen
during the 1970s.

are based on the findings
in Report No. 2059-TH,
/j These conclusions
and increased
in commodity export taxation
pp. 23-25.
Recent reductions
rural electrification,
emphasis on rural poverty programs (including
basic health care, etc.) may have reduced the regressivity
of the
fiscal
system in Thailand.
In the absence of a thorough assessment
this remains, however, a conjecture.
of the revenue generated
the overall responsiveness
/2 Buoyancy reflects
a tax or tax system in relation
to GDP and is measured as the ratio
between the growth rate of revenue and the growth rate of GDP.

13

This "intrinsic"
responsiveness
of a tax or tax system to GDP growth,
i.e.,
absent any further
changes in the tax rates,
is technically
referred
to as the elasticity
of a tax or tax system.

/4

The method of analysis
in a technical
note.

and the findings

of this

analysis

are summarized

by
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Table 4.11:

CENTRALGOVERNMENT
REPENUEELASTICITIES

ElasticiLty

Period of
estimation

PersonaLl income tax
CorporaLte income tax

t.386
1.214

FY63-81
FY75-81

Excise Taxes
Tobacco (domestic)
Tobacco (cigarettes)
Gasoline
Diesel
Other

0.369
1.178
1.386
1.126
0.654

FY72-81
FY72-81
FY7,2-81
FY72-81
FY72-81

Import taxes
Business tax
Entertainmenttax
Fiscal monopolies
Other taxes
Other revenues

0.774
0.875
0.725
0.783
1.156
O.71V3

FY70-81
FY79-82
FY79-82
FY70-81
FY70-81
FY70-81

Total revenue

1.002/a

/a Implied elasticityresulting from combinationof all
component elasticities;derived from projectionsfor
FY82-86 reported on in Chapter 5.
Sources:Mission estimates.
4.16
This apparent decline in elasticitris due either to changes in
the structureof taxationmaking the system :Lesselastic or, more likely, is
due to discretionarychanges not capturedby the analysis,such as
reductions in the effectivenessof administrationor increasingexemptions
for certain types of taxpayers. The latter set of reasons appears to have
been of particularimportance,as Thailand'stax administrationhas
experiencedincreasingdifficultiesin coping with the growing;task of
effectivelycollectingtaxes, and as exemptions,especiallythose granted by
the Board of Investment(see paras. 7.18-7.19 below) and those given to the
rapidly growiingstate enterprises,have become more importantin recent
years. For the future, the elasticityof the Thai tax system should
stabilize,
provided the deterioration
in tax administrationcmn be stopped,
and no further
increases
in the relative
imlortance
of exemptions takes
place.
A number of factors
argue that past trends should indeed be reversed
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in these respects: First, the Government is making major efforts to improve
tax administration;second, it is beginning to reform the industrial
incentivesscheme; third, state enterprisegrowth in the future is likely to
be less rapid in relation to GDP than it was in the past; fourth, some
elements in the tax structurehave recently been made more elastic,
especiallyas a result of the conversionof selectedexcise taxes from
specific to ad valorem rates, a trend which is likely to continue into the
future; and finally,as the less elastic taxes, especiallytrade taxes, lose
in relative importance,and the more elastic revenue sources gain
commensurately,the overall revenue system will become more elastic in the
aggregate./I For these reasons, the elasticityestimatesderived for this
Report are used below in projectingrevenues for the remainder of the Fifth
Plan period.
4.17
In FY82, a substantialand unexpectedslowdown in tax collections
occurred. Over 80% of this shortfallcan be attributedto unexpected,but
temporaryor cyclical, changes in the economy (includingan inventory
reduction resulting in lower business and import tax receipts, and including
a cyclicallylower real economic growth rate during 1982), and to a lower
rate of inflation. None of these changes appear to reflect changes in the
long-term elasticityof the Thai tax system in response to real economic
growth, although the once-for-allinventory adjustmentprovidesa downward
bias for estimatesof tax elasticityin the short term. What is more, with
expendituresbudgeted on the basis of the original revenue projections,the
unexpected revenue shortfallresulted in a substantialunintendedincrease
in the Central Governmentdeficit from a planned2.3% of GDP to an actual
5.9%./2
4.18
Tax Administration. As mentioned above, the reduced effectiveness of traditionaltax administrationorganization,systems and procedures
in Thailand is likely to have been a major cause underlyingthe apparent
downward trend in the responsivenessof the Thai tax system to economic
growth.
Problems in tax administration
were identified
already in the early
1970s (if not before), includingpoor organizationand staffingof tax
offices, fragmentedauthorityand responsibilityfor tax enforcement,
inadequateaudit procedures,lack of coordinationbetween tax departments,
cumbersometax procedures,and lack of modern data processingtechniques./3
/1 However, because of the present preponderanceof indirect taxes,
especiallythe business tax, this effect is not likely to take effect
for some time to come unless the business
tax is transformed
into an
intrinsically
more elastic
tax.
See also Chapter 5, para. 5.38 below.
/2

According to Bank of Thailand data of April 1983.

/3 Report No. 574-TI, 1974, p. 101.
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and on the
As a result
of these problems, tax evasion hags been significant
rise.
For the corporate
income tax, for example, it has been estimated
that
5,000 of the 40,000 corporations
in Thailand do not file tax returns,
and
about half of the corporations
filing
reportedl no profits
in recent years.
Tax arrears
a,re substantial
(nearly B 9 billion
at the end of FY82,
including
those subject
to appeal by taxpayerJs).
Recognizing these
deficiencies,
the Government requested,
and since 1976 has received,
IMF
technical
asEsistance for the modernization
of its tax administration.
4.19
Siax major administrative
problems are common to the three tax
departments,
and measures of administrative
reform are well undler way in all
tax areas for the Revenue Department.
The six areas are:
(a)

Need for Functional
Reorganization.
Tax administratLon
in
Thailand was organized
in line with individual
tax aitegories,
rather
than along functional
lines.
Reorganization
along
functional
lines has just been completed for the Revenue
Department and is under consideration
for the other two
departments.
A major component of this reorganization
is the
creation of a strong internalaudit:unit for each department.

(b) Delegationof Authority. Insufficientdelegationof authority
within departmentshas hampered effective
management.
Expanded
powers of delegation,matched by imaproved
internalaudit, are an
essential element of the proposed administrativereform.
(c)

ImprovedPersonnel. Government-widesystemicdifficultiesin
plublic personnel management and remuneration
make it. especially
difficult
for the tax departments
to attract
and retain
skilled
matnagers, legal personnel,
accountants,
and computer specialists.
The Government is currently
reviewing its overall
organization,
management and compensation of the civil service.

{(d)

Staff Training.
Training programs for modern managerial
and
technical
skills
are required,including
basic training
in tax
administration,
short-term
seminars in specialized
areas,
and
on-the-job
training
for special
technical
skills.
'the Government
which would focus
is planning to set up a Tax Training Institute
on developing
the teaching
personnel and providing
the more
formalized training.

(e) Reporting. Excessive and poorly 4designedinternalreporting
should be replacedby a carefullydesignedmanagementinformation
system.
(f) Tax CollectionTargets. Annual and monthly revenue targets,
rhich have commonlybeen used in Mhailand,are not effectivemeans
of managing or improving tax administration.
While revenue
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forecasts are an essential element of fiscal planning, they should
not be used as performance targets
for collection
personnel,
since
most of the determinantsof actual revenue collections
are beyond
the control of the tax officialsand since the targetsmay in fact
act as a disincentiveto efficient collection.
4.20
Beyond these problemscommon to all three tax departments,
specific requirementsexist in each department. For the Revenue Department,
a program of decentralizingtax administrationin Bangkok,where about 75%
of the Department'staxes were collected in recent years, is well under way
with the creation of eight metropolitan-areatax offices. The need for
further strengtheningof these offices and the streamliningof tax
administrationoutside Bangkok remains,however. Substantialprogresshas
also been made in assigningunique tax identificationnumbers,organizinga
master file system, and computerizingthe tax administration. This permits
much more efficientmailing of tax returns and tax refunds,identification
of taxpayerswho have stopped filing or have high audit potential,and
cross-checkingof taxpayer information. This program needs to be completed
to cover all taxes and regions,but is currentlyhampered by lack of
adequate computer facilitiesand trained personnel. In the Customs
Department the most urgent task is a reorganizationto separate the
Department'sheadquartersfrom the customs administrationin Bangkok. Other
possible organizationaland proceduralreforms include the simplificationof
customs valuation and control through the use of sampling techniques. The
Excise Department also requiresreorganizationalong functionallines, as
well as expanded use of financialaudits in place of on-site physical
controls at the factory gate. With the transformationoF most excises from
specific to ad valorem rates, this will in fact become a necessity,
requiring in turn developmentof an audit program and extensivechanges in
the Department'sstaffing.
4.21
The potential impact of these administrativereforms on the
revenue performance of Thailand's
tax system can be substantial,although
its precise measurement is subject
to many difficulties.
However, with the
completion of the lengthy reform process in the Revenue Department covering
the corporate income tax and the business tax, and with the extension of the
program to the other two departments,the deteriorationof the tax system's
elasticityshould be arrested and even reversed. Under the Government's
fiscal reform program supportedby the Bank's structuraladjustmentloans,
these administrativereforms are to be continued,with the next steps
including
full computerization
of the Revenue Department's
operations,
reorganization
of the Customs Department and rationalization
of customs
procedures,
reorganization
of the Excise Department and creationof a Tax
Training Institute./1
/I For details see Second StructuralAdjustmentLoan (ReportNo. P3481-TR,
March 10, 1983).

- 87 -

Tax Structure. Thailand'stax structurehas been the subject of
4.22
repeated comprehensivereviews and assessments,which have led to the
conclusionthat while on balance tax rates are high, there is some room for
improvementin the tax structure./l Some changes have recently been made,
and others are planned or subjectedto further study under the Government's
structuralad'iustment
program. In each of the major categoriesof taxes,
reforms are sunmaarized in
recent reformfs and further
planned and possible
the tax
Table 4.12.
Some progress has been made already in rationalizintg
of periodic
current pIyments of
system, most 'Lmportantly the introduction
the personal
Lncome tax for self-employed
persons and of the corporate
income tax, inclusion
of income from the sale of real estate under the
e:cise
taxes from specific
to ad
personal
income tax, conversion
of selected
band, and reduction
in export
valorem rates,
narrowing of the import tariff
duties. Further steps are planned for implementationduring 1983, including
rationalizationof personal income tax deductionsand exemptions,and the
conversionof selectedbusiness taxes into ad valorem excise taxes. There
remain, however, important areas for tax reform,which are currently not
directly being tackled,including expandedcapital gains and estate
taxation; abolition of preferentialtax rates for companies listed at the
stock exchange and of exemptionof selectedsitateenterprises;
rationalizationof business tax rates, exemptionsand deductions;and
further
rationalization
of import duties and of petroleum product taxes./2
4.23
Recent changes in the tax structurehave contributedsubstantial
additionalarmounts
of tax resources,although these have been partly offset
by the detritmental
effects of cyclicaleconomicdevelopmentsmentioned above
(para. 4.17)./3 Some of these measures were in support of the progressive
reform of Thailand's tax structure(see Table 4.12); others contributed
quite effectlvelyto revenues during a time of severe fiscal resource
shortages,
but should not be seen as desirable
permanent features
of
These latter
measures include especially
the
Thailand's
tax structure.
amnesty of penaltieson tax arrears,temporary tariff
surcharges,
and
substantialincreases in cement and premium gasolineexcise tax rates. Tax
amnesties,if used frequently,undermine the effectivenessof the penalties
/l The most recent in-depth survey of Thailand'stax structureis contained
in Krongkaew,op. cit., 1981. Based on this report, the F'ifthPlan has
developed an extensive agenda for reform in Thailand'stax structure.
/2 For details of these proposedmeasures and their justification,as
well as other proposals,see Kronkaew, op. cit., 1981. Mfinyof
these measures are also proposed in the Fifth Plan.
/3 Tax measures introducedduring FY82 yielded an estimated incremental
revenue of B 5.7 billion,
while measures already implemented in FY83
are expected to yield incrementalrevenues of B 10 billion.
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Table

Personal

Measures
taken
since January
1981

income

tax

(PIT)

1. Income from the sale of
i_ovable
property
acquired
tbrough
inheritance,
gift,
or nonprofit
motive to be
taxed under PIT (Feb. 27,
1982).
2. Increase
in withholding
tax on interest
income from
fixed deposits
increased
from 10X to 12.5X (Feb. 27,
1982).
3. Periodic
current
payment
of PIT by self-employed
professionalsl
paralleling
previously
existing
withholding
requirement
for wage and
salaried
employment
(October
1982).

Measures
currently
planned
for isplementation
in 1983

1. Reduction
of standard
deductions
for self-employed
persons
(allowable
deductions
are currently
overly
geuerous
and discourage
taxpayers
from proper
bookkeeping).

4.12

Corporate

1.
of
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income

tax

(CIT)

Periodic
current
payment
CIT (early
1981).-

2. Acceleration
payment (October

of periodic
1982).

3. Companies or partnerships
of wbicb more than 50t of
the shares
or capital
are
owned by one person or
family
("closely
beld cempany") have been made liable
to pay CIT; previously
tbay
had the option
to pay PIT or
CIT (March 1982).

1. Use of corporate
income
tax as instrument
in support
of revised
industrial
incentives
scbeme administered
by
the b0T.

Buiness

and excise

taxes

1.*cEcise
tax on c ent
changed
fro, a specific
ad valorem
rate.
2. Study
of excise
products.

wa
to an

ongoing
on structure
taxes on petroleum

andl export

taxes

1. Narrowing
of import tar1ff band to range of 602 at
top to 5-102 at botto,
in
successive
stages
(between
October
1981 and Itovember
1982).
2. Reduction
in rubber
export
tax and in rice
premium, and elimination
of
rice
reserve
requirement
in
successive
stages
(between
May 1981 and June 1982).

1. Substitution
of excise
taxes for business
taxes
on
selected
cmodities
(including automobiles,
motorcycles
and tires;
sugar;
electric
appliances;
detergent
and
soaps;
iron and steel
products

used in construction;
2. Rationalize
exemptions,
including
income from interest,
awards and prizes,
and
from the operation
of
private
schools.

Import

1. Eliminate
use of import
tariff
surcharges
and exemptions
as past of the reform
of industrial
incentives
administered
by the BOI.

Ice,

paper and glass
produced
at
factories;
wood and wood
products;
food seasoning;
and
bathroom
fixtures).
2. Study
feasibility

to assess
the
of introducirg

value added tax.
Measures
for
future
consideration or study

1.
Introduction
tax and expanded
gains
taxation,

of estate
capital

1. Abolition
tial
rates
listed
at
exchange,
large
and
enterprises.

of preferenfor companies
the stock
since
this favors
capital-intensive

2. Abolition
of tax exemption for selected
state
enterprises.

1. Simplification
of complex
business
tax rate
structure
(e.g.,
by imposing three
uniform rates:
low rate
for
essentials
and intermediate
inputs,
high rates
for
luxuries,
medium rate
for all
other products).
2. Elimination
of differentially
higher business
tax
rates
on imports
compared
with domestic
products.
3. Streamline

deductions

exemptions

for business

4. Rationalize
product
taxes.

petroleum

and

taxes.

1. Further
narrowing
import tariff
band.

of

the

2. Specific
iport
tariff
reform for priority
sectors,
currently
under study (automobile induetry,
chemicals,
iudustry,
etc.)
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for tax delinquencyand thus harm tax collection. Tmport tarifiEsurcharges,
while temporary,go against the overall trend of trade liberalization
intende(dunder the Fifth Plan. High cement taxes negativelyaffect construction activity
which has already been in the doldrums,IL and higher
premium gasoline
taxes, without matching increases
in regular
gasoline
and
diesel fuel taxes have led to a substantial
sritch
from premium to regular
gasoline consumption,not warranted by underlyring
economiccost
differentials.
4.24
In sum, the Governmenthas in recen1:years begun to make
significantefforts to modernize tax administrationand to reform the tax
structure. Further specificsteps are planned for the immediatefuture and
additionalreforms are still oustanding. These will be necessary if the
intrinsic responsivenessof Thailand-stax system is to be increased in
future so as to contributeto an increasein public saving,without
requiring substantialreductionsin the expenditure/GDP
ratio. The outlook
for future medium-termresourcemobilizationand specificrequirementsfor
tax policy are further analyzedbelow in Chapter 5.
4.25
State Enterprise Finances. With the rapid expansion of the
operations of state enterprisesduring the 1970s, their financesalso took
on increasingily
greater importance. Relative to total revenuesi
mobilized by
the public sector, those contributedby state enterprise grossgreceipts
increased from 32.6% in FY77 to 40.3% in FY82 (Table 4.8 above')and state
enterpriserevenues as a percent of GDP increased from 9.2% to 14.9% over
the same perLod (Table 4.13). State enterprises,therefore,in contrast to
the Central GYovernment,
raised substantiallyincreasedamounts of revenues
in relation to GDP through the sale of their services./2 The savings performance of state enterpriseshas been less buoyant;however, since 1977
state enterprisesavingsrates have been as good as, or even better than,
during any of the precedingIt years, with the exceptionof the period
1968-71 (Table 4.t3). Nevertheless,the extent to which state enterprise
savings financed state enterpriseinvestmenti3
has drasticallychanged during
the last 17 years, mainly because of the increasein the investmentrate,
especially during the Fourth Plan period. The proportionof state enterprise

/1 The argumenthas been made that cement productionis energy intensive
and that therefore an excise tax on cement contributesto energy conservation. This is, however, a second best solution. Appropriatepricing
and taxationof energy inputs is clearly preferable.
/2 About L0%of the total state enterpriserevenues is accounited
for by
enterprLses producingmanufacturingproducts(most importantamong these
is the Tobacco Monopoly). Even if these enterprisesare oot counted
among enlterprises
producing "public" services,the amount of financial
resources passing through state enterprisesto finance pulblicservices
has increased substantially.
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Table 4.13: AGGREGATEINDICATORSOF STATE ENTERPRISEFINANCES,1966-82
Net transfers
from Central
Government

Consolidated
Fiscal
year
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981/c
19827d
N/A

-

Investsent
GDP
1.6
1.6
1.8
2.3
1.9
1.8
1.8
1.8
1.4
1.5
1.8
2.5
3.5
2.9
4.4
4.0
4.0

state
ratios

Savings
GDP/a
0.8
0.8
1.1
1.6
1.2
1.0
0.7
0.5
0.6
0.4 (1.2)/a
0.4 (1.2)
0.9 (1.8)
1.0 (1.9)
0.9 (2.2)
0.8 (2.5)
0.8 (2.4)
0.9

enterprise
(Z)

finance

Own reSavings
venues
Investment/a
GDP
51.4
50.9
60.6
67.2
65.2
55.0
37.2
26.4
39.8
25.6 (80.0)/a
23.4 (66.7)
36.3 (72.0)
28.0 (54.3)
29.4 (75.9)
17.0 (56.8)
18.9 (60.0)
22.5

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
9.2
9.5
9.6
11.6
12.6
14.9

Ratio of state
enterprise
savinginvestment gap to
total savinginvestmentgap
N/A
N/A
N/A
N/A

}
}
}
} 37.8
}

}
}
37.2
46.3
41.2
46.3
53.3
40.8

to state
enterprise
/b
As Z of
Central
Gov't.
B mln deficit
552 86.7
491 43.4
543 18.7
481 16.8
841
19.8
741
11.2
551
7.1
461
9.6
*-7
0.2
180
4.0
-279
-2.6
1,113
9.0
2,083
12.9
296
1.5
1,276
4.1
1,455
5.8
107
0.3

not available.

/a Figures in bracketsreflect savingsadjustedapproximatelyby adding the estimated
state enterprisedepreciationfiguresand half the inflationadjustmentfigure from
Table 4.13 above. See also text, para. 4.26, especiallyfootnote2.
/b Not includingthe net profitsof the fiscalmonopolies(TobaccoMonopolyand State
Lottery)which are countedas taxes in the CentralGovernmentrevenueaccounts.
/c

Preliminary.

/d

Estimated.

Sources: StatisticalAppendixTables 5.3, 5.4, 5.5 and 5.7.
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enterprise
investments
financed from own resources
fell by about two thirds
between the lalte 1960s and the early 1970s, dropping as low as 1.7% in FY80.
In line with these trends,
the share of state enterprises
in the total
public saving-lnvestment
gap has increased
sigrificantly
in recent years.
4.26
The assessmentof these trends is coziplicated
by the fact that one
deals with a muLltiplicity
of state enterprisesand severelylimited information for many of them, and that no uniform criteria
exist for evaluating
the aggregate
saving-investment
performance
of these enterprises
as a
group.
If one were to assume the rule of thumb which at times is employed
in public utility
companies (such as telephone
companies) that self-financed
revenues
should cover 20-25% of capital
outlaysi in any given year,/1
then
Thailand's state enterprisesector has fallen Ln,or short of, this range
only during the last three years. Indeed, if saving is taken to include
depreciation,then no recent year has seen the gross savinginvestment
ratio
fall below 30Z./2 As another measuring rod one may consider the size of net
transfers from the budget of the Central Goverumentto the state
enterprises,since these can be taken as a measure of budgetary subsidies
and of the direct drain which state enterpriserepresentas a group on the
Central Governmentbudget. In Thailand these net transfershave been
generally small in relation
to the Central Government'scash deficit in
recent years (Table 4.13)./3 Even if the gross transfers from t:heCentral

/1 See,,for example,the covenant in the World Bank's recently approved
project for the TelephoneOrganizationof Thailand (TOT), Report No.
3784-TH, p.31..
/2 Taking the estimated state enterprisedepreciation/GDP
ratios from Table
4.4 above, the followinggross saving-investment
ratios can be
calculated in combinationwith the net savings figures from Table 4.13:
FY75 FY76 FY77 FY78 FY79 FY80 FY81
Gross saving-investment
ratio
for state enterprises(in %)

73.7 61.1. 64.0 48.6 58.6 34.1 40.0

If one adds, furthermore,an adjustmentreflectingthe impact of
inflation on the real value of foreign debt and interestpayments,as
done for total public debt in para. 4.4 above, even higher saving rates,
and higher saving-investment
ratio are obitainedfor state enterprisesas
indicated by the figures in parenthesesin Table 4.13. Howrever,the
saving-investmentratio, even after these adjustments,is lower in the
most recent years (FY80 and FY81) as comparedwith the mid-1970s
(PY75-77).
/3 The tranfers do not include contributionsof profits by fisical
moniopolies
(TobaccoMonopoly and State Lottery) to the budget, since
these are counted as tax receipts in Central Governmentaccounts.
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Government to state enterpriseswere counted, that contributionto Central
Governmentdeficits has been less than 20% in recent years, indicatingthat
an eliminationof such transferswould not have very significantlyaffected
the financialposition of the Central Government./l
4.27
Nevertheless,state enterpriseresourcemobilizationin Thailand
has not been fully satisfactoryin recent years, since the high investment
rates were not matched by increases in savings and have thus resultedin
significantincreasesin borrowing during periods when real interest rates,
and thus the cost of capital,were rising rapidly./2 Under these
circumstancesit would have been appropriateto raise state enterprise
savings more substantiallyfrom the low levels prevailingin the mid-1970s
than was actually the case and to avoid the partial erosion in state
enterprisesavings performancewhich took place after FY78. The authorities
made some importantefforts in remedying the situationby raising a number
of state enterprisetariffs in 1980, and especiallyin 1981, which resulted
in the stabilization,and eventuallya small improvement,in the state
enterprisesaving rate by FY82./3 These increasesoccurred during a period
when inflationin Thailandwas itill high and, with the exception of power
and telephonecharges,were not sufficientto match cost increases for some
of the important state enterprises. As a result, operating deficits in the
State Railway of Thailand, the Bangkok MetropolitanTransit Authority,and
the Metropolitanand ProvincialWater Works Authorities,and to a lesser
extent the National Housing Authority,have amounted to about 0.2% of GDP.
A resolutionof the financialdifficultiesof these entities is urgent
through appropriateadjustmentof tariffs and improvementsin the
operationalefficiencyand management. The Governmentis presently
developing a program toward this effect, since it is committedas part of
its structuraladjustmentprogram to eliminateoperationallosses in state
enterprises.
4.28
Another issue which deserves further investigationin Thailand is
tax treatmentof state enterprises. Many state enterprises,especially
those set up by special act or decree, which includes all of the major
enterprises,excepting the Thai domesticand internationalairlines and thae
Krung Thai Bank, appear in principle to be fully tax exempt, including
corporate income tax, business, and import taxes. Some of these state
enterprises,however, are required to make contributionsto the Central
Governmentbudget (especiallythe fiscal monopolies, but also the Telephone
/1 Some state enterprisedeficits, however,have been financed through
Central Governmentborrowing from the banking system; therefore,the
deficit level and effective transferswere higher than indicatedin
the text, although the importanceof this bias could not be ascertained.
/2 This is further discussedbelow in paras. 4.29-4.35.
/3 These adjustmentsincluded substantialincreases in electricityand
telephone tariffs,increasedbus and rail fares, and higher water
charges.
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organizationof Thailand, TOT). The World Bank"s 1974 Fiscal Report /1
recommended that this issue be studied,but also stated that in principle
all state enterprisesshould be subjectedat least to the corporate income
firms is that
like private
state enterprises
tax. The reason for treating
in the prices charged by the
only where such taxes are levied and reflected
be avoided
will distortions
for their goods and services,
enterprises
respecprovided commodities,
between the prices of private and publicly
tively. So far no progress appears to have been made toward addressingthis
issue in Thailand, but the Governmenthas now indicatedits intention to
of selected enterprises. If a policy of
of taxation
examine the possibility
were, in fact, introducedthis would
of state enterprises
broader taxation
contributenot only to a more efficientallocationof resources,but also to
a more effectivemobilizationof public resources and savings.
gap increased
Public Borrowing. As the public saving-investment
4.29
in relation to GDP, the public sector had to place growing reliance on debt
financing. In the early 1970s, much of the public sector cash deficit was
(FY70/71) or by borrowing from commercial
financed by the monetary authority
on foreign borrowing (Table
reliance
banks (FY72/73'), with very little
From the mid-1970s onward, however, put,lic foreign borrowing rapidly
4.14).
increase,d from 0.5% of GDP in FY75 to almost 4% in FY80, and financed
reaching 54% in
shares of the growing public sector deficits,
increasing
FY80, comparedwith 23% in FY75 and 0% in FY70. The share of the public
deficit financed by net domestic borrowing fromnthe private sector declined
financing the remainder,
over the same period, with the monetary authori'ty
amounting to between 25% and 40% of the total deficit,or between 1X and 2%
of GDP. The use of financing from the monetary authorityand the Government
Savings Bank was restrictedlargely to the Central Government,while bond
issues and direct borrowing from commercialbanks was a source of domestic
finance for both the Central Governmentand the state enterprises. In
FY1982, the Central Government more than doubled its borrowing from the
years mainly because of its efforts to
nonbank public compared to earlier
of government bonds, including higher interest
the asttractiveness
increase
tax on bank deposits
in the withholding
for these bonds, an increase
rates
yields of government bonds, and encouragment to
the relative
which increased
banks to sell newly issued government bonds, as well as advertisement
campaigns.
4.30
Spec:ial importance
attaches
to the rapidly increasedreliance on
to
not only because of its growing contri'bution
public foreigni borrowing,
but also because of the increasedrole which the
public sector finances,
public sector has played in Thailand'stotal foreign borrowing Aincethe
Ottstanding
public debt grew at the very rapid average rate of
mid-1970s.
by only 16%
43% p.a,. between 1975 and 1981, while private debt increased
The share of the public sector in total foreign debt
p.a. (Table 4.15).
/1 Report No. 574-TH, p. 81.
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Table 4.14: FINANCINGOF PUBLIC SECTOR CASH DEFICIT, 1970-82

Cash surplus
Financedfrom: (Z)
(-:deficit)
Net
Net domesticborrowing
Monetary
Fiscal
Zof
foreign
From Gov t sav- Comercial
authorities,
year B bln GDP Total borrowing public ings bank
banks
Subtotal
etc. /c
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981/a
l9827b

-3.9
-6.0
-8.3
-6.1
+3.3
-6.0
-15.2
-16.2
-24.5
-26.4
-49.2
-44.6
-56.5

-2.9
-4.2
-5.2
-3.0
+1.3
-2.1
-4.6
-4.3
-5.4
-4.9
-7.5
-5.8
-6.6

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

-0.2
3.1
6.2
16.2
(32.1)
22.9
22.8
21.4
38.8
48.7
50.4
53.9
36.5

2.1
0.1
1.7
11.0
(3.3)
6.5
6.5
11.0
7.6
6.4
1.8
3.9
7.7

11.3
12.7
17.5
36.4
(59.2)
7.6
8.0
14.6
7.8
6.1
8.1
3.9
7.0

4.0
35.1
62.3
42.5
(9.1)
46.9
26.2
14.7
21.5
2.7
12.4
6.2
11.1

17.4
47.9
81.5
89.9
(71.6)
61.0
40.7
40.3
36.9
15.2
22.3
14.0
25.8

82.9
49.0
12.4
-6.1
(-203.7)
16.0
36.5
38.3
24.3
36.2
27.3
32.0
37.8

/a Preliminary.
/b Estimated.
/c Includesborrowingfrom the Bank of Thailand,ExchangeEqualizationFund, CounterpartFund,
coin issue and uet use of cash balances.
Source: StatisticalAnnex Table 5.2.
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Table 4.15:

Level of Debt
Public Sector
Direct government
Public enterprises
Private
Sector
Non-Bank /c
Commercial banks
Total

/d

1970

197.5
84.0
113.5

315.1
176.4
138.7

33.7

Debt Outstanding

Heso item:
Short term debt
Public
Private

Distribution

/b

1965

/e

EVOLUTIONOF DISBURSEDEKTERNALDEBT
(USS million)

1975

1980

610.7
237.9
372.8

2,831.8
1,270.4
1,561.4

4,128.0
1,647.7
2,480.3

5,169.2
1,946.3
3,222.9

14.1
6.2
21.9

42.8
42.0
43.3

-3.0
-9.8
3.6

27.2
26.5
27.6

549.7
410.3
139.4

1,139.3
735.5
403.8

2,719.6
1,243.3
1,476.3

2,898.8
1,921.7
977.1

2,748.0
2,098.6
649.4

15.7
12.4
23.7

15.8
19.1
8.2

-1.7
-4.5
5.1

3.2
6.1
-3.6

-

864.8

1,750.0

5,551.4

7,026.8

7,917.2

15.1

28.6

-2.1

14.6

-

-

-

-

0
0
0

n
n

-------------------

of Debt

Average
real growth /a
190-7
1975

1979

0

(X)

228.3
60.0
168.3

1981

Average
nominal growth
1970-75 1975rl

1,093.6
392.0
701.6

------------------------

% of nominal
increment
1970-75 1975-81

% of real
Incremvent
197-75Tf 1975-81

Public Sector
Direct government
Public enterprise

-

36.4
20.4
16.0

34.9
13.6
21.3

51.7
22.9
28.1

58.7
23.4
25.3

65.3
24._6
40.7

34.4
6.9
26.4

73.9
27.7
46.2

49.9
79.8
-29.9

89.4
33.3
56.1

Private
Sector
Nonbank
Commercial banks

-

63.6
47.4
16.1

65.1
42.0
23.1

49.0
22.4
26.6

41.3

27T3

34.7
26.5
8.2

66.6
36.7
29.9

26.1
22.1
4.0

50.1
94.7
-44.6

10.6
14.2
-3.6

Total
Memo item:
Short term debt/long-term
Public
Private

-

100

100

100

lOC'

100

100

100

100

100

-

-

0

0

-

-

0
0

0
0

3.2
1.!
5.E

13.8
7.6
25.5

by in import

/a

Deflated

/b

Central

/c

Includes

/d

Derived

/e

Prior to 1980, inflows of short-term
debt exactly balanced outfloiwa in each year for which data is available.
As the stock of short-erm
debt was not measured, it has been deduced from the stock and flow figures
for 1980.
Short term debt of the banking sector is not included.

/IE

x

and local

unit

value

13.9

index.

governments.

some publicly

guaranteed

private

from IFS and Bank of Thailand

debt.

figures.

of rea3 decrease.

Sources:

World Debt TabLes,

1980; World Bank Report

3067a-TH, 1980; mnission estimates.
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therefore doubled over that period from one third to two thirds, and it
accounted for 74% of the increase in nominal debt, or 89% if debt is
measured in real terms (i.e., in terms of the volume of imports that would
be foregor.Le
by paying off the debt)./I
4.31
More than half of the foreign public borrowingwas carried out by
state enterprisesin support of their rapid increase in investments,with
most of this borrowing contractedfor projects in the energy, transport,and
water supply sectors
(Table 4.16). Central Governmentdebt abroad, which
before 1975 had often accounted for more than half of total public foreign
debt, was traditionallycontractedto support investmentsin the
agriculturaland transport sectors. Foreign borrowing for social services,
includinghealth and education,has always been very limited. Recently,
however, two new importantuses were made of foreign funds: defense
expenditures,and counterpartfund requirements(Tables 4.16 and 4.17).
4.32
Although high by Thai standards,the current level of foreign
public debt and the debt service burden which it has given rise to remain
moderate by internationalstandards./2 However, the rate at which public
foreign indebtednesshas increased and some of its implicationspresent a
number of issues which need to be addressed. One importantissue is the
apparent lack of interestrate responsivenessin public foreign borrowing.
In the early 1970s, when real internationalinterestrates fell and actually
turned negative by 1975, the public sector reduced its real level of debt,
but thereafterexpanded it rapidly at a time when real interestrates rose
dramaticallyfrom about -3% in 1975 to about +7% in 1981 /3 (Table 4.15).
Private sector borrowing,in contrast,expanded only very slowly in real
terms from 1975 to 1981, and over the last two years, in particular,when
real interestrates were high, real private foreign debt has fallen markedly.

/l Some of this increase in the share of public debt was due to deliberate
actions by the authoritiesaimed at reducing in particularthe
relativelyvolatile foreign debts of domestic commercialbanks.
/2 In 1970, Thailandhad the sixth lowest ratio of public foreign debt to
GDP in all developingcountries for which debt data are given in the
World DevelopmentIndicators,1982 (WDR, 1982). In 1981, the public
debt/GDPratio in Thailand was 13.5%, compared to an average ratio of
15.4% in 1980 for all middle income oil importingcountries. The public
debt service/GDPratio in Thailand was 1.6% in 1981, compared with the
average ratio of 2.4% for middle income oil importingcountriesin 198CI
(StatisticalAppendix Table 4.1 and World DevelopmentIndicators,1982,
Tables 13 and i5).
/3 The real rate of interest is here defined as the nominal rate of
interest on US Treasury Bills, deflated by the US GDP deflator.

Table

SECTORAL ALLOCATION OF DISBURSED EXTERNAL DEBT FOR MAJOR
4.16:
PUBLIC ENTERPRISE BORROWERSAND FOR THE CENTRAL GOVERNMENT

(US$ million)
1981
% of
Public enterprises

1965

1970

1975

Non-Financial
EGAT

112.8
66.6

130.5
68.3

Thai International

-

-

365.3
179.9
24.4

PTT

-

PEA

-

10.6

MWWA

-

Financial
BAAC
IFCT
GHB
Total Public Enterprises
Central Government
Agriculture
Manufacturing
Elec. light & distrib.
Transport, storage &

communication
Community, social &
personal services
General government
services

Health administration
Education
Multi-sector
Military

GRAND TOTAL

1,293.5
466.0
348.6

1980

2,118.7
687.9
422.9

1981

2,863.8
1,102.1
497.5

subtotals

88.85
34.20
15.44

grand total

55.40
21.32
9.62

-

138.0

274.4

8.51

5.31

-

14.4
2.9

71.9
108.5

103.1
109.3

139.7
118.9

4.33
3.69

2.70
2.30

0.7
0.7

8.2
8.2

27.5
27.5

267.9
69.4
80.2

361.6
97.4
135.0

359.1
110.7
165.5

11.14
3.43
5.14

6.95
2.14
3.20

-

-

-

118.3

129.2

82.9

2.57

1.60

113.5

138.7

372.8

1,561.4

2,480.3

3,222.9

100.00

62.35

84.0
16.3
0.2
27

172.7
33.9
0.6

236.8
37.4
12.9

1,270.4
146.9
12.7

1,637.7
208.2
12.6

1,946.3
274.3
12.6

100.00
14.09
0.65

37.65
5.31
0.24

345

S2. 1

2.68

1.01

16.7

96.7

121.3

202.4

256.8

292.1

15.01

5.65

-

-

-

20.8

25.1

36.7

1.89

0.71

-

-

-

4.4

0.23

0.09

3.4
4.3

1.1
9.1

0.5
3.5
47.7

1.6

4.3

6.9
61.1

21.3
72.7

1.09
3.74

0.41
1.41

18.5

18.6

493.5
537.4

478.8
701.3

24-60
36.03

9.26
13.57

19.0

-

;. 3

-

6.5

-

-

-

197.5

311.4

609.6

(Total public enterprises
plus central government)
Sources:

1979

1981
Z of

World Debt Tables, 1980; mission estimates.

3'5

414.2
386.2

2,831.8

4,118.0

5,169.2

N.A.

100.00
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Table

4.17:

Borrower

FOREIGNBORROWING
FOR COUNTERPART
FUNDS/a

1970

1975

1979

1980

1981

US$ Million
Central government

0.0

0.0

270.9

313.7

314.4

Public enterprises

0.0

0.0

236.0

531.8

686.2

Public sector

0.0

0.0

506.9

845.6

1,000.5

Central government

0.0

0.0

21.33

19.04

16.15

Public enterprises

0.0

0.0

15.12

21.44

21.29

Public sector

0.0

0.0

17.90

20.48

19.36

Z of Total Debt
Outstanding

/a Includesloans for general balance of payments support.
Source: World Debt Tables, 1980; mission estimates.
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has fallen markedly. In fact, the rise in foreign borrowingcosts to the
public sector was even steeper than that reflected in the figures cited
above. From 1970 to 1981 Thailand'saccess to sources of concessional
finance worsened dramatically,and even withinanonconcessionalfinance,
Thailand'spublic borrowing shifted from the Less costly bilatetral
and
multilateralsources to private sources of finance (Table 4.18). The
problems caused by rising real interestrates are, at the project level,
that more productiveprojectsneed to be identifiedand selectedto justify
continued and increasedborrowing. At the budgetaryand balance of payments
level the problemsare that the growing debt service burden makes rapidly
increasingcontributionsto the budget and balance of paymentsdeficits,
which in the aggregate are only justified if the public investmaent
program
results at the margin in growth of public revenuesand foreign exchangeat
least equal to the debt service generated./1
Table 4.18:

SOURCESOF PUBLIC SECTOREXTERNALFINANCE
Average annual growth
of outstanding
debt (%)
1970 1970
[975
Distribution(%)
-81
-75
-81
1970
1975
1981

Concessional
Bilateral
Multilateral

15.8
23.2
6.4

Nonconcessional
Bilateral
Multilateral
]Bonds
Financial
institutions
Supplier
credits

41.3
25.5
46.1

Total
Sources:

/1

World Debt Tables,

5.8
16.8
-4.2
27.9
-10.1
63.9

24.8
28.9
16.1

72.6
27.7
45.0

50.7
31.7
19.1

22.8
17.3
5.6

53.6
65.8
32.8

27.4
11.5
5.7

49.3
3.6
35.7

77.2
8.8
23.4
2.6
40.8
1.6

-

-

-

84.5
9.3

78.7
-12.0

89.5
30.8

-

0.8
9.3

28.6

13.7

42.5

100.0

-

10.6
2.6
1010.0

100.0

1980; Mission estimates.

For the Central Government, in particular
the growing monmentumof debt
service
obligations,
foreign and domestic,has begun to drive the growth
of overall spendingand will continue to do so in the future, squeezing
the scope for growth in other areas, unless governmentrevenues are
similarly expanded.
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4.33
As mentioned above (Chapter2), many of the projects financedby
public borrowing during the late 1970s and early 1980s were justifiedby the
earlier low levels of public investmentand by the substantialrequirements
and opportunitiesassociatedwith the oil price shocks and the development
of domestic energy resources in Thailand./l However, an institutional
frameworkwas lackingwhich would have ensured that all public projectswere
adequatelyappraised and monitored in their implementationand that projectlevel investmentdecisions took into considerationthe rapidly rising costs
of foreign borrowing,the longer term implicationsfor Thailand'screditworthiness, and the implicationsfor the fiscal and balance of payments
stability of the country./2 Public foreign debt management tools, such as
statutory limitationson public foreign borrowing (in particularthe 9%
limit on the public debt service to exports ratio, and the limits on foreign
borrowing commitmentsby the Central Governmentand selected state enterprises set as a percentageof Central Governmentrevenues),could not under
these circumstancesserve to provide a safeguard against inappropriate
decisions,either because they were not binding during the period in
question, or were relaxed when they became hinding,/3or because they were
not designed to address some of the main issues, including the intersectoral
allocationof public investmentsand the appropriatelevels of public sector
resource mobilizationand of financing from the banking sector.
4.34
The Governmenthas, however, recentlymoved on a broad front to
establish more effectivecontrol over public sector investmentactivity and
financing decisions,including the public foreign borrowing policy. The
scope and nature of these fiscal planning efforts are described in the next
chapter. As regards foreignborrowing policy, in particular,the Government
has reactivated its high-levelForeign Loan Committeewith the Fiscal Policy
/1 Besides expanded public investmentlevels, two factorsaccount for the
increased public foreign borrowing levels during this period. First, the
Governmentdeliberatelychose to substitutevolatileor unreliable
private debt by public debt. Second, in the early 1980s, the Government
chose to reduce graduallythe unexpectedlylarge balance of payments
deficits as a deliberateaspect of its structuraladJustmentapproach
aiming a gradual adjustmentin the medium term.
/2 Foreign borrowing for defense, as an extreme case, producesno direct
economic, budgetary or foreign exchangebenefits, even though the
expenditureswhich it financesmay be justifiablefrom a broader
country perspective. The budgetary and balance-of-payments
effects
from such borrowing must thereforebe addressed through specificefforts
to raise the budgetary and foreign exchangeresourcesnecessary to pay
the debt service obligationresulting from military debt.
/3 For example, the 7% public debt serviceratio which was establishedin
1964 was amended in 1976 by permittingan additional2% for military
purposes. These separateceilings were amalgamatedin 1981 into an
overall 9% debt service ceiling.
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Office in the Ministry of Finance as its Secretariat. All public foreign
loan applicationsmust be sanctionedby this committeeafter the project has
been reviewed and approved by the NESDB. Whaltis more, a three-yearrolling
public foreign borrowing plan is now to be preparedevery year in parallel
with NESDB's macroeconomicprojectionsand pu'blicinvestmentprogramming
exercise. With assistancefrom the World Ban'k,the Governmentis also
currently
reviewing its statutory
limitations
on public foreigrL borrowing
and its foreign debt data management and reporting
practices
in order to
develop a systematicapproach toward determiningappropriateoverall levels
of public foreign borrowing and to ensure a completeand consistentdata
base necessary to implementsuch an approach.
4.35
Finally, there are two policy issues which need to bv addressed in
developing piblic foreignborrowing programs in Thailand. First, to the
extent that foreign loans carry concessionalterms, these have generally
been passed on to the borrrowingagency, and often by the agency to the
ultimate
beneficiary
of a foreign-financed
project.
However, at times these
interest
rate subsidies
are generally
not cornveyed as a matter of deliberate
policy in support of a priority
institutionc,rspecial target ,groupworthy
of such subsidies,but more often than not are the outcome of what may
largely be azcidentalreasons of loan distributionacross agencies. The
Governmentnow intends to initiate a study to develop explicitguidelines
for distributlngfunds among implementingagencies so that the advantagesof
access to concessionaryfunds accrue to the Government,or are distributed
according to governmentpriorities. Second, institutionaland political
resistancehas existed in Thailand to borrowing foreign funds for "social"
projects, especiallyin the health field. Given the rigiditiesin
Thailand'sbudgetary system,where foreign-flLnanced
expenditursare treated
as extrabudgetaryitems, additionalto the budgetary allocations,social
sector expendituresmay receive less financial support than they deserve and
are commonly thought to be given. For exampLe,in the case of the health
sector, the common perceptiongenerated by budgetary statistics(which
exclude foreign-financedexpenditures)is that health spendingoccupies a
larger share and is increasingmore rapidly in relation to total expenditure
than has actually been the case (see below, Chapter 10). More importantly,
as a result of their lack of access to foreign funds and expertise,these
sectors may be receiving insufficientinputs or technicalassistancewhich
need to be purchased abroad. The common notion, on the other hand, that
social projectshave a payoff only in the long term, is not a relevant
consideration,as long as the economic rates of return to these projectsare
high (as, indeed, is the case for well-designedprojects;see Chapter 10),
and as long as the overall
borrowing program is designed in connection with
fisca'L measureswhich ensure that sufficientpublic revenues and foreign
exchange are generated
in the aggregate
to service
the overal:L public
foreign debit.

-
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PUBLIC RESOURCE MANAGEMENT
IN THE FIFTH PLAN PERIOD

5.01
The planning of public resource mobilizationand use in Thailand
in the past has been short-termand partial,mostly focusingon the annuial
budget cycle for the Central Government,with little explicitconsideration
of the longer-term fiscal implicationsof budgetary decisionsor a more
comprehensiveview of the public sector, including the local government
sector and the state enterprises. This absence of medium-term fiscal
planningwas generally without major consequencesin the past, because the
public sector was relativelysmall and dominated by the CentralGovernment.
Moreover, fiscal management,while short term in focus, was very conservative in orientation. In recent years, however, the setting has changed:
Thailand'spublic sector has grown substantiallyin relative size, and
within the public sector, state enterpriseshave begun to play a much more
important role in terms of mobilizing and using financialresources,
domestic and foreign. In parallelwith these developments,overall public
sector resource managementbecame less conservative,placing increased
reliance on deficit financing for the Central Governmentand the state
enterprisesalike, thus requiringmore extensivedomestic and foreign
borrowing.

5.02
The rapid increase in public sector activityin recent years can
be justifiedin terms of the requirementsfor adjustmentto the two energy
price shocks and the need for continued,or even increased,efforts to
alleviate Thailand'srural poverty problems and the shortfallsin social
services. But it has given rise to two issues. First, with the much
greater amounts of economic and financialresources directlymanaged by the
public sector, improved planning and management proceduresare required to
ensure that these resources are spent effectivelyand in line with the
overall developmentgoals and prioritiesof the Government. Secondly,while
the substantialincreasein the public savings-investment
gap and the
attendant internal and external imbalanceswere in part the result of
deliberate policy decisions,the scale and pattern of these developmentswas
not foreseenor planned, given the absence of an effective and comprehensive
fiscal planningmechanism. For the future, the country'sroom for maneuver
has been reduced as a result, because of the now higher levels of public
indebtedness,the continuingexistenceof fiscal and financial imbalances,
and an internationaloutlook which, unless it were to improve unexpectedly,
will result in a downward adjustmentof Thailand'smedium-termeconomic
growth performance,when compared to historicalgrowth rates in Thailand.
Therefore,prudent public resource planning and managementis now an urgent
task in Thailand.
5.03
The Government is aware of the urgency of this task and as part of
its structuraladjustmentprogram has begun to develop measures for
comprehensiveinstitutionalreform aimed at improvedpublic sector
management. As part of this overall effort, it has initiateda fiscal
planning programwhich will address many of the issues requiring
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urgent attention,includingrevenue mobilization,state enterprLsetariff
policies,
public foreign borrowing policy,
and public expenditure
programming.
This chapter first assesses the present status of this fiscal
planning exercise;
second, it reviews the restLltsof the aggregate public
resource planning efforts carried out by the Governmentwith support from
the World Bank; third, it reports on an in-depthreview and assessmentof
public expenditureprograms for each of the major sectors of Government
activity; and, finally,it provides an analysiLs
of the macroeconomic
implicationsof the Government'splans for reiourcemobilization.
5.04
As mentioned earlier,this Report cannot and does not intend to
provide a blueprint for public sector resourcemobilizationand use. Rather,
it representsan interim assessmentof a major and innovativef'iscalplanning
effort currentlybeing carried out in Thailand, and aims primarily to assist
in pulling togetherthe lessons and implicationsthat can be drawn so far,
and in pointing towards the next steps which can be taken in continuingthe
progress which has already been made.
Fiscal Planning: General Objectivesand Approaches
5.05
Fiscal planning should be designed to cover a large array of highly
interrelatedfinancialdecisionsand programs of a country-smajor public
agencies, including the Central Government,the state enterpris3es,
and local
authorities. These decisionsinvolve revenue,
moblization,expenditure
programming,and borrowing strategy for any given year and usually three to
five years into the future. Two types of brcoadobjectivescan be served by
systematicallyand comprehensivelyplanning these decisions. First, fiscal
planning has the objective to ensure the conEsistency
of spendingand resource
mobilizationplans at the project, sectoraland agency,macro- and intertemporal levels. In the absence of such consist:ency
checks, difficultiesmay
be incurredduring the implementationof public programsand projects,e.g.,
resulting from lack of counterpartfunds for foreign-financedprojects,lack
of maintenanceof costly infrastructure,unpopular emergencymeasures to
raise revenues or to cut back expenditures. Because of inherentuncertainties, fiscal planning cannot ensure complete avoidence of such problems,but
it does reduce the risk of inconsistentdecision-taking. Second, fiscal
planning involves the normative task of defining trade-offsand of setting
prioritiesin the area of public resourcemobilizationand use. These tradeoffs are manifold and complex,including those of allocatingresources
between the public and the private sectors,
between public cornsumption
and
investment,between differenttypes of revenue measures or sectoralexpenditure functions. Fiscal planningprovidesan opportunityand the discipline
to Identifyand evaluate these and related trade-offsand to translatebroad
policy objectivessystematicallyinto specificpublic action. It also provides a means of tracing the sectoral implicationsof macro stabilization
measures. This is important,since the usual instrumentof m3croeconomic
fiscal control,i.e., the Central Governmentbudget, involvesexpenditures
for only a subset of all public sector services,
particularlythose for
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social servicesand rural development. Macrofiscalmeasures which concentrate exclusivelyon the budget will therefore directlyimply sectoral
shifts of public spending,which may conflictwith the Government'sbroader
developmentobjectives. A broader approach to macrofiscalpolicy is
therefore desirable,coveringnot only the revenuesand expendituresof the
Central Government,but also those of the major state enterprises.
5.06
Comprehensivefiscal
planningis a very complex task requiring
extensive informationon specificrevenue instrumentsand agency programs,
and partial approachesare thereforeappropriate,especiallyin the early
stages of a fiscal planning effort. Nevertheless,at least an indicative
overall fiscal picture should be developedwherever possible,and major
linkages and trade-offsbetween revenue, expenditureand borrowing programs
should be defined. A general discussionof the issues and techniques
involved is presented in the following paragraphs. Their specificapplication to Thailand is discussed in the next section.
5.07
Central Government. On the revenue side, standardmethods of
revenue forecastingare available involvingan analysisof historicaltrends
to determine the relationshipbetween the revenue from major taxes and
importantvariables in economicdevelopmentin the absence of discretionary
policy changes. In the first instance, The future likely growth of revenues
can then be projectedon the basis of these relationshipsand the expected
trends in economicdevelopment,and consideringdesired discretionary
changes in revenue (tax) policy. On the expenditureside, three types of
approaches can be distinguished: First, "top-down"expendituretargetting
allocates overall expected availableresources for each year of the planning
period by sector and subsectorin line with the Government-sbroad sectoral
and intrasectoralpriorities. In designing annual budgets, these sectoral
and subsectoraltargets can then be used to establishministerialor
expenditureitems, to
departmentalceilings. Second, "nondiscretionary"
which the Governmentis committed for some years to come (in particular,
debt service on existingdebt, pensions,and substantialportionsof
government salariesand wages and of operationsand maintenance,defense and
administrativeexpenditure)can be forecast. Given assumptionsregarding
public resource availability,this permits an assessmentof how much room
there is for discretionaryexpenditurechanges, particularlyfor capital
outlays. Third, "bottom-up"project and activity-levelexpenditure
programming traces out the expenditureimplicationsof ongoing as well as of
new projectsor activities,coveringboth capital and recurrent outlays.
Project and activity-levelexpenditurescan then be aggregatedby program
and sector and into total expenditurefor each year. The consistencyof
these aggregatedexpenditureswith overall resource availabilityand interand intrasectoralprioritiescan be checked, and necessarychanges can then
be traced back to the project or activitylevel by reducing, phasing or
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scrapping low-priorityactivities,by adding or acceleratinghigh priority
activitiesand/or by reconsideringdiscretionerychanges In tax policiesor
in Central Government support to public enterprises. Under this system,
annual budgets would represent time slices of the multiyear expenditure
program,which would be revised and updated oTi a rolling basis as part of
the annual budgeting process. Finally, an asssessment
of borrowingneeds and
priorities can be carried out in line with the aggregaterevenue and
expenditure plans, taking into considerationboth the macroeconomic
implications
of different
types of public borrowing and the debt service
implications
which they give rise to.
5.08
Ideally,
all major components of fiscal
planning should be carried
out iteratively,
usually beginning with a baseline
projection
cf revenues,
establishing
a benchmark of resource availabilitywhich can guide the
ensuing "bottom-up" programming of expenditures,
and a firstrotnd
estimate
of borrowing needs.
The revenue, expenditureand borrowingprogramsmust
then be brought in line with each other by considering
at the margin the
relativre
costs and benefits
of changing revenues,
spending and borrowing
requirements..In this iterative
process,much can be gained byrconsidering
in specific t:erms what revenue measure would be taken and what expenditure
would be cut, rather than merely specifying
broad targets
whose achievements
may be unrea'Listic
and whose relative
costs cr benefits
cannot be assessed.
5.09
State Enterprises.
Major state enterprises
generally
develop their
own expenditiure
and revenue forecasts,
frequently
on a more sylstematic and
elaborate
basis than is the case for the Central Government.
'rhese projections should be compiled and reviewed in terms of the underlying
planning
assumptions,
particularly
as regards projected
demand growth, capacity
utilization,pricing policies,maintenance antdoperationsrequirements,
borrowing programs,etc. Such a review would aim to determinewhat are the
marginal projects or activitiesplanned by the enterprise,to what extent
additional revenuescould be generated efficLentlyby higher user charges,
and what are the implicationsof additional borrowingfor the financial
structure of the enterprise. A comprehensives
compilationof recurrent and
capital reveinuesand outlays by state enterprisecan then be used to develop
a set of consolidatedpublic sector accounts,permittingan antalysis
of
trends;in historicaland planned public spendingby functionor by object,
and arnevaluation
of trends in financing
from alternative
revenue sources.
A full accounting
of past and planned expenditure
and revenue flows on
current and capital account for all agenciesalso providesan effective check
on assumptionsregarding interagencyfinancial flows (in partiLcular
transfers
to and from Central Government) and on the accuracy of consolidation
which
requires
the netting out of all interagency
transfers
in order to avoid
double counting.
5.10
Local Governments and Extrabudgetery
Funds.
Local government
expenditures
and revenues in principle
should be projected
in a manner analogous to the projections
for the Central Government, but for the purposes of
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national
fiscal
planning such an exercise
is ruled out by the large num'ber
of local authorities. As a first step, it is, however,desirable to establish historicalrevenue and expendituretrends by broad categoriesfor all
local governmentscombined and extrapolatetheir likely growth on the basis
on simple analyse'sof revenue buoyancy,local governmentemploymentgroiwth,
borrowing programs, and central-localtransfers./l The last item, in particular, deserves careful considerationin a national fiscal planningeffort,
since such transferstend to be treated
as residuals and are the first
lto be
squeezed during periods of fiscal austerity,to the detriment of important
local public service programs. Extrabudgetaryfunds play an importantrole
in Thailand and also need to be brought into an overall fiscal planning
effort. Revenue and expendituretrends in principlecan be forecastand
assessed much as is the case for state enterprises,except that information
tends to be scarce and forecastingat the level of individualfunds more
difficult,particularlyfor the smaller ones./2
5.11
ConsolidatedFiscal Planning. Once the fiscal planning exercise
has been carried out at the level of individualagencies,a projectionof
overall (consolidated)fiscal aggregatescan be assembled. Major interagency
interrelationships
will already have become apparentin the processof
assembling agency-specificforecasts,but in assessing the consolidated
expenditure,revenue and borrowing prospects for the public sector,partilar attention can be focused on the following issues: (i) the consistency
of overall revenue, expenditureand borrowing levels with the macroeconomic
goals of Thailand and external stability;(ii) the possiblerole of state
enterprise financesin achievingmacroeconomicgoals and in maintaining the
desired intersectoralbalance of public expendituresin times of fiscal austerity; and (iii) the role and justificationof interagencytransfersin
pursuing particularfiscal goals, such as deficit financingof state enterprises, or revenue support for local government.
Fiscal Planning in Thailand
5.12
Past Fiscal PlanningPractices in Thailand. Until recently,official fiscal planning in Thailand was rudimentaryand fragmented. Central
Governmentresource planningwas limited to the annual budget process. Ot

/I Special attentionshould be given also to expenditure
and revenue programming in Bangkok of the Bangkok MetropolitanAdministration(BMA),
even in the context of a national fiscal planning exercise, since the
BMA is by far the largest single local governmentand is likely to
absorb a lion's share of the resources channeled to local authorities.
/2 Because of their relataivelymodest size, local governmentand extra
budgetary funds will only be treated in passing in the remainder of
this chapter.
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the revenue side, forecastswhere preparedby the Ministry of Firiancefor
the next budget year, based on a simple linear extrapolationof past revenue
growth for each of the major taxes, making allowance for changes in
tax rates where appropriate,and for other special considerationsthought of
relevance at the time. This procedureresulted in a point estimate of
revenues which was then used, together with a target budget deficit to be
financed by borrowing,to determine the overall resource ceiling available
for allocationamong expendituresby the various ministriesand 1epartments.
During times oF rapid economic growth, and especiallyduring years of accelerating
inflation,
this revenue forecasting
method usually produced relatively
conservative
estimates
which could be met or exceeded quite easily.
In
FY82, however, the system broke down as ThailarLd experienced
a major revenue shortfall
as a result
of the economic slowdown, decline in the rate of
inflation,
and, in particular,
the marked decline in imports.
Since these
events were not predicted,and probablywere nct even predictable,more
at the time.
refined
forecasting
methods would also have faced difficulties
it
would
be
appropriate
to
for
annual
budget
projections,
Nevertheless,even
relate revenue projectionsto projected economiLc
developmentsand to apply
sensitivity analysis for revenue forecasts,baied on alternativemacroeconomic scenarios,growth and inflationassumptions,in order to give the
decision makers, includingParliament, a better understandingof the range
to any particular
of possible or likely outcomes and the risks aittached
budget ceiling./l On the expenditureside, the Budget Bureau in the past
compiled departmentalbudget requests,which ware then brought wvithinthe
overall budgetaryceiling,with the relative priorityof projectsand programs generallydeterminedby the Budget Bureau in direct negotlationwith
the departmentsconcerned. Little or no infornationwas available for, or
attention given to, the longer-termimplicationsof any particularbudget
request or allocation. In any case, expendituresfinancedfrom foreign
grant or loan proceeds were not, and still are not, part of the central
budget and were not specificallyplanned in any comprehensivemanner, often
Baht counterpart
funds were
resultinigin difficulties
when insufficient
budgeted,
given the lack of explicit
linkage between domestic resource
and
foreign resource
budgeting.
5.13
Stal:eenterprises,particularlythe larger ones which had longstanding assos:iations
with external lenders, such as EGAT, PEA, MEA, TOT and
SRT, have for some time carried out medium-term financialforecasts

/1 Sensitivityanalysis in revenue forecastinghas recentlybeen applied by
the Bank of Thailand for its short-termforecastsof fiscal activities.
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at a fairly
sophisticated
level,
but until very recently,
no systematic
effort
appears to have been made by any central
agency to compile these
programs into an overall program,althoughNESDB staff concernedwith
reviewing state enterpriseproject proposalshave had access to these
programs.
Moreover, most state enterprises
are required
to submit their
annual budgets for review to NESDBin preparation
for Cabinet approval.
NESDB staff, in conjunctionwith staff from the Budget Bureau,Ministry of
Finance and Bank of Thailand, have in the past reviewed these budgets,with
little or no attentiongiven to the recurrent or operatingportion,but more
frequentlywith a careful review of the capital budget. Rowever, these
reviews appear not to have been concerned either with the longer-term
implicationsof the expendituresbudgeted,or with the compilationof
budgets across agencies to ascertain the overall size and sectoral
distributionof public spendingand financingrequirements.
5.14
Thailand'spast five-yearplans, including the Fifth Plan, did not
contain
a public investment
and financingprogram. As background for the
preparation
of the Fifth Plan, however, major individual
ministries,
departments and state enterprises
prepared five-year
expenditure
programs related
to their programs of activitieswhich were submitted to NESDB's sectoral
units for review and information. Rowever, these programsdo not appear to
have been systematically
compiled into an overall program in preparing
the
Fifth Plan, and no direct
link was established
at that time between these
programs and the Plan's macroeconomicprojectionsand targets for public
resource mobilizationand use, specificallythe targets for Central Government revenue and expendituregrowth, and for overall public investmentand
saving. As a result, the Plan did not provide either a consistencycheck
for ministerial and state enterpriseexpenditureprograms,nor any feedback
to individualagencies as regards the inter- and intrasectoraltrade-offsIn
the context of constrainedresource availability.
5.15
Current Fiscal Planning in Thailand: Approachesand Issues. TIe
Government has recently begun to develop new, more systematicand
comprehensivemethods of planning for the mobilizationand use of Thailand"s
fiscal resources. The process began in the context of the Government's
structuraladjustmentprogram and while it has progresseda considerable
distance from its elementary startingpoints, further developmentis
required to establish consistentand mutually complementaryfiscal planning
proceduresin the numerous agencieswhich are involved in this highly
complex process. The discussion in the following paragraphsprovidesan
outline and assessementof the efforts which are currentlyunderway, both as
a basis for recommendationsregarding further steps to be taken, and as
background for the discussionof the actual plans and programs in the
subsequentsections.
5.16
Four central, or 'core," agencies- NESDB, the Budget Bureau (BOB),
the Ministry of Finance (MOF) and the Bank of Thailand (BOT) - are directly
involved in the Government-scurrent fiscal planning effoxts, in addition to
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the numerous line ministriesand departments,as well as state enterprises
which now have preparedmedium-termexpenditureand financingprograms. The
various
interlocking
activities
are briefly
reviewed below for each major
agency or group of agencies.
5.17
(a) IESDB: Currently,
NESDBis the single most important
Governmentalunlitin terms of its involvement
in overall
fiscal
lplanning.
NESDB's effortisin this area have focused mainly on the expenditure
side and
involve four major sets of activities:
the preparation
of a five-year
public expenditure
program by NESDB's Fiscal Planning Unit coveriLng the
Fifth Plan period;
a rolling
three-year
prograk for public foreilgn
borrowing;the preparationof the "Pink Book," a project list so named for
the color of its cover and compiledas an input:into the preparationof the
budget for FY83, which sets out NESDB's projecl:prioritiesin line with
the Fifth Plan goals; and, finally,reviews of departmentaland state
enterprise investmentprogramscarried out by NESDB's sectoralunits.
5.18
NESDB's five-year public expenditureprogram is the most comprehensive of the four activities. It covers the CentralGovernment,55 state
enterprises (includingall the major nonfinancialstate enterprises),and
the local authorities. For each of these three sets of agencies,different
programing methods were used. For the CentraL Governmenta "top-down"
approach was adopted.
It started
with the Fifth Plan targets
for Central
Government revenues and deficit,/lwhich were derived from NESDB's macroeconomic model as consistent
with the macroeconomic targets
for domestic and
external
variables
(in particularthe current account deficit target). Using
the macroeconomic model, these terminal-year
tiargets were translated
into
annual aLllowable expenditure
figures for FY82 through FY86, excluding
foreign-financedexpenditures,following budgetarypractices. Ihese annual
figures were divided into developmentand nondevelopmentexpenditures,/2with
developnentexpenditurestargeted to receive 40-42% of the annual total, and

/1 The most iLmportant
targets were set originallyas: revenues at 18% of
GDP and budget deficit of B 22 billion by FY86. In mid-1982, these
targets were revised to revenuesat 16% of GDP and budget deficit of
B 26 billion.
/2 This classificationfollows the UN conventionand is used aLso by the
Budget Bureau as a classification
device for Central Govermaent expenditures.
In essence,
it classifiesall expenditureson defense and internal securLty,general administration,debt:service and headquarter
expenditures.
The
expenditures
of line ministries
as "nondevelopment"
rest is cLassified
as 'development.'
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defense a maximum of 25% of the budget and not exceeding5% of GDP. Debt
service obligationswere set in line with projectionsby the Budget Bureau
given projecteddomestic and foreign loan commitmentsrequired to finance the
projected annual budget deficits. Developmentexpenditureswere allocated
across sectors and subsectorsby adjusting past trends according to the
general (qualitative)guidelinesset in the Fifth Plan, by postulating
terminal-yearsectoraland subsectoraldevelopmentexpenditureshares,
without reference,however, to any specific "bottom-up"expenditure
programs. No breakdown between capital or recurrent expenditures,or by
object (wages and salaries,nonwage expenditures,etc.) was carried out.
Foreign-financedCentral Governmentexpenditureswere projected separately,
based on NESDB's foreign borrowingprogram for new projects (see below,
para. 5.23), and from BOT and BOB informationon expendituresprogrammed
under ongoing foreign-financedprojects.
5.19
State enterpriseexpendituresare aggregated"bottom-up"on the
basis of five-yearexpenditureprograms submittedby the individualstate
enterprises,and based on each agency's own projected demand and cost estimates without consideration
for macroeconomic constraints
or intersectoral
priorities.
The financing
of state enterprise
capital
expenditures
is projected by aggregatingdisbursementsfrom foreign loans (derived from NESDB's
borrowing program) and own financing
and government grants (derived from the
programs submittedby the state enterprises),and deriving domestic
borrowing requirementsas a residual. Local governmentexpendituresare
projected
"top-down,"
based on extrapolationof past revenue trends making
allowance for the estimated effects of new property tax measures, but not
for loan financing. The sectoralbreakdown is assumed to follow past trends
and Fifth Plan guidelines(as for Central Government),while the breakdown
between capital and recurrentexpenditure is projectedon the basis of the
historicalaverage shares of 30% and 70% respectively.
5.20
NESDB's five-year public expenditureprogram thus representsa
complex combinationof "top-down"(domesticallyfinancedCentral Government
expenditures),"bottom-up"(state
enterprise
and foreign-financed
Central
Government expenditures),
and mixed (local government) approaches.
Only the
first
of these three is fully integrated
into the macroeconomic framework of
the Fifth Plan, and ostensibly
reflects
the Fifth Plan's
intersectoral
priorities. The other program components,particularlythe state enterprise
programs,are largely demand-drivenas seen by each state enterprise. This
has two potentiallyimportant consequences: First, to the extent that changing macroeconomiccircumstancesrequire adjustments
in public expenditure
programs, under present planning approaches
these adjustments
can be translated directly
only into the Central Government portion of the expenditure
program.
Combined with the fact that the nondevelopment
portion of the Central
Governmentexpendituresare largely driven by nondiscretionarycomponents
(debt service,defense, etc.), such adjustmentswill be mostly reflected in.
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trimming of tbtedevelopment portion.
Second, with the exception. of the
Central Goverrment portion,
NESDB-s expenditure
program is largely descriptive,
rather than normative,
summarizing individually
planned programs, rather
than setting
priorities
and defining interor intrasectoral
trade-offs.
At
the same time, since the Central Government portion currently
laLcks linkage
with the "bottom-up" projects
and activities
of specific
departmients,
the
implications
of normatively
postulated
intersectoral
and intrasectoral
shifts
cannot be translatedinto specific project or activityterms and no assurance
exists that the marginal projects and activities would be selected

in

or out

of the prograrmas and when the expenditureallocationsare translatedinto
budgetary

ceilings.1L

5.21
NES)B's five-yearexpenditureprogrammingexercise, therefore,
is
neither a comprehensivetool for checking the consistencyof individualagencies' programswith overall resourcesavailable and sectoralor subsectoral
priorities,nor does it reflect a consolidatednormativeview of where the
public sector should be going. Nevertheless,the exerciseis an important
starting point, since for the first time a complete frameworkfor public
expenditureplanninghas been developed in Thailand, on the basLs of which
some first
juidgments can be made about the appropriateness
of public expenditures planned by specific
agencies in terms of their implications
for macroeconomic developmentand for the intersectoraJ.
allocationof resources.
Moreover, it providesa basis for possible
next steps which would include
the following: (i) developmentof "bottomr-upexpenditureprograms for at
least the most important Central Government sectors (education,health, highways, etc.), and contrastingthese with the "top-down"ceilings already in
existence;(ii) an assessmentof the state enterpriseexpendituresprograms
in terms of their overall size relative to other sectors,and in terms of
the economic justification
of major program components; (iili) more comprehensive assessem;ent
of state enterprise
financinp
plans, in particular
the
appropriateness
of their self-financing
targets;
(iv) a "bottom-up" assessment of expenditureprograms for local govermnents,most importantlyfor the
Bangkok MetropolitanAdministration;and (v) integrationof the multiyear
program with the annual budget process. Items (i) and (ii), in.particular,
are more fully addressedin Part III below; item (iii) is the subject of
another planningexercise undertakenby MOF (see below para. 5.29), while
item (v) is already being tackled in NESDB through the preparationof the
Pink Book discussed below (para. 5.22). All of these extensiotns
require
more substantivecontacts and exchangeswithin NESDB between the staff in

/1

In any case, the rules of thumb used to ai6locate

sectoral

and intra-

sectoral
shares on the basis of a qualitativeinterpretationof the Fifth
Plan's
goals and priorities
cannot be very meaningful in the absence of
an assessement
of how they affect
specific
programs and activities.
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charge of the overall public expenditureprogrammingexercise and the staf'f
in charge of reviewing sectoralprograms and projects,and extensive interaction between NESDB staff and ministerialand state enterpriseplanning
staff. Particularlyat the ministerial level, program planningmust also be
improved and be given a multiyear financialdimension,if it is to be of use
as an input for NESDB's overall fiscal planningprocedures.
5.22
The first "Pink Book" was compiled as an input into the preparation of the FY83 budget. NESDB's institutionalrole in the budget process
is to provide sectoral guidelinesin accordancewith Plan goals and targets,
a role which the "Pink Book" was designed to support. For each sector
covered by the Central Government'sbudget this document identifiedthose
programs and projects,ongoing and new, which in NESDB's views should
receive priority In the budget allocationprocess as matching the Fifth Plan
goals. The project list contained in the Pink Book, as well as the subset
of priority projects listed, was prepared on the basis of informationprovided by line agencies and discussedbetween NESDB and line agency planning
staff. As a minimum the process therefore served as an importantvehicle
for increasingthe communicationbetween NESDB and line agenciesand in
facilitatingthe articulationof a priority listing,even if mutual agreement was not always assured in the end. Moreover, the Pink Book was
welcomed by BOB as an input into the budget process,assistingBOB in the
interpretationand implementationof Fifth Plan goals and policies, and thus
was an importantvehicle of communicationbetween NESDB and BOB. The
precise impact which the Pink Book had on the shape of the FY83 budget is,
however, difficult to assess. The Pink Book's immediate and direct impact
may not have been very large, since it only covered about one third of all
projects, leaving the rest entirely to the line agencies'discretion;since
in some important sectors (e.g., health and education)the Pink Book's
prioritieswere ostensiblyfully in accordancewith standing prioritiesof'
the line agencies;and since it did not include any suggestionsas regards
sectoral or subsectoralceilingsand was not integratedinto tESDB's
multiyear expenditureprogrammingexercise. Rowever, as a startingpoint
the Pink Book is an excellentvehicle for further refinements,in particular
an explicit linkage with the multiyear expenditureprogrammingexerciseand
the developmentof intersectoralguidelineslinked to the ministerial
ceilings which the new budget process now establishes.
5.23
Next among NESDB-s arsenal of fiscal planning tools is its threeyear foreignborrowing program which is preparedyearly as an input into
MOF's annual foreignborrowing program,which in turn is submittedto the
Cabinet-levelForeign BorrowingCommittee for approval. TESDB'sborrowing
program consists for each of the three years of a listing of "firm" projects
and a listing of less firm "back-up"projects. Since the list of firm
projectsdoes generally not exhaust the full annual foreign borrowing
ceiling establishedoriginallyas part of the Fifth Plan preparationprocess, projects from the back-up list are expected to move into the firm
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listing as theiLrpreparationprogressesand their prioritystatus is ascerby ministriesand state
tained. The l:Lstsare compiled from submissiotns
enterprises. On the basis of planned loan commitments,expected
which
disbursementfLows and counterpartrequirementsare then calculaited,
serve as inputs for NESDB's overall public expenditureprogrammingexercise
(as mentioned above, para. 5.18) and for BOB's assessmentof couniterpart
requirements
in budget preparation. The foreign borrowingprogram also
serves as an importantmonitoringdevice for NESDB to keep track of foreign
borrowing plans of the various public agencies. In the past, these agencies
with foreign lenders,
often approac'hing NESDR
have tended to deal directly
The program also serves as a
only at a late stage for review and approval.
communications
device directly
between NESDBand foreign lenders,
since it
permits a cross-checking
of lending and borrowing programs respectively
and
can act as an early warning device for any divergencesin expected timing,
size, or nature of projectsbetween NESDB and t:helending agencies.
5.24
Finally, within NESDB the sectoralunits review expenditureand
investmentprogramsof the agenciesoperating in the sectors under each
unit's purview. Within NESDB these units have the most complete information
available and are in the best positionto make judgmentsabout intrasectoral
prioritiesand funding needs. Their role in providinginputs into the overall investmentprogrammingexerciseand the preparationof the Pink Book and
the foreign borrowing program is thus essentia:L.They should be given every
encouragement
to compile, review and assess se:torwide
expenditure
programs
based on line agency submissions
and to communicate these to the NESDBstaff
in charge of the overall programming efforts.
In turn, the sectoral
and
subsectoral implicationsof resource constraintsor shifts in intersectoral
allocations
should be fully explored by the staff responsible
fcr overall
programmingwith their sectoral colleagues,and at the appropriaste
juncture
with line agency planning personnel. All this requires increased attention
programming issues which in turn may require
by sectoral
staff to sectorwide
less emphasis on project-specific
reviews. In any case, the role of the
sectora'Lstaff is pivotal in public investmentprogrammingand 11ust be
carefully developed.
5.25
(b) Budget Bureau: Besides its central involvementin the
preparation
of the annual budget for the Central Government, BO]3has
planning for
bearing on multiyear
fiscal
initiated
two efforts
with a direct
of a team
and foremost, with the assistance
the Central 0overnment.
First,
bottom-up
financed by USAID, BOB has developed a multiyear
of consultants
expenditureprogrammingexercise. This is based on annual submissionsby
lrojectionsof capital and
line agencies of detailed project-by-project
for five years into the future. All currently
recurrent expenditures
during the next budget year
ongoing projects, and projects to be initiatedl
are included. This is a very ambitious exerciseand requiresa learning
process in the line agencies to satisfy the informationrequirements,and
comprehensivebasis.
only with FY83 has it begun to functionon a ireasonably

- 114 -

Once fully installed,computerized,and reliablyoperating,this system can,
among other purposes, serve as an importantinput into the multiyear
expenditureprogrammingexercisecarried out by NESDB, since it provides
precisely one of the main elementscurrentlymissing in NESDB-s forecasts,
namely the 'bottom-up"
information
for Central Government development
expenditures. For NESDB's purposes it will, however, need to be complemented by an assessmentof new projects planned for initiationafter the
next budget year. Since most if not all of the most important developmernt
projects involve foreign assistanceof some form, NESDB-s foreign borrowing
program will provide much of the additionalinputs required.
5.26
A second BOB effort in the context of the Government'sstructural
adjustmentprogram implementationhas been the preparationof a five-year
expenditureprogram for the Central Government,focusingparticular
attention on the "nondiscretionary"
elements of the budget, in particular
debt service,wage and salary payments and the like. This exercisewas
further developedwith consultingassistanceprovided by the World Bank and
its results are incorporatedinto the overall review of aggregate public
expendituretrends for the Fifth Plan in the next section. This exercise
serves as a useful device to trace out the impacts of some important
elements driving the budget and to determine the scope for discretionary
decision-makingin budget preparation. However, for full effectiveness,
this approach should eventuallybe integratedwith NESDB"s overall
expenditureprogrammingwork and with BOB's "bottom-up"exercise of tracing
out the expenditureimplicationsof ongoing and new developmentprojects.
5.27
(c) Ministry of Finance (MOF): MOF has traditionallybeen the
main unit responsiblefor revenue forecastsin budget preparation. As a
result of the revenue shortfallsexperiencedin FY82, its customary
proceduresof short-termprojectionshave been subjectedto intense internal
review and, with assistance from IMF missions, careful reassessementsof
revenue potential and the need for additionaltax increasesunder changing
economic conditionswere carried out. These short-termrevenue estimates
were complementedby a first internalMOF effort (with World Bank
assistance)to develop medium-termrevenue projectionsas part of the fiscal
planning exerciseundertakenin the context of Government'sstructural.
adjustmentprogram./l Departing from the conventionalMOF approachof
linear extrapolationof past revenue growth, historicalpatternsof revenle
growth were analyzed by separating
for each tax the impact of growth in the
tax base from the impact of discretionarychanges in the tax structureand
tax administration. Standard methods widely used in fiscal projections
elsewhere were used to "clean" the historicalrevenue series from the impact
/. Earlier World Bank reports had carried out medium-termrevenue projections (see Chapter 4 above), but this practiceapparentlyhad not
been adopted by MOF as an internalmanagementand planning tool.
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of discretionarychanges,and then to estimatethe relationshipof
n automaltic"
or "endogenous" revenue growth to changes in the structureof
the economy, Lncludingchanges in relative prices and shares of the tax
bases im overall
economic activity.
On the basis of these historically
established
relationships
and alternative
projected
scenarios
for economic
growth and inflation,
revenues were projected
for each major central
governmentrevenue source. In this process,
IOF staff drew on inputs from
NESDB in assessing the macroeconomicoutlook Ior the Fifth Plan Period./|
The results of these forecastswere then combinedwith the expenditure
projectionsderived from BOB's broad expenditureforecastingapproach(see
above para. 5.26) to ascertain the likely overall budget deficit in the
absence of discretionarytax measures. The broad effects of tax measures,
both in the area of administrativereform and changed tax structureand
rates wrerethen assessed to determine the scope for reducing the budget
deficits to desirable target levels by raisinlgadditionalrevenuesover and
above the expected "automatic"growth. The consistencyof these target
revenue, expenditure,and budget deficit levels with overall macroeconomic
stabilitywas verified by NESDB through the use of its macromodel./2
5.28
The developmentof this medium-termrevenue planningapproach has
had imaediate impacts on the Government'soutlook for resourcemobilization.
As the revenue planningexercisewas carried forward,it became evident that
the Fifth Pl1n's target of an l82 ratio of CentralGovernmentrevenues to
/1 In principle,a close linkage between NESDB's macromodelinlefforts and
MOF's revenue projectionsis highly desirable. First, tax base growth
directly
to major economicvariiables
in the
projections
may be related
macromodel, such as sectoral
production,income by type of recipient,
and various demand components,in particularexports,imports, energy
use, etc.
The results of refined revenuekforecasts,in turn, can be
used to inform the formulationand applicationof the macromodeling
exercise. In practice,however, integral:ion
of these two approaches
tends to be complicatedby differencesin definitionsof variables,
macroprojectionsand tax
differencesin primary objectivesbetweeni
revenue projections,and the institutional"distance"between MOF and
between the two projetction
NESDB. Increased interrelationships
exercises should he aimed for over time, particularly
as the more
disaggregatedmacromodelingframework,which is currentlybeing jointly
developed by NESDB and World Bank staff (SIAM 2 macroeconomicmodel) is
of NESDB's
becoming operational.
For now, the broad reflection
macroeconomicoutlook is adequate to ensure broad consistencybetween
NESDB and MOF projectionwork.
/2 The major aspects of this work are summarizedin the next section,while
the details
of the revenue projection
methodology as deve'Loped and
applied by a World Bank consultant
in collaboration
with MOF is fully
explained
in a technical
note.
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GDP was not likely to be achievedunder realistic assumptionsregarding the
effects of feasible improvementsin tax administrationand in tax structure.
As a result, the target ratio of Central Governmentrevenue to GDP was
reduced to 16X, the deficit target revised upwards, and expendituretargets
reduced./l This increasedrealism is essential in that it focuses decision
makers' attention on (a) assessing the need for priorityinterventionon the
revenue side to achieve the new revised revenue targets and the difficulties
and risks attendant to setting revenue targets;(b) tracing out the implications of reduced revenue forecasts on appropriateexpenditureceilingsand
making appropriateadjustmentsin the expenditureplans; and (c) considering
the implicationsof alternativebudget deficit targets on macroeconomic
developments,as well as the potential for developingalternativefiscal
policy measures of containing,to the extent necessary,the overall
savings-investment
gap of the public sector. The first two of the
implicationsappear to have been fully developedby the Thai authoritiesin
their recent review of the fiscal outlook and targets. The extent to which
the third implicationwas assessed is uncertain,at this point. The scope
for doing so will further be explored in later sectionsof this chapter.
5.29
MOF has been involved in two other efforts which eventuallyneed
to be integratedinto the Government'soverall fiscal planningprogram.
First, MOF has reviewed the financial performanceof major state enterprises
and developed financialtargets and a scheduleof public utilities'price
adjustmentwhich was approved in principleby the Cabinet for implementation
during 1983. Combinedwith improvementsin the managementand operational
effectivenessof state enterprises,the goal of these tariff adjustmentswas
to reduce initially,and eliminate eventually,the operationallosses of
state enterprisesand to increase the extent of selffinancingof state
enterprise investments. However, only limited progresshas been made with
the implementationof this program. Second, the MOF has initiateda review
of extrabudgetaryfunds, the most importantof which will be subjected to a
more detailedassessmentof the operations. Both activities,so far, have
not been integratedwith the overall public sector fiscal planning effort
carried out by NESDB, which should be aimed for eventually,however.
5.30
(d) Bank of Thailand (BOT): BOT has in the past devoted significant amounts of staff resources to assemblepublic sector financialdata on
an up-to-datebasis including state enterpriseand local governmentaccounts,
budgets and investmentprograms. These efforts have providedthe basis for
historical financialaccounts for the public sector (see Chapter 4) and have
been used by BOT to carry out short-termprojections,usually for the
/I These downward revisionswere necessitatedat least partly by the recent
revenue shortfallsdiscussed previously,which, despite two major tax
packages introducedin FY82 and FY83, will leave the revenue/GDPratio
at only about 14% for FY83, thus making achievementof any higher target
ratio during the Fifth Plan that much more difficult.

- 117 -

current fiscal year, and for one budget year into the future. On the basis
of its own Central Governmentrevenue forecasts,BOT has also participated
in setting revenue targetsor ceilings for the budget as inputs into the
annual budget exercise. So far, the consistencyof the revenue forecasting
approachesused by BOT and MOF does not appear to have been ascertained,nor
has the consistencyof NESDB and BOB expenditureprojectionswith those of
BOT.
5.31
(e) Assessment and Recommendations: The review of current fiscal
planning efforts in Thailand carried out in the preceding paragraphs
indicates that much progresshas been made since the initiationof the Fifth
Plan with numerous innovativeinitiativesbeing taken in the four core
agencies: NESDB, BOB, MOF and BOT. It is important that the momentum is
maintained, that the initiativesso far taken become permanentfeatures
modified over time in line with the experiencegained and with improved
planning capabilitiesboth in the core agenciesand among the line agencies.
The followingareas should be given special attention.
5.32
First, refinementof current fisca'Lplanningmethods is necessary
only in a few areas, most importantly
the introduction
of a "bottom-up"
element into NESDB's Central Government expeuditure
program.
Second, more
essential
is the integration
of the various medium-termfiscal planning
efforts
currently
underway in the four core agencies. This requires
in particular
in the context of Central Government expenditure
consolidation
financial
analysis
planning between NESDBand BOB, and for state enterprise
of the
and planning between NESDBand MOF. Short of full integration
various efforts, at least the consistencyof each of these related efforts
should repeatedlybe ascertained
and differences
explored fully in
interagencydiscussions. The relationshipbetween all major fiscal planning
componentsand NESDB's macro framework,and their implicationsfor, and
dependenceon, macroeconomicassumptionsand concernsshould be borne in
mind. Moreover, intersectoraland interagencyprioritiesshould be
explicitlyeZxplored
and defined,not only within the Central Government,but
also among state enterprises,and as between the Central Governmentand
state enterlprises.This need for consolidationof efforts clashes,however,
with the traditionalquest for the four core agenciesto mainlmain
indepesndencie
and authorityover their respectiveareas of primaary
responsibilityand concern. The Governmentis planning to taksesteps to
broaden the role of the Fiscal Policy Office in MOF with the goal of
transformingit into a Central Fiscal PlanningUnit. The succsess
of this
unit will depend on its ability to convince the other core agencies that its
role is not to usurp authority,but to act as a clearinghouse for fiscal
planning information,for providingtechnical support in planning efforts
carried out elsewhere,and for providingleadershipin pulling togetherthe
various exercises into a comprehensiveand rmutuallyconsistentexercise. It
will only succeed, if there is agreementat the highest levels in each core

- 118 -

agency that fiscal planning is indeed a prioritymatter and that
collaborationamong core agenciesunder the general directionof MOF's
Central Fiscal Planning Unit is indeed necessaryand appropriate./l
5.33
Third, a direct linkage between mediumr-term
fiscal plans and thle
annual budget process should be developed. Many of the elementsfor this
process are in place, includingNESDB's 'Pink Book" and 1BOB'sfive-year
expenditureprogrammingexercise. Fourth, a more extensive linkagebetween
overall expenditureprogramsand sectoraland agency-specificprograms
should be introducedby drawing NESDB's sectoralunits directly into the
fiscal planningprocess, and by strengtheningthe multiyear expenditure
programmingcapabilitieswithin each line agency, at the ministerialand
even departmentallevel. In Part III, specific sectoral planningneeds and
improvementsare defined in the context of the review of sectoral
expenditureprograms. Finally, these various further steps in improving
Thailand's fiscal planning process must be firmly imbedded in the overall
institutionalreform which is currentlybeing carried out, designed to
improve the overall planning, programming,budgeting and monitoring
capabilitiesof the core agencies. The role of the group of interlocking
consultanciescurrently working in NESDB, BOB and MOF is crucial in this
context in assistingto develop consistentplanning and programming
methodologiesand practices.
Results of Current Fiscal PlanningExercises in Thailand
5.34
This section draws together and reports on the results of the
fiscal planning efforts described in the preceding section. Beginningwit:lh
the Central Government, the results of the MOF/BOB analysisof projected
expenditures,revenues and deficitsis reviewed, followedby and compared
with the projectionsfor the Central Governmentprepared by NESDB. NESDB"s
compilationof state enterpriseexpenditureand financialplans are then
presented,which combinedwith the central and local governmentexpenditure
and revenue programsprovide an overall picture of the current scale and
/I A proposalwas recentlymade in Thailand which recommendsthe setting tup
of a high-levelCommittee on Fiscal Policy, supportedby a number of
interagencyworking groups for technical level staff, covering the areas
of revenues, expenditures,domestic public debt, externalborrowing and
grants, state enterprise finance,and local governmentfinance. Since
most of these working groups are already in existence,althoughnot as
a part of an overall institutionalframeworkfor fiscal planning and policy, no major new departureswould be required. The main need would be
to ensure communicationamong working groups, the effective operation
and technical support for each working group, and an institutional
locus for pulling togetherthe work of all working groups. This could
be the functionof the secretariatto the Committee oTI Fiscal Policy, a
role which could be assigned to MOF's Central Fiscal Planning Unit.
This proposal should be given serious considerationiTI furtherefforts
to improve medium-termfiscal
planning in Thailand.
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distributionof the Government'splanned expenditures. In each case, the
projected trends and patternsare comparedwith those in the paslt. The last
section
of this chapter places the Government's
public expenditure
and
financing
patterns
into an overall macroeconomic perspective
anel draws in
the results of sectoral
expenditure
program reviews (which are reported
on
in Part III) iLnprovidinga summary assessmentof Thailand's public investment plsns and programs for the Fifth Plan period.
5.35
Central Government: BOB/MOF Prograni./.The inputs into this
program were derived,
as explained
in the preceding section,
from separate
expenditureprrojections
emanating from BOB andlrevenue projectionsprepared
by MOF. Only the broad outlinesof the approaLches
used are reportedhere.
5.36
(a) Central Governmentexpenditures: Three scenarioswere
projected:one assuming no growth in Central Government service provision;a
second assumingreal growth of service provisioncontinuingthe rather high
trend of the Fourth Plan period;and a third assuming continuedgrowth for
the high-prioritysectors of the Fifth Plan (agriculture,health, public
utilities and social welfare), but constant servicesfor the other sectors.
The pro,jection
method used was, briefly stated, as follows: Based on FY82
budget appropriations,recurrent expendituresfor most major functions/2
were projected by separatelyforecastingfor each functionpermanent
employment,wages and salariesper employee,/3nonwage expendituresper
employee, and.wages for temporaryemployees. Capital expenditures,and
expenditureson defense and securitywere projectedon the basis of assumed
real growth rates adjustedby the rate of inflation./4 Debt service
/I The programswhich are reported under this heading were developed by BOB
and MOF staff, assisted by World Bank staff and consultants,as part of
the work carried out in the context of thleimplementationof the Government's sitructural
adjustmentprogram and the preparationof this Report.
/2 Economic services,education,health, public utilitiesand welfare,
administrationand "others."
/3 Wages and salaries per employeewere assumed to increaseat a uniform 6%
for all scenariosbecause of the automaticprogressionof employees
through the grades. Nominal wages for each salary step and grade were
therefore assumed to be constant. In FY135,however,a general acrossthe-boardwage increase is programmed(see Fifth Plan, p. 72) which is
shown separatelyin the projections.
/4 The rate!of inflationwas initiallyassumed to be 7% for FY82-85, and
6% for FY86. Sensitivityanalysiswas also carried out for
alternativerates of inflation. For the final projections(see below,
Table 5.6) combining revenue and expenditureprojections,a uniform rate
of inflationof 6% p.a. was used for expendituresand revenues alike.
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forecasts
were based on separate
BOB projections
derived from existing
debt
levels,
maturities
and rates and expected new borrowing./I
In the three
scenarios
("Constant
Services,"
"Fourth Plan Trends," anrd "Fifth Plan
Goals") growth rates of employment and of real expenditure
on
nonemployment-related
items were then projected
to reflect
the basic
assumption underlying
each scenario,
thus varying the overall
growth rate,
as well as the functional
distribution
of expenditures
among scenarios
(for
details
see Table 5.1).
The philosophy
behind this approach is therefore
to
focus on some of the main elements driving Central Government expenditures:
employment growth, and linked to it nonwage recurrent
expenditure;
wage rate
growth, which is largely autonomous with the exception
of occasional
wage
scale adjustments;
autonomous debt service growth; and defense and capital
expenditure.
Between scenarios,
the rate of growth of employment changes,
as does the inflation-adjusted
real growth of expenditures
not related
to
employment, with the exception of debt service (Table 5.1).
5.37
Table 5.2 suommarizes the results,
which permit the following
conclusions:
First,
real expenditure
growth under the "Constant Services"
scenario
is 3.2%, because of the combined impact of the wage adjustment
and
of debt service
increases.
Expenditures
in relation
to GDP, however, drop
over the Fifth Plan period.
For the "Fifth Plan Goals" scenario,
real
expenditures
grow roughly in proportion
with GDP, while an extrapolation
of
Fourth Plan trends would lead to a real rate of increase
of 8.5% with a
concurrent
increase
in the expenditure-GDP
ratio
from 19% to almost 21%.
Second, because of the built-in
momentum of growth in recurrent
expenditures,
the balance shifts
in favor of recurrent
spending under al l
three scenarios.
What is more, capital
expenditure
in relation
to GDP
drops, except under assumptions
of continued Fourth Plan trends.
Third, and
for the same reason,
nominal expenditure
growth is relatively
insensitive
to
changes in the rate of inflation,
with the effect
that as inflation
rates
fall,
expenditure
growth in real (i.e.,
constant price) terms increases,
raising
the ratio of expenditures
to GDP./2 In other words, as inflation
drops, as it has during the last two years, real expenditure
growth is more
difficult
to control,
unless the growth in government employment and (by
implication)
in real services
provided is reduced, as compared with a high
inflation
environment.
Fourth,
the total expenditures
budgeted under the
FY83 and FY84 budgets (B 177 billion
and B 192 billion
respectively)
are
close to forecasts
in Table 5.2 for the "Constant Services"
case.
These
budgets therefore
reflect
a stringent
fiscal
stance in terms of real
services,
despite
the fact that expenditure
appropriations
in current,
and
even in constant
prices,
have increased
from year to year.
/I No relationship,
however, was established
between projected
debt serv ice
and deficits
under the alternative
scenarios.
This link should explicitly be established
in the future.
/2

For the "Constant Services"
scenario with low inflation
(5%), real
expenditure
growth is 3.9! and the expenditure/GDP
ratio
in FY86 17.41.
For high inflation
(9%), real expenditure
growth is only 2.3% and the
expenditure/GDP
ratio
in FY86 is down to 16.3%.

Table

5.1:

ASSUMPTIONS UNDERLYING BOB/MOF CENTRAL GOVERNMENTEXPENDITURE PROJECTIONS

Constant Services

Fourth Plan Trends

Fifth Plan Goals

Constant

Trend rate FY76-81 by
function

Priority Functions
Agriculture (8X)
Health (11%)
Public utilities (7%)
Transport & Communications (0x)
Others (2%)

6% p.a.

6% p.a.

6% p.a.

Rate of inflation

Rate of inflation

Rate of inflation

Rate of inflation

Rate of inflation

Rate of inflation

Defense

Rate of inflation

Real trend rate FY76-81
adjusted by rate of
inflation

Rate of inflation

Debt service /b

Standard BOB projections

Standard BOB projections

Standard BOB projections

Capital Expenditures

Rate of inflation /c

Real trend rate FY76-81
adjusted by rate of
inflation

Priorit Functions
Health (4.5% adjusted by
inflation)
Utilities (1.6% adjusted
by inflation)
Others: rate of inflation

Wage Adjustment

B 8.4 bln (FY85)

As for Constant Services

As for Constant Services

Recurrent Expenditures
Major Functions /a
Employment

Wages and salaries
per employee
Nonwage expenditure
per employee
Temporary wages

/a

Economic services, education, health, public

utilities,

andA "othera"welfare, a-dMinistration
wed

7b Debt service is incorrect across scenarios; this should be changed in future projections of this type,
linking debt service on an iterative basis to Central Government deficits that have to be financed by
borrowing.

/c

A constant real level of (gross) capital outlays by the Central Government is compatible with "Constant
Services," only if they equal replacement investment requirements.

Sources: Budget Bureau; mission estimates.
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Table

5.2:

CENTRAL GOVERNMENTEXPENDITURE PROJECTIONS (BOB/MOF)
UNDER ALTERNATIVE SCENARIOS /a
(B billion)

Fiscal

Budgetary
Goals of Fifth
Plan
Current Expenditure
Economic services
Education
Public health
Public utilities
Defense and internal security
Administration
Debt services
Other

1983

1984

1985

1986

124.4
9.3
24.4
5.0
7.8
39.0
4.0
21.0
13.9

142.7
9.4
26.4
5.9
8.9
44.0
4.3
28.6
15.2

160.4
10.6
28.6
6.9
10.2
49.7
4.7
33.1
16.5

182.9
11.9
31.0
8.1
11.8
56.2
5.1
40.8
18.1

202.5
13.1
33.3
9.4
13.1
61.1
5.4
48.1
19.0

36.6
-

39.3
-

42.3

161.0
(18.9)

182.1
(18.8)

124.4
36.6

Capital expenditure
Wage adjustment
Total Expenditure
(% of GDP) 7d
Constant
Services
Current expenditures
Capital expenditures
Total Expenditure
(% of GDP) /d
Continuation of Fourth Plan Trends
Current expenditures
Capital expenditures
Total Expenditure
(% of GDP) /d

/a
/b

/c
Id

years

1982
(Budgeted)

45.4
8.4/b

48.8
8.9/b

202.7
(18.5)

236.7
(19.0)

260.2
(18.5)

138.8
39.2

150.6
41.9

174.4/c
44.9

189.7/c
47.6

161.0
(18.9)

178.0
(18.4)

192.5
(17.5)

219.2
(17.6)

237.3
(17.0)

124.4
36.6

145.4
41.4

165.7
46.8

200.3/c
53.1

229.4/c
60.4

161.0
(18.9)

186.8
(19.3)

212.6
(19.4)

253.5
(20.4)

289.8
(20.7)

-

Equivalent to budget appropriations, excluding foreign-financed expendLture.
General
wage and salary
adjustment
programmed for FY85.
The FY86 figure
incorporates
the standard
6% increment
resulting
from movements of personnel across
wage and salary
steps
and grades.
Including
wage adjustment
figures.
GDP assumed to grow at 6% p.a.
in constant
prices;
inflation assumed at 7%
p.a. for FY83-85 and 6% for FY86.

Sources:

Budget

Bureau;

mission

estimates.
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5.38
(b) Central Governmentrevenues: The MOF forecastsstart from the
estimates of historicalrevenue elasticitiesdescribed above in Chapter 4
and summarized,
in Table 4.11, applying them to actual revenuescollected in
FY82 and assumting
a GDP growth rate of 6Z and an inflationrate of 6% for
the remainderof the Fifth Plan period. Table 5.3 summarizesthe results.
The overall elasticityof the tax system as projectedis 1.002 for FY82-86,
with a virtually unchangedrevenue/GDPratio, remainingat about:13.4
through the Fifth Plan period. Revenue growth is, of ccurse, quite
sensitive to assumptionsin the real growth rate of the economy. A
one-percentagepoint drop in growth from 6% to 5% for the Plan period, leads
to 4% lower revenuesby FY86. Because of the relativelyhigh elasticityof
income taxes, their share in total revenues continues to increase as in the
past (Table 5.4). Taxes on consumption(businessand excise taxes) retain a
roughly constant share, because of offsettingtrends in business taxes (with
a reduced share) and excise taxes (with an increased share). The share of
taxes on internationaltrade continuesto decline because of the continued
drop in the share of import duties, offset only partially by more rapid
increases in export tax revenuesprojectedmainly as a result of improved
commodity export prices.
5.39
The revenue projectionsreportedin Table 5.3 do not Lncludethe
effects of the tax package which was introducedin October 1982. This
package consiisted
of the accelerationof paymentsof the corporate income tax
to a current-yearbasis for all corporationsand of the persona:Lincome tax
for selfemployedprofessionals;increasesin the tax bases of personal
income taxatiOnby limiting exemptionsand deductions;increases in import
duty rates, principallyof items currently taaed at less than 5% and
impositionof a special surchargeof 10% of the existingduty rate for
dutiable imports currentlysubject to duty rates of 60% or less; and
restructuringof liquor distilleryconcessionsand levy, including
introductionof annual concessionaryfees and profit-sharingfees and
conversion from specific to ad valorem excise rates on special blend liquor,
imported liquors,and beer. The total revenue impact of this package is
estimated at B 10 billion in FY82, with effecl:s
also in subsequentyears.
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These are projected in Table 5.5. The package increases the projected
revenues for FY83 to 14.5% of GDP, decreasing to 14.3% thereafter, largely
because of the temporary nature of the 10% import surcharge./I

Table

5.3:

CENTRAL GOVERNMENTREVENUE PROJECTIONS (BASELINE) FY82-86
(B billion)

1982
Actual
/b

Personal
income tax
Corporate income tax
Business tax
Excise tax
Profits of fiscal monopolies
International taxes
Import duties
Export duties
Other taxes
Nontax revenues
Total

(% of GDP)
Total

with

5% GDP Growth

(% of GDP)
/a
__

/c

75

Fiscal
years
1983
1984
1985
1986
(Projected)
------

13.3
15.0
24.3
32.2
3.0
0.4
21.8
2.4
6.2
10.4

15.6
17.0
26.9
36.3
3.3
0.4
23.9
3.1
7.1
11.3

18.3
19.4
29.8
41.1
3.6
0.4
26.1
4.1
8.1
12.3

21.4
22.1
33.0
45.9
3.9
0.4
28.6
4.8
9.3
13.4

113.7
(1.3.3)

128.8
(13.4)

144.9
(1.3.5)

163.1
(l.3.5)

1.82a8
(13.4)

113.7
(13.3)

127.1
(13.4)

141.4
(13.4)

157.6
(13.4)

175.2
(13.4)

Assuming an inflation rate of 6% p.a. and real GDP growth of 6% p.a.
Revenue figures based on MOF revenue data as of December 3, 1982, except
for taxes specifically noted.
Includes stamp taxes, royalties, licenses, and miscellaneous items.
Derived from BOT preliminary data (see Statistical Annex Table 5.4).

Sources:

/1

11.4
13.1
21.9
27.5
2.8
0.4
19.9
1.8
5.5/c
9.5T7

/a

Ministry of Finance; mission estimates.

Actually, this decrease may be larger, since the projections for the
revenue
effects
of the tax package
did not fully
account
for the fact
that
some other
components
of the changes
in corporate
income and in
excise
taxes were of a temporary
nature.
The projections
shown in
Table 5.5 are therefore
likely
to be on the optimistic
side for FY84 and
beyond. Note that Table 5.5 also contains projections for additional
revenue measures designed to achieve the Government-s 16% revenue IGDP
target. These measures are discussed further below in para. 5.43-5.45.
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Table 5.4: DISTRIBUTIONOF CENTRAL GOVERNiENTREVENUES,FY82, FY86
(x)
FY82 actual

FY86 projected

Income Taxes
Personal
Corporate

21.5
10.0
11.5

23.8
11.7
12.1

ConsumptionTaxes
Business
Excise

43.4
19.
24.2

43.2
1T.1
25.1

Trade Taxes
Imports
Exports

19.1
17.5
1.6

18.3
15.6
2.6

Other Taxes

7.7

7.3

Nontax Revenues

8.4

7.4

100.0

100.0

Total
Source: Table 5.3.

5.40
(c) Central Governmentdeficit and additionalrevenue measures:
The next steps require the linking of expenditureand revenue forecastsin
order to estimatefuture deficits. To do so on a cash basis, however,
requires a number of adjustments: On the expenditureside, pro;jections
need
to be based on budgeted expendituresfor FY83. This was done for two
scenarios, the "ConstantServices"scenarioand the "Fifth Plan Goals,"
using the same assumptionsas specifiedin the preceding paragraphs. At the
same time, the inflationassumptionwas aligned to a uniform 6% rate so as
to be fually compatible with the assumptions
underlying
the revenue
forecasits.
Moreover, foreign-financed
expenditures
need to be :Lncluded, and
the fact that budgeted amounts are generally
not fully spent needs to be
allowed for. Foreign financedexpenditureswere estimated separatelyby
projecting the expected disbursementsfrom comnitted debt and fr.omplanned
future commitmentsas derived from the Governu.ent-s foreign bor:rowing
program.
The required adjustmentfor underspendingwas estimatedas 5% of
total budgeted domestic and planned foreignrfinanced
expenditure,
by
comparing for FY83 the total budgeted/plannedexpenditurewith the total
cash expenditureforecastby the Bank of Thailand for the same year, which
makes adjustments
for

_

Table
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5.5:
IMPACTS OF OCTOBER 1982 TAX PACKAGEAND
ADDITIONAL FUTURE TAX MEASURES, FY83-86 /a
(B billion)

1983

Fiscal
1984

13.3
2.1
-

15.6
2.5
1.0

18.3
2.9
1.7

Z1.4
3.4
2.0

15.4

19.1

22.8

26.7

15.0
1.7
-

17.0
1.9
1.2

19.4
2.2
1.4

22.1
2.5
1.6

16.7

20.2

23.0

26.2

24.3
-

26.8
3.0

29.8
6.2

33.0
9.9

24.3

29.8

36.0

42.9

32.2
2.9
-

36.3
3.3
1.5

41.1
3.7
3.6

45.9
4.1
6.4

35.1

41.1

48.4

56.4

21.8
3.3
-

23.9
1.3
2.0

26.1
1.5
2.2

26.6
1.6
4.4

25.1

27.2

29.8

22.4

25.2

2&.5

31.8

Totals
- Baseline
(% of GDP)

128.8
(13.4)

144.9
(13.5)

163.1
(13.5)

1.82.8
(13.4)

Baseline
Plus October
1982 Tax Package

138.8

153.9

1/3.4

194.4

(14.5)

(14,3)

(14.3)

'(14.3)

138.8
(14.5)

1b2.5
(15.1)

188.5
(15.6)

218.6
(16.1)

Personal
Income Tax
Baseline
October
1982 tax package
Additional
measures
Subtotal
Corporate
Income Tax
Baseline
October
1982 tax package
Additional
measures
Subtotal
Business
Tax
Baseline
October
1982 tax package
Additional
measures
Subtotal
Excise
Taxes
Baseline
October
1982 tax package
Additional
measures
Subtotal
Import Taxes
Baseline
October
1982 tax package
Additional
measures
Subtotal
All

Other
Baseline

Baseline
Plus
(% of GDP)

Assumes

Sources:

1986

.

34.6

Revenue

(Z of GDP)

/a

years
1985

6% rate

Ministry

Additional

of inflation
of Finance;

Measures

and bZ real
mission

GDP growth

estimates.

rate.
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underspending
on the basis of past experience.
On the revenue siLde,
projections
of foreign grants are added to the total of domestically
raised
resources.
For FY83, the Bank of Thailand projected
grants on the order of
B 4.5 billion,
which, conservatively,
are assumzed to stay constant in
nominal terms for the Fifth Plan period.
The resulting
expenditure
and
revenue estimates
can be combined to project
Central Government deficits
(Table 5.6).
5.41
In the first
instance,
one can focus on the cases in which no
additional
tax measures are assumed to be introduced
over and above the
October 1982 package described
above.
Under this assumption,
Government
revenues' remain at about 14.3% of GDP, and the deficit
remains at a high
level of 4.6% of GDP by FY86, if one assumes the Fifth Plan Goal scenario on
the expenditure
side, which is projected
on the basis of only moderate
selective
increases
in services
(line A-C in Table 5.6).
This deficit
could
be reduced to 3.0% of GDP by FY86 if the Goverrament were to select a
"Constant Services"
budget.
Considering
that with continued population
per capita aggregate
level
growth, this scenario implies in fact a declining
of services,
t:his cannot be viewed as an attractive
solution.
T'he
alternative
is to pursue additional
revenue measures to raise additional
revenues requiLred to maintain
the Fifth Plan scenario on the expenditure
side, but at the same time bring down the budget deficit.
5.42
The Government announced in the Fifth Plan its intentiLon to raise
Central Government revenues to 18% GDP by 1986.
Since the recent reassessment of historical
revenue performance has indicated
that the pr-esent tax
system allows an expansion only about in proportion
with GDP unLess tax
rates are raised and tax administration
is improved, and considering
that
during the first
year of the Fifth Plan, the revenue/GDP ratio actually
declined,
the target ratio of 18% is very ambi.tious and probably not
attainable
in the absence of major tax rate increases
which the Government
decided
it cannot carry out.
The Governument has, therefore,
has indicated
The mission
to reduce its revenue target ratio to 16% of GDP by 1986./i
agrees that this is appropriate
since, in fac:, Thailand's
tax rates,
especially

those

for

direct

taxes,

are

already

high

by international

comparison. As a result, additionalrevenues should be sought,mainly
and selective
improvements in the
through improvements in tax administration
tax structure
as proposed in the Fifth Plan and as indicated
in.Chapter 4
above.
A possible
scenario for revenue mobilization
is sumarized
below.
of
While in prirtciple
feasible
and compatible with general directions
suggested in Table 4.12 above,
in Thailand's
tax structure
improvements
this scenario
is likely
to be politically
difficult
to implemernt and may
well be on the optimistic
side as regards the short-term
impact:s of
reforms.
administrative
/1

to Central
The 16% target refers
it increases
government revenues,
ment.

Government revenues only.
With local
to a total of 17% for general govern-
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Table 5.6: PROJECTEDCENTRAL GOVERNMENTDEFICITS, FY83-86 /a
(B billion)

1983

Fiscal year
1985
1984

1986

Revenues (includinggrants) /b
A. With October 1982 tax package
B. 16% revenue/GDPratio by FY86

143.3
143.3

158.4
167.0

177.9
193.0

198.9
223.1

Expenditures
DomesticallyFinanced
Constant Servicesbudget
Fifth Plan Goals budget

177.0/c
177.0T

191.1
196.0

216.2
232.7

234.3
257.4

Foreign-FinancedExpenditure

15.3

15.0

18.8

17.8

Projected Cash Expenditure/d
C. Constant Services
D. Fifth Plan Goals

182.7
182.7

195.8
200.5

223.3
238.9

239.5
261.5

-39.4
-39.4
-39.4
-39.4

-37.4
-42.1
-28.8
-33.5

-45.4
-61.0
-30.3
-45.9

-40.6
-62.5
-16.4
-38.3

-4.1
-4.1
-4.1
-4.1

-3.5
-3.9
-2.7
-3.1

-3.8
-5.0
-2.5
-3.8

-3.0
-4.6
-1.2
-2.8

Deficits
A-C (Tax package A-D (Tax package B-C (16% target B-D (16% target -

Constant Services)
Fifth Plan Goals)
ConstantServices)
Fifth Plan Goals)

Memo: Deficitsas % of GDP
A-C
A-D
B-C
B-D

/a Assuming 6% p.a. inflationand 6% p.a. real growth of GDP. For this reason,
expenditureprojectionshere are slightlybelow those in Table 5.3.
/b Grants are assumed to be B 4.5 billion p.a. This explains the difference
with the totals in Table 5.5.
Ic Equal to FY83 budget approvedby Parliament.
/d Equal to 95% of sum of domesticallyfinancedbudget expenditureplus
foreign-financedexpenditure. The 5% reductionadjusts for underspending
which generallyoccurs.
Sources: Tables 5.2 and 5.3; mission estimates.
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5.43
For the personal
income tax, the FY82 tax package includes administrative
improvementsestimated to net incrementalrevenuesof ]B2.1 billion. Further incrementalrevenuesof B 1.0 billion in FY84 and B 0.5 billion may be feasiblewith continued attentiont:opersonal income tax
administration. For each incrementalamount of revenues, the automatic
(elasticity-based)growth is assumed in subsequentyears. For tlhecorporate
income tax, estimates indicate that 5,000 of 4(1,000corporationsin Thailand
do not presentlyfile tax returns and that corporateincome tax could be
significantlyraised if these corporationsare brought onto the tax rolls.
Assuming that as a result of current administrativereforms one half of the
nonfiling corporationsare brought onto the rolls hy FY84, this will
increaserevenues that year by an incrementalB 1.2 billion if the new
corporationspay on average as much as the average filing corporationdoes
at present./l
5.44
After allowing for these administrat:Lve
improvementsin direct tax
administration,a total of about B 18.65 billion is required in new tax measures between FY84 and FY86, if the 16% of GNP target of Central Government
revenues is to be attained. The followingmeasurescould be implemented.
For the business tax, changes could be sought to obtain a total of B 8.9
billion over t:heperiod: B 2 billion from improvedadministration,B I
billion from removal of BOI exemptionsas part of BOI reform (see Chapter 7
below), B 1 billion from adjustmentsin deductionsand exemptions,and B 4.9
billion from phased reform in tax rates, aiming at more uniform rates. For
excise ltaxes,a total of B 5.75 billion in tax revenues could be raised: B
1 billion from improvedadministration,B 3 billion from phased increases in
the tax on diesel fuel, reducing the present gap between diesel and gasoline
prices 'byonly about one quarter (see Chapter 8 below), and B 1.75 billion
from higher ex.cises
on luxury consumerdurables,especiallyautomobilesand
electrical aplpliances.Finally, import tariff revenuescould be raised by
an incrementalB 4 billion: B I billion from reducing BOI tax exemptions
currently gramted (see Chapter 7 below), and E,3 billion from gradual
narrowing of the tariff
band, including
in particular
further
increases
at
the lower end of the tariff scale. Table 5.7 provides an indicativephasing
of tax measures,which has been used in projectingthe additionalrevenues
to be generated so as to reach the 16% revenue/GDP target by FY86./2

/I This may be optimstic,since the corporationscurrently not on the
files are likely
to be smaller than thosea on the files.
/2 The projectedcumulativerevenue impacts of these additionaltax
measures are shown in Table 5.5.
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Table 5.7:

SUMMARY
OF NEWTAX MEASURES,FY1984-86
(B billion)
Oct. 1982
tax package

Total
FY84-86

FY84

FY85

FY86

1.00

0.50
2.90

-

1.50

1.20
3.00

3.00

1.20
8.90

Personal
income tax
Corporate
income tax
Business tax

2.10
1.70
-

Excise taxes
Import taxes

2.90
3.30

1.45

2.00

2.00

-

2.30
2.00

5.75
4.00

10.00

8.65

5.40

7.30

21.35

Total

Source:

Mission estimates(see text, paras. 5.43-5.44).

5.45
The measures thus proposedare indicativeonly of the fact that
the required additionalrevenues can be obtained in ways which
systematically
improve the tax system and without falling on a single tax,
or group of tax payers, and involve amounts that, by comparison with recent
tax packages, should not be deemed excessive. One importantdrawbackof
these measures is that, with the exception of the tax administration
improvements,revenues derived from direct taxes are not increased
substantially. Further considerationshould thereforebe given to the
direct tax measures proposed in Chapter 4 (Table 4.12) above. This is the
more importantas some of the revenue impacts shown in Table 5.7 may be onI
the optimisticside, particularlyas regards the impact of tax
administrationimprovementfor the remainder of the Fifth Plan period.
Consideringthe lead time required for effective implementationof tax
reform measures it is essential to plan ahead by two to three years so as lto
avoid ad hoc and poorly prepared tax measures. Assuming additionaltax
packages on the order of magnitude shown in Table 5.7 are introduced,
the
deficit
as a percent of GDP can be reduced to 2.8% by FY86, while
maintaining the "Fifth Plan Goals" scenarioon the expenditureside (line
B-D in Table 5.6). A combination of higher taxes with a mnorerestrictive
expenditurepolicy ("ConstantServices"),could reduce the deficit even
further to 1.2% of GDP. However, the desirabilityof such a restrictive
approach is highly questionablein the light of the urgent service needs
identified in Part III below for specific servicesprovidedby the Central
Government,in particularhealth, education,and agriculturaland rural
development. What is more, as will be argued furtherbelow, such a
restrictivepolicy is not required from a macroeconomicperspective,
provided that important issues regarding state enterpriseinvestmentand
savings are adequatelyaddressed.
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NESD3 prepared
NESDBAugust 1c182 Program.
5.46
Central Government:
projection
for the Central. Government in the manner
its own expenditure
explained
above (para. 5.18).
The August 1982: version was stil'l
based on
the assumptionof an 18% revenue/GDPtarget byrFY86, which, togetherwith a
deficit of about 1.4% of GDP, permitteda rate of increasein Central
Governmentspendingroughly equal to the "FowuthPlan Trend" scenario
outlined above. Given this scenario,the NESDB projections
allocated
the
allowable expendituretotal between developmentand nondevelopmentspending
and across functionsas summarizedin Table 5.8. The push of nondiscretionary
componentsin the nondevelopmentportion of t'hebudget is reflected in the
slow, but steady increase in the share of nonuevelopment spending in the
total. Within the developmentportion,healt'hand related expendituresare
given an exparnded
role, while the share of economic services, tnd especially
of transport and communicationis expected to drop quite substantially.
Education also is expected to drop from its expanded FY83 share so as to
leave the overall five-yearaverage roughly equal to that during the Fourth
Plan. The shares of all developmentexpenditurecategoriesare, however, on
the high side, if allowance is made for two f'actors:
First,
total expendiby NSDB in Akugust 1982
ture is not likely to grow at the rates projected
due to the difficultyof raising the revenue/GDPratio to 18%. Second, with
lower overalL expendituregrowth and consideringthe built-inoomentum in
nondevelopmentexpenditures,developmentexpendituresare likely to be
squeezed even more than has already been pro'Jected
by NESDB. 'Leavingthe
relative prioritieswithin developmentexpencliture
unchanged,this would
very likely require a drop in the share of educationin the total, an even
larger drop in the share of economic serviceim
(with agricultureand rural
poverty programs probablybarely constantin percentageterms) and with
health and related expenditureshardly increasingin relative terms. In view
of the significantshortfallwhich has been identifiedin the nonwage portion
of education and health spending(see Chapter 10 below), this must be a
matter of serious concern. Less troublesomeis the shift fromtcapital to
recurrent expenditure,which is likely to occur for the same reasons (see
para. 5.37 above). Thailand'sCentral Governmenthas in the past emphasized
capital spendingrelativelyheavily by internationalcomparison. Moreover,
an analysisof sectoral spendingprioritiesindicatesthat capital expenditures in health and educationshould for the Fifth Plan be given lesser
priority as comparedwith recurrent spending,especiallyon teaching
materials and medical suppliesand other nor,wage
expenditureitems (see
Chapter 10).

-

Table

5.8:

DISTRIBUTION OF CENTRALGOVERNMENT
EXPENDITURE
AS PROJECTEDBY NESDB, FY84-86
(% of Total)
Fourth
Plan
FY7781

DevelopmentExpenditure
Economic services/a
Education
Public health, utilities, etc. lb
NondevelopmentExpenditures /c
Total
/a
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1982

Fiscal year
1983
1984 1985

Fifth
Plan
FY821986
86

41.4
15.0
19.7

42.4
16.2
19.5

41.0
13.9
20.4

40.4
13.4
20.0

40.2
13.6
19.5

40.1
13.9
19.0

40.7
14.1
19.6

6.6

6.7

6.7

7.0

7.1

7.2

7.0

58.6

57.6

59.0

59.6

58.8

59.9

59.3

100.0 100.0 100.0 100.0 100.0 100.0 100.0

Includesagriculture,fuel and power, manufacturingand mineral
resources, transportationand communication,and special programs for
employmentand poverty eradication(followingBOB classifications).

/b Includeshealth, public utilities,social development,general administration and "other" (developmentportion only).
/c

Includes administration,defense and internalsecurityand debt service.

Sources: FY77-83: Budget Bureau, Budget in Brief. FY84-86: NESDB, Macro
Planning Division, August 1982.
5.47
State Enterprises: NESDB August 1982 Program. NESDB assembled
the expenditureprogramsof 55 state enterprisesfor the Fifth Plan period
(see para. 5.18 above). The initial program (March 1982) included total
capital expendituresof state enterpriseson the order of B 210 billion. A
subsequentrevision (August 1982) increased this to about B 260 billion,
because of a 25% increase in the energy, transportand communicationssectors
and a 33% increase in the public utilities sectors. It is noteworthythat
as part of the same process of revision, Central Governmentexpenditures
were revised downwardby about 3%, indicatinga substantial
shift in spending
in favor of state enterprises,even before allowing for the likely further
reductionsin Central Governmentexpendituresrequired because of the
downward revision in the central government'srevenue target. The Missions"s
concern about the relative balance between state enterpriseand Central

-
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Governmentexpenditureprogramswas furtherheightenedby the fact that
expenditureprogramsof state enterprisescollectedby the Mission,
especiallyin the energy sector, exceeded even those reflected in NESDB's
revised (August1982) program. For the record, the followingparagraphs
summarize the Mission's review and assessmentof the NESDB program of August
1982. Subsequentrevisions in state enterpriseinvestmentprogramshave
demonstrated
the Government's
flexibility
in investment planning,
as
programs have been revised downward in line with changing expectations,
particularlyin the energy sector (see Part III below). The resulting
investmentplans closely approximatethose suggestedby the mission.
5.48
Under NESDB's August 1982 program, total expendituresof state
enterpriseswere to continue growing rapidly, increasingfrom t:heactual
level of 15.5%iin relation to GDP in FY81 to 22.3% in FY86. The average
level for the Fifth Plan period as a whole as a percent of GDP was therefore
to be 57% higher than the average for the Fourth Plan period (Table 5.9).
The greater part (87%) of the incrementalspendingwas contributedby
recurrent
spending of state enterprises. This on top of an already substantial amount of recurrent spendingby state enterprisesat the beginningof
the Fifth Plan period (14.4% of GDP) underscores the urgency of close
attentionbeing paid to the operationalefficiencyof state enterprises,
even if the increasein recurrent expendituresactuallyturns out to be
lower than was foreseenin these estimates. As an indicator,given the
relative sizes in the August 1982 program,a saving of 10% in recurrent
expenses would permit as much as a 35% increase
in capital
spending while
leaving total expenditure
during the Fifth Plan period unchanged./l
Capital
spending of state enterprises
in relation
to GDP was to increase by 30% from
the Fourth to the Fifth Plan period as a whole, from 3.6% to 4.7%. The FY82
capital
expenditures,
however, are likely to have been actually
some 20%
lower than ioreseen by NESDBaccording
to preliminary
Bank of Thailand
estimates
(Statistical
Annex, Table 5.7).
On the other hand, the absolute
decline in capital expenditurein FY86 is likely in part to reflect the fact
that state enterpriseprogramsdid not make allowance for currentlyunidentified projectsin the outer years, especiallyFY86. Given initial delays
and cutbacks;
then already identifiedby state enterprises,it is quite likely
that the peak of some B 60 billion would have been reached only in FY86.

/.

This presumes no cutback in services
provided and thus no reduction
in
operationalrevenues. Such increases in pure operationalefficiencymay
be possiblein some state enterprises(such as MWWA, as a result of
reducing water losses, or in BMTA, as a result of more efficientuse of
currently idle bus capacity),but would be much more difficultto
achieve, if at all, in other enterprises,especiallyin the energy
sector.
The 10% figure in the text is thereforecited merely as a way
of demonstratingthe relationshipbetween recurrent account expenditure
savings and the potential for increasingcapital spending,emphasizing
the relative importanceof the current outlays of state enterprises.

-
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TRENDSIN PROJECTEDSTATE ENTERPRISE EXPENDITURE
FOR THE FIFTH PLAN
Fourth
Plan /a
FY77-81l 1982

Expenditures(B billion)
Recurrent
Capital
Total
Expenditures(as % of
GDP) /c
Recurrent
Capital
Total

Fiscal years /b
1983 1984 1985

Fifth
Plan /b
1986 FY82-86

275.2 123.2 146.0 178.0 218.5 258.9
100.8 42.7 44.3 55.6 61.6 55.2

924.6
259.3

375.9 166.0 190.3 233.6 280.0 314.1 1,183.9

9.9
3.6

14.4
5.0

15.1
4.6

16.2
5.1

17.6
5.0

18.3
3.9

16.6
4.7

13.5

19.5

19.7

21.3

22.5

22.3

21.2

/a Actual expenditures.
7b Projected.
7T Assuming a 6% p.a. real growth in GDP and 7% p.a. rate of inflation.
Sources: NESDB Macro PlanningDivision, August 1982; mission estimates.
5.49
The sectoraldistributionof state enterpriseexpendituresin
NESDB's August 1982 program is summarizedin Table 5.10, comparing the
compositionin the Fifth Plan period with that of the Fourth Plan period's
actual expenditurepatterns. Capital spendingon energy,which already
accounted for some 50% of total investmentduring the Fouth Plan, was
programmedto increaseits share even further to some 53% at the expense of
every other broad sectoralcategory, except public utilities./l This
continuedincrease in energy sector developmentoutlays clearly needed to be
subjectedto careful scrutiny,not merely because of its absolute size, but
also because the drastic changes in energy price levels since 1980 and their
effects on energy demand made traditionalsectoralinvestmentplanning
approachesno longer appropriate. A review of the energy sector investment
program (see Chapter 8) indeed suggested that cutbacks in energy investment
programswere appropriateeven in the absence of macroeconomicconsidera/1 For a listing of the agencies includedunder each sectoralcategory, see
Annex 3.
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tions,
on the basis of revised energy demand and supply conditions.
This cutback amounted to about 20% of the program envisaged by NESDBin August 1982.
If one added ito this a cutback of B 4 billion
in the investments; of state
enterprises
involved in the transport
sector,
but considers
also that the
NESDB program for telecommunications,
in particular
for TOT, appears to have
been on the low side, requiring
an additional
B 10 billion,
theni the total
saving in state enterprise
investments
would be about B 22 billion,
amounting to 8.5% of the total state enterprise
investment program.
If, on the
other hand, total investment
programs as originally
envisaged by the state
enterprises
in mid-1982 were to be carried out, this would have required
an
increase
of B 94 billion
over and above the NESDBprogram, or almost 50%
higher than the program suggested by the missiLon (see Annex 3).
Provided
that changes in the energy sector investment
lprogram recently
introduced
by
the major energy sector agencies are implemented,
and that selected
major
investments
in the transport
sector are delayed beyond the Fifth Plan period
(see Chapters 8 and 9 below), the currently
pLanned state enterprise
investments
are roughly on the order of magnitude suggested by the mission.
5.50
According to NESDB's August 1982 program, the financing
of state
enterprise
investment was to rely more heavily on own-financing
during the
Fifth Plan than had been the case during the Fourth Plan (Table 5.11).
This
would have been largely offset by a decline in the share of Central
with total state enterprise
Government transfers
to the state enterprises,
borrowing reltaining
a share of about two thirds
in the Fifth P:Lan,
approximately
equal to that in the Fourth Plan.
In relation
to GDP,
however, borrowing would have increased
from 2.4% to 3.0%, with two thirds
of this increase
to be forthcoming
from domesitic sources.
The bulk of the
borrowed resources
(86%) would have gone to the energy, transport
and
communications
sectors,
the largest
sectors in terms of investmaent and in
terms of the share of total
investment
to be financed by borrowing (Table
5.12).
To the extent that investments
in this sector were cut back,
borrowing could be reduced, both external
andI domestic,
assuming that
own-financing
is maintained
at the levels forecast
by NESDR. However, the
increases
in self-financing
forecast
by NESD]3will require
a considerable
effort. by state enterprises
to increase
both their service charges and their
operational
efficiency.
5.51
Consolidated
Government Expenditure./l
Combining estimates
of
for
Central Government, local government and state enterprise
expenditures
consolidated
expenditure
figures
the FiLfth Plan period, a set of indicative
can be derired
(Table 5.13).
Intergovernmental
transfers
are netted out and

/l

For a discussion
of this concept,

of the definition,
limi.tations,
and appropriate
see para. ii.3 above (Introduction
to Part II).

uses
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COMPOSITIONOF STATE ENTERPRISE EXPENDITURE,
FOURTHANDFIFTH PLANS
(X)
Fourth Plan /a Fifth Plan /b
(FY77-81)
(FY82-86)

Recurrent Expenditure _c
Agriculture
Industry, mining, commerce and services
Transport and communications
Energy
Public utilities and social development
Total Recurrent
(As % of total expenditure)
Capital Expenditure/c
Agriculture
Industry, mining, commerceand services
Transport and communications
Energy
Public utilities and social development
Total Capital
(As % of total expenditure)

1.6
20.4
29.9
37.6
10.2

3.5
20.8
23.6
49.0
3.2

100.0
(73.2)

100.0
(78.1)

1.5
2.4
32.8
50.9
12.3

0.9
1.9
29.9
53.3
13.7

100.0
(26.8)

100.0D
1.

/a Based on data on actual expendituresprovidedby Bank of Thailand; conr
solidationof recurrentexpendituresin energy sector carried out by the
Mission.
/b Based on NESDB projectionsdated August 1982; consolidationof recurrent
expendituresin energy sector carried out by the mission.
/c For a list of agencies and groupingsby functionalcategories,see
Annex 3.
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FINANCING OF PROJECTED STATE ENTERPRISE INVES'MENTS,
FOURTH AND FIFTH PAMS

Fourth Plan
( ?Y77-81)
% of
Z disGDP
trib.

Own resources
Transfers from central government
Domestic borrowing
External finance
Total

Sources:

23.1
11.3
8.1
57.5

0.8
0.4
0.3
2.1

27.5
6.6
16.8
49.2

1.3
0.3
0.7
2.3

100.0

3.6

100.0

4.7

NESDB Macro Planning Division, August 1982; mission estimates.

Table 5.12:

FINANCING OF FIFTH PLAN PRDJECTED STATE ENTERPRISE
INVESTMENT BY SECTOR, FY82-86
(Z)

Own resources
Transfers from central
government
Domestic borrowing
External finance
Total

Source:

Fifth
Plan
(FY82-86)
X of
% disGDP
trib.

Public
utilities
& social
dev.

Agriculture

Industry
mining,
commerce,
etc.

Transport
& communication

74.0

78.3

34.3

24.8

11.9

0.1
22.6
3.3

0.6
10.1
11.0

3.7
13.6
48.4

3.7
14.7
56.8

25.9
31.3
30.9

100.0

100.0

100.0

100D.0

100.0

NESDB, Macro Planning Division, August 1982.

Energy
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CONSOLIDATED
PUBLIC SECTOREXPENDITURE,FIFTH PLAN
Fourth
Plan
FY77-81

1982

Fiscal years
1983
1984
1985

1986

Fifth
Plan
FY82-86

Total Expenditure
(B billion)
Recurrent
Capital

888.7 310.1
377.4 440.4
529.1 590.0 2,247.0
665.9 238.1 288.7 337.8 411.0 474.4 1,750.0
222.8 72.0 88.6 102.5 118.2 115.7
497.0

Total Expenditure (1976
Constant B billion /a
Recurrent
Capital

640.2 171.6 195.1 212.8 239.0 249.0 1,067.5
479. 131.7 149.3 163.2 185.6
200.2
830.1
160.8 39.8 45.8 49.5 53.4 48.8
237.3

% Distribution:
Total
Recurrent
Capital

100.0 100.0 100.0 100.0 100.0 100.0
74.9 76.8 76.5
76.7 7.
80.4
25.1
23.2 23.5 23.3 22.3 19.6

% of GDP:Total /b
Recurrent
Capital
State Enterprises(%)
In total expend.
In capital expend
/a Assuming 7% p.a.
Assuming 6% p.a.

Th

.

100.0
77.9
22.1

31.8 36.4
23..9 27.9
8.0
8.4

39.0
29.8
9.2

40.1
30.8
9.3

42.5
33.0
9.5

41.8
33.6
8.2

40.3
31.4
8.9

41.4
45.2

50.4
50.0

53.0
54.2

52.9
52.1

53.2
47.7

51.8
50.5

47.0
47.9

inflation
for Fifth Plan
real growth in GDP.

period.

Sources: Fourth Plan: Bank of Thailand;mission estimates. FY1982: Bank
of Thailand (except local government). FY1983-86: NESDB for
state enterprisesand local government,August 1982; mission
estimates for Central Government(based on Table 5.6).
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a uniformninflaltion
rate is assumed./l The resulting estimatesreflect
the status of public investmentand espenditureprograms as of AuLgust1982,
drawing on the "Fifth Plan Goal" scenario for the Central Governmentand on
NESDB's August 1982 program for state enterprises. Given these building
blocks, total consolidatedexpenditurewould have increasedquite rapidly,
increasing at a real rate of 10.1% between FY8R and FY86, only slightly
lower than the growth rate experiencedduring the Fourth Plan period. Total
capital expenditure,however, would grow only at a real rate of 5.9%, roughly
in line with expectedGDP growth./2 For the Fifth Plan period as a whole,
therefore,capital expenditurewould then have taken a smaller share of
consolidatedpublic expenditurethan was the case during the Fourth Plan.
Relative to GD]',however, average capital expenditureduring the Fifth Plan
would exceed that during the Fourth Plan, reacbing almost 9% of GDP, compared
with 8% under the earlier Plan. Overall, the role of the public sector
would have continued
to grow in terms of its irvolvement
in economic
activity./3
The role of state enterprises
in total and in capital
spending
of the public sector would also have continued
to grow, reaching
some 50% of
total anda of capital
spending for the public sector as a whole.
In view of
the fact that energy and transport
sector inveeitment programs weire reduced
since August 1982, and that energy input prices have fallen,
the share of
state
enterprises
in total public expenditurese will increase
more slowly
than shown in Table 5.13. Still, there is little doubt that the share of
state enterprisesin the total utilizationof resourcesby the public
sector will continue to increase,and that therefore the need for aggregate
analysis
and planning of state enterprisespendingwill become more pressing
during the Fifth Plan.

/j This assumption required
reestimating
Central Government expenditure
from. Table 5.6 and eliminationof all transfersfrom Central Government
to local government and state enterprises.
Local government expenditures are based on NESDB projections,
which for FY82 are approximately
B 6 billion
lower than the estimate of actuial local government
expendituremade by Bank of Thailand. Jud,gingfrom historicaldata as
collected by Bank of Thailand, the NESDB estimatesappear te be on the
low side. State enterpriseprojectionsare based on the NESDB program
of August 1982. The impact of recent downward revisionsof state
enterprise!
investmentprograms on aggregatestate enterprise!
investments
for the Fifth Plan period are discussed in para. 5.54 below.
/2 However, t:hisgrowth rate is depressedby the relativelylow projected
state enterprise
capital
expeuditure
projected
for FY86. For the period
FY81-85, the real growth rate of capital
expenditure
is 9.9X.
/3

However, the ratio of consolidated
public expenditure
to GD]?does not
indicate the share of the public sector in value added, since much of
the recurrent
expenditure
of state enterprises
is not counted as part of
GDP in national
accounts coyvention,
but es an intermediate
input.

-
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a Macroeconomic

Context

5.52
The integration
of public
sector expenditure
programs
and revenue
mobilization efforts with macroeconomic objectives is an essential component
of any fiscal planning exercise. For the purposes of this Report the main
parameters of the expenditure and revenue projections reported on earlier in
this chapter were introduced into the framework
of the SIAM 1 macro model in
order to check on the consistency of the fiscal projections with the macroeconomic objectives outlined in Part I above, and to assess the macroeconomic implications of alternative fiscal policy scenarios. The following
paragraphs summarize the findings of this exercise.

Table 5.14:

MACROECONOMIC INDICATORS FOR ALTERNATIVE FISCAL SCENARIOS

1979-82
actuals

GDP growth rate /a
Investment growth rate /a
Investment/GDP ratio
Current account deficit/GDP ratio
Debt service ratio (1990)

ia

In constant prices.

jb

Debt service ratio for 1990.

5.7
1.7
23.2
3.2
18.5

1986 projected levels (in %)
Full
structural Passive
High state
enterprise
adjustment
fiscal
policy
investment
policies

5.1
6.0
26.2
2.5
19.9 /b

5.5
6.0
26.1
3.6
29.2 /b

5.1
6.1
26.9
3.1
25.4 lb
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5.53
The analysis
starts
with the medium scenario simulation
developed
in Part 1 above!, assuming a moderate outlook foir the world economy and
implementation
of the Government's
structural
adjustment
program, including
fiscal
policies./I
The fiscal
policy assumptions
were based on the general
government revernue and expenditure
projections
summarized earlier
in this
chapter,
assuming the additional
tax packages required
to yield a general
government revenue/GDP ratio
of about 17% (this is equivalent
to a Central
Government revenue/GDP ratio
of about 16%, since local government: revenues
are included).
For state enterprises,
the investment
program compiled by
NESDBwas used, but adjusted downward by the amounts which the mission
identified
as representing
marginal expenditures
(see para. 5.49 above)./2
Two other cases were also explored:
The case labeled 'passive
fiscal
policy"
assumes that no effort
is made to raise the Central Government
revenue/GDP rat:io from its current
levels and that state enterprise
investments
take place as programmed by NESDBas of August 1.982. The case
labeled
'high state enterprise
investment"
assumes that the Central
Government does make the additional
revenue effort
(as under the "full
structural
adjustment
policies"
case but that state enterprise
investments
are at a level about 8% higher than those programmed by NESDB./3
5.54
These three cases thus represent
three broad sets of possible
outcomes:
one, whiere concerted
fiscal
action is taken as recommended in this
Report; ianother, where no special fiscal
effort
is made, except that state
enterprises
arie held to investments
programmed by NESDBin Augusit 1982; and
a third, where the Government makes a successful
revenue effort,
but does
not succeed in holding state enterprises
to its own programmed leavel of
investment.
The purpose of this approach is tc demonstrate
the importance
of considering
not only the macroeconomic impact of fiscal
policy as applied
to the Central Government, but also of policy interventions
aimed at the
state enterprises,
in particular
their investment activity.
Of course,
other fiscal
policy scenarios
could have been explored,
including
expenditure
reductions
for the Central Government or increased
savings
mobilization
by state enterprises.
However, sJince the findings
of this and
the preceding
chapter pointed primarily
to the insufficient
resource
mobilization
by the Central Government and the unchecked growth of state
enterprise
investment
as the twin problems of fiscal
policy in Thailand,
these are the elements considered
directly
in this concluding section.
/. This is equivalent
to the
shown in T'able 3.3 above.

"full

structural

adjustment

this amounted to a downward adjustment
by 8% as of 1982.

policies"

of state

case

/2

In effect,
investments

enterprise

/3

This is a conservative
assessment of the pDtential
for overspending
by
state entetrprises,
however, since the state enterprises'
own programs as
of mid-1982 envisaged expenditures
on the order of 36% above the level
programmed by NRSDB(see para. 5.49 above).
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5.55
The macroeconomicimplicationsof the three fiscal policy
scenarios are summarizedin Table 5.14 for 1986, the last year of the Fifth
Plan period. Of particularinterestis the relationshipbetween fiscal
policy and external balance. With continued fiscal action, the current
account deficit drops to 2.5% of GDP in 1986 and the debt serviceratio (in
1990) is about 20%. Without fiscal intervention,however, the current
account deficit rises to 3.6X of GDP in 1986 and the debt service ratio
takes a substantial jump to almost 30% by 1990. Similarly,though less
dramatically,for the case of high state enterpriseinvestmentsthe current
account deficit and the debt service ratio deterioratesas comparedwith the
combined fiscal action case. In fact, if state enterpriseswere to invest
at the levels which they themselvesoriginallyprogrammed (particularlyiLn
the energy and transport sectors),namely on the order of 36% higher than
projected by NESDB, the current account deficit could well be above 4% in
1976 with resulting dramatic implicationsfor the debt service burden. The
importanceof containingstate enterpriseinvestmentsover the Fifth Plan
period is thus well establishedfrom the macroeconomicperspective. As it
happens, sectoral considerationssimilarlydictate a curtailmentof state
enterpriseprograms in selected sectors as shown in Part III below. Another
conclusionis equally relevant, however: Provided sufficientefforts are
made by the Central Government to increase
its revenues to a level of about
16% (17% for general government),
and provided state enterprise
investment
programs are at appropriate
levels,
there is no reason from a macroeconomic
perspective to reduce Central Governmentexpenditureprograms below those
envisaged by the "Fifth Plan Goals" scenario above (see para. 5.36) on whkich
the macroeconomicprojectionshere are based.
5.56
Table 5.15 spells out the implicationsof the alternativefisca.l.
scenarios for the public sector savings-investment
gap. For combined fiscal
action, the total public sector gap drops from 10% of GDP in 1981 to 6% by
1986, mostly because of the substantiallyreduced gap of the Central
Government,which drops from almost 6% of GDP in 1981 to some 2% in 1986./I

/I This saving-investmentgap/GDP ratio is somewhatlower than the deficit
shown in Table 5.6 above for case (B-D), which correspondsto the full
structuraladjustmentpolicieshere. The reasons are: first, the SIAM
1 model is based on national accountsdefinitions,rather than
governmentaccountingdefinitions;second, Table 5.14 shows calendar,
not fiscal years; third, it reflects general government,rather than
Central Government;and finally,the model forecastsin Table 5.14
result in a slightlyhigher revenue/GDPratio than do the fiscal
forecastsin Table 5.6, reflectinga slightlyhigher revenue effort
(about 0.2% of GDP). Overall,however, the gaps shown in Table 5.14 are
compatiblewith the deficits in Table 5.6.
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virtuallyunchanged,
saving investmentgap remaLins
The state enteirprise
Aicih this
investments
enterprise
in
state
reduction
the
despite
however,
Of course,
program.
investment
NESDB
the
with
compared
scenarioenvisages,
the
than
higher
even
are
investments
enterprise
in the case wh,erestate
increases
actually
sector
enterprise
state
the
of
gap
NESDB program, the
from 4.1% in 1981 to 4.7% in 1986, resulting inta commensurateincrease in
the public sector gap. Under this scenario,state enterpriseswould account
gap. These scenarios
for 70% of the total public sector savings-investment
investmentactivities
enterprise
state
demonstratethe importantrole which
the overall public
shaping
are likely to play in the Fifth Plan period in
the Thai economy.
of
balance
sector gap, and thus the internaland external
Similarly important is the revenue effort by the Central Government,as
reflected in the substantiallyhigher general ('andcentral) government
saving-investmentgap without fiscal action antithe resulting increasein
the public sector gap.
Table 5.15: FISCAL INDICATORSOF ALTER).ATIVEFISCAL SCENARIOS
L9B6 projectedGDP ratios (in %)
Full
structural Passive High state
adjustment fiscal enterprise
1981
policy investment
actuals policies
General Government
Expenditure
Consumption
Capital
Revenues
Saving-InvestmentGap
State Enterprises
Capital expenditure
Own financing
Saving-InvestmentGap
Public Sector
Investment
Savings
Saving-InvestmentGap
Source: Mission estimates.

20.2
(13.9)
(6.4)
14.4

19.3
(14.0)
(5.3)
17.2

19.1
(13.9)
(5.2)
14.2

19.2
(13.9)
(5.2)
17.2

5.9

2.1

4.9

2.0

4.8
0.7

5.1
1.3

5.5
1.2

6.0
1:3

4.1

3.9

4.3

4.7

11.2
1.2

10.4
4.5

10.7
1.5

11.2
4.5

10.0

6.0

9.2

6.7
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5.57
Finally, Table 5.16 traces out the implicationsof the alternative
fiscal policy scenarios for the financingrequirementsof the public sector.
Table 5.16 is based on the assumptionthat the public foreignborrowing
program does not vary across scenarios,so that all changes in public
deficits are transmitteddirectlyinto changes in domestic public borrowing.
Alternativeassumptionsfor public foreign borrowingare,,of course,
possible and can be explored in future refinementsof the fiscal planning
work carried out thus far. It should be noted, however, that, say, a
reduction in public foreign borrowing under the "full structuraladjustment
policies" case would require commensurateincreases in public domestic
borrowing,which in turn would require a higher level of private foreign
borrowing to maintain the balance-of-payments
identity. Maintaining public
foreign borrowing at the levels implied by the original commitmentlevels
would have the advantage of relieving any possiblepressures on the domestic
banking system and reducing the risk of crowding out domesticinvestmentin
case a revival of domestic investmentactivity should take place beyond the
levels assumed in the forecastshere. What is more, from a country
perspective,public borrowing tends to be cheaper and at more favorable
maturities than private borrowing./l
5.58
In sum, the fiscal policy actions embodied in the "full structural
adjustmentpolicies" case appear to be both necessary and sufficientto
restore external balance for the Thai economy,while not cutting unduly into
the Government'sdevelopmentobjective from a sectoral and intersectoral
perspective,or placing undue strains on the public sector'srevenue mobilization capacity. The main areas for action which were identifiedare
increasedrevenue effort by the Central Governmentand expenditure
restraints for state enterprises. Increasedrevenue mobilizationby state
enterprisescould also contributeto an appropriatefiscal solution.
Sectoral considerationstrongly argue that the Central Government'seconomic
and social sector spending should not be curtailed beyond the already quite
conservativerates of increase (when measured in terms of services provided.)
programmedabove. By implication,also, the main risks in the fiscal policy
area for not achieving
the desired external
balance lie in the nonachievement of the Central Government's revenue target and in an insufficient
level
of control
over state enterprise
spending.
Given the recent adjustmentsin
state enterprise
investment
programs, the major challenge for the remainder
of the Fifth Plan period appears to be on the revenue side, where the
political and practicalobstacles to tax reform and mobilizationof
increased state enterprisesavings rule out easy solutions. However,
consideringthe importanceof the Central Government'seconomic and social

/l The main difficultyencounteredin public foreignborrowing is the
slow disbursementof project-tiedmulti- and bilateralloans. Quick
disbursing
program loans, such as the World Bank-s SALs, and syndicated
loans from private
sources are therefore
important instruments
to ensure
the necessary
resource
transfer
in the short term.
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Table 5.16:

FINANCINGOF PUBLIC SECTORDEFICITS FOR
ALTERNATIVEFISCAL SCENARIOS
1986 projectedGDP ratios (in %)
Full
structural Passive
High state
fiscal
enterprise
1981 adjustment
investment
actuals policies
policy

Public Sector Deficit
financed by
Domestic borrowing
Foreign borrowing
General Government
St:ateenterprises
Memo Items
Private Sector
Investment
Savings
Net Sav:Lngs
Net private foreign
borrowing/a

10.0

6.0

9.2

6.7

5.5
4.5
(1.0)
(3.5)

3.2
2.8
(0.8)
(2.0)

6.4
2.8
(0.8)
(2.0)

4.0
2.8
(0.8)
(2.0)

15.2
19.9
4.7

15.8
19.3
3.6

15.3
21.0
5.6

15.7
19.3
3.6

2.4

-0.3

0.8

0.4

/a Excluding change in reserves.
Source: Mission estimates.
prospects,the risks
services for Thailand's longer term development:
resources
are significant. At
failure
to
mobilize
additional
inherent in a
the same time, every effort should be made to Lncreasethe efficiencyof
Central Governmentoperationsthrough improvedplanning,management, and
reform sought tinder
monitoring and evaluationtechniques. The insititutional
the Government'sstructuraladjustmentprogramwith Bank and USAID support
should go a long way to provide for improvementsin this area.
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PART III

- SECTORALADJUSTMENT: POLICY ISSUES AND INVESTMENTPROGRAMS

iii.O1
Thailand'soverall developmenttrends and outlook are substantially shaped by the developmentof its most importantsectors:agriculture,
industry, energy, transportand communications,and populationplanning,
health and education. The subsequentchapters discuss the major sectoral
issues which currently face the Thai economy in these areas, and the polic:y
and public investmentresponses which would permit an appropriateadjustment
to the rapidly changing externaland domestic circumstanceswith which
Thailand has been confrontedin recent years. Jointly, these areas contain
most of the importantopportunitiesfor, as well as obstacles to, further
rapid developmentin Thailand.
iii.02
In agriculture,the 1980s are likely to witness continuedrapid
agriculturalgrowth partly based on extensive cultivationon new land.
However, since this is likely to represent the last phase of Thailand's
traditionalform of agriculturaldevelopment,major efforts are required to
prepare the sector for more intensiveuse of inputs so as to maintain
agriculturalgrowth during and beyond the 1980s.
iii.03
In industry, the main challenge for Thai policy makers consists in
persistingon their chosen path to reverse the various distortingpublic
interventionswhich proliferatedduring the second half of the 1970s. The
incentive system must be designed to encourageThai industrialiststo
increase their competitiveedge in a more difficultinternationalenvironment than in the past, characterizedby slower growth in overall demand for
manufacturedexports. Continuedrapid growth of Thai manufacturingexports
will thereforedepend on Thailand'sability to increaseits market share
substantially. Fortunately,the same types of policieswhich tend to foster
export-led
manufacturing
growth, also tend to support relatively
labor
intensive,
and on balance more decentralized
industrialgrowth.
iii.04
For the energy sector,major changes in outlook have taken place
during the last two years. On the one hand, energy consumptiongrowth is
likely to be less buoyant than had originallybeen foreseen,and the international oil price developmentsand outlook are more favorable than originally expected. On the other hand, the developmentof domestic energy
resources,which can substitutefor costly oil imports,has been slower andl
more difficult than planned and the outlook for the next 10-15 years, whi]le
still quite positive, is more uncertain. Under these conditions,the main
challenge for the Thai policy makers are the developmentand implementation
of a strategyfor the energy sector,which takes account of the uncertainties on the supply and demand side, and avoids costly errors associatedwith
overly ambitiousinvestmentprograms.
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iii.05
In the transportand communicationssector, importantpublic
investmentrequirementsremain, especiallyas regards further developmentof
infrastructure. In other subsectors,such
rural road ani telecommunications
as aviation,ports and urban transit,difficult choices lie ahead requiring
careful assessmentof large and potentiallyvery costly public Lnvestments.
In this sectoir,
crucial financialand institutionalissues also need to be
addressied
durLng the years ahead.
Finally,major issues arise in the aLreaof human resourcedeveliii.06
opment, i.e. populationplanning,health and education. Thailand'spopulation program which has been very successfulin the past, now appears to be
faced with a possible saturationof current demand for family planning
services,a consequentlevelling off in the declinesof the birth rate, and
thereforea slowdown in the decline of the rate of growth of population.
This phenomenon,which has been observedalso in other countriesat similar
stages of the demographictransition,requires a shift in emphasisaway from
the traditionalfamily planningapproaches,if the momentum in population
growth reductionis to be maintainedand thus the pressureson the Thai
labor markets,rural resourcesand urban servLces in the coming years are to
be reduced. In the areas of health and education,the scope and impact of
public expendituresand investmentsin recent years have been limited by
fiscal austerity in the Central Governmentbudget, and by the difficulties
encountered in attemptingto translate sectoralprioritiesinto effective
public expencliture
programs. For the remainder of the Fifth Plan period,
and for the Sixth Plan, these sectors present the major challengesas
attentLonwiLl need to shift from the short and medium term structural
adjustmentproblems (arisingin the wake of the internationaland domestic
economic changes during the 1970s) towards the opportunitiestoo and
constraintson the longer term developmentand structuraltransformationof
the Thai ecomomy,which will revolve substantiallyaround the need for
rapid and eq'uitable
developmentof Thailand'shuman resources.
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6.
Overview and International

AGRICULTURE
ANDRURALDEVELOPMENT
Comparison

6.01
Despite the decline in the relative importanceof Thailand'sagriculture in total GDP over the last two decades,this sector still accounts for
a quarter of total value added and occupiesup to three quartersof the
country's labor force./l If one allows for the share of activitiesdirectly
related to agriculture,the agriculturalsector remains of major importanceto
the Thai economy, particularlyin rural areas, where much of non-farm
activitiesand employmenthave been found to depend on the backward and
forward linkages with agricultural
activities./2
Agricultural
growth in
standards
at an average annual rate of
Thailand has been high by international
to
5% during the last two decades, with most of the growth attributable
increases in the area planted (about 4% per year). Thus Thailandremains
heavily rural in terms of its populationdistributionwith only 14% of its
populationclassifiedas living in urban areas in 1980.
6.02
Within the agriculturalsector there has been considerable'
diversificationin land use and productionduring the last two decades. The
share of the area planted with paddy decreased from 72% to 66% between 1970
and 1980, mainly because of the very high increasein land use for upland
crops (7% per annum as compared with 2.5% for rice), while the share of paddy
in crop value added (in constantprices) decreasedfrom 48% to 40% during the
last decade./3 Non-crop agriculturalactivitieseither just about held their
own in total agriculturalGDP (livestock)or declined during the same period

/1 In recent years the proportionof the labor force in agriculturehas
oscillated between 71% (during the peak agriculturalemploymentseason
of 1980) and 58% (during 1979's off-peakagriculturalemploymentseason).
The differenceis largely due to the withdrawalof farm family workers
from the labor force in off-peakperiods in the North and Northeast
regions.
/2 The recently completed World Bank Study entitled 'Growthand Employmentin
Rural Thailand" (Report No. 3906-TH)points to the overridingimportance
of agriculturalgrowth both as a direct source of income and as generator
of nonrfarm economicactivity in rural areas, given the limited and
specificnature of rural manufacturingother than providing farming
inputs, processingagriculturaloutput or meeting the consumer demands
resulting from farm incomes.
/3 Using the three-yearaverages centered on 1970 and 1980, in 1972
prices, as the basis for comparison.
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(forestry and fisheries) (Table 6.1).

Despite the declining importance of

rice resulting
from diversification
in crop production,
rice still
remains a
significantcomponent of Thai GDP (about 8% in recent years) and a large
source of foreign exchange (accountingfor 17%;of merchandiseexports in
1981). Thailand is in the unusual positionof being a major exporter /1 of
the commodity that is its main food staple, whlilethe productivityin its rice
farming operationsis by conventionalmeasures the lowest of any major rice
growing country in the region (Table 6.2).
6.03
In comparisonwith its major neighborsThailand'sagriculturehas
been characterizedby its rapid increasein productionand divexrsification,
based on a very fast expansionof land (incluiingirrigatedland), labor and
tractors,with low levels of fertilizerapplication,stagnantyields and a
from year to year (Tables 6.2 and
high variabilityof agriculturalproduction
Thailand employs a cash-thrifty
mode of agricultural
6.3).
In essence,
productionas a result of its relative abundanceof land and labor resulting
in high land and labor intensityand low productivityper unit of land and
labor. Tract:ors
have been used as a factor complementaryto land expansion
combinationof "contracttractoring"for four-wheelersand
and in an efi-icient
the use of hiLghlyversatile small engines on two-wheelchassis. Comparedwith
many other countries,farm gate prices for agriculturaloutput were kept low
relative to :Lnputprices as a result of agriculturalexport taxationand
largely unsubsidized
inputs./2
This approach.
has been consistentwith the
resource
endowment of the Thai economy and with the export orienrelative
and contrasts
with the food
part of Thai agriculture,
tation of a significant
advantage in
where a lack of comparative
security
emphasis in other countries
One of the adverse
requires
protection
of agriculture./3
food production
extensivemode of production,however,has been its
consequences
of Thailand's
high sensitivity
to weather conditionsreflected in the wide aanual swings in
agricultural
production
with economy-wide repercussions.

/1

In 1982 Thailandwas, for the third consecutivetime, the largest rice
over 20%.
exporter - its share of the world market being consistently
The role of rice in Thailand's agriculturalexports actually increased
slightly during the 1970's (see Table 6.7 below).

/2 Se.eWorld DevelopmentReport, 1982, Box 5.4, page 48. Thailand'slow
output/inputprice ratio is due mainly to low output prices, rather than
high input prices. For example, Thailani'sfertilizerprices are among
the lowest in the region, but its paddy prices have tended.to be lower
yet.
/3

The indicators
in Table 6.2 show that a costly
Japan is; a case in point.
for scarce land
and machinery has substituted
combination
of fertilizer
and labor and resulted in high yields. The levels of agriculturalprotection are commensuratelyhigh (WDR 1982, Box 5.4, page 48).
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Table 6.1: VALUE ADDED IN AGRICULTURE
(at current market prices)
(A)
Average 1969-71

(B)
Average 1979-81

billion
bath

(x)

billion
bath

(%)

40.2
5.1
4.1
2.8
28.2

100.0
12.7
10.2
7.0
70.1

172.0
21.1
12.2
9.6
129.0

100.0
12.3
7.1
5.6
75.0

428
416
297
338
457

171
166
119
135
183

11.1

27.6

47.4

27.6

427

171

2.1
1.8
0.9
1.8

5.2
4.5
2.2
4.5

9.5
9.8
10.0
8.4

5.5
5.7
5.8
4.9

459
558
1,080
473

184
223
432
189

2.0

5.0

4.2

2.4

210

84

1.5
1.3
4.7

3.7
3.2
11.7

9.4
5.0
21.2

5.5
2.9
12.3

614
388
450

246
155
10)

Agriculturalvalue
added
Livestock
Fisheries
Forestry
Crops
of which:
Paddy
Maize, sorghum
and mungbeans
Cassava and kenaf
Sugarcane
Rubber
Garlic, onions
and chili
Tobacco, cotton and
groundnuts
Other vegetables
Fruits
All 8 commodity
groups

(67.6)

(72.6)

Source: NationalAccounts, NESDB. (3-year averages).

Index
(B)/(A) Deflated
x 100
by CPI
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Table 60.2:

ECONOMY
OF THAILkNDIN REGIONALPERSPECTIVE, 1980
1EE AGRICULTURAL

Burma

IndoThainesia land

Philippines

Korea

Japan

Land
Agr. lalborforce (ha/person)/a

1.37

0.67

1.12

1.27

0.36

0.79

of land unaderirrigation
% of land inapaddy

10.0
50.0

2E.0
45.0

15.0
50.0

13.0
35.0

51.0
55.0

67.0
49.0

x

Agr. value added /c (US$)
Labor force /a
Agr. labor force /a
Agr. labor force
x

Populationin urban areas /d

Fertilizeruse (kg/ha) /b
Land
Land (ha) /a
Tractors in use
Paddy yield (ton/ha) /a
Paddyprroduction(kg) /a

282.0

366.0 445.0 808.0

1,857.0 7,984.0

0.51

0.58

0.75

0.45

0.37

0.10

27.0

20.0

14.0

36.0

55.0

78.0

10.5

44.1

17.4

34.6

384.0

478.0

1,075.0 1,538.0 486.0 582.0

815.0

4.5

2.2

5.5

5.6

201.0 370.0 157.0

174.0

114.0

0.28

0.71

2.08

2.5
360.0

3.3

1.9

Population /d

Paddy lprice(farmgate)/e
Fertilizer (urea) price
L

n/a

0.45

0.29

FAAD1981 ProductionYearbook (data for 15980). "Land" refers to arable land
and land in permanentcrops.

/b FAO 1980 FertilizerYearbook(data for 1979/80).
/c ESCAP StatisticalYearbook 1979 (data for 1978/79).
/d

World Bank WDR, 1982.

/e

World Bank (EPDCE), Rice Handbook 1981.
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Table 6.3:

THE AGRICULTURAL
ECONOMY
OF THAILANDIN REGIONALPERSPECTIVE:
CHANGES1970-1980
(Index numbers for 1980, with 1970 - 100)
Burma Indonesia Thailand Philippines Korea Japan

Population
127
Cultivated
land
96
Irrigated area
118
Forest area
100
Agr. production
131
paddy production
157
Agr. labor force
103
% lab. force in agric. 86
Tractors
182
Fertilizer/ha
309
Paddy yield
148
Cereals yield
150
Variability of Agr.
Production/a
12

126
108
124
99
140
155
104
88
153
371
141
144

128
131
135
71
165
129
118
94
460
229
99
97

130
104
157
77
158
148
108
85
218
162
133
123

118
96
116
99
151
120
99
73
2,314
160
120
137

112
89
98
100
101
82
60
53
394
124
101
105

32

35

15

17

4

/a Measured as coefficientof variation for agriculturalproduction.
Source: As in Table 6.2.
6.04
The remainder of this chapter will briefly review some of the major
aspects and implicationsof the agriculturalgrowth performanceof Thailand,
by consideringits productionpatterns and income effects, trends and patterns
in agriculturalexports,the role of past and future land expansion,and the
outlook for agriculturalproductionand the attendantrequirementsfor
agriculturalpolicy and public expendituresin the sector.
AgriculturalProductionand Incomes
6.05
Crops accounted for the major share of agriculturalproduction
growth in the 1970s, while fisheries and forestrystagnatedmainly due to
resource
limitations
and production
cost increases.
Livestock production
kept roughly in pace with the rapid growth of crops.
Value added for all
major crops increased
at rates higher than the average for the crop subsector
with the exceptionof paddy. The increasedimportanceof cassava and sugarcane is clearly related to the availabilityof new land and the prompt
response of farmers and processorsto market opportunities,even in spite of
governmentregulations,for example in the case of restrictionsplaced on the
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establishmentof new sugar mills. The rapid Increasesin area planted and
productionof upland crops during the 1970s (Table 6.7 below) were in good
part responding
to increases
in product prices; for the whole period, but
especiallyduring 1972-74 (Figure 6.1).
Of particularinterest is the fact
that crop prices on balance increased
at least as fast as the consumer price
index and in 'any case faster
than the price of fertilizer.
6.06
In terms of the common five-region
classification
of 'rhailand,
agricultural
activity
has been of greatest
importance
to the regions outside
Bangkok and t'he Central Plain (Table 6.4).
In the North and Northeast,
which
jointly
accounted for 56% of Thailand's
population
in 1980, 45% of regional
GDP derived from agriculture
as compared with a national
average of 267.
For
these two regions,
GDP grew less rapidly
during the 1970s than the national
average, and it would have lagged even further behind had it not been for the
fact that agricultural
prices grew more rapidly
(at nearly 12% per annum)
than the general price level (which increasedat about 10% p.a.). In the
North, large increases in the area planted in paddy, maize and associated
crops (especiallysorghum and mungbeans)explain the fast agriculturalgrowth
there and have resulted in a relativelydiversifiedsector with substantial
crop substitutionpossibilities. In the Northleast,
value added in crops
increasedat about the same rate as in the North, but required larger
increasesin the area planted because of decl:Lning
yields, especiallyfor
rice. Particularlystrikingin the Northeastwas the opening up of land used
for cassava productionwhich now accounts for over two-thirdsof farm cash
incomes in the region. In contrast, livestockl
and forestryproduction
stagnated
in this region, accountingfor the much lower growth in total
agriculturalvalue added in the Northeastthaniin the North. In the Center,
rice productionincreaseshave come almost exclusivelyfrom increased
dry
season cropping through increases in irrigatedland, double cropping and
yields; second crops associatedwith maize, sulchas sorghum,cotton and
mungbeeans,
have also contributedto the expan.sion
of crop productionin that
area.
In theiSouth, agriculturalgrowth was determinedmostly by overall
favorablecornditions
for rubber and forestry,only partly offset by the less
favorable
developments
for fisheries.
6.07
The!se diverse regional
agricultural
development patterns
occurred
in response t:odifferencesin the comparativeadvantageof each region, as
reflected by rough estimatesof the regional productioncosts by crop
(Table 6.5). Incidentally,the broad relationshipsof output lrice to
product:ion
costs also provide an indicationof the incentives mnderlying
the
recent diversification
of crop production
in Thailand.
The comiparative cost
differentials
across regions have probably been amplified
by putblic
intervention:
public investment
in irrigation
works and land titling
efforts
were concentrated
in the Center, as was the availability
of
subsidizedagriculturalcredit./l Fertilizeruse in the Center accounted
/1 See Report No. 4085-TH. 'Thailand: Perspectivesfor Finanicial
Reform".
About 70% of agricultural
lending by commercial banks is to farmers
in the CAntral Region.
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FIGURE 6.1
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Table 6.4: REGIONAL GROWTH IN THE 1970s
(Two year averages; 1979/80 index based on 1970/71-100,in current prices)
North

GDP
GDP per capita
GDP per capita
deflated by
regional CPI
Value added in:
Agriculture
Crops
Livestock
Fisheries
Forestry

added (% of GDP)

Center

South

Bangkok

Kingdom

396
323

404
316

465
391

469
364

453
3013

434
354

124

137

157

145

121;

140

413
433
484
273
207

386
433
308
584
115

412
45E$
361
305
352

415
412
467
246
1,650

-

405
434
376
291
342

14

28t

12

32

100

45

45

30

39

-

26

9

5

113

13

39

13

Memo items (average1979/80)
Regional shares
of GDP (%)
14
Agriculture-value
GDP per capita
(000 Baht)

Northeast

Source: NationalAccounts, NESDB.
for less than half of nationwidefertilizeruse in 1971, but of the additional
fertilizerapplied in Thailand during the 1970s, the Center accountedfor
70% (due in good measure to the rapid increase of area under irrigation)while
crop-land expandedat a rate substantiallybelow the national average. In the
North and Northeast,in contrast,public invesitment
concentratedheavily on
constructingand improvingroads in support of crop-landexpansion,rather
than intensification. As a result, the 1970s have seen an increasinggap
between the yields obtained in the Center as cDmparedwith the 1brth and
Northeast,which is indicativeof the continue,i
polarizationof Thailand's
agriculturein recent years: Central Plains farmers intensifiedinput use
as a substitutefor land expansion,while farmers in the rest of the
country have continued the traditionalapproachto agriculturalproduction.
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Table 6.5:

PRODUCTIONCOSTS ANDFARMGATE
PRICES (1977/81)
(4-year

average

- baht

per

ton)

Costs /

Paddy (main crop)
Paddy (dry season)
Maize

Cost
Center

Kingdom

Prices
Kingdom

2,721

2,757

2,488

1.11

2,125

n.a.

n.a.

2,488

0.85

1,810

n.a.

1,695

2,110

0.80

North

Northeast

2,009

3,446

2,510

n.a.

n.a.

1,589

1,915

South

iprices
Kingdom

Cassava

278

353

373

n.a.

363

583

0.62

Sugarcane

255

264

292

n.a.

282

400

0.71

Source:
Note:

Office

of Agricultural

Economics,

MOAC.

Due to data limitations,
the production
cost figures
in this table
should be understood
as indicative
only of relative
magnitudes,
rather
than absolute
levels.
They include imputed costs for capital
and family labor,
as well as financial
costs and other cash expenses.
One serious
limitation
of the data relates
to the fact that labor
costs (which account for over half of all production
costs) were
calculated
using the legal minimum wage applicable
to each province.

6.08
Overall,
agricultural
producers as a whole probably saw increases
in their incomes relative
to other occupational
groups during the 1970s,
mainly because of the favorable
output price increases
in relation
to the CPI
and major input prices (Figure 6.1 above), combined with favorable
growth in
the volume of agricultural
production./1
These improvements in relative
agricultural
incomes are also reflected
in the regional
GDP figures,
which
indicate
that on a per capita basis regional
GDP grew least rapidly
in
Bangkok of all five major regions (Table 6.4 above).
For the remaining
Eour
regions,
however, regional
GDP per capita growth was most rapid in the Center,
followed by the South, while the poorest regions,
the North and Northeast,
experienced
the slowest growth among the four areas./2
For the Center, the

/1

However, since 1981 these
tion of commodity prices.

/2

Differences
in gross regional
production
per capita
to have been ameliorated
by seasonal migration.

trends

have been reversed

due to the deterioraare,

however,

likely
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good growth performancewas due to improvementsin crop productivitylinked to
increased inpul:use intensityand better access to public support:,
and due to
the relativelyhigh growth in non-agriculturalactivitiesin that:region
linked to overall
agricultural
growth in the region and the counl:ry./1
In
contrast,
the lNortheast experienced
a low regional
per capita product growth
because of a combination of adverse factors:
high population
growth,
stagnationof lnoncropagriculturalactivities,and slightlybelow average crop
productiongrowth. In sum, it appears that the regional distributionof GDP
has worsened during the 1970s, with the relativelybetter off regions (Center
and South) consistently
scoring higher in terms of growth in regional
agricultural
value added, regional
GDP, and regional
GDP per capita,
as
compared with t:he North and Northeast.
The impact of seasonal mjigration flows
is likely
to have partly offset
the uneven growth of GDP but the regional
distribution
ofEincomes is probably more skewed, on balance,
at t:he beginning
of the 1980s than it was a decade ago.
Agricultural

Excports

6.09
Agricultural
exports have dropped from their dominating share of
about three quarters
of total merchandise exports in 1970, but they remain
very important at 60% of the total in 1980 (Table 6.6).
Of the rnajor crops,
rice remained lthe single most important agricultural
export commodity,
retaining
aboult a quarter of total agricultural
exports during the 1970s.
A
slow growth in domestic demand for rice coincided with a relatively
fast
increase
in production
in the face of largely
favorable
export prices,
thus
resulting
in a rapid growth in the exportable
surplus in all regLons, except
the South./2
Cassava exports grew rapidly,destinedmostly to the EEC, and is
now the most imnportant agricultural
export commodity next to rice.
Sugar
exports aLso expanded at a fast pace, with Thailand's
share in world trade
increasing
from 1% in 1970 to 6% in 1980. The share of rubber anid maize
exports,
by contrast,
dropped substantially
as a percent of total
and of
agricultiaral
exports.
Although both commodities started
the 1970s with
already
Large shares of agricultural
exports,
rubber faced rather inelastic
supply conditions
in an environment of uncertain
(and recently
declining)
price trtends; ln contrast,
maize experienced
favorable
price trenlds and rapid
growth in production,
but export growth was damipened by the high growth in
domestic demand (about 10% p.a.)
associated
with a substantial
growth in the

/1

See !Report No.3906-TH:

'Growth

/2

Rouglh estimates
indicate
that during the 1S970s rice consumptLon increased
at albout 2.5% p.a.,
approximately
in line with population
growth, while
production
grew at over 3% p.a.,
due to increases
in irrigated
area
and yields in the Center and increases
in area planted with constant
yields
in the Northeast.
Rice exports grew at about 10% p.a.

and Employment in Rural

ThaiLand".
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Table 6.6:

AGRICULTURAL
EXPORTS

Current baht( billion)
1969-71
1979-81
All merchandise

exports

All agricultural
exports
(1970 and 1980)
5 major crops
Rice
Cassava
Rubber
Sugar
Maize
Source:

exports

Bank of Thailand,

Percentages
1969-71
1979-81

15.1

129.7

100.0

100.0

11.0

77.7

74.3

59.6

8.4
2.8
1.1
2.3
0.2
2.0

59.0
20.5
13.7
11.9
5.8
7.1

55.6

Quartely

Bulletin

(3-year

livestock
sector,
and by misguided export controls/l
adequate maize supplies
for the domestic feed mills
discouraging
both exports and production.

(100.0)
(33.3)
(13.1)
(27.4)
(2.4)
(23.8)

45.5

(100.0)
(34.7)
(23.2)
(20.2)
(9.8)
(12.0)

averages).
aiming to ensure
and effectively

6.10
In the future,
rice exports will, as in the past, depend on the
balance between domestic supply and demand. On the supply side, practically
no new land suitable
for paddy is available
(see below) so that any increase
in area planted will have to come from decreases
in the nearly 20% of bunded
in the area under
land not planted in an average year, and from increases
significantly
only
Assuming yields during the 1980s increase
double cropping.
production
would grow at about 1.5% p.a. and thus
under dry season irrigation,
roughly at a rate equal to the expected growth in consumption./2
By implication, rice exports would stagnate
at their current level of about 3.5 million
tons.
Assuming real export prices do not increase
significantly,/3
faster

/1
75

/3

Most controls
on maize exports have been relaxed since mid-1981.
Yield increases
due to improved practices
and input use are not likely
Meanwhile
to have a significant
impact before the end of the 1980s.
urbanization
and slower population
growth are expected to keep the rate
of increase
of domestic rice consumption below 2% p.a.
International
rice prices are subject to considerable
uncertainty.
Since
gross rice exports worldwide represent
only about 5% of total production,
annual output fluctuations
tend to result
in even greater
price fluctuations.
Thailand is particularly
exposed to these fluctuations,
since it
accounts for more than 20% of worldwide gross exports.
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output and export growth is likely
to result
orly if the farmgate output/input
price ratio were to improve either
as a result
of reduced export taxation
below the average level pertaining
in the 1970s, or because of reduced
effective
input costs, particularly
for fertilizers./l
For other major
agricultural
export commodities,
continued production
and export growth will
similarly
depend on increased
intensification
aLnd diversification
in response
to market opportunities
and supported by vigorous agricultural
policies.
However, during t'he 1980s, much will depend also on the availability
of new
agricultural
land, which will be considered
next.
Land: Recent Developrents

and Prospects

for

the 1980.

6.11
Cropland expansion was the main force behind the sustained
agricultural
growth of the 19709, accounting
for over three-quarters
of
output increases.
While absolute
increments in the paddy area represented
45% of total cropland expansion,
in relative
terms upland crops area (which
doubled in the last decade) grew much more rapiLdly (Table 6.7).
Table 6.7:
Average
1966/67-1970/71
mil. rai
%
Paddy
Upland crops
Tree crops
Total

Average
1976/77-L980/81
mil. rai
%

Shares of
increment (2)

x

Growth
p.a.

45.6
13.2
9.1

68
19
13

58.5
26.0
11.8

61
27
12

45
45
10

2.5
7.0
2.6

67.9

100

96.3

100

100

3.6

Source:

Office

Note:

Of tlhe 96.3 million
1976177 - 1980/81,
3.7 under multiple

/1

CHANGESIN AREAPLANTED

of Agricultural

Economics,

MOAC.

rai planted on average during the period
about 88.8 were urLder single croppilng and
cropping (counted twice at least).

A reduction
in the effective
cost of fertilizers
could be brought about
by increased
availability
of cheaper types of fertilizers
and improved
distribution
systems, without the necessil:y of subsidizing
fertilizer
use.
See Report No. 3705a-TH:
"Program and Policy Priorities
for an
distribuAgricultural
Economy in Transition".
A sl:udy of the fertilizer
tion system is currently
being undertaken by the Office of Agricultural
program.
Economics, MOAC,as part of the structuraL
adjustment
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This is in marked contrastwith the trend of the 1960s (when increasesin
paddy land accounted for 66% of total croplandexpansion)and has resulted
in rapid diversificationof the sector in response to market opportunities.
Throughoutthe 1970s, expansion of area planted was supportedby continued
growth of the road network (see Table 6.10) and by a parallelprocess of
forest denudationat annual rates of up to 6 million rai (Annex 2, Table 2-1),
in spite of the Government s forest preservationpolicy./l
6.12
Assessmentsof the prospects for increasesin area planted have
tended to be based on the assumptionthat by 1980 there would be little or no
room for further expansionof the cultivatedarea/2;agriculturalgrowth in
the 1980s would thus have to depend almost exclusivelyon yield increases(and
multiple cropping). A reassessment,based on new informationcontained in a
recent study,/3suggests that cropland expansioncould continue to be a
significantcause of agriculturalgrowth in the 1980s. Togetherwith availability of land, infrastructureand resourcedevelopment,government policy
and market opportunitieswill be the main determinantsof the actual rate of
expansion of cropland. The Fifth Plan emphasis supportingthe intensification
of input use in agricultureis setting the basis for future growth through
productivityincreasesbut, while essential for Thailand'sagriculturalgrowth
in the longer term, intensificationis unlikely to produce the growth rates
expected of the sector/4until the end of the 1980s. Continued expansionof
area planted allowing the transitionprocess to take place without a further
slow-down in growth appears feasibleand should not be restricted. The
availabilityof new land is clearly not evenly spread throughoutthe country
and this transitionwill increase the polarizationof the sector, with farmers
in some areas (especiallythe Center) continuingto intensifyinput use on
limited lands while in other areas (particularlythe Northeast)new land
continuing
to be brought into cultivation.
It should also be noted that the
expected expansionof land under upland crop cultivationcould worsen the
already serious erosion problems. Increased land developmentand conservation
efforts are thereforerequired to prevent continueddeteriorationof the
productivepotentialof land.
/1 The 1964 Forest Reserves Act targeted an unrealistic166 million rai
(over half of the country's area) for forest preservation. By 1980,
about a quarter of the land in 'forestreserves'had been encroached
and settled
by farmers.
/2 "Cropland'
or "cultivated
area" refer here to land regularly
used for
agriculture
and include fallow but not (in contrast
with "area planted")
do not count multiple cropped areas more than once.
/3 TURA, Land Use and DevelopmentPolicy, Bangkok, 1981. Annex 2 presents
details on the data used for the reassessmentof prospects for cropland
expansion and discussestheir limitations.
/4 The Fifth Plan (in 1981) anticipateda 4.5% annual growth rate for the
agriculturalsector, based mostly on expectedyield increases for the
major commodities. More recent assessmentsestimate the agricultural
growth rate for the 1982-86 period at between 3% and 4% per annum, witlh
yield increasesaccounting for less of the growth than anticipatedby
the Fifth Plan projectionsbut for slightlymore than had been the case
during the 1970s.
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Table 6.8: LAND USE AND AVAILABILITY,circa 1980
(millionrai)
Suitable
Paddy
Upland and Tree Crops
Total

Cultivated
Max.
Min.

Available
Min. Max.

84
90

84
63

74
37

0
26

10
52

174

147

111

26

62

Source: See Annex 2.
6.13
Given the limitationsof the data on the potential availabilityof
agriculturallysuitable land/l and the evolviiIg
nature of land use in
Thailand, all that is justifiableat this point is to derive a range of
values for the}amount of land available. This range (Table 6.8) implies
that between 15% and 36% of the land suitablefor agriculturaluse is
presentlynot cultivatedand that croplandcould expand by between 26 and 62
million rai (as comparedwith between 143 and 111 million rai cultivated,
and 100 million rai planted c. 1980). While the potential for expansionof
area planted may be greater than the potential for cropland expansion
(throughmultiplecropping,reduction of fallow land, etc.), there are also
obstaclesto itherealizationof such potential. Difficultaccessibilityand
securityrisks in the areas suitable for (but not currentlyunder)
cultivationhave been significantconstraintsin the past; the cash and
labor costs of clearing and preparingnew land are likely to be an
increasinglyimportantfactor. Fully realizing this potential would result
in increases
of the area used for upland and tree crops of between 41% and

/1

The potentially
available
land is estimated
by comparing data on land
suitability
(based on soil types and slopes) and data on present land
use (presentlycultivatedland). Previousanalyseshad used 12% as the
maximum slope in determiningthe suitabiliLty
of land for agricultural
use, thus limiting estimated land availabiLlity
to not much more than
lowland areas and underestimatingthe potentialfor diversification
into upland crops (since crops were being grown on land with slopes
up to 60%). The TURA study on which this reassessmentis based uses a
slope of 35% as the threshold for agriculturalsuitability. The two
estimates for cultivatedarea come from land use interpretationof
satellite imagery (which tends to overestLmateagriculturaluse of land)
and land utilizationsurveys (which tend to underestimatethe area under
cultivation).
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139% (from the 1980 levels), with small or no increases in the paddy area.
While the bottom of this range probably gives a more realistic estimate of
the amount of land potentially available for cultivation by the end of the
1980s, the middle of the range may be a reasonable longer-term availabililty
estimate.
6.14
Analyzing the potential for growing major upland crops
(by combining soil and slope classifications with considerations
the crop is already established in the area or in similar areas)
bringing into the discussion market opportunity factors and also
regional distribution of this potential (Table 6.9).

Table 6.9:

SUITABILITY OF UPLAND FOR MAJOR CROPS
(million rai)

Maize /a
Sugarca-ne/a
Cassava /a
Total suitable for upland
crops /a
Total under cultivation
upland crops /b
Total planted in upland
crops /c

/a
/b
7i

individually
of whether
permits
reveals the

North

Northeast

Center

Kingdom

15.2
3.9
1.0

8.6
2.8
19.3

5.9
6.2
4.7

29.6
12.9
25.0

20.0

30.7

16.8

67.5

9.4

15.8

12.0

37.2

9.5

8.6

7.8

25.9

Excluding marginal soils (and thus the South).
Midpoint of the range referred to in text and shown in Table 6.8.
Annual average for 1978/79-1980/81 period.

Source:

See Annex 2.

From a countrywide production perspective, maize (and associated crops, such
as sorghum or mungbeans) appear to have the most potential, with nearly
30 million rai roughly suitable (as compared with about 10 million rai
planted in the most recent years), and the North would continue to account
for just over half of that area. The Northeast cropland would greatly
depend for its expansion on cassava-type crops, on which the regions-s farm
cash incomes are already heavily dependent (para. 6.06 above). These
findings reiaforce a widely held concern for the prospects for agricultural
growth and rural development in the Northeast (and the importance of tree
crops development in the South).
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have in
Road construction(and improvement)and forest denudat:ion
6.15
the past acted as prerequisitesfor significantcroplandexpansi.on.In the
future, the role of roads is likely to be even greater,as most of the
potential is for cash crops which require market outlets,and relatively
little of the newly cultivatedarea is expected to be used for subsistence
cropping (a major factor in cropland expansion.
in the past).

Table 6.10: EVOLUTION OF THE ROAD NETWORK

Paved and Gravel Roads (1,000 km)
Increment between years
(1,000 km)
Average annual growth rate (%)

1960

1.965

1970

1975

1980

10.4

12.3

16.3

20.2

28.2

1.9
3.4

4.0
5.8

3.9
4.4

8.0
6.9

Source: Departmentof Highways,MOC.
The impact of the very rapid growth of the basic road network during the
late 1970s (Table 6.10) will be felt throughoutthe 1980s; the current
Governmentpolicy of directingpublic investmentmore towards rural roads
will tend to amplify the impact of recent primary and secondary road
constructionand will, thus, support the continuedexpansion offcropland.
Forest denudationalso occurredat rapid rates during the late 1970s (29.1
million rai between1973 and 1978, see Annex 2), setting the sitagefor
undertakingcultivationof areas that were until recentlyunder forest cover
and are suitablefor agriculture.
6.16
Governmentpolicy affects land use directly through land administration measures and improvementsin the accessibilityto potential farming
areas and indirectlythrough tax and subsidy policies. The Government
recently approveda comprehensiveset of pol:icyguidelineson land use with
the dual purpose of preventingany further encroachmentof forests and improving the securityof tenure of farmers in areas classifiedas forest reserves
but suitablefor agriculture. Measures to prevent further forest encroachhment are unlikely to be effective by themselves,/1and in the case of areas
and
suitable
for permanent cultivation
the tradeoff between conservation

/1

Effective
land policy has in the past been made more through
infrastructure
development than through Land Acts. Consigstency
between
the aims of road construction
programs and of nominal land policy
needs to be more explicitly
attempted.
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growth of agriculturaloutput and rural incomes should be taken into account.
Measures to regularizeand improve the securityof tenure of farmers throughout the country will likely play an important role in the longer-termprocess
of agriculturalgrowth, land conservation,and input use intensification..
The
liberalizationof export controlswhich in the past played a role in limLiting
the expansionof certain upland crops, especiallymaize, could strengthenthe
responsivenessand competitivenessof Thai agriculture. In contrast,supply
control interventionswould limit upland crop expansion and distort the
incentivesfor agriculturalgrowth.
6.17
The discussionabove has outlined the potentialand obstacles for
expansion of cultivatedarea. With productionbeing more and more market
oriented, prices and market prospectswill be a major determinantof actual
rates of expansion. The potentialexists for increasingthe area planted in
upland and tree crops at rates of about 3% (even without exhaustiveencroachment of forest areas suitablefor agriculture)for at least the remainderof
the decade;/l market prospectsand prices will partly determine the overall
rate of expansionand particularlyhow much new land will be planted in each
crop. For maize and associatedcrops (notablysorghum and mungbeans)market
prospects appear reasonablygood and could lead to growth in area planted by
up to 6% p.a. (a rate similar to that of the 1970s). Sugarcane could also
see a rapid expansion of area planted, since sugarcane is now a well established crop and plenty of land (13 million rai, of which just over 3 million
are currentlyplanted) is located within reach of presentlyunderutilized
sugar mills, but it would require that prices in the world market recover from
the current lows and that the limitationsimposed by the InternationalSugar
Agreement be overcome. Market prospects for cassava are somewhatlimited, at
least in the medium term, because of import restrictionsin the EEC,
Thailand'smain customer for cassava pellets,and the area planted is unlikely
to expand beyond the most recent peaks until new markets are developed.
Recent Developmentsin Agricultureand AgriculturalPolicies
6.18
After two years of relativelylow agriculturalgrowth, the 1981182
cropping season saw significantincreasesin planted area and output for
virtually
all crops (with the exception
of rubber) as a result
of a good

/1

Table 6.8 and Annex 2. At 3% p.a. it would take a minimum of
12 years and a maximum of 30 years to exhaust the land available for
upland and tree crops, not includingmarginal soils and without taking
into account the potentialfor double cropping. This compareswith
growth rates of over 5% during the last two decades.
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price outlook at plantingtime and favorableweather throughoutthe crop
year. Forestry and fisheriescontinued to experiencedeclining production
due to forest closures in the case of the former subsector,and higher
productioncosts and lower fish yields in the latter.
6.19
However, during the 1981/82harvestingseason and thereaftercrop
prices declined substantially(Figure6.1 above) requiringextensivepolicy
adjustmentsby the Government. Between mid-19181
and mid-1982, the average
rubber export tax was reduced by a third, the export quotas for maize were
liberalized,the ban on white sugar export was lifted, and cassava export
controls were relaxed. For livestock,initiat:ives
were taken to begin to
control. For fisheries,
free private slaughteractivitiesfrom governmient
export duties on ground fish were reduced fromia range of 50-75% to 5-10%.
For rice, the effective rate of export taxation(the combined impact of the
ad valorem tax, the premium and the reserve requirement)as a percent of
f.o.b. priceiswas cut from over 30% prevailingin mid-1981 to about 11% in
mid-1982 by a;significantreductionin the rice premium and the gradual
reduction andleventual eliminationof the ricesreserve requirement./l
Changes were also introducedin the non-tariffregulationsgoverningrice
exports in order to liberalize trade. In mid-1981 the Government'srice
policy consistedin the traditional- and contradictory- elementsof export
taxation to maintain low domestic rice prices and purchasesin the rural
areas of over one million tons of rice at higher-than-market
prices in an
apparent effort to support farm incomes. As prices in the world market fell
precipitouslyduring the second half of 1981 (and through 1982), the uncertainty about Governments reaction, its delay in reducingexport duties, the
large crop harvested and the ineffectivenessof the price support program
resulted in farmrgateprices about 20% below the Baht 3,750 target level, in
spite of public expendituresof the order of US$150 million (reflectingthe
accumulated losses of the price support scheme) over the two-year period.
This recent experienceunderscoresthe importanceof adopting a more
systematicrice policy and the urgency of moving towards mechanismscapable of
consolidatingrice price stabilizationand farmgateprice support objectives
over the cycle of rice price fluctuations.
6.20
While efforts to liberalizeagriculturalexports and the realignment
in the dollar value of the baht in mid-1981 contributedsignificantlyto the
continued growth of agriculturalexports durLng 1982, they could only
cushion, but.not prevent, an erosion of domestic farmgateprices and of
agriculturalincomes (see para. 2.21). As a result, the incentivesfor
agriculturalproductionincreaseswere significantlyreduced during 1982

/A Associatedwith the eliminationof the rice reserve requirementthe
Governmentalso abandoned its cheap rice distributionprogramwhich
had recentlybeen restructuredto provide for a significantly
larger
share to be distributedoutside Bangkok than had previouslybeen the
case.
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which - togetherwith poor weather conditionsin parts of the country - has
resulted in a poor outlook for agriculturalgrowth during the 1982/83
cropping season,and by implicationfor a relativelypoor agricultural
export performancefor 1983, even if, as is projected,agriculturalexport
prices are to recover from their 1982 low.
Public Expenditurein Agricultureand Rural Development
6.21
Governmentinvestmentin agricultureand rural developmentin the
past has focused mainly on infrastructureexpansion,especiallyirrigation
and roads, various rural employmentgenerationprograms,and specialefforts
to make areas subject to securityrisks more accessibleand secure, mainly
through road construction. Investmentsin agricultureitself accounted for
about 6% of total public expenditureduring the Fourth Plan period, and about
9% of Central Government spending (Table 6.11). In relation to total public
expenditure,spendingon agriculturedeclinedbetween 1977 and 1981, mainly as
a result of the much more rapid expansionof state enterprisespending,
particularlyin the energy sector. For the Fifth Plan period, agricultureis
expected to roughly maintain its expenditureshare, comparedwith the Fourth
Plan. However, shifts in agriculturaland rural developmentspendingare
required and aimed for in the Fifth Plan, both in terms of emphasisamong
programs in the sector, as well as within programs. The followingparagraphs
discuss the major concerns for public expenditureplanning in agricultureand
rural developmentby assessing the expenditurescurrentlyprogrammed,and by
reviewing investmentprogrammingand budgeting practicesfor the sector.

Table 6.11: PUBLIC EXPENDITUREFOR AGRICULTURE,1977-86

Agriculture expenditure as percent of
1977
Central government
spending
(of which for
irrigation)

/a

9.3

1978

1979

1980

1981

8.8

8.8

8.6

8.9

Fourth Fifth
Plan Plan
ltT77- 1f-1982/a 1981 1986

8.8

(5.1) (5.1) (5.3) (5.8) (4.9) (4.8)

8.8

(5.2) (n.a.)

Estimated.

Source: StatisticalAppendix,Tables 5.1 and 5.3; mission estimated.
Note:

8.6

Agriculturalexpendituresdo not include expenditureson rural
infrastructure(roads, power, etc.)
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6.22
In ithe absence of an overall
public investment and expenditure
program for agriculture
and rural development during the Fifth
Ilan period,
informationon0 planned expenditures
had to be pieced together
from separate,
often onaly incompletely
formulated
programs supplied by individual
line
agencies and by NESDB. Undoubtedly,one of the biggest needs in this area
is the improvesent
of public expenditure
data and increased
efforts
on the
part of all major agencies to develop mediun term expenditure
programs and
to support their compilation
into an overall
sectoral
program.
Only this
will allow an assessmentof past spending treDds and patternsand of planned
future investments. Because of the shortcomimgsof the availabLeinformation at present, only a tentativeexpenditureprogram could be assembled as
summarized in Annex 5.
6.23
About one quarter of all expenditureon agricultureanldrural
developmentfor the Fifth Plan period is to be,devoted to irrigation,
another quarter to rural road constructionanctelectrification,about
one-third to a variety of rural developmentprograms,and the remainderis
split evenly between rubber replantingand al].the other investmentsmade by
MOAC departmentsapart from RID. Overall,over the Fifth Plan period the
program is not expected to grow more than abotit1.5Z p.a. in constant 1981
prices, indicatingthat no acceleratedeffort is planned for the sector as a
whole. However, some significantshifts in prioritiesare reflectedIn the
a steady decline in large irrigation
investments,
partiprogram., including
cularly
towards the end of the Fifth Plan perLod. Under the rural developwill take up the slack
ment program, the Poverty District Program (PD)P)
created by cutbacksin the Rural EmploymentGenerationProgram (REGP) and
woillaccelerateearly in the
the SecurityProgram. Rural electrification
Plan period, but then slow down as the goal oE full rural electrificationis
rapidly being;approached. Finally, spending Eor rubber replantingis
expected to be somewhathigher than in recent years, while a significant
expansion is planned (about 15Z p.a. in real terms) for investmients by MOAC
departmients,
other than RID and ORRAF, with most of the growth occurring
towards the end of the period as foreign lenders,including the World Bank,
are expected to direct a larger portion of their lending to nonLirrigation
investments.
This highlights
that a relativelysmall reductionin the
proportionoi spendingdirected to irrigationcan permit a subsitantial
increase in nonirrigationinvestmentsin agriculture. A number of concerns
are addressed through this shift in spending priorities,
while others remain
to be dealt with as part of the Fifth Plan implementation
process.
6.24
Irrigation.
The main issues in irrigation
expenditures
relate
to
the size of ithe program, the scale and geographical
distribution
of schemes
constructed,
and the operation,
maintenance and rehabilitation
of the
as reflectedin
existing
irrLgation
systems.
The Government's intentions,
the expenditureprogram,is to limit further system expansion,with no real
increase in total new investmentsplanned between 1981 and 1986. In fact,
much of the expenditurein the early years of the Fifth Plan are the result of
projects initiatedduring the Fourth Plan. A number of large n2ewprojects
have been
previouslyplanned have been postponed,and nLonew large projects
recently proposed,leading to the projected
aLbsolute decline in spending for

-

168 -

large and mediumrscaleprojects after FY 1983. This change in focus is appropriate, as more attentionis to be given to fosteringagriculturaldevelopment
in rainfed areas and, within the irrigationsubsector,to increaseddevelopment of small-scaleprojects/1and the improvementof operation and maintenance of existing irrigationschemes. The increasedemphasis on small-scale
schemes is in principle a move in the right direction,inasmuch as it leads to
increased exploitationof irrigationpotentialbeyond the Central Plain in the
poorest areas of the country and provided it is accompaniedby greatly needed
improvementsin the quality of projectsand their implementation. The process
of project design and selection,and of construction,operation and maintenance for these schemes has in the past been subject to many difficultiesand
as a result, utilizationof small-scaleirrigationschemes has, according to a
recent Japanese study, been only on the order of 15% to 20% of what would be
required to achieve even the minimum feasibleeconomic rate of return of 8Z in
many of these projects. As regards the broader issue of new construction
versus improved operationsand maintenanceof existing schemes, the need for
greater emphasison the latter has already been recognizedin Thailand, but it
has been difficult for the Royal IrrigationDepartmentto shift its primiary
focus in this direction./2 Given the past concentrationof public irrigation
investmentsin the Center region (which accounts for 65% of irrigatedarea in
the country),emphasizingrehabilitationand improved operationand maintenance will imply continuingto concentratepublic irrigationexpendituresin
the center region. The prioritygiven to small-scaleprojectsin new corrstructionmay adequatelyoffset the geographicalconcentrationof other
irrigationexpenditures,but possibilitiesfor economicallyjustifiablelarge
and particularlymedium-scaleprojectsin the Northeast should continue itobe
explored.
6.25
Other AgriculturalPrograms. The main beneficiaryof the shift
away from irrigationexpenditureis a set of MOAC activitiesdesigned to
support increasedagriculturalintensificationin the rainfed areas.
Consideringthe need for rapid intensificationduring the remainder of this
century,which will become particularlyurgent towards the end of the 1980s,
Fifth Plan activitiesin the areas of agriculturalresearch,extension,land
developmentand reform, and in livestockand fisheriesare of special
importance. Even greater emphasis on activitiesin these areas would be
desirable,but are currentlyconstrainedby the limited absorptivecapacity
of the implementingdepartments. Efforts, includingextensiveWorld Bank

/1 The emphasis should be more on carefullypreparedand implementedsmallscale projectsthan on expanding the already large number of new smallscale projectsundertakeneach year.
/2 An assessmentof the foreign borrowingprogram preparedby NESDB in
mid-1982 indicates that NESDB staff continues to be concerned about
insufficientemphasisbeing paid to irrigationsystems operationsand
maintenance (NESDB, "Three-YearPlan of Loan Projects (1983185),"Bangkok,
1982).
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project
involvement,
are underway to strengthea
the institutionaLl
framework,
but further
extpansion in programs managed by these departments
will likely
have to await the next Plan period.
6.26
The rubber replantingscheme has in recent years been expandedby
a strong instLtution(ORRAF) with externalassistance
and has been successful in propagatingthe use of high-yieldingclonal varieties. Hfowever,
ORRAF's operationshave been hampered by the slump in world rubber prices,
which resulted
in a dramaticdrop of revenuesfrom the rubber cess that
directly supportsORRAF's program. While it would ultimately
be best to
finance rubber replantingschemes- togetherwith other agriculitural
activities- from general budgetary resourcesand assign available resources
across differentactivitiesin light of their relativeprioritiles,
it must be
now consideredsubstitutingORRAF's current dependenceon the volatile export
price of rubber to finance its replantingprogram with a more stable funding
method.
6.27
Similarly,revenuesand expendituresnow channeledthrough the
Farmers' Aid Fund (FAF) would be more appropriLately
administeredas an
integral part of the Government'sbudgetinganidplanning./l Since 1975, the
FAF has been the recipientof about Baht 9 biLlion from premiums imposed on
rice and sugar exports. FAF outlays were directed,first, in the form of
grants to finance special projects(e.g., a miajorgroundwaterirrigation
scheme, small land improvementprogramsand artificialrain making units) and
aid to disasterstrickenfarmers;and, second, to a revolvingfund for crop
purchase programsas part of price support schemes, and for fertilizer
distribution
programs (largely
through the Marketing Organizations
for
Farmers).
The procedures
for allocation
of FAF funds allow for greater
flexibiLlity
iinresponding
to unexpected developments than regular
budgetary
procedures,
but they have also resulted
in unsystematic
allocat:ions,
ineffective
administrationand wasteful leakages. Since the source of FAE
receipltsare export duties on agriculturalproductswhich tend to lower farm
incomes and provide disincentivesto efficientproduction,there are further
losses from the present financingarrangementsnot offset by any gains in
income distribution. While some of the operationsfinancedoultof FAF
resources should continue and some flexibilityis desirablein respondingto
temporary changes in agriculturalproductionand prices, other institutional
and financingmeans would very likely provide a much more efficient and
equitable solution./2
/A The FAF is one of the extra-budgetaryfunds being reviewed,in the context
of the StructuralAdjustmentProgram,as part of an effort to devise ways
of improving the managementof public renourcesand expenditures.
/2 Another area of direct Governmentinvolvamentin agriculturehas been the
provision of large volumes of heavily subsidizedcredit by the Bank for
Agriculture and Cooperatives(BAAC). During the Fifth Plan period BAAC is
projected to inject about Baht 1.2 billion p.a. of incrementallending
into agriculture. BAAC's operationsare extensivelyreviewed in the World
Bank s report on Thailand financial
sector (Report No. 4085-TH) which also
makes recommendations
for the reform of agriculturaland rural credit
systems.
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6.28
Rural Development Programs.
In addition
to the programs directed
specifically
at agricultural
growth and intensification,
and the rural roads
and electrificationprograms, the Governmentcontinuesrural development
efforts on a broader basis through three programs. The Rural Employment.
GenerationProgram has traditionallybeen the largest of the three with an
emphasis on labor intensive public works projects,especiallyduring the
agriculturaloff-season. These projectshave had some, albeit limited
employmentimpact, as their administrationand implementationwas often
dominated by vested interestsat the provincialand local level./l What is
more, they generally were not targetteddirectlytowards the poorest areas, or
towards the most pressing needs of the poverty districts. For these reasons,
the Fifth Plan placed heavy emphasis on the new Poverty DistrictsProgram.
Based on a district-levelsurvey, 286 "povertysubdistrictsand districts'
were selected and their priorityneeds identified,including specificagricultural productionsupport needs, and social service requirements(including
health, nutrition and water supply). Emphasiswas also placed on involving
all major line agencies in implementingthe program and to rely to a large
extent on redirectingexisting line-agencyprogramstowards the poverty
districts rather than initiatingspecialnew projects. The incremental
resources devoted to the Poverty DistrictsProgram were originallyset at
Baht 8.6 billion in the Fifth Plan, but have now been increased to Baht 9.0
billion. Finally, the Rural Security Program which mostly emphasizedthe
constructionof roads in areas regarded subject to securityrisks, is expected
to be phased back over the next few years in line with reduced security
problems. Overall, this shift from welfare and securityoriented programsthe Rural EmploymentGenerationProgram and the Rural Security Programtowards a well-targettedprogram designedto generatespecific productive
assets and meet well-definedbasic needs of the rural populationin the
poorest areas, is very welcome. Questions remain regarding the effectiveness
of the implementationof the broadly designed,multi-agencyefforts of the
Poverty DistrictProgram, the overall coordinationbetween the three rural
developmentprograms, and the operationaland maintenancerequirementsof the
installationsnewly set up in the poverty districts;these questionsare being
addressedthrough the National Rural DevelopmentCommittee and as the Program
matures, it may be possible and desirableto direct more resources towards it
and aim for a broader integrationof rural developmentprograms.
6.29
InvestmentPlanning and Budgeting. Overall,public investment
programmingis particularlyweak in the area of agricultureand rural development. This has been the result of the existenceof a multiplicityof strong
individualagencies and departments,each pursuing their own programs,generally in the context of specificprojects supportedin turn by a multiplicity
of foreign lending institutions,without a sector-wideperspectiveor
In the Ministry of Agriculture
investmentprogrammlngcapacityvested either
and Cooperativesor in NESDB. The current efforts in NESDB to develop a three
year rolling
investment
and foreign borrowing program is, however, beginnLing
to pay off by flushing
out a number of issues
Afch have not been addressed in
/1

See Report

No. 3906-TH: "Growth and Employment in Rural

Thailand".
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the past. The large gap between some of the spiecific
Fifth Plan targets and
the details of the project investmentshas beccme clear, and specific questions have been raised by NESDB regarding the desirabilityof specific aspects
of the program./l
In the context of the annual budgeting process, the initial steps
have been taken to introduceProgram and PerformanceBudgeting,have
within the Ministry of
had their impact on the allocationof resourcess
Agriculture and Cooperatives. In preparingthe budget for FY l983, the
Minister of Agriculture for the first time used his new discretionto
reallocatefunds between departments,albeit to a limited extent, by
shifting funds from the Irrigationand ExtensionDepartmentsto the other
departments. What is more, there is now greater and more direct ministerial
and departmentalaccountabilityin defendingthe budget submissionsbefore
Parliament,which requiresgreater attentional:the managerial level to be
paid to the relationshipbetween budgetarymatl:ersand program implement-r
tion. Eurthermore,the "Pink Book" which was preparedby NESDB to identify
priority projects for the budget of FY1983, for the first time aimed at, and
to some extent achieved,an integrationof budg,eting
efforts in the MOAC
departments,in the Budget Bureau, and in NESDB. For MOAC, 150 new projects
were listed of which 45 were selectedas priorLtyprojectswhich could not
be cut on budgetarygrounds. The priorityprojectswere identifiedon the
basis of ease of implementationand relationshLpto Fifth Plan goals with
the presumptionthat Departmentswould then be forced to cut out the fat in
their ongoing projectsin order to make room for the new projects.
6.30
which

6.31
These recent improvementsin investmentprogrammingand budgeting
are definitelya move in the right direction,althoughfurther strengthening
of the proceduresand planning capabilitiesis requiredand underwayas purt
of the Goverrment-widereform of programmingand budgeting. Particular
attention should now focus on broadeningthe scope of the programming
efforts to integrateall major agriculturaland rural developmentprograms;
on improvingthe linkage between project-leveland program-level,
plans; on a
assessmentof relativeprioritiesbetween or,oing and new
more coraprehensive
projects, between operationsand maintenanceimprovementsand new investdifferent programsand projects;and on an integrationof
ments, and bet:ween
Plan goals, medium-terminvestmentplans and annual budgets.
AgriculturalPolicies for the 1980e
6.32
The discussionsin paras. 6.11-6.17above indicated that extensive
agriculturaldevelopment,though less important than in the past, will
continue to have a role to play during the 1980s. In effect, therefore,
Thailand has some time yet availablebefore it will have to rely exclusively

/1 Including the efficiencyof small-scaleirrigationprojectsand the
balance between irrigationand nonirrigationinvestments.
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on intensificationin order to maintain its agriculturalgrowth momentum.
However, that time will inevitablycome, albeit somewhatlater than had been
expected hitherto. Moreover, since measures towards increasedintensification take considerabletime to show their impacts,and since unfettered
expansion of land utilizationcould be accompaniedby potentiallyserious
ecologicalconsequences,an active agriculturalpolicy stance is essential.
The main elements are as follows:
(a) The Fifth Plan objective of increasingagriculturalproductivity
and improving the efficiencyof use of natural resources remaims a
critical one for the long-term developmentof the sector, and its
achievementwill require expeditiousimplementationof measures
envisaged in the Fifth Plan to provide the necessary support for
making input use intensificationa technicallyfeasible and
economicallyviable option for farmers throughoutthe country. A
recent Bank review /1 of the potential for productivityimprovements emphasizedthe importanceof improving institutional
performance (particularlyin research and extension)and coordination for short- and medium-termprogress,identifiedpriority
areas for continued governmentaction and cautioned about the Lead
time required for full effectivenessof the measures being
undertaken.
(b) To ensure that all those participatingin agriculturalactivities
take decisions that are in the interestof the country's development, market interventionsand distortionsshould be minimized.
This includesreducing export taxes, eliminatingregulationsconstraining the growth of production,opening up the fertilizer
supply system, and further deregulatinglivestockslaughter and
meat production. For an agriculturaleconomy as export-oriented
as Thailand's,allowing the farmers to respond to undistorted
economic incentiveswill more likely lead to better resource use
and productiondecisions than ad hoc interventionby government
agencies.
(c) Land use and administrationpolicieswill play a very major role
in agriculturaldevelopment. The continuedexpansion of farmlanid
should be supported,rather than impeded,by selectivelybut
systematicallypermittingagriculturaldevelopmentof suitable
forest areas not critical for watershed preservation;by providing
land titles to farmers throughoutthe country and continuingwith
the reclassificationof public land in private use; and by
concentratingreforestationand forest preservationefforts in
areas most critical for natural resourcesconservation. The

/1 Report No. 3705a-TH. "Thailand: Program and Policy Prioritiesfor arn
AgriculturalEconomy in Transition".
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continued expansionof upland crop cultivation(in particularof
cassava) has resultedin increasingerosion problems. Land
developmentand conservationpracticesneed to be greatly enhanced
to avoid rapid deteriorationof the environmentand of the productive potential of land.
(d) Cretditavailabilitywill be a necessBary
condition for rapid
adoption of available techniquesand intensificationof input use.
and to optimize the
To maximize rural savingsmobilizatlion
allocationof credit to agriculturaLactivities,the financial
system should be allowed to functionunfettered./l While the drive
to provide all farmerswith land titles is underway, and while the
private elementsof the financial s'ystemr
increase their reach to
]3AACwill have to continue its
cover rural areas comprehensively,
access to credit, albeit
developmentaleffort and ensure farnners'
at unsubsidizedinterestrates.
(e) Continued improvementsin the rural irrigation,power, transport
and communications infrastructure
will have to be made with particular emphasis on operationsand maintenanceof existing productive
assets especiallyin irrigation.
(iE) Due!to the prevalenceof poverty among the rural population,
support for efficientagriculturalgrowth and efforts to directly
alleviate rural poverty have been enphasizedfor the Fifth Plan
period, and should continueto be further developed. Besides
providing appropriateincentivesand infrastructuresupport for
agriculturein general, specific public expenditureprograms
in support of rural poverty alleviationdeserve the highest
prJiorityof the Governmentand foreign donors.
(g) Continuationof the Government'sefforts
to improve investment
planning and budgeting procedures
in the sector is also essential,
if the Government's
priorities
are to be effect:ively
transimproveThis involves
further
lated into expenditure
programs.
ments in the scope, articulation
and integration
of a medium-term
inrestmentprogram,in its linkage with the annual budget, and in
the monitoringof its implementation.

/1 See Report No. 4085-Tij.
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INDUSTRIALGRowTHAxD POLICY

and Recent Developments

in Industry

7.01
The industrialsector in Thailand over the past two decades has
contributedsignificantlyto the country's rapid growth and diversification
of economicactivity./l The share of industryin GDP increasedfrom 23% in
1973 to 28% in 1981, growing at an average annual rate of about 10%
(Table 7.1). Industrialgrowth slowed between 1977 and 1981 comparedwith the
earlier years, but remainedrespectableby internationalstandardsat 8.5%
p.a. Constructionand utilities have been the most rapidly growing subsectors in industry,but jointly account for only a quarter of the sector's
value added. Mining and quarrying contributedless than 10% of industrial
value added during the 19709 and grew at a relativelyslow pace. Manufacturing is thus the most important industrialsubsector,contributingabout
70% of industrialvalue added in 1981 and about 25 of total incrementalGDP
in Thailand during the period 1973-81. The growth rate in manufacturingwas
generally somewhatbelow that of the industrialsector as a whole and
dropped below that of the other three industrialsubeectorsfor the period
1977-81.
7.02
Within manufacturing,a substantialportion of productionis still
closely linked to the primary producing sectors. Of total value added in
manufacturingin 1980, 28% was attributableto processedfood, beverages and
tobacco, 8% to processedminerals,wood and rubber. Textiles,wearing
apparel and leather productswere the next most importantgroup, accounting
for 20% of manufacturingvalue added in 1980. Activity in this group has
grown very rapidly over the past 10 years. Much of this growth was oriented
towards exports, since local productioucapacityhad already saturated the
domestic market, and new export-orientedproduetioncapacitymigrated to
Thailand from nearby countries subject to textile quotas in OECD countries.
Chemicals productionin Thailandhas been growing rapidly,albeit from a small
base, and togetherwith petroleum refiningaecounted for 17% of manufacturing
value added in 1980. The transport equipmentsubsector contributed8% of
manufacturingvalue added and is devoted primarily to the assembly and repair
of motor vehiclesand cycles for domesticuse, rather than for exports. Ihe
rapid growth of this subsector is largely due to the high protectionwhich it
receivesin the form of import tariffs,quantitativerestrictions,and
domesticinput requirements,resulting in negative value added at world market
prices, particularlyin the productionof automobiles.

/1 See World Bank, "IndustrialDevelopmentStrategy in Thailand."
No. 2804a-TH, June 5, 1980.
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OF INDUSTRY, 1973-3l1
ANDSTRUCTURRE
GROWTR

Table 7.1:

Growth of value
/a
added (% p.a.)
1973 1977 1973
-81 -81
-77

Share
1973

of value
1.977

added (%) /b
1981
100.0

100.0

7.1

7.4

7.2

100.0

11.4

7.6

9.5

22.9

(100.0)

27.4

(100.0)

28.5

(100.0)

6.7

7.1

6.9

1.3

(5.7)

2.1

(7.7)

1.7

(6.0)

Manufact:uring

11.2

7.6

9.4

16.5

(72.1)

19.0

(69.3)

20.1

(70.5)

Construction

13.6

6.6

10.1

3.9

(17.0)

5.2

(19.0)

5.3

(18.6)

Electricity,
water supply

12.1

11.3

11.7

1.2

(5.2)

1.1

(4.0)

1.4

(4.9)

GDP
Industry
Mining&
quarrying

/a

Based on constant

/b

Based on current

Sources:

Stat:Lstical

1972 prices.
prices.
Appendix Tables

2.2,

2.4.
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7.03
Data on the sectoral breakdown of investment are not available for
Thailand; however, on the basis of sketchy evidence it appears that the
manufacturing sector accounted for a considerable share of private investment growth during the 1970s. Data on the registration of new investments
in industry collected by the Ministry of Industry on the basis of license
requests indicate that industrial investment and its capital intensity
peaked in 1976. According to these data, which do not, however, include
information on investments in expansion of existing facilities, new industrial
investment was concentrated in intermediate production, food processing and
consumer durables.
7.04
The changing structure of Thailand's foreign trade reflects the
changes in the country's productive structure. Exports comprise sizable
shares of gross domestic manufacturing output in the categories of primary
goods processing, including food, leather, wood, rubber and basic metals
(tin) industries. The relatively high share of machinery exports in
domestic production reflects mainly the exports of integrated circuits
(Table 7.2). The structure of Thai manufacturing imports, on the other
hand, reveals that capital and intermediate goods industries are still
little developed, as shown by the high levels of imports relative to
domestic production for chemicals and petroleum, basic metals and metal
products, and, especially, machinery.
7.05
Exports of manufactured goods grew rapidly in the 1970s, from a
share of 5.5% in total exports in 1970 to 30% in 1981 (Table 7.3). Textiles
and garments contributed a substantial portion of this growth in the first
half of the 1970s, accounting for close to half of all manufactured exports in
1977, but subsequently its share in total manufactured exports declined to
below 30% in 1981. Other manufactured exports expanded rapidly during that
period, including wood products (encouraged by the ban on exports of logs),
nonmetallic minerals, electronic goods and electrical machinery (especially
integrated circuits), jewelery and precious stones, and miscellaneous other
manufactures. This recent experience, while manufactured exports worldwide
suffered due to recession, indicates a potential for continued diversificaLtion
in Thai manufactured exports and a capacity to produce a variety of manufactured goods competitive in the international markets. In most of these
products, Thailand-s export growth has been from a relatively low base, and
its share in the world market is still small. Except for certain itetns
subject to quotas (in particular, textiles), the lack of potential markets

should not pose a serious constraint
to continued
exports,
provided the domestic policy environment
incentives.

growth of Thai manufactured
provides the necessary
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Table

SHARE OF IMPORTS AND EXPORTS IN MANUFACTURINGOUTPUT /a

7.2:

Industry groups

Food processing
Beverages and tobacco
Textiles
Leather products
Wood products
Pulp, paper and paper products
Chemicals and petroleum
Rubber and plastic
Nonmetallic mineral products
Basic metals and metal products
Machinery
Transport equipment
Precision equipment and others
Total

/a

As

Source:

Import*s as % of
domestic
production
1978
1980
1975

as;% of
Exports
domestic
production
1975
1978
1980

22.0
0
10.0
7.0
13.8
1.5
3.1
79.2
10.5
21.9
7.5
0.2
23.2

29.8
0
17.6
34.7
12.3
1.5
1.3
60.7
3.7
30.2
19.5
0.4
31.7

37.8
0.3
13.6
32.3
10.5
15.3
2.4
85.1
3.6
32.8
33.1
0.9
21.3

1.6
1.4
12.7
2.3
1.4
24.8
66.0
13.2
9.5
59.9
206.1
49.4
31.2

2.5
2.2
10.2
2.6
6.5
26.5
83.0
6.9
10.7
54.5
173.0
35.2
46.6

5.2
5.8
5.0
2.7
5.5
15.7
56.5
7.8
15.4
43.6
144.0
38.0
15.5

15.0

19.7

20.6

23.4

25.6

25.2

measured by gross production.
NESDB, Ministry of Commerce.
Out7putTable.

Ta'ble7.3:

Classification based on 1975 Input-

CHANGES IN THE STRUCTURE OF EXPORTS, 1970-81

(in %)

T'otalexports
Manufacturing exports
Textiles and garments /a

/a

1970

L974

1977

1981

100.0
5.7
0.1

100.0
L4.1
3.6

100.0
14.8
6.4

100.0
30.1
8.4

Includes spinning silk and silk fabrics.

Source:

Statistical Appendix Tables 3.2 and 3.3.
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7.06
The sources of growth in the manufacturing
sector may be disaggregated according
to growth from domestic demand, from import substitution,
and from export demand.11 (Table 7.4)
Domestic demand was the primary source
Table 7.4:

SOURCESOF GROWTH
OF MANUFACTURING
OUTPUT, 1966-80
(Z contribution
to increase)/a
1966-72

Domestic demand
Import substitution
Export demand

64.1
29.4
6.5

1972-75
91.0
0.5
8.5

1975-78

1978-80

79.5
-7.7
28.2

72.2
-7.4
35.2

ia Domestic demand effects greater than 100 indicate that domestic
demand grew faster than productionand either the import share
increased (negativeimport substitution),or surplusesavailable
for export were reduced (negativedemand expansion),or both, to
meet domesticdemand in excess of domestic supply capacity.
Source: World Bank, Report No. 2804a-TH, and Mission estimates.
of growth in manufacturingoutput throughout
the past 15 years. Import
substitutionwas also importantin the period 1966-72,when a number of
consumer goods industrieswere establishedand expanded in Thailand,
principallyin consumer durables,
transport
equipment,textiles,and rubber
and wood products. Overall,
there was no net import substitutionduring
1972-75 and even some -negative
substitution'
in areas where demand outpaced
the growth of domestic capacity and the import share grew. Exports, in
contrast,
made an increasing
contributionto growth of output,
particularly
for textilesand rubber and wood products. In the period 1975-80, export:
demand further increased in its contributionto growth of manufacturing,
including processed food, leather aaTdrubber products, clothing,and
selectedmachinery products. Import substitutionon average showed a
negative contribution,reflecting the high level of domesticdemand since
1975 as a result of the rapid expansion of the domestic economy and an
investment
boom. While these calculations
provide only a rough indication
of the dynamics of change within the manufacturingsector, they show the
overriding importanceof domesticdemand growth, the substantialand growlng
contributionfrom export demand, and a rapidly declining contributionfrom
import substltution,
despite increasedaverage levels of effective
protection
accorded to import competing industries
during
/1 The methodologyof disaggregationinto the three componentsis
described in World Bank, Report No. 2804a-TH.
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the 1970s. This apparentlyparadoxicaldevelopmentmay in part reflect that
industrialactivityand exports respond with only a lag to changed incentives,
during the second
attractiveness
increased
Thailand's
but may also reflect
for
searching
industries
export oriented
half of the 1970s to footlose
(Korea, Taiwan,
locations
as some of the traditional
low-wage locations,
This
to Thailand.
labor costs relative
rapidly rising
Singalpore) experienced
since it has a bearing on the
assessment,
further
is an issue warranting
development.
future outlook for Thai industrial
Table

7.5:

SECTOR
IN MAMUFACTURING
EMPLOYMENT

Employment
1980
1970
1960
(in 000) -----

Sector

food, bevProcessed
126.3
erages and tobacco
apparel and
Textile,
137.4
leathler
and
Wood, furniture
89.8
fixtures
and
metals,
Minerals,
42.1
metal products
Transport eqtuipment 26.3
49.2
Other
Total
Labor force

471.0

Growth
1.960- 197080
70
-- (% p.a.) -

1960
---

Shares
1970

1980

)

145.7

356.0

1.4

9.3

26.8

21.3

19.9

205.9

462.2

4.1

8.4

29.2

30.2

25.8

90.2

282.0

0.0

12.1

19.1

13.2

15.8

89.3
59.3
92.2

226.3
152.4
310.1

7.0 9.7
8.5 9.9
6.5 12.9

8.9
5.6
10.4

13.1
8.7
13.5

12.6
8.5
17.3

682.6 1,789.0

13,749 16,132

22,728

3.8 10.1 100.0
1.6

3.5

3.4/a

100.0 100.0
4.2/a 7.9/a

/a Percent of total labor force.
Sources:

1960, 1970; Labor E'orceSurveys,1974/75 and 1979;
Census Reports,
NEISDBand mission estimates.

over the
sector grew rapidly
Employment in the manufacturing
7.07
growth
the
outpaced
has
1970s,
the
during
two decades and, especially
sector
The
7.5)./1
(Table
margins
substantial
by
force
total labor
7.9% to total employment in 1980, but absorbed aver 16% of
contributed
increment in the labor force between 1970 and 1980, most of it in the
apparel and
textile,
beverages and tobacco industries,
processing,

past
of the
the
wood

/1 Employmentdata in Thailand are not very reliable and must be interpreted with great caution.
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leather branches, and transport equipment industry. Employment in the wood
and cork industries slumped during the last two decades, but was offset
during the 1970s by employment growth in furniture and fixtures production,
illustrating the deepening of Thailand-s industrial structure. Other industries, such as minerals, metals and metal products also rapidly expanded their
share in employment over the past decade. The rapid growth in manufacturing
employment resulted in part from the rapid growth of manufacturing activity
and in part from an increase in the rate of labor absorption per unit increase
in value added, which in turn was induced by the rapid growth of relatively
labor intensive export-oriented industries. Estimates show that in 1978 the
direct plus indirect labor inputs per value added into nonresource based
export production was 1.8 times that of import competing industries./l Particularly for textiles the labor intensity as measured by the share of wages in
value added and by the capital-labor ratio of new investment appears to have
been high in Thailand in recent years.
7.08
Small and medium scale firms have contributed substantially to
employment generation in Thailand. Firms with less than 10 employees are
estimated to have employed 50% more workers in 1978 than did all larger
firms (Table 7.6), and contributed about one-fifth of manufacturing valueadded. Between 1970 and 1978, while Thailand's total employment grew by
3.4% p.a., employment in manufacturing firms with less than 10 employees
grew at 10.3%, slightly higher than that in larger manufacturing firms
(9.8%). According to survey data for 1976, investment per worker in small and
medium scale industry (SMI) is only one-third the level in firms with more
than 200 employees, and, except for firms under 10 employees, capital
requirements per worker are smaller the smaller the firm (Table 7.7). Value
added per worker is also lower in SMI, but value added per unit of fixed
assets is higher for SMIs than for larger firms, except for the smallest
firms. Survey data further show that SMIs are relatively more concentrated in
the consumer goods and some capital goods sectors than are larger firms, and
export at least as high a proportion of total sales as do their larger
counterparts./2 Overall, SMIs in Thailand are an active and vital part of
the manufacturing sector, and their production has been expanding at least
as rapidly as that of the rest of the industrial sector.

/1

Narongchai Akrasanee, "Trade, Domestic Production, and Employment in
Thailand." Working Paper, June 1979.

/2

Saeng Sanguanraung et al., "Small and Medium Industrial Plants in
Thailand," mimeo 1977, and "A Study of Entire preneurial Development
Programs in Thailand," mimeo, April 1978. Similar patterns of SMI
development have been observed in other countries, see, for example,
World Bank, Trade and Employment Policies for Industrial Development.
Washington, D.C. 1982.
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Table 7.6:

EMPLOYMENT IN INDUSTRY BY SIZE, 1970-78

Employment
1970
1978
---- (in '000)----

All

Manufacturing

Bangkok Metropolis
Other regions
Small Scale Manufacturing
(less than 10 employees)
Bangkok Metropolis
Other regions
Larger 'cale Manufacturing
(10 or more employees)
Bangkok Metropolis
Other regions

Source:

Note:

682.6

1,475.3

Growth rate
1'370-78
(%Tp.a.)

10.1

214.0
468.6

591.7
883.6

13.6
8.3

388.0

850.8

10.3

95.1
293.0

408.7
442.1

20.0
5.3

294.6

624.5

9.8

119.0
175.6

183.1
441.4

5.5
12.2

Labor force surveys (Department.of Labor), 1969, 1975,
1978; Labor Force Surveys (National Statistical Office);
NESDB and Mission estimates.

Figures may not add due to roundLng.
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Table

7.7:

CHARACTERISTICS OF FIRMS BY SIZE,

Fixed
assets per Value added
Employment

worker

/a

per worker

------- (B-000)
Less
10-

than
49

10

85.6
67.7

------

Value
added to
fixed assets

(Z)

1976

Average
Export to
compensation sales
per

employee

(B-0OO) /b

ratio

(%)

22.5
29.2

28
46

12.9
12.7

19
27

59- 99
100-199
200 or more

77.6
87.6
216.1

46.6
51.9
80.1

66
61
43

15.3
15.7
15.4

21
34
15

Average

122.7

54.0

48

14.4

21

/a On acquisitioncost basis.
/b Includingwages, bonuses and fringe benefits.
Source: See Saeng Sanguanraunget. al. (Footnote/2, page 180)

7.09
Manufacturingactivity in Thailand has been heavily concentratedin
and around Bangkok,reinforced in recent years particularlyby the rapid
growth of small scale firms in the Bangkokmetropolis(Tables 7.6 and 7.8).
For manufacturing,52% of total value added and 35% of employmentwere concentrated in Bangkok in 1980, and another 36% and 30% respectivelyin the Central
region. Industriesoutside Bangkok are predominantlyagro-based,processing
rubber, sugar, tapioca or milling rice, but also include the productionand
repair of agriculturalimplements. The rapid increasewhich has been observed
in the 1970s for rural non-farm employmentoutside Bangkok can largelybe
attributedto these industries,but their growth in turn has been found to
depend virtually entirely on the growth in agriculturalactivities./1
industries,have located
Consumptiongoods industriesand import-dependent
near Bangkok,which is the country's leading port, largest consumptionmarket,
and the center of the country's distributionnetwork. Export industries,
except those which are primarilydomestic resourcebased, have also
concentratedin Bangkok due to its good access to port facilities,
communications,and financialservices.

/I See World Bank, Report No. 3906-TH, for a in-depthreview of rural tonfarm
activitiesand employmentin Thailand.

-
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REGIONALASPECTS OF MANUFACTURING,
1980

Center/a North

Northeast

South

Total

69,539
51.7

48,465
36.0

5,443
4.0

6,137
4.6

4,931
3.7

134,515
100.0

Employment ('000)
Share (%)

628.8
35.3

538.5
30.2

178.3
10.0

220.0
12.3

217.7
12.2

1,783.3
100.0

Value added per
employee (B '000/year)

110.6

90.0

30.5

27.9

22.7

75.4

Average wages (1980)
(B/day)

42.3

34.4

29.6

28.0

35.8

34.0

Bangkok
Value added (B mln)
Share (%)

/a

Excluding

Source:

Bangkok.

NESDB, Bank of Thailand.

7.10
Overall,
Thailand's
rapid industrial
developmentdurdingthe last
decade has been similar to that of a group of other developingcountries
which have sluccessfully
shifted
away from specializationin pr:Lmary
goods production,exports and employment.
These countries
include Malaysia,
the Philippines,
Colombia, Ivory Coast, Morocco and Tunisia./1
In these
countries,
as in Thailand,
rapid growth has t:aken place in incomes and
employment, based on labor intensiveindustri.es
such as clothing,textiles,
footwear,
electronic
components and other lig,ht consumer goods.
The
development

of Thailand's

industrial

sector

wias further

characterised

by its

close linkage with rapid agriculturalgrowth, its relianceon small scale
firms,
its relatively
low labor costs,/2 successfuladaptation
of foreign

/1

For a comparative
assessment of industrial
develoment,
including
oi Thailand see World Bank, Trade and EmploymentPolicies for
IndustriLal
Development, 1982.

that

/2 According to a recent study carried out by Coopers & Lybrand associates,
Thailand had the lowest average labor costs in the manufacturing
sector
compared with Singapore,
Hong Kong, Malaysia, the PhilippiLnes,
and
Korea (Coopers & Lybrand associates,
"Eastern Seaboard:
Endustrial
Opportuaities
Identification
Study," Table 3.2., June 1982).
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technology to local requirements and factor endowments (e.g, the indigenous
development of farm machinery, and the relatively labor intensive techniques
employed in some of the agro-processing activities). For much of the last two
decades, Thailand's industrial development has been supported by a policy
environment which on balance has favored private sector initiative, and did
not discourage labor intensive, export oriented and small-scale production,
although the second half of the 1970s saw an increasing degree of distortion
in Thailand-s incentive structure. The next section reviews the industrial
policy framework in Thailand as it developed during the 197 0s and the present
direction pursued by the Government.
Industrial Development Policy
7.11
Only the more important instruments of industrial development
policy, their use in the last decade, recent change, and intended directions
in the Fifth Five-Year Plan period are discussed here./1 After a brief review
of the institutional framework, this section discusses the protective structure, the investment incentive regime, and export incentives.
7.12
The Institutional Framework. Seven major governmental agencies are
in charge of various aspects of industrial policy: The Ministry of Finarce
(MOF) administers taxes and duties, and provides tax refunds on exports. MOF
also is heavily involved in negotiations regarding large scale industrial
projects since it plays a major role in decisions on government equity
participation, public foreign borrowing to support such projects, natural
resource input prices (especially natural gas), and the protection offered
these industrial ventures through tariffs. The Board of Investment (BOI) is
responsible for the administration of investment incentives and is entitled to
provide tariff and income tax exemptions, and can apply tariff surcharges and
import bans on competing imports. The Ministry of Commerce (MOC) controls
imports and exports and prices of selected goods in Thailand, and maintains an
Export Service Center (ESC) providing marketing assistance to Thai exporters
and foreign buyers. The MOC has recently been empowered to levy a one percent
surcharge on the value of imports and exports for financing the ESC, and has
indeed imposed a one percent import tax during most of 1982./2 The Ministry
of Industry (MOI) issues factory licenses, draws up industrial regulations
and enforces zoning laws. Various branches within MOI provide technical
assistance, management training and finance for SMIs. The Industrial Finance

/I

See World Bank Report No. 2804a-TH, for a more extensive and complete
treatment of industrial policy issues in Thailand. For an analysis of
issues relating to industrial finance and credit, see World Bank
Report No. 4085-TH.

/2

This tax was eliminated again in late 1982, after sufficient funds had
been collected for the ESC.
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Corporation of Thailand (IFCT) is a private development finance bank, which
lends long-term funds to medium and large-scale enterprises. IFCT is financed
largely from credits provided by other Government agencies and from multilateral foreign borrowing. The Bank of Thailand (BOT), besides control over
general monetary, financial and foreign exchange policy, provides rediscount
facilities to selected industries and exporters at concessionary terms.
Finally, NESDB prepares the development plans, including policy guidelines and
targets for the industrial sector, and advises the Prime Minister and the
Cabinet on the implementation of the plan.
7.13
Coordination among these agencies has been weak in the past,
leading at times to contradictory policy initiatives. Under the Fifth Plan,
however, and as part of the structural adjustment program supported by World
Bank loans, a high-level interministerial group, the Industrial Restructuring Committee, was set up in early 1982 and has been given responsibility to
formulate detailed policy proposals in line with the Fifth Plan industrial
development strategy and to coordinate its implementation through various
line ministries. The Committee has actively pursued this task since its
creation in all of the major areas of industrial policy, including the
protective structure, investment incentives, and export incentives.
The Protective Structure. Tariffs are the most important protec7.14
tive device in Thailand. The current tariff structure has evolved as a
result of numierousad hoc changes, and over the years an escalating structure has emerged which provides the greatest protection to domestically
produced finished consumer goods. During the 1960s, nominal tariffs were
relatively low, ranging from 25-30% for most intermediate products and
consumer goods, and 15-20% for machinery and equipment. In 1971, nominal
rates for consumer goods were increased to range from 30-55% with rates on
intermediate and capital goods remaining unchanged. After a selective
downward revision of tariffs in 1974 aimed at reducing inflationary pressures, tarifi rates on balance increased again, with 53 out of 93 industrial
input/output categories experiencing tariff increases and only 19 categories
facing reducl:ionsbetween 1974 and 1981 (Statistical Appendix Table 8.8).
Thus, while in 1974 the nominal rates of protection were mostly between
20-50% they had risen to a range of 30-60% by 1978./i Increases in average
sales
of export-oriented
for domestic
large
were especially
nominaL rates
industries, which registered a reversal from -7% in 1974 to 14, in 1978, and
for non-import competing industries, which saw an increase in average
nominal protection from 35% in 1974 to 51% in. 1978; for import competing
industries the increase in average nominal rates was from 25% t:o34% over
the same period. In 1978 there were nine industries with nominal rates of
protection above 90% (distilling and blending spirits, 100%; breweries,

/1

In addition to changes in tariff levels, higher rates of excise and
business taxes on imported as compared with domestic products,
raised nominal protection levels between 1974 and 1978.
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100%; shoes, 100%; perfumes and cosmetics,
96%; and passenger cars, 150%)>
Generally,
the highest nominal rates were in the consumer goods, beveragits and
tobacco,
and transport
industries.
7.15
As a result
of these changes in the tariff
structure
the overall
effective
rate of protection
on manufactured
products declined
from 87% in
1971 to 19% in 1974, followed by an increase
to 70% in 1978. Excluding
processed
food, however, the average effective
rate of protection
resainei
virtually
unchanged between 1971 and 1974 (44% and 46%, repectively),
but:
had increased
substantially
by 1978 (to 90%). In 1978, effective
protecti on
was highest on consumer goods and transport
equipment.
Among trade categories,
effective
rates were highest on nonimport competing industries,
increasing
from 40% in 1974 to 100% in 1978; next highest on import compelting
industries,
up from 45% in 1974 to 89% in 1978; finally,
export-oriented
industries
received
the lowest average effective
protection,
but saw a significant reversal
from -40% in 1974 to 40% in 1978. According to the findings
of a comparative
international
survey carried
out in preparation
for World
DevelopmentReport, 1983, this escalation
of tariff
protection
during the
1970s moved Thailand from a country with relatively
low protection
to a
country with medium-to-high
protection
levels,
marking a rather significant
reversal
in Thailand's
trade policy.
7.16
Between 1978 and 1981, there were few major changes in tariffs,
but,
very significantly,
in 1980 the work of the NESDB's subcommittee on the industrial
sector provided a major turning point in favor of industrial
reform,
aiming towards reversing
the trend towards increased
distortions
which had
been introduced
in the second half of the 1970s.
As a result
of this work,
the Fifth Five-Year Plan embraced the idea of reforms in the industrial
incentive structure,
including
the tariff
system, aiming towards greater uniformity
on nominal tariff
levels and lower average effective
tariffs.
The implementation of the Fifth Plan goals was initiated
in the context of the development
of the Government's
structural
adjustment
program.
Specifically,
during 1982
there were severai
changes in the import tariff
structure,
which reduced
tariffs
on 270 categories
of imported commodities to the level of 60% in cases
where it was higher; adjusted
tariffs
on 1970 categories
to 30%;/1 and raised
tariffs
to 5% on items previously
exempted, with the exception of certain
commodities judged essential
(e.g.,
skim milk, powdered milk for infant feeding, fiber used in textile
production,
oil and some oil products).
These
tariff
changes affected
about 40% of non-oil imports,
and have left barely
any items of consequence with import duties in excess of 60%, except for
autonotives.
Mission estimates
indicate
that the net effect
of these tar:Lff
/1

The most important changes were:
for foodstuffs
lowered from 80% to 58%; for electrical
appliances
were reduced from 60% to 38% in the case of hi-fi
38% in the case of television
sets, and from 80%
pliances
and parts;
for chemicals and machinery,
30% to 15%.

and fruits,
tariffs
ware
and products tarif:;s
equipment, from 100%' to
to 39% for domestic aptariffs
were reduced from
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a significantreversalof past trends and a major move
reforms represents
towards more uniform and, on average,lower levels of tariffs, thus reducing
rates of protectionin
distortionsin Thailand'strade regime. Effect:ive
to have declined to 47% for nonimportcompeting
1982 are estimlated
commodities aDLd37% for import competinggoods, with a slight increase to
43% for export commoditiessold domestically. The overall rate of effective
declined to about 40%. A 10% surchargeon existing
protectionthetrefore
which was introducedin November 1982 to offset substantial
import duties,
tax revenue losses incurredduring FY 1982 in part as a result of a
significantdrop in imports,is designed to be temporary,and shLouldbe
removed at the earliest opportunityas imports recover and other'revenue
sources are mobilized to provide the required fiscal resources for the
central government.
Other protectivemeasures have includedprice controls,which were
7.17
during the 1970s. But these were relaxed beginning in 1979,
quite pervasive
when 27 of 63 productswere removed from the list of controlledproducts. In
were further relaxed,with only petroleum products,white
July 1981, conitrols
sugar, and sweetenedcondensedmilk remainingunder price control. Price
controls thus have largely been removed as an interventionin industrialactivity in Thailaind.Quantitativerestrictionson imports,however, have
increased
in recent years, administeredby MOC.,and in part at the request of
the BOI to ban the importationof certain products. As of March 1982 there
controls on industries
were 46 products under import control. SimilaLrly,
by MOI have increasedduring the 1970s. They have been designed
administered
to provide protectionagainst excessivecompetitionand fragmenostensibly
tation of the market, with some 30 industrialbranches subject to conditions
Since 1970, 100% domesticcontent requirementshave
on entry and expansion.
been in force for the principalinputs into milk products, steel wires, steel
productsmade with concrete,and electricwire. Lower domesticcontent
requirementsapply to motorcyclesand motor vehicles. The latter were
increasedsince 1978, ranging in 1982 from
in 1973 and further
introduced
30-40% for commercialvehicles, 45% for passengercars, and 70% motorcycles.
A further 5% points increase in the domesticcontent requirementscheduled
for 1983 for passengercars was eliminatedin August 1982, and the import
ban on fully assembledcars lifted for vehiclesnot assembledin Thailand.
This reopreserLts
the first significantlimitationon recent increasesof
quantitativerestrictionin this area. Since it has been observed elsewhere
that productioncosts tend to rise with increasesin domesticcontent
and reducedmarket competitivenes6,this recent limitationon
requirei-ents
and
import content requirementsrepresentsa move in the right diretction
be followed by a reversal of these restricticns. In any
should eventually
interventionson balance do not, with the exception
case, however, nontariff
of the automobilesector, representa major source of distortionin
Thailand.11

/1 The treatmentof the automobilesector is currentlyunder study in the
program.
context of the Government'sstructuraladjustment
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7.18
Investment Incentives. Investment incentives are administered by
the BOI, an interministerial Board chaired by the Prime Minister, with an
implementing office whose staff is headed by its Secretary General, who is
directly responsible to the Prime Minister. BOI incentives commonly include:
guarantees against government intervention (nationalization, price controls,
etc.); tax incentives (reductions in import duties on imported machinery and
raw materials, exemptions from corporate income taxation up to eight years,
etc.); protective measures against competing imports (temporary tariff surcharges up to 50%, import bans, etc.); and permission to bring in expatriate
personnel, and (for foreign firms) to own land and remit abroad foreign
currency. The BOI has full discretion, within very broad guidelines regarding
eligibility (such as employment creation, regional dispersal, promotion of
agro-industries, etc.) to determine the nature and extent of incentives
granted. In the absence of clear criteria and given shortages of staff to
assess the applications for promotion, privileges granted by the BOI have
often been ad hoc without determination of economic justification or monitoring of effects. The results of past promotional activity has thus not been in
line with the broad objectives set in recent years for the BOI: fostering
labor intensive, export oriented, regionally decentralized industrial activity
in Thailand. Rather, an analysis of BOI supported investments leads to the
following conclusions: BOI supported investments were on average only marginally profitable with financial rates of return only in the neighborhood of
10-12% (in current terms) despite the incentives offered; the share of exports
in total sales of promoted projects was not significantly different from the
manufacturing sector as a whole; the average capital-labor ratio of promoted
Investments was well above the average of new investments for the sector as a
whole;/1 only 5.6% of all firms having received BOI support had fewer than
50 employees; and promoted investments were heavily concentrated in Bangkok.
Finally, while a precise estimate of the fiscal cost of incentives is not
available, estimates of the revenues foregone on account of duty and business
tax exemptions on imports indicate that since 1973 the extent of exemptions
has risen dramatically (Table 7.9). As a result, 90% of all assessed import
duties and business taxes for promoted investments were exempted in 1981,
amounting to 7.5% of total import duty and business tax collections during
fiscal year 1981. Another way of putting the same figure is that these BOI
granted tax exemptions amounted to almost 13% of the Central Government cash
deficit in FY 1981 (compared with only 5.5% in FY 1973)./2

/1

/2

A recent IMF study of tax incentives in the ASEAN countries found, however, that compared to Indonesia, Malaysia, the Philippines and Singapore,
Thailand had the lowest rate of capital subsidy, whether for regular or
"pioneer" firms. See Nils J. Agell, "Subsidy to Capital Through Tax
Incentives in the ASEAN Countries." IMF Report No. DM/82/73, November 10,
1982.
To the extent that imports would have been lower had import duties not
been waved, the estimate of tax revenue loss in the text is on the high
side. A full study of the fiscal implications of BOI incentives has
recently been initiated under the Government-s structural adjustment
program
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T'able 7.9:

TARIFF AND BUSINESS TAX EXEMPTIONSGIVEN BY
THE BOARDOF INVESTME9T, 1973-81
1973

1974

1975

1976

1977

1978

1979

1980

1981

Duties and Taxes
(Baht million)
Assessed
Exempted

744 1,025
266
389

865
318

456
428

482 1,000 1,835 2,825 3,585
452
842 1,611 2,686 3,221

Memo Items
Ratio Assessed/
Exempted Duties
and Taxes (%)
Ratio exempted
duties and taxes/
total import duty
and business tax
revenue (%) /a

35.8

2.3

38.0 36.7 93.9 93.8

2.5

2.0

2.4

2.0

84.2

87.8

95.1

89.8

3.1

5.1

7.4

7.5

/a Total revenuesare for fiscal years.
Source: BOI and Mission estimates.
7.19
Under the UNDP/IBRD technical assistanceprogram to the BOI a study
of th,eprevailingpromotionpracticeswas carried out leading to proposalsfor
extensive reforms. The thrust of these reforms is to provide incentiveswith
a greater degree of automaticitybased on a sectoral guidelinesrather than in
a discretionarymanner case by case. Moreover, the structureof incentives
would be re!visedto lead to a more effective stimulus of labor intensive,

export oriented,and regionallydispersed investmentactivity. The Government
set up a subcommitteeto study these reform proposalsand to recommenda
program for implementationconsistentwith the industrialdevelopmentstrategy
of the Fift:hFive-YearPlan. The Prime Minister further announcedin April
1982 Cabinet-levelacceptanceof the broad criteriafor reform proposedby the
UNDP/fIBRDstudy. Based on the report of the subcommitteeon the BOI, the
Government endorsedin August 1982 guidelinesfor revisionin the investment
incentive structurealong these same lines, and the BOI preparedan action
program by January 1983 spellingout some of the details of l:heproposed reform. AddLtionalefforts are currentlymade to specifymore fully the individual steps and their timing planned under'the BOI reform. In the meantime,
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the recentlygranted promotionalprivilegesare already substantiallyin line
with the broad objectivesof BOI reforms. Moreover, the!proceduresof the BOI
have begun to be streamlined,including the installationof a new Executive
Board. This permits a more expeditious
taking of decisions,
cutting
the time
recuired
to process requests for promotionalprivileges
and thus facilitating
new investment
initiatives. As in the case of import protection,therefore,
the Governmenthas begun to introduce substantialreforms in the investmient
incentives
system reversing
past trends towards increased
distortion.
7.20
Export Incentives. The BOI can, in principle,
provide incentives
to
export oriented
firms, and for some types of activities
all or pert of output
must in fact be exported if a firm is to receive promotional
privileges.
However, despite
these stipulations,
promoted firms were on balance not more
export oriented
than the manufacturing
sector as a whole.
The reason is that
promoted enterprises
in the past could make higher profits
in domestic
markets,
given that incentives
were largely
in the form of protection
of
domestic sales.
More important for exporting
industries
were the exemption of
duties and taxes paid on imported inputs granted by the Customs Department and
the refund of taxes on domestic inputs granted by the Fiscal Policy Office.
Recent reforms of these tax refund schemes,which previouslywere found to be
cumbersome and resulted in only partial and delayed refunds, have streamlined
the proceduresand ensured sufficientfinancialresources to assure speedy and
full compensation for exporters. These measures
approximately
eliminate
any
distortions
in export
prices.
Of course,
the protection accorded to import

substitutingactivitiesimplies a continuing
bias in favor of productionfor
Import substitutionrather than for export. Other export promotionactivities
include the rediscountingfacilitiesadministeredby the Bank of Thailandl,
whose use, however, has been concentrated
in traditional
(agricultural)
export
commodities,
while nontraditional
manufactured
exports have in the past only
comprised a relatively
small share.fl
An Export Development Fund was set: up
in February 1982 as part of the Government-s restructuring
program to provide
marketing support to Thai exporters
through export service centers
in Thailand
and overseas.
An export credit
guarantee
scheme is to be set up under the
Fifth Plan program, but no firm plans have so far been developed.
Large-Scale

Industries

and the Eastern

Seaboard

Program

7.21
A number of large-scale
industrial
projects
have been proposed for
Government participation
or support, mainly related
to the availability
of
natural
gas and the development of port facilities
on the Eastern Seaboard.
of Thailand.
The most important of these industries
are a natural
gas-based
petrochemicals
complex, an ASIAN soda-ash project,
a fertilizer
plant,
and. an

/1 However, the rediscounts

given to manufactured
export:s (excluding
refined
sugar) as a share of total rediscounts
for exports have increased
from
22% in 1978 to 34% in 1982, according
to Bank of Thailand data.
This
reflects
the increased
emphasis placed by BOT on supporting
nontraditional
exports.
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integratedsteel complex. The Governmenthas been cautiouslyevaluating
the desirabilityof each of these industries,emphasizingthe need for a
careful assessmentof their broader economicimLplications.Since there is
currently
only limited
capability
within the Government for an indepth review
of each industrial
project
or complex, the Government has sought outside
assistance
on a broad front to evaluate
the aplpropriate
downstream utilization
of its natural
gas resources,
the appropriate
configuration
of the proposed
petrochemical
complex, and the feasibility
of a fertilizer
project,
to
mention just at few.
In addition,
a major study was carried
out to develop a
for the Eastern Seaboard, integrating
the
broadly based development strategy
gas-based
large-scale
industries
with mediumr and small-scale
industrial
development,utrbanization
and tourism developmentin this region. Finally,
under its structuraladjustmentprogram, the GDvernmenthas initiated a
consultant study of large-scaleindustrialdevelopmentin ThailaLnd.A major
own capabilityto
purpose of this study is to strengthenthe Government's
industrial
development and to develop
design a strat:egy for large-scale
and support in this area.
This section
criteria
for pmblic intervention
of two major studies recently
completed, the IFC-PTT
reviews the findings
assessmentof the petrochemicalscomplex,and the Eastern Seaboard study
carried out for the Governmentby Coopers & Lybrand Associates.
7.22
The PetrochemicalsComplex. The petrochemicalindustriescomplex
is to be developed in the Map Ta Phut area, located at the southeastern
corner of itheEastern SeaboardRegion. It was studied jointlyby the Petroleum
Authority of Trhailand(PTT) and the InternationalFinance Corporation(IFC)
at the requesi:of the Government. The study concludedthat such a complex,
with appropriateconfiguration,size and phasingwould yield significant
economic beneEits for Thailand./l The complex is to include an olefins
plant to process ethane and propane into ethyleneand propylene. These in
turn will supply the required inputs for a number of chemicalsplants forming the remainder of the complex. The olefins plant is to be a jointventure project with public and private participationwhile the downstream
plants are to be entirely privatelyowned and operated. The complex as
proposed in the IFC-PTT study differedsignificantlyfrom earlier proposals,
particularlyas regards size and timing. The total program size was scaled
back by some '50%to about US$600 million (in c:onstant
1981 prices), and the
first year of full capacityoperation is set for 1990, as comparedwith
earlier
estimates
of 1988. The complex is deEsigned to meet domesticdemand
in

1990.

The projected

mArket

size

was based

on the

assumption

that

only

a

small amount of import protectionis provided (on the order of 'LO%)and on
the basis of 'USmarket prices for feedstock. The importanceof this set of
(i.e.,
'higher import
deviation
assumptions
lies in the fact that significant
could seriously
impede the economic and
or higher input prices)
protection
and input prices would
of the complex.
Higher t:ariffs
commercial viability
/1

for the various components varied
The economic rates of return
rate of return for the entire
to 30%, with a minimum estimated
20%.

from 17%
complex of
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result in higher domestic chemicalsproduct prices which in turn would
reduce the demand for the downstreamproducts, and would thus reduce the
profitabilityof the complex as designed. Currently the duty rate on
imported plastic resins is 40%, and thus a reduction in this rate will be
appropriate
by the time the complex begins operations
in the late 1980s./l
The adoptionof the correct pricing and tariff policieswill be particularly
crucial for the success of the complex, if internationaloil prices and
domesticGDP were to increaseless rapidly than assumed by the study./2 The
Governmenthas decided to go ahead with the complex and, with IFC, PTT a-Kd
private sector participation,has set up a promotionalcommittee to further
prepare the project.
7.23
Eastern SeaboardDevelopmentProgram. The Fifth Five Year Plan
selected
the Eastern Seaboard region of Thailand as a major new center for
industrial
development.
The region extends South from Chachoengsao (just east
of Bangkok) and east towards the Campucheanborder (see Map). With a population of about 1.5 million
in 1981, it was during the 1970s one of the most
rapidly growing regions in Thailand in terms of populationand economic
activity. The Fifth Plan identifiesits locationaladvantages- proximity to
Bangkok, proximity to raw materials and labor suppliesfrom the North East,
direct
access to the Gulf of Thailand with an existing
deep sea port
(Sattahip),
existence
of excellentroad and communicationsinfrastructure,and
access to natural gas supplies from the Gulf of Thailand- as the main reasons
for past rapid growth of the region, and for selecting it as a major new
center for industrialdevelopmentin Thailand. The region is to serve as a
center for heavy and resource based industrialdevelopment,in particular
industriesutilizing natural gas, and is to attract light, medium, and export
oriented industryso as to make a major contributionto employmentand export
growth in Thailandwhile decentralizingeconomic activityaway from Bangkok,
thus lesseningcongestionand related urban problemsthere. A major study was
initiated in 1981 to assess the feasibility,implicationsand requirementsof
rapid industrialdevelopmentof the Eastern Seaboard. This section draws
largely on informationcontained in the study's interim report released im
July 1982./3
7.24
The Eastern Seaboard Study (ESS) developed a strategy of multinodal developmentof the region focussingin essence on three major, and
/1 In December 1982, the Governmentissued a prospectusinviting detailed
proposals from private investors. This prospectusstates that 'it is anticipated that under normal circumstances,once the complex has been established and reaches its full operating efficiency,the plants in the
complex should be internationallycompetitiveand should sell the products
at prices close to those of importedproducts." This indicatesthe
Government'sintention to lower tariffs from their present levels.
/2 The study assumed that oil prices will increaseby 2% p.a. in real terms
into the 1990s, and that GDP in Thailandwill increaseby 6.6% p.a.
/3 NEDSB, "EasternSeaboardStudy: Interim Report," prepared by Coopersf
Lybrand Associates,July 1982.
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largely
Independent
development nodes:
First,
basic large-scale
industry
development around Map Ta Phut-Rayong in the Southern part of the region;Il
development (including
second, export oriented
and light- medium industrial
substantial
agro-industries)
around Siracha-Laem Chabang, about half-way
between Chachoengsao and Sattahip;
and third,
further
tourist
development in
and around Pattaya.
Given the Government's decision not to provLde exceptional
subsidies
or incentives
for industrial
dlevelopment in the Eastern
Seaboard region,
and not to intervene
directly
in limiting
the girowth of the
Bangkok metropolitan
region,
ESS projects
the likely
impacts of future Eastern
Seaboard development in response to development: of the basic industries
around
Map Ta Phut, standard
investment
incentives
plus infrastructure
provision
(including
port facilities
and an industrial
estate)
at Laem Cha'bang, and
improved urban infrastructure
facilities
elsewhiere in the region,
including
Pattaya.
Since the completion of the ESS Interim Report the Government has
7.25
the
approach than that underlying
moved to take a more cautious and flexible
ESS planning assumptions.
The Government has indicated
that it will support
only those projects
which are economically
viable on their own account, and
are now envisaged to be impLemented at a slower pace than
that most projects
frequent interim reviews
phases, permitting
assumed in ESS, or in successive
and evaluation.
However, as of May 1983 the Government had not redone the
investment
analysis
carried out by E,S to assess the macroecoaggregate
nomic, fiscal
and macrofinancial
implications
of the revised Eastern Seaboard pr ogram.
Such an analysis
would be useful to the Government in continuing
to shaspe a realistic
development program for the Eastern! Seaboard.
The following paragraphs
briefly
summarize the main findings
of the ESS in
terms of their implications
for capital
and financing
requiremernts,
public
finance and foreign exchange impacts, economic rates of return,
and employment and migration
effects,
given the magnitude and timing of dvelopment and
investment
oriLginally
postulated
by ESS. While the underlying
planning
provides a
assumptions
are thus no longer fully up to date, the ESS analysis
which needs to be carried out
of the type of analysis
useful demonstration
for any major industrial
development program supported by public intervention and serves as an indication
for the types of difficulties
wdhich the
original
plan might have encountered
if fully carried out, and which could
still
be encountered
under the presently
planned program, albeil: at a
smaller scale.
Total capital
requirements
of the program
7.26
(a) Capital requirements:
two thirds of
(in constant
1981 prices),
at about US$4.5 billion
were forecast
development, about 20% for infrafor heavy industry
which would be required
structure,
7% for housing, industrial
estates
and urban services,
and only
about 4% for light industries.
As programmed under the ESS, 60% of this
capital
requirement
would fall in the period 1982-86, about 30% between 1987
/1

involve a petrochemical
These industries
project,
and a soda ash project.

complex,

a chemical

fertilizer
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and 1991, and 10% between 1991 and 2001. For the period 1982-86, total
capital requirementsfor the Eastern Seaboard program would anount to
B 58.7 billion,which equals about 4% of total fixed capital investmentin
Thailand over the same period. Industrialinvestmentrequirementsof the
Eastern Seaboard program were estimated
at B 47.2 billion
during 1982-86,
amounting to just under 30% of estimated
private sector industrial
investment
during this period.
Public investment
in the Eastern Seaboard would amtount
B 26.4 billion,
or 6.5% of total planned public investment during that
period. In terms of capital
requirements
per job created,
the following
figures are indicative. The capital cost per job in heavy industryis about
B 5.8 million, while it is B 137 thousand for light industry;for all
industryin the Eastern Seaboard, it would be B 1.9 million (in 1981
prices)./l This compareswith an estimatedaverage capital cost per job of
B 187 thousand in new industrialinvestmentsin Thailand in 1981. For
1976, average fixed asset requirementsper worker were B 372 thousand (in
1981 prices) for firms with 200 or more employees,and B 115 thousand for
firms with 10-49 employees. Overall, therefore,the capital requirementsof
the Eastern Seaboard program as planned in ESS were very substantial,
especiallyduring the Fifth Plan period, and in particularfor the heavy
industryprojects concentratedmainly around Map Ta Phut. By the same token,
the capital costs per job in these projectswere very high by comparisonwith
average capital/ labor ratios in Thai industrialventures. In contrast, the
capital costs of light industrialdevelopmentaround Laem Chabang were
relativelylow with capital/laborratios about equal to the typicalThai
middle-size manufacturingfirm.
7.27
(b) Financing requirements: The financingrequirementsof the
Eastern Seaboard program as planned in ESS would accordinglyhave placed significant burdens on the Thai financial system./2 Domestic equity requirements
of the programwere estimated to amount to about B 1.8 billion per annum,
which is more than seven times the equity finance raised by the Stock Exclhange
of Thailand in 1980, and about one-thirdof the average net annual increasein
the capitalizationof Thai industryfor the period 1978-80. This substantial
requirementof equity financingwould be in direct competitionwith equity
needs of other Thai enterprises,including in particularthe Thai banking
system. The program would require about B 6.2 billion per annum in loan
financing,of which B 5.5 billion could be derived from foreign sources.
This amounts to about 10% of disbursementsof medium and long-term foreign
debt to Thailand in 1981. Domestic loan requirementswould representaboult6%
of total advancesto the manufacturingsector in 1980, most of which was in
the form of short-termoverdrafts. This indicated thereforesome risk that
the Eastern Seaboard program, in addition to placing a significantburden on

/

Computed from ESS, Vol. 1, Table 2.4 and Part II, Finance,Table 1.2.

/2 See World Bank Report No. 4085-TH.
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Thailand'sequity resources and contributingsignificantlyto the country's
internationalindebtedness,could absorb a conIsiderable
portionof long-term
domestic credit resources available to industrialdevelopmentin Thailand,
thus potentiallycrowdingout other borrowers.
7.28
(c) Fiscal implications: The ESS estimated substantialImpacts on
Thailand'spublic financesresulting from the Eastern Seaboard program,due
to the capital costs of publicly financedindustrialand infrastructureprojects, the operating losses in public services,especiallyports, railways, and
water supply, and the reduced import duties resulting from import substitution
only partiallyoffset by increases in corporateand personalincome taxes.
The public calpital cost of the Eastern Seaboard program would amount to about
6.5% of total planned public investments
during the Fifth Plan period; and
probably subsitantially
less thereafter.
For the large state enterprises
providing power and telecommunications
services,
the resulting
investment
requirements
would not be particularly
burdensome.
However, for less robust
state enterpIises,such as the State Railways of Thailand (SRT')or the
NationalHousing Authority (NRA), a significantdiversion in their capacityto
provide serv:Lees
elsewhere could occur, if their involvementin the Eastern
Seaboard were to be given first
priority.
The projected
operat:ing losses of
state enterprises
in the Eastern Seaboard Program reflect
the broader problems
of state enterprise
finance and should be addressed through genieral reform of
their pricing

policies.

The tax

revenue

losses

from

import

substitution in

revenues
1986 would anount to about 5% of total projectedCentral Governlment
that year, rising to about 10% by 1990. This underscoresthe need identified
in Chapter 4 above to ensure that with the prospectivereduction in Thailand's
ability
to draw on tax revenues generatedby internationaltrade, the
development of alternative
tax sourcesbecomes essential,all the more so
since Thailand starts
from a relatively
low base in terms of taxation
relative
to its GDP. A phasing back of the Eastern Seaboard program would, of course,
reduce the fiscal
burdens imposed by the program.
7.29
(d) Foreign exchange impacts:
The net foreign exchange Impacts of
the program would be substantial,
mainly due to the foreign exchange savings
generaLted
by import substitutionin heavy indlustry.The average annual impact
in terms of foreign exchangegains would be about Baht 3-4 billion for
1981-85,Bab,t17-22 billion for 1986-90,and Baht 30-35 billion thereafter
(all i'nconstant 1981 prices). For comparison,the 1981 current account
deficit amounted to about Baht 56 billion. In the outer years, therefore,the
foreign exchangeimpact of the Eastern Seaboard program could make a
substantialcontributionto closing Thailand'sforeign exchangegap.
out a preliminary
econ7.30
(e) Economic assessment:
The ESS carried
program the overall
of the proposed program.
For the entire
omic evaluation
a negative net: present value
economic rate of return is 9.7%, with therefore
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using a 12% discount rate./1 The heavy industrypackage at Map Ta Phut is
estimated to have a rate of return of 13.1%, while the program of accelerated
industrial
development in the remainder of the region has a rate of return of
14%. The industrial
estates
and export processing
zones, in particular,
were
found to have high rates of return (45% and 50% respectively). In contrast,
the rates of return calculated for regional and nationalinfrastructure(i.e.,
water, ports, rail, electricity,and roads) were found to be substantially
negative, since no attempt was made in ESS to compute benefits from these
investments,except for the very limited financialrevenuesgenerated from
user charges./2
7.31
(f) Employmentand migration impacts: The total employmentgrowth
for 1981-2001in the Eastern Seaboard with the program as designed in ESS
is projected to amount to about half a million jobs (Table 7.10). Of this,
less than 30% is expected to be induced by the Eastern Seaboard program, and
only about 8% by acceleratedindustrialdevelopmentas such. More than half
of this induced industrialemploymentwould result from export oriented and
light industry,mostly centered in the Siracha-LaemChabang area. Heavy
industry, including downstreamuses of natural gas and pollutingindustries
(mainly in the Map Ta Phut-Rayong area) are expectedto contributeless than
10% of total employmentinduced by the Eastern Seaboard developmentprogram.
The resulting induced increase in populationin the region for the 1981-2001
period is about 200,000,or one third of total populationgrowth expected for
the Eastern Seaboard during the same period, and representingabout a doubling
of the additionalurban populationexpected (Table 7.11). This total
populationincrease induced by the effort to develop the Eastern Seaboard is
about equal to the expected average annual increasein Bangkok-smetropolitan
populationuntil the end of the century,even under fairly conservative
assumptionsregarding the size and rate of growth of the Bangkok metropolitan
area. Thus the program's impact on decentralizingThailand-seconomic
developmentaway from Bangkok is not likely to be very significant,at least
for the next 20 years. Nonetheless,in terms of the region itself,major
changes in its populationand employmentstructurewill occur, as a result of
growth occurring even in the absence of any special developmenteffort, and as
a result of any additionalgrowth generatedby accelerateddevelopment
efforts. These changes require the timely public responseto ensure adequate
planning of urban service facilities,both for the industrialactivities
likely to locate in the region and for the populationwhich will be drawn.into
the region as a result. The ESS has provided a useful planningframeworkin
support of such efforts.
/1 This is the discountrate judged appropriatefor project appraisal
in Thailand. See Annex 1.
/2 These benefits,however, accrue to economicactivitiesin the Region
to the extent that they draw on this regional infrastructureas
intermediateinputs for production. The overall rate of return
calculatedfor the program as a whole thereforereflects the costs
and benefits generatedby this infrastructureinvestment.

Table

GROWTHIN EASTERN SEABOARD, 1981-2001
PROJECTEDEMPLOYMENT

7.10:

Chonburi

Induced Industrial Employment
Heavy industry
Downstream industry
Polluting industry
Export processing
Light industry
Shipyard
Agroprocessing

2,500
-

Total Induced Employment

547750

-

Laem
Phut and
Chabang Pattaya Rayong

1,500
1,000

Chachoengsao

10250

23,050
4,000

-

Rural

Map Ta

Siracha-

-

-

-

11,000
7,800
250

20
2,000

,°°°
2,500
1,500
1,250

-

-

1,000

-

Sattahip

anrd

other urban
areas/a

Total

-

39,000
4-,000

300
-

-

6,500
1,500
11,300
10,550

900

-

-

-

1,200
-

900
4,250
H

Of which:
Direct employment

Total

Employment
Employment

Growth

Growth

26,300

31,600

26,900

2,500

27,450

11,250

15,600

2,000

1,200

2,700

20,300

8,200

10,700

1,600

400

47,600

23,700

20,400

17,600

9,800

a,10

71

39 8nn

4-3900

Multiplier of induced growth

Natural

19,450

En

ovC

COO

13.400

5,700

(5:200)
2,600
(2,600)
24,300
(2,600)

in brackets

indicate

employment

figures

for

other

urban

areas

only.

Source: NEDSB, Eastern Seaboard Study, Interim Report, Volume 1, Tables 2.4 and 2.11.

62,000
68,200

202,400
(25, 500)

335,600

239,300

466,400

(30,700)

/a Figures

130,200
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Table 7.11: EASTERN SEABOARDPOPULATIONGROWRTH,1981-2001
(in '000)

Population
1981

PopulationIncrease (1981-2001)
Natural
Induced
Population
growth
growth
Total
2001

Urban

431.8

199.7

201.6

401.3

833.1

Rural

1,107.5

179.7

-

179.7

1,287.2

1,539.3

379.4

581.0

2,120.3

Total

201.6

Source: Eastern SeaboardStudy, Interim Report, Volume 1, Table 4.1.
7.32
SummaryAssessment of Large-ScaleIndustrialDevelopment and the
Eastern SeaboardProgram. The developmentof Thailand'snatural gas resources
has opened up important opportunitiesfor domesticresource based industrialization. The Governmenthas taken a cautiousapproach in supportingthis
developmentgiven the many uncertaintiesin terms of gas supplies,market
opportunities,and available technologiesand given the substantialcapital
requirementsand broader developmentalimpacts of a heavy-industrystrategy.
After a careful review, the decisionwas reached to proceed with a moderately
sized, economicallyprofitablepetrochemicalscomplex, relying to a large
extent on private sector initiativeand resourcesoperating in a largely indistorted,competitiveinternationalenvironment. Other large-scaleindustrial projects, includinga major fertilizerproject,a soda ash project,and
a steel complex have been deferredpending further investigationand improved
contractingopportunitieswith potentialprivate participants. What is more,
the Governmenthas initiateda review of some of the major large-scaleirndustrial investmentopportunitiesin order to develop its own capabilitiesto
formulate an overall approach towards these investmentsand to design appropriate measures for public participationor intervention.
7.33
Many of the proposed large-scaleindustrialprojectswould appropriately be located in the Eastern Seaboardregion given the region's characteristicsin terms of access to foreign and domesticmarkets,natural resources, and infrastructure. Opportunitieshave also been identifiedfor
medium and light industry and for tourism development,all of which will require public support in the form of industrialand residentialurban infrastructure. The foreign exchange benefitsof the Eastern Seaboard program,
and the significanteconomic rates of return which have been calculatedfor
selected program components,indicate that an appropriatelydesignedEastern
Seaboard programwill be a valuablepart of Thailand'soverall development
efforts. Successfulimplementationrequires,however, that the composition,
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scale and timing of the program be carefully assessed,as was done in the
case of the petrochemicalscomplex. The need to be selectivein implementation is refLected in the low overall economicrate of return for the
entire program as planned by ESS. Similarly,the heavy capital requirements
of the original
program are likely
to impose a significantburden on
Thailand's
capital
markets and foreign creditrorthiness,
and therefore
argue
for a phasing back or elimination
of some of the program components.
In any
case, given their very small employment impact, the heavy industry
projects
must be justified
on the basis of the direct
economic benefitsgenerated for
Thailand,
rather
than by reference
to general regional
development criteria,
such as decentralization
away from Bangkok.
For the light and medium
industrydevelopmentin the Siracha-LaemChabang area, the projected
employmentand populationimpacts are more significant,but even here, major
costly public investmentinitiatives,includinzg
the developmentof Laem
Chabang port, should be designed and justifiedon their own economicmerits,
since the likely impact of this developmenton the growth of Bangkok will be
low and it is;difficult to assess the benefitsof decentralizationas such.
IndustrialDevelopmentPolicy for the 1980s
7.34
In 1980 the Governmentinitiateda major reassessment:
of its
industrialpolicy regime and under the Fifth Plan has initiateda broad
industrialrestructuringprogram involvingthe four major elementsof (a)
reform in the protectivestructure,(b) reform in the industrialinvestment
incentives,(c) streamliningof export proceduresand eliminatiLon
of
disincentivesto exporting,and (d) systematicassessmentof large-scale
industrialschemes and of the Government'srole in their support. As
documentedabove substantialprogresshas alreadybeen made in all four
areas in implementingthe Fifth Plan's program for industrialrestructuring.
Of course, t'hereform program cannot be implementedovernight,given the
complexityof the task, the vested interests in support of the status quo,
and the uncertaintiesof the internationalantddomesticeconomic
environment. Thus continuedefforts are essentialin completingthe task
which has been initiatedunder the Fifth Plan. In essence,there are two
broad types of policy suggestionswhich can 'bemade. The first relates to
the continued implementationof the main elementsof the Fifth Plan
industrialrestructuringprogram;the second involvesa number of
complementaryconcernswhich have been given somewhatless attentionunder
the current industrialrestructuringprogram,but to which attentionshould
shift, as progressis made in implementationof the first set of reforms.
7.35
Aong the areas where continued implementationof the Fifth Plan's
broad program is appropriateare the following:/1

/1 In all four areas, the World Bank is providing support through its series
of structuraladjustmentloans.
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(a) Continued reform of the protectivestructure: In view of the
domestic economic slowdownand the worldwide increase in
protectionism,the Governmenthas for the time being opted to
proceed further in a gradual and selectivemanner rather than
through swift across-the-boardreforms in the tariff structure.
However, the broad aspects of rationalizationof the tariff
structure should remain in view, so as to ensure that issues which
cut across sectors (e.g., the t-'xation
of raw materials or capital
imports), are not neglected,and that overall distortionsare
further reduced over time. Special efforts should continueto be
made in assessing the options for reform and implementingsuch
reform in the most distorted sectors, in particularthe automotive
sector, where substantialdomestic resourcesare wasted because
tariff and non-tariffinterventionsresult in negativevalue
added.
(b) Implementationof investmentincentivereforms: The major
elements of this reform effort are well establishedand implementation,including legislativereform, should now be promoted
vigorously, including the Government-sefforts to speed up the
proceduresfor review and approvalof investmentapplications.
(c) Export promotion: Besides continuedeliminationof biases against
exporting in the tariff system and investmentincentive structure,
more explicit support for the productionand marketing of
potential Thai exportablecommoditiesshould be explored.
(d) Large-scale industrialprojects: While strengtheningits capa-bility
for assessing
the appropriate
strategy
for large-scale
industrial
ventures
in Thailand,
the Government should reserve
direct interventionthrough joint venturesonly for exceptional
cases where a convincing
case can be made that no other form of
intervention
(regulation,
input or output pricing,
taxation,
etc.)
can achieve whatever particular
set of national
goals is aimed
for.
7.36
In relation
to these policy prescriptions,
the concern is frequently voiced in Thailand that increasedprotectionand slower growth in
the industrializedcountrieswill limit the export potential for Thailand
and require continued maintenanceof Thai import barriers. However, openness
of the Thai economy is essential for the developmentof a competitiveand
efficient industryserving domesticmarkets. Moreover, Thai export
opportunitiesare still good in many areas, given the low share of Thai
exports in total world exports. With appropriatepolicy support continued
above-averageThai export performanceshould be possibleand is, indeed,
essential to Thailand-scontinuedgrowth, employmentabsorption,balance of
payments stability,and internationalcreditworthiness.Finally,since
import substitutionin final products is largely complete,while further
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import substitutioncould take place in intermediateproductsand capital
goods, a narrowingof the tariff band (with higher rates than now for intermediate and capital goods) would assist in the deepeningof the industrial
structure in Thailand,while supportingincreasedexport orientationfor
final goods production.
7.37
Additionalareas of concern for induLstrial
policy, whLch so far
have not been central elementsof the Government'srestructuringeffort, but
should be part of the overall industrialdevelopmentstrategyin Thailand,
include the following:
(a) Reform of the financialsystem: Far reachingproposalsfor reform
of the financial system in Thailand have been made in a recent
World Bank report and are currentlyunder considerationby the
Government./1
(b)

Ref'orm of the indirect
tax system:
Thailand's
excise and business
tax structurehave long been recognizedas unnecessarily
cumbersomeand inefficient. The Governmenthas initiateda study
of indirect tax reform, involvingspecificproposalsfor
restructuringthe current system to simplifyits administration
and compliance,and to reduce the present cascadingetffects
of a
turnover
tax.

(c) Eastern SeaboardDevelopmentProgram: In furtheringthe
developmentof the Eastern Seaboard,each major investmentproject
should be assessedand justifiedon.its own economicmerits, and
in terms of its feasibilityand appropriatetiming given overall
public and private finance constraints. Regionaldevelopment
criteria should not be the decisivefactor influencingtheir
decisions,given the limited and uncertain impact which the
Eastern Seaboardprogram is likely to have on the growth and
developmentof Bangkok. However, the regionalinfrastructureand
public service requirementsshould continue to be carefully
assessed and planned, in order to ensure an orderly developmentof
thieregion and to provide a supporl:ive
environmentfor domestic
ard foreign investorsalike.
(d) Efficient developmentof Bangkok: Greater Bangkok is, and will
remain, the single most important center of industrialdevelopment
in Thailand, even if industrialinvestmentincentivesare skewed
to favor investmentin the rest of the country. Improved
efficiencyin the functioningof Bangkok as a city (in terms of
improved transport,drainage, land use, public service
reliability,etc.) is thereforelikely to be an important

/1 See Report No. 4085-TH. "Thailand: Perspectivesfor FinancialReform."
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determinantof Thailand'sability to support continuedrapid
industrialgrowth, complementedby an efficientmodern service
sector. Measures to improve Bangkok'sefficiencyas an urban
system do not necessarilyrequire additionalpublic resourcesover
and above those planned anyway, but rather a more effective
allocationand utilizationof these resources through improved
investmentplanning, service pricing,and regulation./l
(e) Manpower development: Attentionmust finally be focussedon the
manpower needs of a modern industrialand service economy and how
Thailand'seducationalsystem can be developed to ensure that the
required skills and trainingare made available. Efforts are
currentlyunderway in Thailandas part of the first steps of
preparing the Sixth Five Year Plan, to identifythe manpower
requirementsof Thai industrialdevelopmentand to search for
means of meeting them through appropriateeducationaland training
policies.

/1 NESDB is currentlyinitiatinga set of researchand policy studies irt
this area. For a general discussionof the scope for policy intervention, see JohannesF. Linn, Cities in the DevelopingWorld: Policies
for the Equitableand EfficientGrowth. New York: Oxford University
Press, 1983.
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9.

ENERGY: TRENDS, ISSUES ANDINVESTfENT REQUIREMENTS

8.01
Growth of energy consumption in Thailandwas rapid in the 1960s and
during much of the 1970s (Table 8.1), as a result of rapid growth in the
economy, and because of the structuraltransformationof the economy. The
latter included the extensionof commerclalagriculturewith its relianceon
a rapidly expandingroad network and increasingfarm mechanization;rapid
growth in the industrialand service sectors;and higher personal incomes
leading to higher private use of energy for automobiles,air conditioners,
lighting and home appliances. During the 1970s the continuedgrowth in
energy consumptionwas also due to the fact that domesticenergy prices were
not adjusted in line with the jump in the internationaloil price which
occurred in 1973. Since domestic energy resourcesremained of limited
importance,most of the growth in energy demand spilled over into rapidly
expanding energy imports,which by 1978 accounl:ed
for 21% of total imports
and absorbed 28% of export earnings. After the second oil shock, the share
of Thailand'senergy imports in total imports increasedto 31%, and 45% of
the economy'sexport earnings were required to finance energy importsalone
in 1980.
8.02
Against this backgroundand the expectationof continued rapid
increases in the real world price of energy and continuedrapid growth of
the Thai economy, began the preparation
of the Fifth Five-Year F'lan.
The
-Plan addressed
three interrelated
basic energy sector issues:
appropriate
energy prices set to reflect opportunitycosts; reduction in the growth of
energy consumptionand substitutionof domestic resourcesfor imported
energy t:hrough
appropriatepricing,conservationmeasures and domestic
energy development;
and improved energy sector management.
Since the Plan
was formulated,
however, the outlook for international
energy prices,
for
the Thal economy, and for Thai domestic energy development have rapidly
changed and substantialadvanceshave been made in some importantareas of
energy policy, especiallypricing. This chapter considers the current
outlook for the Thai energy sector in the light of these recent developments,
reviews the major policy issues, and assessesthe public expenditureprograms
for the sector.
Thailand'sDomestic Energy Resources
8.03
In 1981, indigenousresourcesmet 1)% of Thailand'stotal commercial primary energy demand, with hydroelectricand coal/ligniteenergy
accounting for three quartersof domesticsupplies. According to current
forecasts of Thailand'senergy balance, this picture will have substantially
changed by 1990, when domestic productionis expected to account for almost
two-thirdsof domesticenergy consumption,wit:hnewly developednatural gas
and oil contributing54% and 18%, respectively,to domestic supplies.
Thailand's traditionalindigenouscommercialenergy resources,hydropower
and lignite,by contrast,will have seen reductionsin their shares
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Table 8.1: ENERGY CONSUMPTIONINDICATORS,1960-81 /a

1960-69 1970-74 1975-78 1979-81
Growth of commercialprimary energy
consumption(% p.a.)
Elasticityof energy consumptionwith
respect to GDP
Share of total commercialenergy
imported (% of energy equivalent)
Value of energy imports (B, billion)
Energy imports share of total imports (%)

15.6

10.6

9.2

;2.5

1.8

1.9

1.0

0.5

86.2
1.5
9.0

88.2
5.1
13.4

81.1
18.0
21.1

85.0
52.0
28.0

/a Averages for the periods shown.
Source: NESDB, Bank of ThailandStatisticalBulletin,NEA.

in domesticenergy resources,even as their absolutelevels of supply
and their share in total commercialenergy consumptioncontinue to grow
(Table 8.2). The outlook for each of the major domestic sources of energy
is briefly discussedin turn./l
8.04
Hydropower. The total hydropotentialof Thailand'srivers is
estimated at about 10,000 MW, not includingthe internationalrivers (Mekong
and Salween),whose developmentof 10,176 MW is currently beyond reach due
to major politicaland social obstacles. About 1,380 MW of hydropowerare
now in operation,874 MW are under construction(excludingNam Choan),
and about 2,600 MW in 25 projectsare at a stage of identificationor
feasibilitystudy. Mini-hydropotentialis estimatedat about 800 MW at
numerous sites. According to current plans, hydropowerproductionwill
increaseat an average annual rate of about 13% between 1981 and 1995.

/1 The energy demand and supply projectionsreported in this chapter are
subject to considerableuncertainty,since they rely on uncertain
domestic demand and supply forecastsand on projectionsof international
oil prices.
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Table 8.2:

FORECAST OF COMMERCIAL PRIMARY ENERGY BALANCE, 1981-1995 /a
(Million TOE)

Consumption
Oil
Hydroelectric
Lignite
Natural gas
Domestic Production
Oil
Hydroelectric
Lignite
Natural gas
Net Imports
Oil
Hydroelectric

ia

Growth Rate
1981-90

1981

1982

1983

1984

1985

1990

1995

12.0
10.3
0.8
0.6
0.3

12.8
10.2
0.8
0.6
1.2

13.2
10.3
0.8
0.7
1.4

14.3 15.6
10.5 10.5
1.2
1.5
1L.O 1.0
L.6 2.6

22.9
11.0
2.0
2.3
7.6

29.6
13.0
2.4
4.2
10.0

7.5
0.5
10.7
16.0
43.2

1.3
0.6
0.6
0.3

2.2
0.6
0.6
1.2

3.1
0.4
0.6
0.7
1.4

4.3

14.2
2.5
1.8
2.3
7.6

18.9
2.5
2.2
4.2
10.0

30.4

L.0
L.0
L.6

5.9
1.0
1.3
1.0
2.6

13.0
16.0
43.2

10.5
10.3
0.2

10.4
10.2
0.2

10.1
9.9
0.2

10.0
9.8
0.2

9.7
9.5
0.2

8.7
8.5
0.2

10.7
10.5
0.2

-2.1
-2.1
0.0

0.7

These forecasts are based on estimates for each type of energy source
separately. Where appropriate, consumption figures were adjusted in line
with domestic energy production prospects. Natural gas figures reflect
recen,t estimates for production, taking the lower bound of projections contained in Table 8.3. For lignite and hydropower, projects under construction or planned for completion have been addledto existing capacity to
produce the estimates. Hydropower imports reflect current contractual
arrangements. Oil consumption estimates talkeaccount of recent and projected performance in major consuming sectors of substitution of oil by
gas, and the impact of energy conservation efforts. Oil production estimates are based on the findings of recent on-shore drillings. Oil imports
are derived as a residual.

Source:

Mission estimates.
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8.05
Natural Gas. Natural gas reserves in Thailand are currently
estimated to amount to 6 tcf /1 with an upper potential of about 35 tcf. Gas
productionbegan in September 1981 in the Erawan field at a rate of 70-80
MMCFD. During 1982-83 productiongradually increasedreaching about 150 MMCFD
by mid-1983,but remained short of the 250 MMCFD which had originallybeen
expected. The shortfallis attributableto technicaldifficultiesand to the
fact that the gas reservesare distributedover smaller than expected
reservoirs. Proven reserveshave recentlybeen reassesseddownwards.
However, with the addition of further productioncapacityin other fields,
productionwould increase to 450 MMCFD by 1987. Subject to bringing further
gas fields on stream, supply would increase to about 1,000 MMCFD during the
early 1990s (Table 8.3). These figures are not an upper bound, however;
considerablepossibilitiesexist for further discoveryand developmentof
domestic natural gas in Thailand./2
8.06
Oil. The explorationfor oil in Thailand has recently led to
improved expectationsof domestic oil productionbeyond what was thought
possible during the preparationof the Fifth Plan. Current finds are all in
NorthernThailand. Three small oil fields in the Fang area currently yield
about 400 bpd, while productionat Sirikit began in 1983 at the rate of 5,000
bpd, increasingto 10,000 bpd by the end of 1983, and to 15,000 bpd by 1986.
Subject to positive results elsewhere in the concession,productionmay reach
60,000 bpd by 1990. Finally,oil shale depositshave been found in Tak
province near the Burmese border, which could yield an estimated10 million
tons of oil. The Departmentof Mineral Resources,with the assistanceof the
German Government,has initiated studies to determine the technical
feasibilityand economicviability of developingthese oil shale resources.
At present prices, however, oil shale developmentis unlikelyto be
economicallyviable.
8.07
Lignite. Lignite (low-gradecoal) resourcesare currently
estimated at around 765 million mt, located at Mae Moh (660 million mt),
Krabi (60 million mt), and Li (30 million mt). Of the lignite reserves
at Mae Moh, 350 million mt are proven and probablereserves, sufficientto
maintain a power generatingcapacityof about 1,700 MW for 25 years.
Generatingcapacityof 225 MW from lignite is currentlyinstalled,with an
additional600 MW under construction. Further capacityis to be developed
during the 1980s and beyond, leading to an annual rate of growth of 15% for
energy supply from lignite between 1981 and 1995.
/1 For a glossary of abbreviationsand definitions,see inside front
cover.
/2 There are indications,for example, of gas reserves in the Northeast
currently being explored by Esso.

For a more extensive discussion of'the

issues arising in Thailand'snatural gas developmentand utilization
program, see paras. 8.15 to 8.19 below.

- 207 -

Table 8.3:

F i8cal
year /a

1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995

(a
TS

Union
Erawan
contract

120
130
150
150
150

150
120
100
80
80
80
80
80
80

PROJECTIONS FOR GAS SUPPLY AND DEMAND
(MFSCFD)

Supply
Union
second
contract Others/b

-

30
100
262
300
300
300
300
300
300
300
300
300

200-350
300-500
400-650
500-800
500-850
500-900
500-950
500-950

Demand

Total/b

Cement

120
130
180
250
412
450
620-770
700-900
780-1,030
880-1,180
880-1,230
880-1,280
880-1,330
880-1,330

25
30
30
40
60
80
80
100
100
100
120
120
120

Small
users

10
20
30
40
40
40
50
50
50

Gas
plant

-

25
65
75
75
110
140
145
170
185
185
185

Fertilizer

Soda
ash

-

-

-

15
15
15
15
15
15
15
15

4(
60
60
61)
61)
60
60
60

-

Balance
EGAT

120
105
150
195
307
305
390-540
405-605
425-675
520-820
495-845
450-850
450-900
450-900

Supply quantities represent average for fiscal year.
The low case includes supplies from present discoveries including Esso gas-fields and/or
offshore future Union Oil gas fields. However, this is a conservative scenario as it does
not include gas supply possibilities from all Union Oil and Texas Pacific fields from
already proven and probable reserves which could start producing in the late eighties or
early nineties, or possible supplies from new discoveries onshore or of'fshore. The high
case also incluLdesTexas pacific's supplies. A pessimistic scenario where there are no
further gas supply contracts and gas supply remains at 380 MMSCFD couldlalso be envisaged.

Source:

PTT; Mission estimates.
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8.08
NoncommercialEnergy. With an estimated total supply of 50 mcm in
1980, fuelwood still plays an importantrole as the principalcooking fuel,
particularlyin rural areas. However, due to the reduction in forest cover,
the supply of fuelwood and charcoal is expected to dwindle to about 15 mcm
by 1986. This reduction is expected to be offset by further increases in
bagasse and paddy husk as energy sources.
8.09
AlternativeEnergy Sources. Alcohol productionbased on
sugarcane,corn, molasses, cassava or sorghum is a possibilityin Thailand,
given the substantialagriculturalproductionpotential in excess of
domestic food requirements. Recent studies indicate,however, that alcohol
productionin Thailand is economicallyviable only when the world oil
price reaches $40/bbl in 1980 prices. Other potential energy resources
include geothermal,wind and solar energy. However, only a small share of
domestic energy production,if any, is likely to be forthcomingfrom these
alternativesources of energy before the turn of the decade.
Energy Demand and Imports: Trends and Outlook
8.10
Over the last two decades commercialenergy consumption(petroleum,
hydro and lignite)has increasedat an average rate of 12% p.a. from 1.1 million TOE in 1960 to 11 million TOE in 1980. GDP growth during that period
averaged7.5% p.a., indicatingan average energy demand elasticitywith
respect to GDP of about 1.6. However, this elasticitydropped substantially
from a high value of 1.8 in the 1960s to 1.0 in the late 1970s (Table
8.1)./1 Energy consumptiontrends since 1980 have shown furtherweakening
of the relationshipbetween GDP and energy demand growth, as has been the
case elsewhere in developingand industrializedcountriesalike. On the
assumptionthat conservationmeasures are carried out effectively,including
continued timely adjustmentsof domestic energy prices in line with any
future increasesin internationalprices, and that as a result the energy
efficiencyof the Thai economy will further improve,this elasticityis
projected to fall slightlybelow unity in future. Accordingly,total energy
consumptiongrowth during 1980-85 (includingnoncommercialenergy sources)
is estimated to be about 5% p.a. (roughly in line with the Fifth Plan target
of 4.6%)./2
8.11
This relativelymodest consumptiongrowth is accompaniedby a
significant structuralshift which is likely to occur during the 1980s in
the compositionof energy supply. The most significantchange results from
the expected availabilityof domestic natural gas and the resulting growth
of gas consumptionin the form of feedstockin heavy industry (petrochemicals,
/1 In computing these GDP elasticitiesof energy demand no allowancehas;
been made for the impact of price changes.
/2 This is less than the growth rate shown for commercialprimary energy
demand because of the projected substitutionof commercialfor noncommercialenergy sources. This projectionalso assumes no further
reduction in domestic energy prices beyond those implementedin March
1983 in response to the reduction of officialOPEC oil prices.
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fertilizer),and fuel for cement and for electricitygeneration. There exist,
however, considerableuncertaintiesregarding t:hecomposition,sicaleand
timing of industrialprojects utilizing natural.
gas (see paras. 7.21-7.32
above). Similarly,there is uncertaintyregarding the likely grDwth in
electricitydemand and the extent of gas utilizationin the power sector. For
1973-79 power demand increasedat an average arnual rate of some 12%, but then
dropped to about 7% for 1980-82.
Current projections
for power demand growth
during the 198L3srange from a low of about 6% 1:o about 10% on the high side.
Much of this increased
demand can be met by investments
in gas, hydro and
lignite
based generation
capacity
as well as continueduse of fuel oil (see
below, paras. 8.31-8.41
for a further
discussion
of the power sector's
development program). On the basis of reasonableassumptionsregarding likely
gas availabilityand utilization(Table 8.3 above) it appears that gas
consumptionwill grow at a very rapid pace durLng the 1980s (43% p.a.),
increasingits share in total commercialenergy consumptionfrom 2.5% in 1981
to 16.7% in 1985, 33.2% in 1990 and 33.8% in 1995 (Table 8.2 above).
8.12
Hydroelectricand lignite consumptionare also expectedto post
rapid growth rates during the 1980s (11% and 115%p.a., respectively)in
line with increasesin domestic productioncapacityand power generation
requirements. Oil consumption,in contrast,i5 projectedto remain
approximatelyunchanged between 1981 and 1990, increasingthereafterat the
the sha:re of oil in total primary
modest rate of'about 3%. As a result,
commercialenergy demand should drop from 89% In 1981 to 67% in 1985, 48% in
1990, and 44% by 1995.
This dramatic transfornation
presupposes,
however,
significant
ef'forts
in two major areas: development of domesticnon-oil
energy resources and reduced energy intensity in the major activitiesusing
heavily./l
petroletm prodlucts
8.13
According to current estimates,the transportationsector accounts
for 40% of total petroleumproduct consumption,industry20%, power generation
10% and other uses 10% (especiallyagriculture). Petroleum
20%, householdls
product consuniption
in the manufacturingsector increasedat an average annual
rate of about 10% during the 1970s, but since 1979 it slightlydeclined in
absolute terms as a result of a slowdown in industrialactivityand
improvementsiLnthe sector'senergy efficiency. The sector so 1farrelies most
heavily on fuel oil (Table 8.4). Future growth in industrywill in part draw
on domestic gas resources to replace present fuel oil use (e.g., in cement
production)and to support expansion of industrialdevelopmentinto new areas,
especiallypel:rochemicals.Petroleum product consumptionin the transport

/1

For the itmnediate future,
in particular,
much also depends on the behavior
of International
oil prices and domestic energy pricing policies. It has
been assumned
here that internationaloil prices move in line with the
projections
in World Development Report, 1983 and that domestic energy
prices wiLl follow international
prices as and when they increase
after
1985.
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sector developed similar to that in manufacturing,increasingat a rate of
8% per annum during the 1970s, but then witnessinga slight decline since
1979, partly in response to the economic slowdownand partly due to gains in
fuel efficiencybrought about by increased fuel prices, progressive taxation
of engine capacityand fleet modification. The transportsector draws
heavily on gasoline and diesel products,accountingin 1981 for about 91%Tof
the total consumptionfor the former, and 52% for the latter. The other
major sector using diesel products extensivelyis agriculture(including
fisheries),accounting for 27% of total diesel oil consumptionin Thailand
in 1981. Between 1979 and 1981, diesel fuel consumptionin agriculture
dropped by nearly 20Z. Thus, substantialreductionsin petroleum product
consumptioncould be observed since 1979 in all major sectors of the Thai
economy. The scope for further reductionsin petroleumproduct consumption
across the sectors of the Thai economy depends on each sector'scapability
to (a) substitutegas for oil, especiallyin industryand power generation,
(mainly oil) and (b) reduce energy intensity in the major petroleum products
used: for transportationabout equally gasolineand diesel,mostly diesel
for agriculture,and mostly fuel oil in the manufacturingsector.
Table 8.4: DISTRIBUTIONOF PETROLEUMPRODUCT CONSUMPTION
BY SECTOR AND PRODUCT, 1981
Type of
petroleum
product

Agriculture

Gasoline
Diesel oil
Fuel oil
Kerosene

0.0
27.0
0.0
0.0

Jet fuel
LPG

-

Manufacturing
2.4
0.8
42.2
20.9
24.2

Electricity &
water
0.0
5.0
54.6
0.0
-

Trans-port &
Communication

Other

Total

91.6
52.0
1.0
0.9

6.0
8.0
2.2
78.2

100.0
100.0
100.0
100.0

100.0
6.7

69.1

100.0
100.0

Source: StatisticalAppendix Table 8.11.
8.14
Imports make up for the differencebetween energy demand and
domestic supplies. In Thailand'scase, energy imports have consisted
primarily of oil and oil productsand of small amounts of hydroelectricity
from Laos. In recent years, Thailand importedon average about 10 million
tons of oil and oil products,which in 1978 amounted to about $1 billion.
By 1981, the oil import bill had tripled to about $3 billion primarilyas a
result of the second oil shock. For the future,however, projectionsof
Thailand'senergy balance (Table 8.2 above) indicate that between 1981 and
1990 the volume of oil imports will actuallydrop at an annual rate of about
2% per annum roughly in line with the target for oil imports set in the
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Fifth Plan. By the mid-1990s,oil importsmay increaseagain to their 1982
levels of some 10 million TOE. As a result, the import bill will resume
the current level of about $3 billion (in constant 1981 prices) by the
mid-1990s./l
As a proportionof total primary commercialenergy consumpticn, importswill thereforedrop from the current level of about 90% to
about 60% in 1985, and to 38% by 1990. Furthermore,oil imports,which
accounted for some 30% of total import value Ln 1980, should drop to only
about 25% in 1985.

SelectedEnergy Sector Issues in Thailand
8.15
Natural Gas Developmentand Utilization. The major factor in the
Thai energy situationis natural gas. Gas supplies,currently 150 MMSCFD,
are expected to rise to 250 MMSCFD by 1985 and could reach about 780-1,030
MMSCFD by 1990,/2 coming from both offshoresupply contracts(two with Union
Oil anclothers ready for negotiation)and onshore fields such as Esso's
(see Table 8.3 above). The relativelylow costs and high substitution
values, when coupled with the discouragingprospectsfor gas exports,lead
to major possibilitiesfor gas use in Thailand,both for displacingother
fuels and for new uses. Given recent complicationswith gas suppliesfrom
the Gu:Lfof 'hailand,however, a cautiousapproach to gas use i.srequired
and the bulk of gas developmentin Thailandmay only start in the late
1980s. The fEollowing
paragraphshighlightthe major issues to be addressed.
8.16
First, the reliabilityof reserve estimatesis a major issue. As
indicated earlier,total natural gas reservesare estimated to be 6 tcf
minimum, with an upper potentialof about 35 tcf. At the lower end of the
range 1990 productionwould be close to but a little less than the likely
demand; possibleproductionat the higher rates of extractioncould be several
times the maximum demand foreseeable. Althoughgas availabilityon this
scale would 'havemajor implicationsfor use and investment,its timing is
unpredictables.

Union

Oil, the dominant groupi,has so far been unable to

meet its first contract, and may never be able to do so. The first phase of
the second Union Oil gas supply contractcomes onstreamlate ia 1983, and it
is uncertainwhether similar problemswill arise there. Whether or not gas
supply problemsarise with the second contract,problemscould arise in a
third or subsequentUnion supply. Likewise the gas reserves in the Texas
Pacific area have not been tested over a prolonged period and must

/1 Due to the decline in internationaloil prices in early 1983, which were
only partiallymatched by a reductionin domesticenergy prices, a
decline in Thailand'soil import bill is likely to occur in the short
term.
/2 Gas demand and supply figures in this chapter exclude supply and use of
associatedgas from the Sirikitoil field.
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be treated with some caution.
So far Esso has only two discovery wells in
its concession. The potential in the Esso concession
seems to be very large.
Before major commitmentsare appropriate,or fundamentalpolicy changes are
adopted in respect of gas, a firmer basis, if possible production experience,

is needed for the additionaloffshore fields. The first reliable production
levels
for offshore
gas can only be estimated
once the second Union contract
gas supply comes onstream and has been in production
long enough to assess
field performance. Many of the gas-based investmentscannot economically
operate on alternativefuels and must have a dependablesupply at a reliable
price. Feasibilitystudies and other preparatorywork, however, need not
wait for finalization
of the supply estimates,
so that when the gas is
available it can be used without delay. In the medium term, to deal with
the situationwhen surplus gas is available for use, the appropriatepricing,
policies, incentivesand investmentswill have to be implemented. Gas supply
and demand forecastsare set out in Table 8.3. In particularit should be
noted that the only demands which are fairly firm are those for power, cement
and LPG, where plants capable of using gas are in operation,under
construction,or could be readily converted,and togetheramount to about 750
MMSCFD in 1986 - all other demands are yet to be committed. The only
supplies which are contractualy"guaranteed"are Erawan at about 150 MMSCFD
and the first tranche (150 MMSCFD) of the second Union gas supply contract.
Union was expected to supply 250 MMSCFD under the Erawan contract, and it has
the right to make additionalsuppliesbeyond 150 MMSCFD under the second
contract, althoughsuppliesbeyond 300 MMSCFD from the second contract are
subject to provisoson both sides. Both supply and demand are subject to
considerableuncertainty. Neverthelessit is highly likely that sufficient
gas will be available,after the late eighties,for suppliesmaterially In
excess of demands arising
from currently
known investments,such that
within the next few years new uses will need to be sought, new pricing
policieswill need to be implemented,and new contractualrelationships di11
be needed.
At this stage, however, it is important
to bear in mind that the
major part of the gas is far offshore,
it is not associated
with oil
production,and while cheap comparedwith oil imports,it is costly compared
with gas in other countries.
8.17
A second major issue closely related to the first is the Liquified
Natural Gas (LNG) export scheme currently
under invstigation
for the Texas
Pacific reserves. On the basis of present information
on Union gas and
Texas Pacific reserves, and bearing in mind the current cost of liquifaction,
there is no value in considering
LNG exports at this time.
When these
prospects are coupled with weak LNG demand and low prices, there exists no
sound economic or financialreason for an LNG scheme, at least during the
1980s.

Continued investigation of the

scheme

will

only

delay

the

possibilities
of domestic use, and may delay expectedbenefits from natural
gas development in Thailand.
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8.18
Third, the key to any gas program is the discovery and subsequent
contraciting
of the supplies.
As in many other countries,
however, this process has met prolonged delays.
The contracting
problems lead to uncertainties in the sizing and timing of investments
in pipelines
and in downstream
uses, a situaltion
which inevitably
leads to uncertainty
in the gas portion
of the investmnent program.
The source of the gas supplies
and their size
are alsD significant
factors
in the investment
programs.
Since investments
in substitution
of oil by other fuels are almost always profitalble,
and the
potential
for other gas uses is large, delays can be very expensive.
Hence
the Thai task is to encourage supply and plan demand uses in such a way that
flexibility
is maintained
to meet the uncertainties
and yet the potential
benefits
from substitution
are fully achieved.
To encourage greater
gas
use when it becomes available,
there is need ior a new risk-sharing
attitude
by the gas suppliers,
such that they participate
in the downstream risk.
In future contracts,
the Government should seek the relaxation
of take or
pay provisions,
at least on part of the quantity
or a portion of the price,
or for the supplier
to take a share in the dounstream investment.
In addition, as the major customer,
the role of EGATin balancing
supply and demand,
and optimizing
the overall
take of gas, is cr'Ltical.
Consequently,
to enable
EGAT to continue to play such a role, sufficient
flexibility
needs to be built
into its investment
program.
8.19
In sum, uncertain
but moderate gas supply and demand are foreseen
for the short run.
Major use of gas is envisaged,
but Thailand should not be
expected to compete with Malaysia and IndonesLa for gas-based
export markets,
at least until the 1990s, nor is Thai gas likely
ever to be competitive
with
the Middle East.
Its value is in enabling Thai energy demands to be met less
expensively;
it is not a ticket
to an export-led
future.
Although this is the
role of gas implicit
in the investment
plans of PTT discussed
below, the
implications
of its "high" cost and uncertainty
have yet to be fully
assimilated
in the country's
plans for the promotion of gas development.
In
particular,
while uncertainties
in gas supplies
exist,
a cautious attitude
needs to be taken toward new uses, expectations
should be brought close to
likely reality
and care will have to be taken to avoid losing potential
benefits
of the gas through low gas prices.
8.20
Energy Pricing.
Through 1978, Thailand's
domestic energy price
increases
were held substantially
below those of the average ilport
price
of oil.,
While the import price of oil increased
by more than sixfold
between 1970 and 1978, the domestic prices of electricity
and gasoline,
for
example, only about doubled, roughly in line with domestic inflation
(Table 8.5).
Since 1978, however, the Government has substantiLally
increased
the domestic prices of energy in response to international
price developments
during the 1970s.
Between 1978 and 1982, domestic energy prices to final
users increased
between 160 and 180%, while average import prices increased
by
about 200%. The domestic price level during the same period rose by only
56%. In September 1982, gasoline
prices were: more than 100% above CIF import
prices,
and diesel and fuel oil prices about 15% and 3%, respectively.
Kerosene was the only major petroleum product. for which retail
prices were

Table 8.5:

ENERGY PRICE MOVEMENTS,

1970-83

1971

1972

1973

1974

1975

1976

1977

1978

1979

1980

1981

Average import price
of oil (B/bbl)
Index

43.1
100.0

49.0
113.7

50.8
117.9

64.2
149.0

209.2
485.4

232.0
538.3

250.1
580.3

269.1
624.4

286.3
664.3

395.1
916.7

668.5
1,551.1

821.6
1,906.3

Electricity /a (B/kwh)
Index

0.28
100.0

0.28
100.0

0.28
100.0

0.28
100.0

0.37
132.1

0.46
164.3

0.48
171.4

0.50
178.6

0.61
217.9

0.61
217.9

0.87
310.8

1.49
532.2

1.56
557.2

1.53
546.5

Premium gasoline /b (B/1)
Index

2.10
100.0

2.10
100.0

2.10
100.0

3.62/d
3.62
2.30/c
172.4
109.5
172.4

3.62
172.4

4.22/e 4.85
231.0
201.0

6.72
320.0

9.80
466.7

12.03
572.9

13.45
640.5

12.60
600.0

High speed diesel /b (B/1)
Index

0.98
100.0

0.98
100.0

0.98
100.0

2.33
1.05/c 2.33/d
107.1
237.8
237.8

2.33
237.8

2.64/e
2.64
269.4
269.4

3.99
404.1

6.54
667.4

7.39
754.1

7.39
754.1

6.99
713.3

/f

/f

/f

/f

1.44

1.44

1.44

1.61

2.35

3.61

4.47

4.47

4.09

100.0

100.4

105.3

121.7

151.3

159.3

166.0

192.8

211.3

252.8

285.7

300.6

Fuel oil /b (B/1)
Consumer Price Index

/f

EGAT price for bulk electricity to MEA.
Retail in Bangkok.
In July; gasoline raised to B 3.01 and diesel raised to B 1.60 in December.
Raised in February.
Raised in March.
Uncontrolled prior to October 1974.

T7

April 1983.

/a

7b

7T
7T
7e

1.61/e
177.9

7Ai March 1983
Source:

World Bank, Thailand, Energy Issues and Prospects (Report No. 2813-TH, May 1980, Green cover); Bank of Thailand.

1982

1983 /8

1970

871.7
771.5
2,022.6 1,790.0

305.3 /h
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below CIF prices (Table 8.6). In the wake of the internationaloil price
reductionduring 1982, and in particularfollowingthe reductionin official
OPEC prices in March 1983, domesticpetroleumproduct prices were also
reduced. However, the weightedaverage decreasein domesticpetroleum
product prices was only 5%, while importedcrude oil prices declined by
10-12% so that the ratio of domestic retail prices to import prices
increasedfor all petroleumproducts,with the exception of LPG. As a
result, all petroleumproduct prices in Thailandnow exceed import prices,
including that of kerosene. Thailandnow has domesticpetroleumprices
roughly comparableto those of its neighbors (Table 8.7) and an average
level of taxationof petroleumproductscomparableto other oil-importing
developingcountries./lElectricityprices reflect the marginal.cost of
power generation,and are set at levels to generatea financial,
rate of
return of about 8% on revaluedassets.
8.21
The structureof petroleumproduct prices, however, has not
reflected the structureof costs, since substantialtaxes have been levied
on gasoline products (about 105% for premium gasolineand 88% for regular
gasoline in September1982), while diesel productsand fuel oil.are hardly
taxed at all (10% and 1%, respectively),and keroseneand LPG are subsidized
at moderate irates(13% and 6%, respectively)(Table 8.6)./2 Consideringthe
/1 According to World DevelopmentReport, 1981, p. 46 the average ratio of
domnesticpetroleumproduct prices to internationalprices iwas1.4 for
oil importtingdevelopingcountriesin 1980. The fact that domestic
energy prices in Thailandrose less rapidly overall than did international oil prices indicatesthat taxes on energy productsdropped as a
proportion
of cost. Given the rapid rise in relativeenergy prices such
a drop in the ad valorum tax rates may be appropriate. In fact, from the
may actuallybe too high.
point of view of economicefficiency,tax:es
It has been estimatedby the TransportPl.anning
Unit in the Ministry of
Communicationsthat receiptsfrom "excess"motor fuel taxation (over and
above taxationof comparablebusiness andltransportsector activities)
exceeded aggregateshort-run (marginal) Lnfrastructure
cost in the road
sector by about 170% during 1975-79. In terms of cost recovery,
however, and thus from the broader point of view of benefit taxation,
motor fuel and other automotive"excess"taxes combinedaccounted for
about 94% of aggregateroad sector expenditureduring the same period,
leading to the conclusionthat from a broader fiscal perspectiveaverage
automotivetaxes are set at roughly appropriatelevels, with the
excepticn of heavy vehicles,which cause a large percentageof the cost
arLdthereforeare undercharged.
/2

IrLthe wake of the internationaloil price changes in early 1983, domestic
petroleum product prices were reduced;however,with the exceptionof
as shown by
LPG, tax rates on petroleum productseffectivelyincreasedl
the figures in brackets in Table 8.6, but the differencesamong each
other were narrowed.

-

Table

-

DOMESTIC PRICES AND TAXES FOR PETROLEUMPRODUCTS, SEPTEMBER 1982

8.6:

Retail
price
(June 1978
= 100)

Premium gasoline
Regular gasoline
Kerosene
High-speed diesel
Low-speed diesel
Fuel oil
LPG

/a

216

Oil fund
contribution
(subsidy) as
X of import
prices

Retail price
as X of
import
price /a

222
204
93
117
114
103
116

270
243
228
280
285
280
185

[236]
[229]
[107]
[132]
[128]
[107]
[103]

49
28
(20)
(5)
(6)
1
(7)

Total tax
(subsidy)
as Z of
cost
/b
/a

105
88
(13)
10
9
1
(6)

[116]
[108]
[ 01
[ 22]
[ 221
1 4]
[(14)]

Total tax (subsidy)
rate as % of tax
(subsidy) rate on
regular gasoline /a

119
100
(15)
11
10
1
(7)

[1071
[100]
l 01
[ 201
[ 20]
1 4]
[(13)]

Figures in brackets are for June 1983.

7W Cost is defined as import price plus marketing margin; total tax equals
/c

import or excise taxes plus Oil Fund contribution.
These columns demonstrates that (with the exception of LPC) the dispersion
of tax rates as petroleum products has been reduced between September
1982 and June 1983.

Source:

Ministry of Finance; Statistical Appendix Table 8.12.

Table 8.7:

STRUCTURE OF DOMESTIC RETAIL PRICES FOR PETROLEUM PRODUCTS
IN SELECTED COUNTRIES, MARCH 1982
(US$/liter)

Thailand
Indonesia
Philippines
Malaysia
Korea /a
Singapore
Japan /a
West Cermany

/a

Regular
gasoline

Premium
gasoline

Diesel
fuel

Ratio
Regular/Diesel

0.50
0.38
0.62
0.46
1.02
0.48
0.75
0.64

0.58
0.56
0.65
0.48
1.48
0.52
0.79
0.66

0.32
0.13
0.38
0.21
0.38
0.34
0.56
0.60

1.56
2.92
1.63
2.19
2.68
1.41
1.34
1.07

November 1981

Source:

NEA, Oil and Thailand 1981-82, Bangkok 1982, page 42.

/c
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high degree of substitutabilityamong differernt
types of petroleumproducts,
significantpiricedifferentialsin excess of cost differencescan lead to
inefficientconsumptionpatterns./l The relativelylow prices of diesel fuel
and kerosene in Thailand,
as elsewhere,
are the result
of distributive
and
regional
policy considerations.
Diesel fuel is used mainly in agriculture
(including
fisheries)
and in transport
(in particular,
trucking),
while
kerosene is used mainly by rural households. Rowever, the benefitsof such
subsidizationhave to be measured against the efficiencylosses inherentin
substantialrelativeprice distortionsand the!fiscal costs of the subsidies.
In particular,a correctionof the gasoline-dieselprice discrepancywould
result in a better balancing of the present refinery capacityin Thailand. At
present, the Thai refinery balance is characterizedby a scarcityof diesel
productioncapacity,which, in the absence of prices designed to balance
demand, would require costly investmentin new refinerycapacity or by
imports. The Governmenthas recently initiatedan energy pricing study in the
context of its structuraladjustmentprogram. This study will assess the
present structureof retail prices of petroleumproducts in Thailand with the
goal of developingrecommendationsfor appropriatechanges. The study will
also cover the pricing of natural gas in its varioususes with a view to
encouraging the efficientutilizationof this resource, and will be linked
with a recently completed study of lignite pr[cing. The changes in domestic
petroleum product prices introducedin March 1983 already reduced somewhat the
dispersionof petroleum prices and tax rates. Effective tax rates on all
petroleum products in June 1983 diverged less from that on regular gasoline
than w'asthe case in September 1982 (see the last two columns of Table 8.6).
The only exception
was LPG for which the effective
subsidy in relation
to the
tax on regular
gasoline
actually
increased.
nespite this overall
improvement
in the petroleumprice structure,the dispersionremains substaintial
and thus
a matter

of concern.

8.22
Fiscal Implications. Taxes on petroleum productshare contributed
significantand rising portions(some 10% in 1981 and 1982) of total revenues
of Central Government(Table 8.8). The main taxes are exise taxes levied on
domesticallyproduced productsat a rate of up to 41% for gasoline, and up to
15% for diese.l. These rates are legally fixed ceilingswhich can be changed
only by act of Parliament. For importedoil productsimport duties are levied
at port of entry, and business and municipal taxes are assessed on imported
and dornesticfuels. The retail price is then determinedby addlinga standard

/1 The increase in price for premium gasolinefrom Baht 11.90 to Baht 13.45
on December 2, 1981, which was not matched by a commensuralte
increasein
the price of regular gasoline (Baht 11.4C0),providedan exlreme example
of the scope for substitution: while prior to the increase,regular
gasoline accounted for only 47% total gasolineconsumptionin Thailand,
it jumped to 65% thereafter.
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Table 8.8:

PETROLEUM TAX REVENUES
(Million baht)

Domestically
refined products
Excise
Other
tax
taxes /a

Fiscal
year

1970-73 /b
1974
1975
1976
1977
1978

1,368
2,496
2,258
2,204
3,080
3,378

n.a.
n.a.
n.a.
n.a.
n.a.
n.a.

Imported products
Import
Other
duty
taxes /a

346
529
374
425
509
734

n.a.
n.a.
n.a.
n.a.
190
236

Total
petroleum
revenue /d

As % of
CenLtral
Government
revenue

1,714
3,025
2,622
2,629
3,779
4,348

8.1
8.0
6.9
6.9
7.3
71.0

7,199
12,684
13,375
12,791

9.6
1-3.8
12.2
10.6

______________________________________________________._________________.__

1979
1980
1981
1982 /c

5,669
9,246
10,112
10,943

56
92
101
109

1,124
2,565
2,057
1,239

350
781
1,105
500

/a

Business and municipal taxes.

/b

Average for the period.

/c

Estimated revenues.

/d

For 1970-78, "Other taxes" are not included in total.

Source:

Ministry of Finance; Bank of Thailand.

marketing margin and a contribution to (or from) the Oil Fund./l The Cil Fund
contribution varies over time, between products, and according to whether the
product is imported or not. For gasoline and fuel oil a tax has recently been
levied through the Oil Fund over and above the excise, import, business and
municipal taxes (on the order of 50% of the import price in the case of
premium gasoline, and 1% for fuel oil). Subsidies were provided for all other
products, so as to partially (Diesel) or more than (kerosene and LPG) offset

/1

Statistical Appendix Table 8.12 summarizes the various elements of the
petroleum product pricing and tax structure for selected products.
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the taxes explicitlylevied on these products. The Oil Fund is thereforea
device designed to permit cross-subsidization=mongpetroleum products
without requiring direct transfersto and from the Central goverinment
budget.
The Fund, hovever, also serves as a device to absorb changes over time in the
CIF and ex-refinery
prices of petroleum products while keeping domestic retail
prices of petroleum productsunchanged. As a result of past prevailingnet
subsidies
in the overall
operations
of the Fund, a cumulative deficit of about
B 4.4 billion
had developed by December 1981.
Given favorable
international
oil price movements,however, overall net contributionsto the Fund turned
positive during 1982, and thus the cumulativedeficit dropped to B 2.1 billion
by the end of May 1983./i
8.23
The functioningof the Oil Fund is untderreview in the context
of the energy pricing study (see para. 8.21 above) and as part of the
broad review of extra-budgetaryfunds currentlycarried out by the Government
under its structuraladjustmentprogram. More effective financialoperating
criteria should be developed for the Fund, if tt is not to be abolished
altogether. The Fund is the result of a petroleumproduct pricing regime
which embodied regulatedretail prices involvingsubstantialrelativeprice
distortionsamong products, in general, and nel:subsidiesfor some productsin
particular. In principle,it would be preferableto eliminate all net
subsidies and to achieve the desired average level as well as the structureof
petroleum taxationthrough appropriatead valorem taxes, the rates of which
can be adjusted over time as dictatedby fiscaL and other criteria,and whose
revenues accrue directly to the Central Governrment's
Treasury. This
arrangementwould have the benefit of avoiding the accumulationof deficitsas
has happened in the past, and thus the hidden costs of subsidization,and of
cross-subsidization./2
8.24
Historically,oil and oil product colnsumption
have grown at a
rapid pace (the average annual rate of growth of consumptionwas 8.7% for
1970-80). Petroleum tax revenueshave increased at an even more rapid rate
(9.7% p.a. in constant 1981 prices for FY71-81,excludingbusiness and
municipal taxes). For the future, the growth of petroleum consumptionin

/1 The deficits were in the past financedby overdraftsfrom banks and by
borrowing from PTT. In 1982, the Ministry of Finance contractedfor
a syndicatedloan of $300 million of which part was used to finance the
cumulativedeficit. The loan will be serviced from the Central
Government:
budget, thus imposinga direct drain on the budget until the
loan is paid off.
/2 One practical reason, however, for retaining the Oil Fund is that it
permits some flexibilityin setting effectivepetroleum tax rates.
Changes in the excise tax rate ceilings are subject to Parliamentary
approval and are difficult to obtain. Changes in Oil Fund contributions
do not rec[uiresuch approval.
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Thailand is projected to remain roughly unchanged at its 1981 level and given
that internationaloil prices are projected to increaseonly relatively
slowly in real terms during the 1980s and early 1990s, domestic oil prices
will also increaseat only a moderate pace unless the average rate of domestic
petroleum taxationwere to be increased. Similarly,petroleum tax revenues
would increase at a slower rate than has been the case in the past in the
absence of rate increases./l The main factors arresting the growth of
petroleum consumptionare the increases in prices which occurred during the
late 1970s, the relatively slower economicgrowth projected for the 1980s and
the substitutionof domesticnatural gas for importedoil. The impact of
natural gas developmenton Central Governmentrevenueshowever is likely to be
minor. To the extent that natural gas substitutesfor fuel or diesel oil,
which are presently taxed at only moderate rates, this impact will be negligible. Only if LPG were to develop into a major substitutefor gasoline,
would Central Governmentrevenues be seriouslyaffected. In fact, these
losses are likely to be more than offset by the royalties and corporate iincome
taxes paid by the concessionaires. The revenues from the sale of natural gas
are shared between PTT and the Governmentunder an agreement according to
which PTT retains no less than 90% of its net profits,unless PTT can finance
out of its surplus funds from operation30% of its capital expenditurebased
on a forecastof average annual investmentfor the next three years./2 Once
PTT's gas productionhas been fully developed,the Central Governmentbudget
could derive a substantialshare of the fiscal "bonanza"generated by natural
gas, which could supplementthe stagnatingresourcesgenerated from petroleum
products. However, this is not likely to occur until well into the second
half of the 1980s.
8.25
Energy Conservation. A large measure of energy conservationin
recent years has resulted from frequentand substantialincreasesin energy
prices. In addition,the Governmenthas implementeda number of direct
measures to reduce energy consumptionin transport,industry, and households.
Investmentsare being planned by both the public and the private sector to
increase the efficiencyof energy utilizationin the economy. Further work is
being done to identifyand realize the energy saving potential in various
economic sectors and to rationalizethe system of incentivesfor energy
conservation. As part of its structuraladjustmentprogram,the Government

/1 An increase in taxes on diesel fuel alone could contributesignificantly
to petroleum tax revenues. Eliminatinghalf of the current gap of
Baht 3 per liter between gasoline and diesel taxes by increasingthe
excise tax or diesel by Baht 1.5/liter,would lead to an increasein
revenues of up to Baht 6 billion, or about half of present petroleum tax
revenues, on the basis of an annual consumptionof 4 billion liters of
diesel fuel in Thailand. The exact amount collectahledepends on the
cross price elasticityof diesel fuel relative to other petroleum
products.
/2 See World Bank, Report No. 3868-TH."Staff AppraisalReport Thailand:
Liquified PetroleumGas Project." May 24, 1982.
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is setting up a national energy conservationcenter in collaborationwith the
private sector, in addition to formulatingthe actionsrequired to improve the
efficiencyof road transportation. Once the policy and institutional
framework is in place, schemes for financingenergy conservationare to be
developed.
8.26
InstitutionalIssues. Numerous publLc agenciesare involved in the
energy sector in Thailand.
For power three state enterprises
are providing
the overriding
share of electric
services.
EGAT, under the direction
of the
Prime Minister's
Office,
is responsible for power generation,while MEA and
PEA, under the direction of the Ministry of Int:erior,
are respectively
reponsible for power distributionin Bangkok anidthe rest of the country. For
petroleum and gas products, the private sector plays an importantrole in
importing,producing,refining and marketing. The PetroleumAuthority of
Thailand (PTT), under the Ministry of Industry,has, however, taken on an
increasingresponsibilityin all these area. The Departmentof Mineral
Resources in the Ministry of Industry,has the main regulatoryfunctions for
the oil and gas subsector. Energy sector policy and planning functions
involve the Cabinet, NESDB and NEA. NEA, which is under the Ministry of
Science, Technologyand Energy has general resptonsibilities
in the energy
sector, but its role is ill-defined. Since it lacks sufficienttechnical
capabilityand statutoryauthority to perform essential sector coordination
and planningfunctions,the most importantenergy sector decisionsare taken,
frequentlyin an ad hoc fashion,by various Cabinet level committeesand their
numerous subcommittees.
8.27
For the preparationof the Fifth Plan an Energy PlanningCommittee
was set up with NESDB as its secretariatand with representationof all
relevant public agencies,including NEA. Rowe7ver,
because of a lack of
adequate!and mtutuallyconsistentdemand and supply projectionsin NEA, NESDB
and the major implementingagencies,the intersectorallinkagesand macroeconomic implicationsof the energy sector's demand and supply c,utlookcould
not be fully addressed in the preparationof t'heFifth Plan. As a result of
this, and because of the lack of a fully articulatedenergy sector investment
program for the Fifth Plan period, the linkage between the targets set forth
in the Plan antdthe operationaland policy prescriptionscould TiOtbe clearly
established antdagreed upon among the major implementingagencies. The Plan
document:reconmended,however, that responsibilityfor all energy come under
one single conmmand,and that NEA take on central responsibilityfor energy
sector coordination,while shedding is current operationalfunctions.
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8.28
So far, not much progresshas been made in achieving a greater
degree of coordinationand consistencyin overall sector planningand
management, although the energy sector strategystudy which is to be initiated
under the general responsibilityof NEA as part of the Government'sstructural
adjustmentprogram should provide the informationbase for a broader sectoral
planning approach,as well as the policy frameworkwhich will assist in
determiningthe appropriateinstitutionalapproach. While for the long term
it is appropriateto explore the potential for developinga strong energy
planning body, as an interim solution special efforts should be made to
strengthensectoral agenciesand bilateral coordination,while improving the
definitionof a sectoral strategywithin the existing institutionalset up.
This approachrequires improvementsin investmentprogrammingand planning in
PTT, EGAT, and DMR, and promotionof direct collaborationbetween PTT and
BGAT, PTT and the private sector, and both organizationswith their potential
customers. Likewise the DMR needs to participatein the energy planning
efforts, and cooperationbetween DMR and PTT must be encouragedat the highest
level./l These importantsteps can go a long way towards reducing the
problem of planning and cooperationin the sector,while giving time to
strengthenthe technicalcapabilityof one central agency to integrateagency
and to ensure
plans and projections
into a consistent
sectorwide
strategy,
and
that the specifics
of implementation
of sectoral
targets.,
policies
programs have been spelled out and agreed to by the implementingagencies.
Public InvestmentPrograms and Requirementsin the Energy Sector
8.29
The Thai Governmentreacted in recent years to the growing energy
demands of the Thai economy, the increased cost of foreign supplies,and the
discovery of domestic energy resourcesby rapidly expanding its expenditure,
especiallycapital spending,in the energy sector. This expansionhas
been particularlyrapid since 1980, with the result that energy is now the
single most important sector for public spending,having increased its share
of total public expenditurefrom 12.5% in 1977 to 22.1% in 1981 (Table
8.9). For the Fifth Plan period, NESDB projected that itnmid-1982 the energy

/1

important
in relation
to PTT's need to know the
This is particularly
broad plans and the exploration
results
of the petroleum exploration
companies, which directly
affect
its operations.
The delays which were
experienced
in communicating to PTT the problemswhich Union Oil incurred
during field development,
are indicativeof past lack;of an effective
coordinationbetween DMR and PTT.
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Table 8.9:

-

PUBLIC EXPENDITUREIN THE ENERGYSECTOR
(in %)

Fourth
---------Fiscal Years ------------ Plan
1970 1977 1978 1979 1980 1981 1982/a 19771981
Share in total
public capital
expenditure
Share in total.
state enter-,
prise capitaLl
expenditure

22.5

n.a.

50.9

53.3

Share in capital
expenditureof
energy sector
100.0 100.0 100.0 100.0 100.0 100.0 100.0
agencLes

100.0

100.0

56.3 65.5 75.9 57.6 56.4 58.2 57.7
24.0 9.2 8.1 14.4 6.4 5.0 5.8
13.7 23.7 15.5 25.2 9.7 12.5 19.3
6.0 1.6 0.6 2.7 27.5 24.3 17.3

60.5
7.1
14.1
L8.3

58.9
4.2
15.1
21.8

EGAT
MEA
PEA
PTT

13.5

13.7

17.0

13.1

25.5

31.9

28.6

Fifth
Plan
19821986

46.2 40.5 42.7 33.9 54.3 63.7 58.2

/a Estimated.
Source: Tablie8.5; Annex 5; StatisticalApperLdixTable 5.7.
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sector will contributeabout 26% to total governmentalspending,up from the
average of 18% during the Fourth Plan period. Energy sector spendingweighs
even more heavily in total public investment,reaching a share of 31.9% in
1981, up from 13.5% in 1970 and 13.7% in 1977. As a percent of state
enterprise investment,the energy sector enterpriseshave in recent years
accounted for more than 50% and are expected to do so during the Fifth Plan.
Four agencies in particularhave contributedthe bulk of these investments:
EGAT accounted for 55-75% of total public investmentin the energy sector,MEA
for 5-15%, and PEA for 10-25%. PTT's investmentswere very minor as recently
as 1979, but were very sizable in 1980 and 1981, when they accountedfor
almost a quarter of total public investmentsin the energy sector in
connectionwith the constructionof the gas pipeline. For the Fifth Plan
period, EGAT is expected to retain its dominant share in energy spending,with
PTT continuing to grow in importanceas it is involvedin further gas and oil
development projects. This sectionwill thereforedevote most attention to a
discussionof the investmentprograms of these two agencies.
Overall energy sector investmentplanning and programmingis
8.30
currently not carried out in any systematicmanner because of the traditionallyinward looking planningpractices among the major state enterprises and NEA's inability to develop an overall sector strategy (see para.
8.26). This lack of coordinatedinvestmentplanning does not appear to
have led to major imbalancesin intra-sectoraldevelopmentin the past, but
may do so in the future as more agencies,includingPTT, the Defense Energy
Departmentand the Department of Mineral Resources have taken on greater
responsibilityfor specificareas of energy sector developmentand are
planning major investmentsin developingdomestic energy resources. What is
more, the broader intersectoraland macro-economicconstraintsand implications of energy agency investmentprogramswhich in the past have not been
given much attention by any Governmentagency, includingNESDB, will need to
be carefullyassessed for the future, as Thailand faces the need to control
its internal and external imbalances,as well as to reduce the past rapid
growth in foreign borrowing. The developmentof an energy sector strategyin
the Government'sstructuraladjustmentprogram and its integrationwith
NESDB's efforts to develop a public investmentprogram thereforedeserve high
priority. This section pulls together the informationavailable to the
Mission in assessing the scale and compositionof the energy sector investment
program. However, this effort is only indicativeof the kind of issues which
need to be addressedby the Government in developingits own energy strategy.
8.31
Power Subsector. The power subsectorhas absorbed,and will
continue to absorb, a very large share of public sector resources,not only as
a share of energy sector investments,but as a share of overall public
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investments. The followingparagraphsfirst highlight some of the major
issues and uncertaintiesarising in power subsectorplanningand investment
decisions,includingdemand outlook and supply options. It is essential to
plan explicitlywith these uncertaintiesin mLnd and to build f'lexibility
into
the power system and related investmentsso that it can respond adequatelyto
unforeseenevents affecting in particularthe demand for power and the supply
of natural gas. In the light of these issues, the major options for power
investmentsare then explored,and some concluisions
drawn for power subsector
investmentplanning.
(a) Demand growth: Between FY 1973 and FY 1979 power demand grew
8.32
at an average annual rate of 12.5%, implying an elasticityof demand with
respect to GDP of 1.7. Since FY 1979, however,demand growth has slowed
dramaticallyto an average rate of 6.5% for the three-yearperiDd ending
September 1982, dropping as low as 5.8% for the last of these three years.
The overall GDP elasticity thereforefell to 1.1 given a real GDP growth
rate of 5.9% for FY 1979-82./i This slowdownin demand growth occured
mainly in response to dramatic increasesin power prices (131% for MEA's
consumers and 111% for PEA's consumersbetween February1980 and April
to slower economic growth during the same period when
1981), and in response
compared with the 1970s as a whole.
8.33
OffLcial demand projections
/2 for the future,
which as late as
September 1981 assumed a continued 11% growth in power demand for the period
1980-86, have now been scaled back to 9.1% fot the period 1982-91.
However,
unless economic growth in Thailand recovers to reach the level of about 7%
experienced
in the past,
these projections
are likely to be on the high side,
especially
for the years 1983-86, for which official
forecasts
still
project
an average annual rate of increase
of 10.5% in power demand. Two factors
argue for lower rates of growth in demand: First, while no furl:her
substantialprice increases for power are likely to be required (see para.
8.35 below) the effects of the recent price increasesare not likely to have
fully worked t:hemselves
through the economy,as power using equipmentis

/1 A drought in 1979 caused power supply shortages in 1980. However,
this is not likely to have affected the average growth rate of power
demand between 1979 and 1982, since supply returned
to normal in
again unconstrained
demand growth.
1981, thus permitting
/2

The official
forecasts
are based on decisions
of the Load Fcorecast
Working Group, an interagency
group meeting intermittently
to review
and revise! power load forecasts.
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only graduallyreplaced./l The income elasticityof power demand is therefore
likely to remain below the levels experiencedduring the 1970 s, and closer to
those which were observed for the last three years. Second, the economic
outlook for Thailand, as for the rest of the world, is likely to be less
buoyant than in the past, with GDP growth rates for the 1980s probably of
about 5.5-6.0%. Table 8.10 summarizesthe likely range of demand growth
scenarios for 1983-91, assumingdifferent income elasticitiesand GDP growth
rates. The most likely demand growth rate is about 8%, implying,in
particular,lower growth rates for the next four years than assumed by the
official forecasts. Demand growth, might, however, fall even below 7% on
average for the period 1983-91,as indeed the official forecastsassumed for
the period 1987-91, if either the economy grows less rapidly than assumed in
the medium scenario,or if the income elasticityremains at about 1.2. EGAT
revised its own power demand forecasts in February1983 to an average demand
growth rate of 8.3% p.a. for 1983-1991,roughly in line with the central
demand growth rate projected in Table 8.10.

Table 8.10: ALTERNATIVE DEMAND SCENARIOS,1983-91
GDP growth
(in %)

Electricitydemand growth rate 1983-91
for income elasticitiesof (in %)
1.6
1.4
1.2

Low (4.8)

5.8

6.8

7.7

Medium (5.5)

6.6

7.8

8.8

High (7.3)

8.8

10.0

11.8

Source: See text.

/1 World DevelopmentReport 1982 estimates that the full effect of
energy price increasestakes place only over 15 to 20 years.
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8.34
Takcing 7% to 9% as the most likely range for power demand growth
during the 1980s the timing and magnitude of capacity addition
required
each
year under d:Lfferent demand growth scenarios
is shown in Table 8.11
assuming completion of projects
already under construction./l
Capacity
additions
would be required
in 1989 if a 9% growth rate is used; delays up to
1991 are possible
for demand growth of 7%. The magnitude of capacity
additions
required would be about 500 MW per year.

Table 8.11:

TIMING OF CAPACITYREQUIREMENTS
Capacity additions
required
(MW) assuming
power demand growth rates of (in %)
9%
8%
7X

Year
1988
1989

609

1990
1991
1992
1993
1994

668

548

-

723
788
859
937

592
639
690
745

477
510
545
583

Total

/1

4584

Source:

World Bank Staff

Parallel
capacity

capacity additions
requirements.

3,214

2,115

estimates.

are required

to meet energy

demand and to meet
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8.35
Demand projectionsare, of course, heavily dependent on assumptions
for future prices. Overall, power prices for final consumers are at present
at or above long run marginal cost (LRMC) for all industrialand commercial
consumers,/1and for most of MEA's residentialconsumers,but below LRMC for
most of PEA's residentialconsumers. Assuming that no significantincreases
will occur in internationaloil prices there is thus, except for PEA residential users, no major economic reason for expecting increasedreal power
tariffs in future. Financial requirements,temperedby equity considerations,/2will, however,require minor real increase in MEA and PEA tariffs to
final consumers in 1983 and 1984. Thereafter,tariff increasesare expected
only so as to maintain real tariff rates approximatelyunchangedin the face
of expectedinflation. These tariff changes are sufficientto maintain an 8%
financial rate of return on revaluedassets for the power sector as a whole.
Overall, however, these price increasesare small in comparisonwith past
increases and are not likely to have a major impact on demand.
8.36
(b) Supply options: The main options available for EGAT include
hydro plants, lignite fired plants, gas/oil fired thermal plants, and
(combined cycle) gas plants. Thailand does not have any major hydro schemes
suitable for base-loadgeneration,apart from those involving international
agreements. However, some 1,000 MW of peak load duty hydro schemes are still
available of which the Nam Choan project is the largest (580 MW). Given
Thailand'sdomestic natural gas and lignite resources,power generationplants
using these resources are expected to play a major role as a source of
additionalbase load capacity. The choice between gas and lignite generation

/1 One major anomaly in the power pricing structurewas recently introduced
when PEA granted a new joint-venture(public-private)zinc producera
promotional tariff of 1.00 Baht/kWh, comparedwith LRMC for continuous
power supply of about 1.09-1.25Baht/kWh,and comparedwith the normal
rate of 1.7 Baht/kWh for large industriesand 1.8-1.9 Baht/kWhfor
small industries. While special considerationsmay have governed this
arrangementand, according to senior managementof the zinc firm, the
zinc plant would not have been financiallyprofitablewithout such a
special incentive,it would in general be preferableto provide subsidies --

if they are to be provided at all --

in the form of outright

budgetary support.

/2 Equity considerationsenter mainly through the structuringof residential tariffs so as to permit "lifeline"power prices for small residential consumers. Given the higher costs of supplying rural power users,
as well as the preponderanceof small users in rural areas, this in
effect results in cross subsidizationfrom urban to rural users.
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plants involvesthree main factors: First, the availabilityof gas is at the
moment highly uncertain (see para. 8.16 above),. EGAT is presently the
dominant user of natural gas, but industrialuLseof gas began in 1983 and
should rise to about 355 MMSCFD by 1990 and 430 MMSCFD by 1995. With
conservativeestimates for gas availability,no additionalgas fired power
capacity could be utilized before the early 1990s, since EGAT has already
built or under constructioncapacitydesigned to use gas, or readily
convertibleto use gas in quantitiesup to 650 MMSCFD. If, however,greater
supplies of gas should become availableas a result of timely and full
productionof all fields currentlyknown, incLudingTexas Pacific's fields,
then additionalgas fired plants for EGAT could be suppliedwith gas as of
1991. Additionalgas using capacitycould thereforebe installedfor
operation as of 1991. The potentialrole of EGAT in providing the necessary
flexibilityfor Thailand'senergy sector in the take-up of gas as and when it
is developedis a major factor which EGAT's investmentplanningneeds to
continue to take into account. Second, the relativeattractivenessof gas
versus lignite use for power generationdepends to a considerabledegree on
the opportunitycost calculatedfor gas and lignite respectively. A major
energy pricing study is currentlyunderway as part of Thailand'sstructural
adjustmentprogram which will, among other topics, assess the relativecosts
of gas and lignite. The findingsof this study should be utilized in further
decisions about the design of Thailand'spower investmentprogram. Third,
there is a differencein the lead time required for gas and lignite fired
plants, with the former requiringonly 4-5 years of preparationand
construction,while the latter requiresabout 6 years. The lesser the lead
time required, the more time is available to assess both the power demand and
the gas;supply outlook,providing,other things being equal, an argument in
favor of gas-fired plants. These three issues have an importantbearing on
the appropriatedevelopmentof domesticenergy resourcesand are to be
addressed in the Energy StrategyStudy which the governmentis currently
initiatingunder its structuraladjustmentprogram.
8.37
(c) Power sector investmentplanning: Power sector investment
planning in the past has not sufficientlytaken account of the two major
uncertaintiesaffecting its pace and pattern--powerdemand and gas supply
outlook --nor has it been effectivelyimbeddeil
in a development.
strategyfor
the energy sector as a whole or in an investmentprogram for the entire public
sector. The reasons for these shortcomingsare two-fold. First, as major
state enterpriseswith their own sources of internalfinance ar.deasy access
to external sources of finance,EGAT, PEA, an,lMEA have in the past been
mainly responsiblefor planningexpansion in power generatingcapacity and
transmissionfacilities. Outside the utility enterprises,power sector
plannirnghas involveda number of Governmentcommitteesand agencies,/1none

/1 Including the Load ForecastWorking Group, the Committeeon Power Policy
and Development,the Ministry of Science,Technologyand Energy, NESDB,
the Ministry of Finance,and the Budget Bureau.
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of which, however,had the staff capabilityindependentof the utilities to
review and assess the power generationand distributionexpansionprograms.
While internalplanning and power subsectorcoordinationhas generallybeen
good, particularlyin developinga consistentexpansion program for the three
power utilities (EGAT, MEA and PEA), the power utilities have not been under
any pressure to consider the sector- and economy-wideimplicationsof their
investmentactivities. For PEA, system expansionin the past has been carried
out on a piecemeal basis under different projects. PEA now intends to improve
and systematizeits distributionsystem planning in order to improve
reliability,safety and economy. Finally, the Government'sstructural
adjustmentprogram includes efforts to strengthenoverall energy sector
planning,public investmentprogrammingand public foreign borrowing
procedures,all of which will assist in placing the power subsector investment
program into a broader context.
8.38
(d) The power investmentprogram- EGAT: EGAT's investmentprogram
for the Fifth Plan period as of July 1982 includes ongoing projectswhic'hare
designed largely to replace importedoil with domesticenergy resources
(hydro, gas, and lignite)./l Economic considerationsof fuel replacementand
the fact that much of the investmentcost is already sunk, argue for a timely
completionof these projects. In addition,EGAT planned a number of new
investmentsto be initiatedduring the Fifth Plan period, which initially
(November 1981), when combinedwith ongoing projects,would have requireda
total capital outlay of Baht 89 billion for the period 1982-86. This investment program was later revised to conform with the revised load forecast of
June 1982, reducing planned investmentsduring the Fifth Plan period to Baht
78 billion. In line with its further downwardrevisions of power demand
growth projectionsin February 1983, EGAT made another downwardadjustmentin
its investmentsprogram to Baht 68 billion by postponingthe construction
of six major projects by one year each.
8.39
EGAT's investmentprogrammingthus has, during the last two years,
shown considerableflexibilityin adjusting to a changingdemand outlook by
gradually phasing back investments,amountingto a total reductionby 25%
in planned capital outlays for the Fifth Plan period. Indeed, the program
as currentlydesigned for the remainder of the Fifth Plan is generally appropriate. However, questions remain for the program beyond 1986 which will need
to be addressedin due time. First, the program as planned in May 1983 does
not foresee any further investmentsin gas utilizing generatingcapacity
through 1996. This strategy is based on a conservativeoutlook for gas availability, roughly equal to the low gas supply scenarioshown above in
Table 8.3. By 1985, the outlook for the availabilityof gas is likely to have

/1

See Annex 3 for a listing of projectscurrentlyunder constructionand
planned for commissioninguntil 1996.
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been significantlyfirmed up, providinga better basis for decisionmaking
as between gas and other supply options. EGAT should then stamd ready to
revise its i]nvestment
program taking account of any improvementsin the projections of gas supply which may have occurredby then. Second, and more
generally,more explicitconsiderationof the:various importantelements of
uncertainty should be introducedin EGAT's irLvestment
planning, particularly
as regards t'heuncertaintiesin demand outlock and in gas suppLy prospects.
No explicit
assessment appears to have been uade so far of the implicationsof
possiblymistaken forecastsfor alternativescenariosand thus it is not
possible to compare the cost of forecastinge!rrorswhich would assist significantly in guiding EGAT's investmentdecisicins.Finally, questionshave been
raised regarding the desirabilityof proceedingwith the constructionof the
Nam Choan hyidroelectric
dam. From a technicalperspective,Nam Choan is among
the least cost solutionsfor meeting additiorLal
demand; in addition,it has a
number of advantagesover non-hydroexpansiorL
options, includingno air
pollution,lower foreign exchangecosts, more generatingflexi'bility,
no
uncertaintyabout fuel prices or availability,and the renewabilityof hydro
resources.
Broader environmental
considerations
aside,
which are currently
being reviewed by the Government,the Nam Chcoanproject is indeed warranted
for inclusionin EGAT's investmentprogram. As regards timing, the scheme
should be initiatedfor start-upin 1989/90,irrespectiveof the specific
demand outlook,since fuel oil replacementalone justifiesits operationat
that time./l
8.40
(e) The power investmentprogram - MEA and PEA: Only 6% of total
investmentplanned by the power utilitiesduring the Fifth Plan period is
scheduled for MEA, and 15% for PEA (See Anne,:3). For PEA the total number of
householdswith electricityis programmedto more than double from 2.2 million
in 1981 to 4.5 million in 1986, resulting in an increasein electrification
from 33% to 62%, with a goal of virtually full electrificationby the late
1980s. This program serves clear priorityneeds since it aims at substantial
increases in rural electrification
with its attendantbenefits in terms of
cost savings compared to alternativelightinig
and commercialoperatingfuels
in rural areas, increased opportunitiesfor commercialand cottage industry
activitiesin rural areas, and improved opportunityfor leisure time
activities,all resulting in improvedrural dlevelopment
and welfare (See
World Bank Report No. 4201-TH).
8.41
Oil and Gas Subsector. There are currentlytwo public agencieswith
operational responsibilityin the oil and gas subsector: The Defense Energy
Departmient
(DED), under the Ministry of Defense, and the PetroleumAuthority
of Thailand (PTT).
The latter
has undertaken almost all of the public
investments
in the subsectorin recent years. DED's activitiesinclude oil

/1 This summary assessmentof the Nam Choan project is based on an in-depth
review by World Bank staff.
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explorationand production(only 400 bpd), a major refinery (BangchakOil
Refinery, BOR) and a mini refinery(in the North). DED is due to transferBOR
to PTT by December 1985, but PTT already carries out procurementof crude oil,
the distributionof productsand the provisionof funds for all operatingand
administrativerequirementsof BOR./1 PTT is involvedin a full range of
downstreamoil and gas activities,including oil importing,refining and
distribution,and processingand distributionof natural gas. The first
project executedby PTT and completedby September 1981 was the construction
of a 595 km gas pipeline from the Erawan gas field in the Gulf of Siam to two
EGAT power plants. The pipelinehas a design capacity of 700 MMSCFD and cost
about $500 million, partly financedby the World Bank. PTT also worked with
the Siam Cement Company on the constructionof a 170 km gas pipeline (94
MMSCFD), which was completedin early 1983 at a cost of $57 million, all paid
for by Siam Cement, but also serving other potential future industrial
consumers.

8.42
(a) PTT investmentplanning: PTT's planning capabilitiesare
strong as regards gas developmentand the preparationsof individualprojects.
However, its planning,management and control systems could be strengthenedin
a number of respects. Broader nationaleconomic and financialconsiderations
need to be introduced;an improved assessmentof Thailand'spetroleumrefining
and marketing and the related product storage and pipeline needs is required;
the existing system of project monitoring and control should be broadened
beyond the present scope dealing only with individualprojects; a manpower
developmentprogram needs to be carried out to support PTT's expandingscale
of operations;and the effects of PTT's proposed investmentprogram on its
organizationalstructureneed to be considered. Many of these issues will be
addressed under the LPG project financed in part by the lWorldBank, and the
broader questions of PTT's role in the overall energy sector strategyand
overall investmentprogram will be dealt with under the Government's
structuraladjustmentprogram.
8.43
The strategyunderlyingPTT's investmentprogram is consistent
with the goals of the Fifth Plan. Its core componentsare the natural gas
developmentinvestments,based on recommendationsfrom a recently completed
gas utilizationstudy,/2involvingfuel substitution,mainly in power
generation,and provision of feedstock for gas-basedindustrialdevelopment
in the Eastern Seaboard (see Chapter 7 above). With the present
uncertaintiesregardinggas supplies,however,PTT's program, even in its
version of November 1982, needs substantialrevision,with a shift of
some of the new investmentsfrom the Fifth to the Sixth Plan period, and

/1 The financial ties between PTT, DED and BOR are complex and as a result
substantialfinanciallosses of BOR had to be financedby PTT. Under
the LPG project financedby the World Bank, PTT agreed to propose a
solutionby June 1983 of BOR's financialdifficulties.
/2 Davy McKee/ChemSystems,Gas UtilizationStudy, 1982,
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beyond. /1 Part of the overprogrammingfor the early years results from the
fact that the PST program includesnot only "firm" projects, for which
detailed feasib:Llity
studies are availableand whose priority is well established,/2but a:Lsoa whole range of tentativeprojectswhose timinlg,
cost and
relative priorityhas not been well established,in part because of uncertainties beyond PTT's control. These include the urLcertainties
regarding the
size and timing of availablegas reserves, contractdifficulties With gas
suppliers,and changingplans of potentialgas users. In most cases, furthermore, detailed analysisof economicviability is not availableand the Government's prioritieshave not been fully defined. While these uncertaintieswill
remain, PTT's investmentprogram could be more explicitlyformulatedto
reflect prioritiesassigned to each project and PTT should perform sensitivity
analysis to show how existinguncertaintiesmay affect the implementation
schedule and economicviability of its proposedprojects. This will give rise
to a more real:Lstic
assessmentof what are appropriateinvestment:
scenariosin
a context of uncertaintyand can cassist in identifyingways to reeducethe
uncertainty. In the followingparagraphs,PTT's current investmentprogram
will be briefly summarized,followedby suggestedrevisions.
8.44
(b) PTT's investmentprogram: In November 1981 PTT preparedan investment
program amounting to a total of Baht 55.7 billion for 1982-91,of which about
Baht 40 billion were to be spent during the Fif-thPlan period (Annex 3). Of
this total, the natural gas componentaccountedfor about 85%. In November
1982, PTT prepareda revised program reflectingchanges in timing and costs of
"firm" projects,as well as changes in project compositionover the same
period. The total program cost increasedby about Baht 8 billion,with an
additionalBaht 1 billion during the Fifth Plan period. Due to uncertainties
in gas supplies and because of PTT's increasedawareness of the need for
careful study of the viability of projectsbefore their initiatLon,most
projects or selectedproject componentshave been phased back by a year or
two, while soimenew projectswere added. Specifically,the scope of the LPG
marketing and distributionproject was reduced,giving a larger role to
until it becomes viable.
private companiesand deferring the export cornponent
The design of the Union tie-in pipelinewas changed followinga pipeline
optimizationstudy. The projectfor strategicstorage was dropped as not
having sufficientlyhigh priority,while the capacityof the TORC refinery
expansion projectwas reduced and a hydrocrackersubstitutedfor a catalytic
cracker, in Line with World Bank advice.

/1 PTT prepareda revised investmentprogram in June 1983 which was not
yet availablefor review at the time of the May 1983 mission to discuss
this report. However, the May discussionsindicated substantialagreement between PTT and World Bank staff on the appropriaterevisionsas
ou,tlinedbelow.
/2 Currently this category includesonly the gas pipelinesunder construction anclbeing designedand the first LPG plant with associatedstorage
and dist:ribution
facilities.
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Other changes include PTT's participationin the possible Bangehakrefinery
project,and three possible joint ventures (in Sirikit oil production,illa
fertilizerproject and in an LNG plant; no estimateswere given on costs).
While the November 1982 program demonstratedPTT's flexibilityin
8.45
investmentprogrammingin response to new developments,the Mission findings
indicate that even more caution is needed, in light of the uncertainties
surroundingthe availabilityof gas supplies. As a result, a shift in
projects from the Fifth into the Sixth Plan period is appropriate,resulting
in a reductionby Baht 9.1 billion in the planned investmentsfor 1982-86, or
by about 23% of PTT's 1982 program, even after a sizable allowance is made for
Since the
possible additional,but as yet unspecifiedprojects (Annex 3).
Mission believes that there remains still significantopportunityfor project
slippagein the Fifth Plan period, even this reduced program may be on the
high side. The PTT's current (revised)program,however, has taken such
slippageinto account.
For the Sixth Plan period (1987-91)the proposedprogram is
8.46
dominated by four energy projects and two industrialprojectsusing gas as
feedstock. While much work needs to be done to optimize the timing and size
of the projects, preliminaryanalysis suggests that most of these could be
economicallyand financiallysound, meriting priorityin investment.
Depending on discoveries,this period may also see furtherPTT participation
in oil or gas field developmenttogetherwith investmentsin the associated
infrastructure. The total proposedinvestmentprogram for PTT in the pericod
1982-1991 is thereforesomewhatlarger than envisagedin PTT's revised
November 1982 projections.
Summary Assessmentof Energy Sector Issues
8.47
Since the completionof the Bank's last Energy Sector Report and
Country EconomicMemorandum/1 and of the Fifth Five-Year Plan document, the
outlook for the energy sector in Thailand has changed significantly. The
average level of domesticenergy prices has been adjusted to levels comparable to those in most other developingcountries;the externalenvironment has changed significantlyleading to lower than expected economic
growth in Thailand as elsewhere,and to real internationaloil price decline
in the short term and an outlook for only moderate increasesin the medium
term; domestic offshoregas supplieswhich seemed assured at substantial
levels now appear more uncertain,and the potential for their speedy development and utilizationless evident,while at the same time the possibility

/1 Report No. 2813-TH,May 1980; and Report No. 3067a-TH,December 1980.
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of onshore gas and oil developmenthas emerged. As a net result:of these
changes, the energy targets of the Fifth Five-Year Plan regardingenergy
consumptionand inputs which appearedambitiousat the time of itheir
formulationare now clearly within reach, despite a less favorable outlook in
domestic

production.

8.48
While these developmentsmay make further adjustmentin the energy
sector seem less urgent than was the case two years ago, they give rise to a
number of importantconsiderationsregardingenergy sector development
strategy, energy pricing
and energy conservation.
First,
the el-ficient
development oifThailand'sindigenousenergy resourcesremains of primary
importancefor the realizationof targets of reduced import dependence,
foreign exchange savings,and gas based industrialdevelopment. An energy
sector strategymust thereforebe developed,taking full accouni:
of the
increased cosl:sof borrowingabroad, the scarcityof public sect:orresources,
the uncertain availabilityand developmentcosts of domesticenergy resources,
and the many other competinggoals of public policy, including t:heneed for
employmentgenerationand increasedinvestmentsin human resources. While a
rapid pace of developmentof domesticenergy resourceswas clearly of
overridingimportanceduring the second half of the 1970s, the outlook for the
1980s is such that a careful assessmentof energy developmentpotentialand
intrasectoralbalance,as well as an evaluationof what are the least costly
ways of meetirngThailand'senergy requirementsin an inherentlyuncertain
environtenthave now become essential. Since 1982, the public investment
program in the energy sector, in particular,for the two major state enterprises, EGAT and PTT, has been adjusted in line with changing expectations,
especiallyas regards lower demand forecastsfor power, and the delayed
availabilityof natural gas. Individualagencieshave thus demonstrated
considerablefilexibility
and realism in their investmentplanning. However,
high priority should now be accordedto the developmentof an energy sector
strategy and its subsequentimplementationunder the Government'sstructural
adjustme!nt
prcgram. Second, an appropriateenergy pricing policy is an
essential ingredientto an efficientand equitabledevelopmentcf the energy
sector. The issues relating to the structure of petroleum prices and to the
appropriategas and lignite pricing policy,
ariacurrentlybeing addressedby
an important study, whose findingsand recommendationsshould be quickly
evaluatedby the Government. The institutionaLsteps requiredfor their
implementation.
should then be developedon a prioritybasis. Third, continued
emphasis should be given to energy conservationby providingappropriate
incentivesand support for energy conservation
in industryand in the
transport sector.
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9. TRANSPORTAND COMMUNICATIONS

9.01
The expansion of transportand communicationsinfrastructurehas
played a major role in Thailand'srapid economicand social developmentduring
the last three decades. For the 1980s and beyond, continued expansionof
this infrastructureand the effectivemaintenanceand operation of the capital
stock already in existenceremain an importantchallenge. Efficient transport and communicationsservicesare essential ingredientsfor continued
rapid growth of internal and internationaltrade, for an efficient urbanization process as well as for continuedrural development,for an efficient
utilizationof costly domestic and importedenergy resources,and for an efficient utilizationof a substantialportion of private and public, domestic
and foreigncapital, given the high capital intensityof these sectors.
9.02
This chapter briefly reviews the major planning objectivesand
issues in the transport and communicationsectors and assesses the public
investmentprogramsand requirements. A currently ongoing World Bank review
of the transportsector will provide a more extensiveassessmentof issues,
policies and investmentprioritiesin that sector. Ongoing World Bank
subsectoroffers the opporoperationalinvolvementin the telecommunications
tunity of continuousBank review of major issues in the communications
sector.
Fifth Plan Objectivesand Sectoral Planning Issues
9.03
The Transport Sector. The Plan's approach towards the transport
sector is determinedby two main considerations: the near completionof ithe
national highway system during the Fourth Plan period, and the goal of
energy conservation. The former considerationdictatesa slowdownin
highway spendingand a shift within the road subsector towards concentration
on provincialand rural roads, and to an improvedmaintenance and rehahiiLtation of the entire road system. On the other hand, energy efficiencyin
the transport sector,which accounts for about 40 of petroleumproduct
consumption in Thailand, is to be improvedby a shift in the intra-sectoral,
intermodalbalance from the road subsectorto rail and water transport. This
shift in inter-modalbalance was favored on the premise that past heavy
investments in roads were justified only by previouslycheap oil, discouraging
the developmentof alternative,more energy efficientmodes of transport./l
/1 The network of paved roads expandedrapidly from an estimated8,500 km in
1962 to 130,000 km in 1980, consistingof 14,000 km of nationalhighways,
30,000 km of provincialroads and 85,000 km of rural roads. The vehicle
fleet has also grown correspondinglyfrom about 300,000 to about 2
million over the same period. By contrast, the railway network,
totalling3,800 route-km, hardly expandedduring 1970s. The freight and
passenger traffic growth rates were in the order of 7-91/p.a. on roads.
On railways during the same period, passenger trafficgrew by 8% p.a.,
and freight traffic by 4% supportedby subsidizedtariffs.
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However, the Plan's argument for substantialexpansionof public investments
in the transportmodes other than road transport,and in particularin
railways, requires careful reassessment. Road transportcurrentlyaccounts
for 80-90% olftotal traffic in Thailand and consumesabout 95% of total fuel
used in the 1-ransport
sector. Therefore,increased efficiency,improved
maintenance,and gradual fleet modificationon roads are likely to save more
energy than large and costly expansionsin railway service. For example,a
doubling of railway traffic,requiring investmentsof about $1 billion in
addition to tion-traffic
investments,would reduce the transportsector's
energy consumptionby no more than 5%. In fact, it appears tha!tfor current
levels of long run marginal costs and tariffsmost traffic-relatedinvestments
in railways are at present uneconomic,and thus modest energy saving would be
more than wiped out by losses from uneconomicinvestmentsin subsidized
servicets.Emphasis should be placed, instead,on improvingthe energy
efficiencythroughoutthe transport sector,especiallythrough appropriate
pricing, taxattionand regulationof the road transportsector. Thus, overall
system efficiencyshould be emphasized,investmentsin all modes should be
economicallyviable, and subsidiesshould not become a source of traffic
growth to justifyhigher investments,particuLarlyin railways.
or are underway to help
9.04
A number of studies have been compltsted
develop appropriatepoliciesand programs to achieve the transportsector
objectivesof the Fifth Plan. A "screeningsl:udy"of nationaland provincial roads was completed in 1980 to review investmentplanning in the
Departmentof Highways. A rural roads study completedin 1981, took stock
of the rural roads network,identifiedroad lengths in need of upgrading,
and proposed an institutionalframeworkfor managing the constructionand
maintenance of rural roads. As a result, several rural roads projectsare
being preparedand the Governmentis reviewing the study's institutional
recommendationto consolidaterural road constructionand maintenance
activities,which are now dispersedamongst various agencies such as ARD, PWD,
RID, etc. A study of energy policies for the transportsector was completed
in June 1982, and its recommendationsare under considerationby the
Government. A road user taxationstudy was completed in September 1982. A
number of other policy-orientedstudies are being initiated,addressingissues
in the trucking industry,
ports development,railway investments,regional
transportation,
and unit cost structureof transportmodes. Seztor knowledge
and analyses
thus accumulated will help develop policies
and programs to
increase
the efficiency
and rationalize
the structure
of the transportation
system in Thailand.
The impact of some of the!recently initiatied
studies,
however, is not likely to be significantlyfelt during the Fifth Plan period.
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9.05
Investmentplanning in the transport sector begins with the
preparationof subsector programsby the implementingagenciesconcerned.
These individualprograms are then consolidatedby the Ministry of
Communications,and subsequentlysubmitted to NESDB for review. The NESDB
review focuses on new investments,particularlylarge ones and, in theory at
least, on "problemprojects" in the ongoing program. This review process is
often prolongeddue to inadequateprogram preparationby Lmplementing
agencies. A lack of uniform criteria across subsectorsalso results in a
variety of objectives,sometimesconflictingwith each other, being pursued
in the various subsectoralprograms. Finally, the consolidatedprogram is
presented to Cabinet for approval,but large projectsmay also be submitted
separatelyand independentof the program. The problem project review
process is limited in effectivenessby the automaticbudget allocationin
support of the entire ongoing program. A special problem exists in the
area of transport investmentplanning in Bangkok. Together with the
functionsof overall urban planning and of urban service provision,that of
transport planningand investmentis scatteredover numerous agencies.
Even if the technicalcapabilitiesof investmentplanning and implementation
were enhanced for each of the agencies,it would remain difficult to
implement a coordinatedset of policies and programs for urban transportation under the existing institutionalset up. Eventually,a central
mechanism for transportplanning and investmentprogrammingin Bangkok will
become a necessity.
9.06
Telecommuncations. The main agency in this sector is the
Telephone Organizationof Thailand (TOT), responsible for the domestic
public telephone service,and for internationaltelephoneservice to several
neighboringcountries. The other sizeableagency is the Communication
Authority of Thailand (CAT), responsible for postal service,international
telephone service to countriesnot served by TOT, and all telegraphand
telex services. The coordinationof subsectorpolicies and investment
programs between TOT and CAT formally takes place via the representation
of each on the other's board of directors, In practice,however, there
is considerablescope for improvementsin coordination. A committee in the
Ministry of Communications,where TOT and CAT are represented,ensures
operationalcoordinationbetween these entities. Although TOT's and CAT's
services overlap marginally, their operationsdo not involve any significiant
duplication. Telephone density in Thailand as of January 1980 was 1.0
telephonesper 100 inhabitants,which is about equal to that in the
Philippines(1.1), but substantiallybelow that of other countries in the
region, e.g. Malaysia 3.3 and Republic of 'Korea7.8. And even though
telephone servicesare heavily concentratedin Bangkok (5.4 telephonesper 100
inhabitants),other capital cities in the region have higher densities,e.g.,
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Manila 7.9, Seoul 15.1, and Kuala Lumpur 32.1.
There is, as a result,
considerable
excess demand for telephone services
and the estimated
rates
return
to inviestment in telecommunication
are high. /1

of

9.07
In iresponse to these telecommunications
needs, TOT has prepared a
five year program (1982-86) for development of' telephone
service in
Thailand,
over and above ongoing investment projects.
In line with the
Fifth P:Lan's objectives
the program emphasizeE telecommunications
investment
in the provinces,
extension
of service
to most districts
(amphoes),
and more expeditious
provision
of services
in main centers.
The
main targets
of the program are to expand the telephone network by about
0.5 million
lLnes in Bangkok and 0.4 million lines in provinciaL
towns and
rural areas, representing
an increase
of more than 100% over preexisting
network capacity in provincial
areas.
The program would also aiLm at
installing
long distance
public call offices
in about 2,500 subdistricts
(tambons),
a four-fold
increase
in tambons served, but leaving still
about
half of all tambons without such service.
While this expansion program
would in principle
represent
an efficient
expansion of telecommunications
services
in ThLailand, in practice
it is unlikely
that TOT can complete the
program during the period envisaged without jeopardizing
the implementation
of ongoing projects.
These projects
are likely
to require
implementation
continuiLng well into FY 1985 and will already strain
to the maxiLmumTOT's
capacity
to carry out the commercial, administrative
and technical
tasks
involved in connecting
new subscribers
and properly operating
and maintaining
the new facilJities.
Despite expected improvements in TOT's implementation
capacity
(including
the use of private
contractors
for equipmen1: installation,
which TOT has already begun), a realistic
schedule for the new program of
investments
dEtscribed in para. 9.17 is therefore
the period FY 'L984-88.
9.08
ThuEswhile the timing of TOT's investment
program is likely to
require
some adjustment,
it consists
of a reasonable
mix of investments
addressed
to improve and expand service
across the country in response to
forecast
demand, broad regional
priorities
as expressed
in the Plan, and
sound engineering
practices.
However, the following areas of irnvestment

/1

Unmet demaind as a percent of total connections
is estimated
to have
increased
from 13% in 1977 to 49% in 1982, despite
the expansion of
the network from 260,000 connections
to 43D,OOO connections
over the
same period (Report No. 3784-TH, p. 4).
The recently
approved Fourth
World Bank Telecommunications
Project
in T'hailand had a rate! of return
of 26% by conservative
estimates
(Report.
No. 3784-TH).
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planninghave been identifiedin recent World Bank appraisal reports as
requiring improvedeconomic inputs in future: First, demand forecastingneeds
to be improvedas TOT is expected to meet the current excess demand in the
late 1980s. Second, pricing as an instrumentfor efficientresource
allocationin the sector needs to be improved,even though the present level
of average prices of TOT are high enough to maintain a rate of return on
revalued capital of at least 10% through 1985 and to generate a minimum of 20%
of financesrequired for its investmentprogram from own resources./1 Third,
the design of a longer term program for the developmentof rural telephone!
services, and for the provisionof public telephonesin urban low income areas
is required. For all three areas, technical assistanceto TOT is being
financedunder ongoingWorld Bank projectswhich should go a long way towards
improving TOT's long-rangeinvestmentplanning.
Public InvestmentProgram in Transport and Communications
9.09
Until recently transportand communicationrepresented the single
most important categoryof public expenditure,accountingfor about 18% of
total consolidatedpublic expenditureduring the Fourth Plan period, and
some 30% of total public investmentexpenditure(Table 9.1). This large
weight in public spendingreflects the heavy emphasis traditionallygiven
by the Thai authoritiesto infrastructuredevelopment,although its share
declined in recent years comparedwith the 1960s and early 1970s, mainly
because of the much increased expenditurein the energy sector and the
progress achieved in the constructionof physical infrastructure. Among
transport and communicationactivities,investmentin highways, carried out
principallyby the Central Government,has generally contributed50-60%,
with this share being lower in recent years than during the first half of

/1 TOT also generates financialresources in two other ways: First, it
is required to contribute44% of its net surplus after interestto the
Central Governmentbudget. This amounted to Baht 0.56 billion in
FY 1981 and is projected to grow to Baht 3.5 billion by FY 1986.
Second, TOT receives only a small proportion(about 10%) of revenues
on internationalservice providedby CAT (using TOT equipment). CAT, as
a result, derives a large surpluswhich it uses to meet the losses of
the postal service. As was argued above, it is in principle appropriate for state enterprisesto pay taxes like private firms; however,
the specificnature of the explicit and implicit form of telephone
taxation is worth careful study, particularlysince by the late 1980s
excess demand for telephone
services
is likely
to have largely been
satisfied.

-
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PUBLIC EXPENDITURE IN TRANSPORT AND COMMUNICATIONS
(in %)

9.1:

--------- -- Fiscal
Years ------------1979
L980 1981 1982/a
1970
1977
1978

Share in total
public capital
expenditure
Share in capital
spending for
transport and
communications
sector:
Highways (Central
Government)
Rail (SRT)
Air transport/b
Urban transitT7
Ports (PAT)
Telecomm.
(TOT,CAT)
Other

/a

Fourth
plan
19771981

Fifth
plan
19821986

30.7

n.a.

100.0 100.0 100.0 100.0 1(0.0 100.0 100.0

100.0

100.0

37.4

31.1

30.2

34.4

31.5 28.1

25.8

63.9
7.8
2.3
3.5

60.1
2.2
18.6
5.1
1.2

45.6
1.0
31.1
8.5
0.6

40.5
6.4
29.8
4.3
1.0

45.4
2.1
32.4
4.5
2.2

53.8
4.4
20.8
4.9
1.7

53.0
5.6
10.5
6.7
1.3

48.5
3.3
27.0
5.3
1.5

36.6/d
9.3
12.8
7.1
3.4

14.6
8.0

8.9
3.9

11.4
1.8

14.0
4.0

9.1
4.3

10.4
4.0

18.8
4.1

10.7
3.7

29.6
1.2

Estimate

75 Airport Authority of Thailand, Thai Airways International, Thai Airways
/c
7-d

Ltd.
BMTA, Expressway and Rapid Transit Authority.
Central Government development expenditures for transport and communications.

Source:

Annex 3; mission estimates.

- 242

-

the 1970s. Air transportinvestment,mainly in Thailand-sinternational
and domestic airlinesand for airport facilities,have increased substantially in importancein the second half of the 1970s and contributed27%
during the Fourth Plan period to the sector's investment,although subject
to considerablefluctuations. Similarly,telecommunications
investmenthas
fluctuatedover recent years, averaging at 10% of total sector investment
during the Fourth Plan period. Investmentin railways, ports, urban transsit,
and other sectoral activitiesadded up to just under 15% during the same
period.
The Fifth Plan expenditure
program of NESDBas of mid-1982 projected
an overall
decline in the share of the sector in total public spending when
comparedwith the Fourth Plan period, and envisaged substantialshifts within
the sector: Highways investmentsare to drop from almost 50% of total
sectoral investmentto only some 35%; the share of air transport investment
similarly is expected to drop from 27% to 13%. These declines are to be
offset by substantialincreases in investmentsin railways, telecommunications, and, to a lesser extent, in ports and urban transit. The following
paragraphsreview the planned investmentsin the various subsectors.
9.10
Roads. During the Fifth Plan period total planned investmentsof
Baht 58 billion consist of Baht 43 billion
for construction
and
rehabilitation,of which more than three quartersare to be devoted to
provincial and rural road construction;Baht 14 billion for the maintenanceof
the existing network; and Baht 1 billion for the constructionof bus and truck
terminals. This program is based on the assumptionof 6-8% p.a. traffic
growth. Although traffic growth since 1980 has been slightly lower than
expected, this is not likely to reflect a reversal in long-term trends,but
the slowdown in economicactivity particularlyin 1982. In any case, muc'hof
the planned road investmentscan be justifiedon the basis of existing traffic
and is based on feasibilitystudies already completed. The program is well
designed,reflecting the Plans' appropriateprioritiesin terms of increased
emphasis on provincialand rural road constructionand on rehabilitationand
maintenance. Consideringthe economic justificationof the underlying
projects and the fact that the overall program has already been cut back as
comparedwith earlier Plan periods, the road subsector investmentprogram's
size and distributionis appropriate.
9.11
Related to and supportedby rapid road sector developmenthas been
the developmentof the truckingindustry,which has grownirapidly over the
last two decades. In view of the inherent flexibility,low cost, and convenience of trucking services,this transportmode has generallybeen preferred
to railwaysand is likely to capture the greater part of future traffic
growth. A study has recently been initiated to assess the Government-s
concerns of excessive competitivenessin the truckingindustry,underutilizationof vehicle capacity,noncompliancewith traffic and load regulations and its effects on road maintenancerequirements,and inefficiencies
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in the Gover nment's trucking company (ETO).
It is important,
however, to
bear in mind that, on balance,
private
trucking in Thailand is a very dynamic, and mositly efficiently
operated service sector.
Public intervention
and regulation,
while possibly appropriate
orI a selective
basis,
should
therefore
be designed with great care so as tnot to restrict
unnecessarily
the effective
and essential
operations
of this sector.
9.12
Railways.
The investments
originally
proposed for railways
in
support of tlhe Fifth Plan objectives
were Baht 23 billion.
They were based
on projections
of traffic
growth of 10% p.a., twice the recent trends,
and
substantially
above the growth rate of 3-5%7projected
by the World Bank.
Short of mandatory restrictions
on road use, which are not the Government's
intention,
the increase
in rail traffic
is nc't likely to occur, particularly
as the Goverinment intends to reduce the operational
deficits
of the State
Railways of Tlhailand (SRT) over the coming years by raising
tariffs
to
cost-covering
levels.
Considering,
moreover, that rail capacity use is low,
with a 60% passenger occupancy ratio
and a 44% load factor for freight,
the
existing
rail system is capable of accommodating a large part of any likely
increase
in passenger and freight
traffic,
irLcluding that generated by the
potential
oil shipment from Lan Krabu to the Eastern Seaboard.
Fifth Plan
investmnents in the rail system should therefcre
be designed to rehabilitate
and upgrade existing
components, many of which are appropriate
and economic
even in the absence of traffic
growth, but do not require more than about
Baht 8 billion
over the period 1982-86, implying a reduction
of Baht 15
billion
in tlhe original
investment program.
After an intensivie review, the
Government has recently
decided to scale down the railway investment
program
to the level of about Baht 9 billion.
9.13
Urlban Transit.
The problems of traffic
congestion
in Bangkok have
been worsening in recent decades with rapid increases
in population
and
vehicle
ownership.
Improvements of existing
transport
capacity and
investment
in additional
capacity
in Bangkok has therefore
been generally
thought essential.
NESDBis currently
initiating
studies to assess the
transport
situation
of Bangkok and to developo appropriate
approaches
for
certain
transport
policies
and investments.
However, three major elements
are certain
to make up the appropriate
urban transport
strategy:
First,
continued
improvements in traffic
management and regulation;
second,
increase
in the use of high-occupancy
vehicles,
mainly by strengthening
existing
public transport
in buses and mini-buses;/l
and third,
selected
improvements in existing
roads and construction
of new periphe:ral
road

/1

This will require
a serious effort
in efliciency
improvements in the
operations
of the Bangkok's public bus company (BMTA), including
its
possible
reprivatization.
Furthermore,
public policy should support,
rather
than limit the development of privately-operated
public transport
modes, including
Bangkok's various
types of mini-buses.
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systems,/lincluding the completionof the already planned expressways.
These investments,which would represent an extensionand intensificationof
past efforts supported in part by World Bank lending,will require some Raht
10 billion during the Fifth Plan period, and should be given priorityover
the constructionof a rapid rail transit system which is currentlyunder
considerationfor Bangkok. The system would not solve much of the transiit
problem for a majority of Bangkok residents,since it would tend to switch
passengersfrom bus to rail, but would still leave the most needy sections
of the city unserved by any transport facilities. Given the magnitude of
the investmentsrequired and the substantialfinancialrequirementsof
operating such a system, the economic and financialviabilityof a rapid
rail system must be assessed carefullybefore initiatingthe project.
9.14
Water Transport. Water transport investmentsoriginallyplanned
for the Fifth Plan period amounted to about Baht 10 billion, includingBaht
1.2 billion for inland waterways,Baht 1.4 billion for coastal ports, Baht 4
billion for deepsea ports, and Baht 3.4 billion for merchantmarine
promotion. These investmentsare in line with appropriatePlan projections
for water transportdemand growth and largely involve completionof ongoing
projects or are based on existing feasibilitystudies indicatingtheir
economic viability. The only componentwhich may deserve reconsiderationis
the substantialsupport for the developmentof the merchant marine,
which may be unnecessaryand involve unwarrantedsubsidizationof international shipping.
9.15
Not included in the original investmentprogram was construction
of a major deepsea port at Laem Chabang with an estimated total cost of Baht
10 billion,designed to support industrialand regional developmentof the!
Eastern Seaboard area. Its inclusionin the program now is based on the
Governments perceptionthat the originallyplanned rehabilitationof
Sattahip deepsea port would not attract private industryand thus serve one
of the main goals of the Eastern Seaboard Program. The major question
relates to the appropriatetiming of the constructionof this port. An
economic feasibilitystudy is under preparation,which should provide a basis
for the appropriatesize, timing, and phasing of Laem Chabang port
construction. Consideringthe relatively low growth in port demand in recent
years, it may be desirable to stretch the executionof the Laem Chabang
project well into the Sixth Plan period.

/1 Less than 10% of Bangkok's land space is devoted to roads, a very low
proportionby internationalstandards,reflecting the fact that many
portions of the city are not served by arterial or feeder roads.
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9.16
AvLation. Baht 23 billion of investmentsare currenl:ly
planned by
the aviationagenciesduring 1982-86. They Include Baht 5.7 billion in
aircraft procurement,Baht 5.1 billion for the expansionof Don Muang
internationalairport,Baht 8.6 billion for a new internationalairport at
Nong Ngu Hao,,Baht 2.6 billion for an aircraftmaintenancecenl:er,
and Baht 1
billion in miscellaneousairport improvementsand air safety and training
expenditures. Almost 90% would be financed from external loans, including
aircraft
procurement,
the maintenance center,
and the new airport.
Aircraft
acquisiLtion
plans are based on current
forecasts
of air traffic demand and,
given past patterns
of flexible
airline
management, are likely to be quickly
adapted if the demand outlook should change. However, the possibilityshould
be exploredof leasing,rather than purchasingthe aircraftduring the Fifth
Plan period. This would reduce the investmentand foreign borrowing
requirementsand could represent the most economicalsolutionsto Thailand's
aviation needs given the substantialexcess capacitypresently existingin
internationalaviation. The airport expansionprogram can be adjusted to
concentrateon the completionof the upgradingprogram at Don Mtuangairport,
while indefinitelypostponingconstructionof a new airport. l'heAviation
Authority of Thailand (AAT) itself views this airport as not required for
another 20-25 years, as the expansion at Don Muang will be sufficientto
handle expect:ed traffic
growth.
A decision regarding
Nong Ngu Hao should be
postponed for 5-10 years at which time its viability
can be reassessed.
9.17
Telecommunications.
The investment
program for the t:elecommunications sector for the Fifth Plan as compiled tentativelyby NESIDBin June 1982
staff amounts to about Baht 57 billion, of which 97% would be carried out by
TOT. For TOT much of this investment
would be heavily bunched in FY 1984 and
FY 1985, due to the overlappingof ongoing projectsand work ontnew projects
to be initiated. This would likely strain TOr implementationcapacitybeyond
the maximum 1easible limit, and thereforea phasing back of the program is
appropriate particularlyfor the new projects(see para. 9.07 above). The
details of irnvestments
under a revised schedulehave not yet been developed,
but it is likely that some 30% of the originallyprogrammednew investmentsor
20% of total TOT investmentscan be deferred until the Sixth Plan period.
This would reduce total TOT investmentsby about Baht 11 billion from Baht
55.4 billion to Baht 44.3 billion. This is about Baht 10 billion above the
investmentsincluded for TOT in NESDB's overall public investmentprogram as
of August 1982, which appears quite restrictive
given the sectoral
targets
for
the Fifth Plainperiod. It would imply shiftingsome 50% of the originally
planned expenditureunder new projects from the Fifth to the Sixth Plan. TOT
plans to finainceabout half of its capltal investmentfrom foreign borrowing,
while the remtainder would be raised from internal
cash generation
and
subscriber
bonds.
Summary Assessment
9.18
The transport
and communication sectors will remain important areas
for pubilic policy and investment
in the 1980s.
Aside from the issue of
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appropriatepricing and taxationof public infrastructureand services
provided in these sectors, the major issues arise in terms of the overall size
and distributionof public investmentsin this sector. Of a total investment
program of Baht 154 billion tentativelyplanned by transport sector agencies
for the Fifth Plan period the Mission's assessmentindicates that approximately Baht 100 billion appear to deserve priority. The major projectswhich
would be dropped or substantiallyphased back beyond the Fifth Plan period are
railway expansion,
Laem Chabang port construction,
the new Nong Ngu Rao
airport,
and the Bangkok rapid rail transit
project.
Further economies may be
feasible,
for example in the aviation
subsector,
depending on air travel
demand. Comparing the Mission's
program with the overall
investment
program
developed by NESDBin August 1982, the latter
is about 10% larger for nonroad
transport
sector expenditures./l
The NESDBprogram is roughly comparable to
the Mission's program for urban transit, substantiallylarger for railwaysand
aviation, but smaller for water transport. In any case, the bulk of the
savings proposedby the Mission and by NESDB involves savings in planned state
enterpriseinvestments,and could result in substantialreductionsin foreign
borrowing,which would have been required to finance the investmentsproposed
by the agencies./2 In telecommunications,
the limitationsof the institutional capabilitiesof public agenciesinvolved in this sector require a more
conservativeinvestmentprogram than was originallyplanned,or than might be
appropriate
in terms of service demand and narrow economic rate of return
considerations.

/1

The NESDBprogram includes all development expenditures
subsector,not only capital expenditures.

for

the road

/2 According to NESDB estimates,48% of the nonroad transportinvestments
(Baht 44 billion)would be financedby foreign borrowing,18% by
domestic borrowing,24% from self-financing,and 10% from budgetary
contributions.
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10.

HUMAN
RESOURCEDEVELOPMENT:POPULATION,HEALTHANDEDUCATION

10.01
Structural
adjustment
in developing countries,
as coinmonly defined
in recent years, has been understood
to refer primarily
to the changes
required
to bring about adjustment
in the medium term in responlse to the
external
ecomomic shocks of the 1970s, in particular
the energy price
increases
of 1974 and 1979.
Structural
adjustment
programs have therefore
in
general been designed to provide the public policy framework (appropriate
incentives,
public investments,
resource mobilization
and regu:Lations)
in the
areas of agriculture,
industry,
energy and fiscal
policy necessary to achieve
external
and domestic economic stability
while maintaining
economic growth
momentum. HuLmanresource
development in the areas of population
growth,
health and education were generally
not incltuded under this narrow definition
of (medium term) structural
adjustment.
10.02
A cogent case can, however, be made that public policiesand investments affecting human resource developmentaxe crucial determiaantsfor a
country's ability to transform itself efficientlyand equitably from a
traditional agrariansociety into a modern agricultur'al
and industrial
economy,wit'houtunduely strainingthe country s economicstabilityor social
fabric. This case has recentlybeen made for the developingworld in general
in the World DevelopmentReport, 1980, and for Thailand in particularin the
last Basic EconomicReport./1 Therefore,taking a broad perspectiveof
structuraladjustmentthis Report concludesby reviewing the major current
issues in the areas of human resourcedevelopmentand by assessing the public
investmentrequirementsin the areas of population,health and education.
Policy Issues and Priorities for Human ResouIce Development
10.03
This section discusses the policy issues and prioritiesseparately
for populationplanning,health and education. This should not detract
attention from the importantinterrelationshi.ps
between these three areas of
human resource development./2 Where appropriate,the most importantof these
interrelationshipwill be stressedin the paragraphsbelow. Particular
attention is given to the area of populationpolicy, since it is in this area
that the Fifth Plan may have been overly sanguine about the ease with which
continued progress can be achieved.

/I World Bank, Report No. 2059-TH, "Thailand: Toward a DevelopmentStrategy
of Full Participation,"September 1978.
/2 See World DevelopmentReport, 1980 for an extensivediscussionof these
inerrelationships.
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10.04
PopulationGrowth and Policy. The populationgrowth rate has
crucial implicationsfor Thailand'seconomic developmentand social welfare.
This has been recognized in past developmentplans and stronglyreaffirmed
in the new Fifth NationalEconomic and Social DevelopmentPlan (1982-1986).
The main demographicgoal of the Fifth Plan is to reduce the populationgrowth
rate per annum to 1.5% by 1986. Based on the major decline in fertility Ln
the 1970s, much of which can be attributedto the National Family Planning
Program (NFPP),many Royal Thai Government(RTG) officialshave anticipated
that this new target can also be readily achieved.
Recent evidence calls this assumptioninto question. The data
10.05
suggest that for structuraland other reasons, further reductionsin fertility will be considerablymore difficult to achieve than in the past. Family
planning practice is beginning to reach the saturationpoint in some areas.
Concentrationon the family planning servicesside alone may not produce the
target growth rate. Further increase in demand for family planning through
reduction in desired family size from three to two children is also required.
The Fifth Plan recognizes this, spelling out a number of potential "beyond
family planning"measures. No focal point has been established,however, for
sorting through these proposals,establishingnew policies, and setting needed
new activitiesinto motion. Other issues associatedwith making the NFPP
even more effective and simultaneouslydeveloping,astrong demand creation
effort through a broad gauged populationprogram have been identifiedand are
spelled out in this section.
Table 10.1: ESTIMATES OF CRUDE BIRTH RATES, 1920-81
(per thousand)
Year
1920
1940
1950
1960
1965
1968
1970

CBR /a
48.8
42.4
44.0
44.3
41.2
42.5
39.4

Year

1975
1978
1979
1980
1981

CBR lb

35.6
30.4
30.7
30.1
29.1

/a UN estimates.
Estimates based on registrationand census data.

7b

Source: StatisticalAppendix, Table 1.3.
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10.06
(a) Trends in fertility
and contraceptive
use between 1968-78:
Deficiencies
in the vital registration
system and the absence of any national
large-scale
fertility
survey prior to the mid--1960s make it dif'ficult
to
assess with any accuracy the exact timing of the turning point in Thailand's
fertility.
Tlowever, as Table 10.1. shows, while there may have been decline in
the crude bir th rate (CBR) in the 1940s, a sustained
decline at:the national
level was not: evident till
the mid-1960s.
CDncommitant with the decline in
the CBR, the level of fertility
as measured by the total fertility
rate /1
(TFR) also declined by 35-40% from 6.3 in 1964-65 to 3.8-4.1 inL1978. This is
one of the most rapid fertility
declines
on record.
In addition,
in spite of
declining
mortality,
the rate of natural
increase
is estimated
to have
declined
from 3.1% in 1970 to 2.2% in 1978.
to the observed fertility
decline can
10.07
The factors
that contributed
be highlighted
by decomposing the change in the CBR to changes in age-structure of the female population,
changes in age at marriage and changes in
marital
fertility.
According to the estimates
available
between 1965 and 1975
the age-struc ture of the female population
changed in a manner that would have
led to an inc:rease in the CBR even if fertility
had remained constant
at
1965 levels.
This increase
however was more than offset by a substantial
fertility,
with changes in marital
structure!
remaining
decline in marital
uncertain,
although changes in the proportions
single between 1.960 and 1975
indicate
that: changes in the marital
structure
may have contributed
to the
decline
in the CBR. Marital
fertility
at the national
level declined by
almost 40.0% between 1969/70 and 1978, with the most substantial
declines
taking place in the fertility
of married women over 25 years of age.
Declines
in fertility
were larger among rural than urban women, thereby eliminating
the pronounced rural-urban
differentials
that existed at earlier
periods.
Between the mid-1960s and mid-1970s the most dramatic decline was in the
North, where fertility,
as measured by the TFR, fell by over 40% from 6.47 to
3.74.
In the Central Region, the TFR declined
from 5.90 to 4.1.1, but it
remained over 6.0 in the Northeast
and the South, with the latt:er region
experiencing
a very slight
increase.
10.08
ThiLs substantial
decline in marital
fertility
can be attributed
the increase
in the share of married women aged 15-44 using contraception,
which rose from 14.0% in 1969/70 to 53.0% in 1978. In 1978, the highest

/1

to

The totaL fertility
rate is the average number of children
that would
be born Ito a woman during her lifetime
if she were to pass through all
her childibearing
years conforming to the age-specific
fertiLlity
rates
of a given year.
The TFR is the most basic fertility
indicator.

rates
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of use were found in urban areas (63.0%),and in the North (59.0%) and Central
(60.0%) regions;the lowest prevalencerate was in the South (36.0%).
10.09
(b) Trends between 1978-81: Since 1978, developmentsin both
fertilityand in contraceptiveuse are cause for concern, since fertility
declines and increasesin contraceptiveuse appear to be levellingoff. For
fertility,registrationrecords indicatea continueddecline in both the CBR
and the TFR, albeit at a slower rate. Between 1978 and 1981, the CBR declined
by 0.4% p. a. compared to 3.4% p. a. in the previousdecade (1968-1978). The
rate of decline in the TFR, which was 4.0% p. a. between 1965 and 1978,
dropped to 3.7% p.a. between 1978-81.
10.10
Survey data, in contrast, indicatea reversal in the trend in
fertility. The CBR is estimated to have increasedfrom 28.4 per thousand in
1978 to 31.4 in 1981. Correspondingto this increase in the CBR is the
increase in the TFR, which rose from 3.75 in 1978 to 3.95 in 1981. The
available informationon age and marital structureand marital fertilityis
examined below in an attempt to clarify the direction of the trend in
fertility.
10.11
Available evidenceshows that the proportionof the population
comprisingof women in the reproductiveages has increased since 1976,
indicatingan age-sex distributionconducive to a higher CBR. Therefore,the
two trends in birth rates suggestedby registrationand survey data indicate
different interpretations. Based on the assumptionthat there has been no
deteriorationin the registrationof births between 1978 and 1981, the
decline in the CBR based on registrationdata not only compensatedfor
changes in the age-structure,but also reflectsa real decline in fertility.
In contrast,the CBRs calculatedfrom survey data indicalte
some actual
increase in fertility,since the rise in the CBRs between 1979 and 1981 (3,
points) was much larger than that expected due to change in the age-sex
structure (1.2 points). The evidence on age at marriage from survey data
shows that the mean age at marriage for respondents25 years and older has
remained relativelyconstant for the past 20 years, indicatingthat any
increase in fertilitycannot be attributableto changes in nuptiality
patterns. Finally, evidence from the surveyson marital fertilityshows that
with the exceptionof the South, marital fertilityincreasedin all the other
regions between 1978 and 1981. The overall increase is reflected in the
marital fertilityof women aged 20-34, which represent the prime child-bearing
age groups.
10.12
Summarizing the evidence presentedabove, the increasein fertility
indicated by the ContraceptivePrevalenceSurvey (CPS) data resulted from!
increases in marital fertilityand in the proportionof women in the childbearing ages, while age at marriage appears to have remained relatively
constant. On balance, the trends in fertilityderived from registration
records appear to be more reliable than those derived from survey data
because there is no substantiveevidence for a decline in the effectiveness
of the registrationprocess,whereas samplingerrors and differencesin
methodologies,questions,coding and analyticalapproachesused for the two
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A fina'l conclusion
surveys may account for the apparent rise in fertility.
will have to await further
analysis,
but this
on the actual trend in fertility
will not reverse
the finding that there has been at best a slowdown in the
pace of decline of fertility
since 1978, and at worst a reversal
of earlier
trends. /1.
10.13
Data on contraceptive
use confirm slowing down or levelling
off
of fertility
decline./2
The rate of increase
in new acceptors
of family
planning methods reached a peak in 1978, and has since declined,
with an
acceptors
absolute
decrease taking place since 1981. Pill and sterilization
as a proportion
of all acceptors
declined
steadily
after 1978 with increases
in acceptors
of the IUD and injectables
not being enough to offset the
Appendix,
declines
in pill and sterilization
acceptors
('Statistical
Table 1.6).
Similarly,
although the proportion
of the women practising
the rate of increase has slowed down. For
contraception
has been increasing,
example, between 1975 and 1978, the proportion
of current
users increased
from 37% to 53%, an increase
of 16 percentage
points.
Between 1978 and 1981
the increase
was only 5.0 percentage
points,
representing
only one-third
of
three-year
perliod.
the increase
in the preceeding
10.14
While some of this slowdown in the growth of contraceptive
is to be
expected after the tremendous surge in family planning in 1975-78 and as
family planning is becoming more widely spread,
the extent of the slowdown
since 1978 is cause for concern, particularly
as regards the scope for future
increase
in the coverage of family planning.
In addition,
there was also a
For
of contraceptive
use in reducing
fertility.
decrease in the effectiveness
example, between 1975 and 1978, a ten percentage point increase
in contraceptive use was associated
with a decline of 3.3 per thousand in the CBR;
between 1978 and 1981, it was associated
with a decline of only 2.6 per
thousand.
10.15
This reduced effectiveness
of contraceptive
use in controlling
fertility
may be related
to the fact that des'ired family size in Thailand
(3 children)
is still
relatively
high.
According to the results
of the
National Survey of Fertility,
Mortality
and Family Planning (NS) conducted
in 1979, economic factors were predominant in attitudes
towards large
families,
with nearly 50% of rural women and '13% of urban women giving help
in work and support in old age as the advantages of large families.
Anxiety
about child mortality
was also mentioned by ovrer 10% of the women as a
While infant and child mortality
has
disavantage
of having a small family.
/1

Similar
slowdowns, or reversals,
in the decline of fertility
have been
encountered
in other developing countries
with similar earlier
successes
in reducing
fertility.
Mauritius,
for example, experienced
an increase
in the CBR from 23 to 27 between 1973 and 1980, because a substantial
increase
in proportion
of women in the ch:Lldbearing age coincided with
only a small decline in fertility
(adjusted
for changes in age structure).

/2

The data
observed

do not however confirm
in the CPS surveys.

the reversial

in the fertility

rate
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been declining in Thailand, it neverthelessremains at a moderate level
(in 1980, the infant mortality was 55 per 1,000 live births);moreover, it
is quite likely that the extent of this decline may not be fully realized
by all women./l Preliminaryanalysesof the 1978 CPS data indicatethat
child mortality,level of education of the couple, age at marriage and
women's participationin the labor force are all factors strongly
influencingdesired family size. If furtherdecreases in fertilityare to
be realized, concerted efforts will have to be made to influence these
variables in conjunctionwith continued expansionof family planning services.
10.16
(c) Fifth plan populationand family planning targets: There are
indicationsthat Thailand may be approachinga saturationpoint in both
contraceptiveprevalenceand in the impact of contraceptiveuse on fertility.
In conjunctionwith an age structurethat is conducive to increases in the
CBR, these indicationsraise some concernsabout the feasibilityof the
ambitious target establishedby the Fifth Plan to reduce the populationgrowth
rate from 2.1% in 1981 to 1.5% in 1986. Two issues need to be examined: (1)
Given the current demographicsituation,is the target rate of population
growth feasible? (2) Can the NFPP be relied upon to achieve the population
goals, as has been done in the past?
10.17
Given the current age-sex composition,a growth rate of 1.5% in
1986 would imply a decline in the TFR from an estimated3.7%/2 in 1981 to
2.6 in 1986. This representsa reduction of 1.1 in the TFR in five years.
The realizationof this goal is problematicdue to the limited scope for
further increasingcontraceptiveuse. Between 1981 and 1982, current use
of contraceptiondecreased slightlyfrom 59% to 58.7%, representingan
annual rate of decline of 0.5%. This comparesvery unfavourably with the
annual average rate of growth in prevalenceof almost 8.0% between 1975 and
1981, during which time the TFR decreased by 1.3 points.
10.18
In view of this, a reductionof TFR much below present levels will
require an effort which goes beyond the traditionalprogramsof the NFPP,
since it will require a reduction in the desired family size in Thailand.
As stated earlier,reduced child mortality,increased couples education
and age at marriage and a higher labor force participationrate among women
can be expected to contributeto a reduced demand for children,but will
require speciallydesigneddevelopmentprograms, focusing in particular
on the regions outside Bangkok. Given the lag in the effect of development
on reducing demand for children,and the limited scope for further impacts of
contraceptiveuse on fertility,the populationgrowth target of the Fifth
/1

"A PreliminaryReport of the National Survey of Fertility,Mortality and
Family Planning in Thailand, 1979." Paper No. 39, The Institute of
PopulationStudies, ChulalongkornUniversity,Bangkok,Thailand,1981.,

/2 Using the estimated1980 populationof Thailandgiven in the World
DevelopmentIndicators,1982, this is the TFR that would yield a growth
rate of 2.1% in 1981. this rate is similar to that estimated from
registrationof births for 1981.
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Plan will be difficult to meet under the best of circumstances./l The
Governmenthas already responded to this recent evidenceby setting up
an interagencygroup involvingMOPH and NESDB to review and assess the
implicationsof the data in fertilitydecline and to develop appropriate
policy responses.
10.19
(d) Implicationsfor populationpolicy. The Fifth Plan proposes a
number of important policy and program initiat:ives,
designed to respond to
several constraintsin the provisionof family planning services,including
pronatalistlaws and regulations,major gaps in populationeducationand
communication programs, and weak program coorclination.
The proposed policy
changes and measures are designed to (a) strerngthen
the family planning
program by targettingit more effectivelyon groups with low acceptancerates;
(b) revise laws and regulationsto permit easier access to sterilizationand
abortion,
and to lower income tax rates on unnmarried
individualsso as to
encourage later marriages;
(c) provide incentives
for sterilization
and
population
limitation
of family size; and (d) expand and intensify
(IEC) and trainingactivities. The Plan
information/e,ducation/communication
has thus identified
a number of important areas in the Thai population
strengthening,
and others have emerged in the course of
program requiring
the Ban'k'srecent work in this area. When these are combined they fall into
two main clusters: gaps and constraintsin the present family planning
effort, and various aspects of demand creatiotL
that require further
attention.
10.20
Four main gaps and constraintshave been identifiedin the
present family planning effort:
(i) Reliance on a single model. Basically a single approach
was used in the past in deliveryof public family planning
services and IEC, and it proved effective in reaching those
in the mainstream of Thai life and culture. Some important
groups were neglected,however, including unmarriedwomen,
ethnic and religiousminorities,low-incomegroups, and slum
dwellers. AppropriatevariationsinIservice delivery
strategy and content of IEC messagesiare beginning to be
implementedto make the program more responsiveto these
groups' needs. It was agreed recenl:lythat the IEC program
would orient more of its activitiesto specificaudiences,
but further efforts in this directionare still needed.

/I Tne experiencein other countriesalso shows that it is considerably
more difficult to move from a 2.0% to a 1.5% populationgrowth rate than
is a decrease from 2.5% to 2.0%.
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(ii) Organizationalconstraintsin MOPH. Several constraintsmake
it unlikely that the Ministry of Public Health (MOPH)will
be able to increaseyet further its emphasison family
planning. During the 1970s the ready availabilityof
external
resources
for family planning permitted
strong
central
and regional
family planning units to develop.
This led to some inevitable
rivalries
on the part of less
well-endowedunits and eventuallygenerated serious concerns about
balance between units in MOPH. With the growing national commitment
to a strong community-basedprimary health care program and a
decline in resources for family planning,it seems inevitablethat
the amount of time devoted to family planning by field
staff - and perhaps their commitment,too - is going to
decline and that MOPH is going to strive for more balance
in its programsby building up other activities. (Some of
these activitiesmay indirectlyinfluence fertility,
however; see para. 10.21(iv).)
(iii) Limited involvementof other agencies. MOPH has provided training
in family planning to the staff of other governmentagencies
involved in delivery of health servicessuch as the Border Patrol
Police. Some of these agenciesdo not appear, however, to have
set up systematicfamily planning service programsas follow-up to
this training. Similarly,no concerted effort has been made to
involve grass roots organizationsin promoting family planning,
such as those working in the slums of Bangkok.
(iv) Restricted availabilityof the injectablecontraceptive. There
is considerableunmet demand for the injectablecontraceptive
(DMPA),which is a very popular form of contraception. Program
managers have been hesitant to make DMPA more widely available,
however, due to its somewhatgreater cost in comparisonwith the
pill and also, perhaps,because of political considerationssince
DMPA has not been approved for contraceptivepurposesin the
United States. (Drug regulatoryagencies in Sweden and many other
countries,along with WHO, have approvedits use, however.)
10.21
Another set of major issues associatedwith the Thai population
program relates to the need for greater emphasison demand creation. Due to
widespread public interest in family planning,the populationeffort has
thus far focused largely on the provisionof family planning services. This
strong emphasis on provision
of services
and related
information
has served
Thailand very well as indicatedby the remarkabledecline in fertility
experiencedover the past decade. However, a second major approach is now
called for, namely, one that can stimulatea reduction in desired family
size from three to two children. This is a difficultarea for implementation, but four main constraintshave been identifiedwhich inbibit the
strengtheningof the demand creation side of the program:

-
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(i) Absence of a focal point for a broad populationprogram. MOPH has
provided a strong focal point for the Government'ssuccessful
family
planning activities. Also needed, however, is an institutional
focal point for a broad populationprogram that goes beyond family
planning and carries out the Fifth P:Lanrecommendations. Among the
tasks it could help perform are to identifyneeded policiesand
interventions,coordinateprogram des3ignand implementation,
monitor program impact, and mobilizeneeded resources. Clearly an
inter-agency/inter-sectoral
effort i!3 requiredand hence an agency
without direct implementationauthor:Lty
would be the most
appropriateinstitutionalhome for tlhisunit, e.g. the NESDB.
(ii) Lack,of overall monitoringof current:
populationactivities. A
number of populationactivitieshave been launchedin different
sectors,but outside of the family p:Lanningprogram itself very
little continuingmonitoringof these efforts is underway. In
particular,no comparativedata are availableto enable the
Governmentto make decisionsregardinig
which efforts to alter or
curtail and which to expand.
(iii) Limited adoption of importantpilot experiences. A number of
innovativeapproachesto motivating family planning acceptanceand
reducing family size aspirationshave been piloted by a prominent
NGO, Community-basedFamily PlanningServices. While many of these
ideas are mentioned in the Fifth Plaii,very few have yet been picked
up and adopted for nationwideapplicationby the Government.In
part, this may be due to a lack of data on the cost-effectiveness
of
these schemes.
(iv) Insufficientemphasis on maternal and child health services. It is
likely that further reductionsin fertilitywill depend in part upon
parents becomingmore confident thal:their childrenhave a high
chance of surviving. While MOPH is developingmany of the elements
of a strong maternal and child healtlh(MCH) program,this area
requires further attention,includingdevelopmentof strongerand
more systematicplanningand implemelntation
arrangements.
10.22
In conclusion,the RTG must now take urgent steps to
operationalizethe populationsection of the F:LfthPlan, which correctly
identifiesthe need for new strategiesand a biroader
gauge population
program. Based on the above reviews of demographicand institutionalissues
associatedwith the Fifth Plan target of achieving1.5% populationgrowth,
several suggestions can be made regarding next steps:

(i) Further analysisof availabledata is required to confirm and
sharpen the preliminaryfindings sumnarizedabove regarding the
apparent leveling of fertility decline and its

causes.
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(ii) A review of the national populationprogram should be carried out
to determine the need for more effective interventions. Taking
into account the various reviews of the NFPP carried out in
recent years, it should focus on the institutionalframework
required for formulatingdemand creation policiesand coordinating
their implementation.
(iii) The Government should strengthenefforts,perhaps building on the
growing capacityin NESDB's Manpower and PopulationDivision, to
design and coordinatethe broader,inter-sectoralpopulation
program that is required to lower family size norms and generate
adequate demand for family planning.
10.23
Health. Governmentinvolvementin the health sector in Thailand is
relatively low, and much less extensive and pervasive than for education.
This is reflected in the relativelyhigh proportionof health and related
services providedby the private sector and in the relativelysmall share of
health expendituresin total governmentspending. Nevertheless,the
Governments role in the sector is essential,given its power to regulate and
compiementprivate activitiesin many importantways, especiallythrough
promotion of preventivemeasures, and since it can convey major potential
benefits particularlyfor the poorer regions and populationgroups. What is
more, there are important synergisticinteractionsand complementaritiesamong
the various social services,including education,health, nutritionand family
planning,which involve extensiveexternalitiesto which only public
interventioncan respond, often without substantialpublic expenditure./l The
Thai authoritieshave, of course, been well aware of the importanceof health
and related services as reflected in the prominencewhich the health sector
has been given in successivenational developmentplans. This section
highlights some of the major issues in health service provision in Thailand.
10.24
(a) Health conditions: General health conditionsin Thailand have
significantlyimproved over the last two decades,but in terms of some
importanthealth and nutrition indicators(in particularinfant mortalityrate
and caloric intake) Thailand does not performwell by internationalstandlards
(see Chapter 2 above). What is more, there is evidence that the rate at which
improvementstake place has been slowing down in recent years. For example,

/I For a full assessmentof these interventionsand externalities,as well
as a wide ranging discussionof social service provisionand policiesg,
see World DevelopmentReport, 1980.
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infant mortality
has hardly declined
between 1975 and 1980./1
In addition,
the Fifth Plam document states
that mortality
rates may have been rising
in
recent years in Thailand,
particularly
in rural areas. The major diseases
are
still
those that can relatively
easily be prevented,
including
diarrheal
diseases,
neonatal
tetanus,
other communicable diseases
and, as a reemerging
problem, malaria.
Serious malnutrition
among 10-15% of Thailand's
children,
and very poor access to clean water and sanitation
and to preventive
and
promotive health services
are major contributing
causes.
Estimates
indicate
that only about 20% of the Thai population
have continuous
access to safe
water and only 40% access to safe excreta disposal.
Particularly
the former
is very low by international
standards.
What is more, health conditions,
and
access to health and sanitation
services
are very unequal acroEss regions and
within (Table 10.2).
Even within Bangkok, which has the best average service
and
levels,
there are serious shortcomings
in health and nutrition
conditions
in health seIrvice availability
for slum areas.
In sum, there are serious
shortfalls
iTI health,
nutrition
and sanitation
in Thailand requiring
major
by the public sector.
Some of the main issues in healt:h and related
efforts
regions and
services
arise in the provision
of services
to disadvantaged
and
population
groups, the population
and nutrition
programs, the provision
availability
of pharmaceuticals,
financing
and cost recovery,
and
institutional.
issues.
These concerns are briefly
discussed
in turn, since
they have a bearing on the design and priorities
for public health sector
programs and expenditures.
10.25
(b) Access to health services:
Given the nature of Thailand's
available,
health problfems, one of the major issues is how to provide readily
for the poor regions and
widely distriLbuted
access to low-cost health services
population
groups.
Since the Fourth Plan, the Thai government has endorsed
the Primary Hlealth Care (PHC) approach in an attempt to extend the range and
quality
of services
received
by the rural population,
and has begun to focus
on the most vrulnerable groups through its Maternal and Child Health (MCH)
services.
However, these efforts
are still
insufficiently
developed.
The
provincial
health services
program supports predominantly
expenisive curative
services
provided by the large regional
and provincial
hospitals.
The small
hospitals
and local health centers
and midwifery clinics
have only
district
the MCHapproach and have nol: been very
had limited success in developing
itntheir outreach programs to supervise
the work of primary health
successful
care volunteers
in nearby villages.
This limited
performance 'Ls more a
up a programi of this
reflection
of the difficulties
involved in setting
type (because of inadequate management capacity
and poor supervision)
and the
inputs,
such as transport,
fuel or per
lack oiE resources
to pay for essential

/1

in Thailand,
there
In this, as well as in other areas of health statistics
are serious
problems regarding
the reliability
of data, making hard and
fast assessment
and interpretation
of trends difficult.
Nevertheless,
the
information
available
indicates
that there is reason for concern about
continued
improvements in health sector conditions
in Thailand.
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Table 10.2:

A.

-

REGIONAL HEALTH AND HEALTH SERVICE INDiICATORS

Crude Death Rate (CDR) and Infant Mortality Rate (IMR)
1965 and 1975 by Region
(per thousand)

CDR

North
Northeast
Center
South
Bangkok

Source:

B.

IMR

1965

1975

1965

1975

12.4
11.4
10.4
8.6
n.a.

10.3
10.0
6.8
10.3
4.3

96.5
83.4
94.0
48.5
n.a.

96.0
54.4
49.5
60.4
31.0

National Statistical Office. Cited in Medhi Kronhaew,
'The Distribution of and Access to Basic Health
Services in Thailand." In Basic Needs and Government
Policies in Thailand. Edited hy Peter Richards.
Singapore: ILO, 1982.

Number of Health Personnel per Thousand of Population, 1977

Major types of
health personnel

Physician
Nurse
Pharmacist
Dentist
Nurse aid
Health worker
Midwife

Source:

Bangkok
Metropolitan Area

0.78
1.77
0.42
0.12
0.89
0.23
0.12

Health Planning Division, MOPH.
op. cit.

Rest of
country

0.06
0.18
0.01
0.01
0.24
0.15
0.18

Cited in M. Krongkaew,

- 259 -

diems, rather than the lack of effort
or commitment to the programs by the
relevant
agencies.
To overcome some of the difficulties
in these programs,
the MinistrY of Public Health (MOPH) has recently
developed several
schemes to
increase
coœmunity involvement,
but a shift in emphasis in budgetary
allocations
is also required.
In Bangkok, the Bangkok Metropolitan
Administration
(BMA) has failed to tailor
its services
to the needs of the
urban poor, by not adequately
integrating
hospital
and health center networks
and by giving disproportionate
priority
to the former in the allocation
of
financial
and staff resources.
10.26
(c) Nutrition
programs:
In the nutrition
area, Govpernment actions
in the past have mostly focussed on interventions
through the health delivery
system, albeit
on a very limited basis geographically.
There need to be
expanded outlays for nutritional
programs and a broader approach is required,
linking
nutr itional
considerations
with agricultural
and food policies.
Further
study and development of policy programs is needed in this area.
10.27
(d) Medical drug production
and marketing:
Closer review of the
public sector role in drug production
and distribution
is warranted because of
the large expenditures
involved with a high foreign exchange component.
This
is compounded by the mismatch between needs and expenditures
and by various
inefficiencies
in the system.
Means to reduce these inefficiencies
and to
contain cost:s must be found.
At present,
around Baht 10 billi on worth of
drugs are consumed in Thailand per annum, 10% of which goes through the public
sector.
Because of Government's
commitment to launch primary health care
nationiwide,
including
rapid development of village
drug cooperatives,
it is
almost: certain
that public expenditure
for drugs will increase rapidly
in the
next iFew years.
Especially
close attention
should be paid to the village
drug
cooperatives,
which may stimulate
excessive
drug consumption 2Leading to
various adverse effects
-- side effects,
drug induced resistatnces,
and
needless
expenses on the part of the public.
The function and scope of the
Governiment E'harmaceutical
Organization
(GPO), which is the ma jor public sector
drug procurement and distribution
agency, need to be reassessed.
The current
list
of over 400 essential
drugs should be reviewed to assess whether it is
a manageable number of essential
drugs that can be produced el'ficiently
for
the use of M1OPNfacilities
and village
drug cooperatives.
The current
heavy
GPO involvemient in manufacture
of nonessential
drugs should also be reviewed,
possibly
phasing out this operation
or transferring
it to the private sector.
Hospitals
are spending a significant
amount of their discretionary
funds
(obtained
through fees and donations)
to purchase expensive branded drugs.
It
is estimated
that savings of 20-30% would be achieved by bulk procurement of
generic drugs.
Recent steps by MOPNto limit use of drugs not: on an essential
drug 'List is a useful step in the right direction.
The present public sector
distribution
system for drugs and vaccines needs to be rationalized.
In many
cases, drug deliveries
are delayed due to management and transgportation
problems.
A significant
bottleneck
is the lack of regional,
provincial
or
district
level warehousing,
compounded by inadequate
transport:ation.
While
more analysiLs is required
to determine the most efficient
relationship
between
public and private
sector,
it is obvious that the public sector role in some
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areas must be strengthened. Among them are regulationof abuses, such as
excessive use of antibiotics,and consumereducation.
10.28
(e) Cost recovery and financingof health services: Some cost
recovery currently takes place for public health sector services, including
fees for in-hospitalcare, for certain out-patienthealth and family planning
services, and for drugs. Consideringthe amounts which householdsin Thailand
spend on health (an estimated7.4% of household income for rural households,
and 3.4% fof urban families),there exists considerableability and
willingness to pay for health services. A more systematicpolicy toward
health cost recovery, as well as the developmentof an insurancesystem or of
community group health plans, should thereforebe given considerablymore
attention than has been the case so far in Thailand.
10.29
(f) Scope for improved efficiencyin the health sector: While
various MOPH programs are under-fundedand critical support costs neglected
(e.g., fuel and per diems for supervisionand extensionof services),in view
of the present fiscal stringencies,it is not very likely that the health
budget can be increasedmuch if at all in real terms over the levels already
planned. Hence it is important that MOPH review the opportunitiesfor
improving the efficiencyof its programs in order to assure that the maximum
health benefit is being realized through its use of scarce domesticresources
and foreign borrowing. Among the possible steps toward increasingthe
efficiencyof the sector are the following:
(i) examining the trade-offsbetween increasingstaffinglevels
and associatedsalaries,on one hand, and providingexisting
staff with more operating funds. This is a particularly
important considerationat this time since the Civil Service
Commissionhas recently approvedmuch higher standard
staffingpatterns for two basic categoriesof health institutions: small (10-bed)districthospitals and tambol health
centers. The long-rangecost implicationsof these staffing
patterns have not yet been seriouslyanalyzed;
(ii) reviewing existing and proposedprogramswith an eye to their
cost-effectivenessand shiftingfunds to those -- often
preventive activities-- that are going to have a greater
impact on health for a given investment. This would help
determine a small set of priorityactivitieson which MOPH
could concentratemuch more of its resources;
(iii) eliminatingcostly and duplicativesupport structuresat the
central and regional levels that design and conduct in many
different divisionstraining,health education,logistical
support,data collectionand other activitiesin support of
field staff with, at present, almost no coordination. In
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of
many cases, collaborative
planning imd implementation
activities
would simultaneously
reduce costs and increase
quality;
(iv)

re-examining
the relationship
between the public and private
sector,
which is currently
seen by MIOPHmore in competitive
than in complementary terms.
Both commercial organizations
and non-profit
agencies are active
Ln health matters
in
Thailand and more effort
should be devoted to working out a
productive
division
of labor among ithem. While MOPH's desire
to compete with the private
sector is basically
well
motivated,
the attempt to drive out questionable
private
sector activities
through competition- is very costly and
distracts
the public sector from do:Lng those things it is
uniquely qualified
to do.

Linkages and
10.30
(g) Institutional
issues in health administration:
coordination
between the main providers
of health and related
services
are
minimal.
For example, while the main center of public sector health care is
MOPH, the Ministry of Interior
maintains a nationwide network of paramedics,
called "tambol doctors",
unrelated
to MOPHefforts.
In addition,
a large
proportion
of services
are provided by private
sources with little
consideration
of the potential
for increased
linkage or collaboration
between
the various esystems and types of services,
or an assessment of how Government
intervention
ought to be focussed to provide specifically
those! types of
services
which the private
sector is not likely to offer even though required.
Furthermore,
within MOPHactivities
are often fragmented,
duplicative
or
lacking sufficient
prioritization.
MOPH has been very progressive
in bringing
together
its provincial
level ativities
under the umbrella of provincial
health officets,
but it has not developed adequately
overall plEnning and
coordination
mechanisms at the central
level.
Particularly
serious
in
neglect among health
Thailand,
as elsewhere,
has been the traditional
administrators
of financial
resource planning,
including
the link of program
targets
with budget allocation
decisions.
This has led to imbttlances between
different
systtem inputs (e.g.,
inadequate
transport
fuel for village
level
services)
and overall neglect of some activities
(e.g.,
maternal
and child
care).
An assessment of overall
health system requirements
an l priorities
and
the strengthening
of financial
planning tools is an urgent task for
institutional
reform in Thailand's
health sector.
As a result
of the lack of
health sect:or and the
attentiLon given to financial
planning in Thailand's
resulting
serious
limitations
on available
financial
data, the scope for
and of planned future expenditures
analysis
of past health sector expenditures
is severely constrained.
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10.31
(h) Fifth Plan prioritiesfor health: The Fifth Plan's broad
assessmentof health sector problems and issues leads to very similar
conclusionsas those drawn above, since it noted the followingpriority areas
for improvement: (a) continuinghigh levels of preventableillnesses;(lb)
continuedhealth service disparitiesbetween urban and rural areas; (c) inadequate distributionof health personnel;(d) need for greater community
participationin solving communityhealth problems; (e) the need for greater
decentralizationof decisionmaking and resourceallocationin health
programs;and (d) the need for better health data collectionand analysis. In
response
to the special health needs in rural poverty areas,
MOPHhas been
given the responsibility
to develop, as part of the Fifth Plan's Poverty
EradicationProgram, plans to strengthenhealth, water and sanitation,
maternal and child health, family planning and nutritionservices in the 286
designated"povertydistricts."MOPH has initiated this effort with an
emphasis on the constructionof rural health facilitiesand expansionof a
network of voluntaryvillage-levelhealth workers with strong relationshipsto
the formal health service delivery network. A number of community-based
programs are then to be built on or extended from this infrastructure
(nutrition,
family planning,
communicable disease control,
water supply and
sanitation).
service provision
Education./I
In quantitative
terms, educational
10.32
in Thailand is doing quite well.
Participation
rates in primary schools are
high, having reached some 96% of the primary school age group in 1979. For
secondaryschools, the participationratio was 39% in 1980. But these ratios
are hiding a number of problems in Thailand'seducation system: (a) Declining
enrollmentin primary education: while some decline is to be expected as a
result of the slowdown in populationgrowth, the recent UNESCO sector survey
concluded that the actual decline in primary school enrollmentshas been much
more rapid than can be explainedby demographicfactors alone;/2 (b) Regional
disparitiesin educationalopportunities: while reliable statisticson
educationalopportunitiesand achievementare scant, the available data
indicate substantiallylower enrollmentratios for primary and secondary
education,significantlylower transitionratios from fourth to fifth grade,
higher dropout rates, and higher percentagesof repeatersin the poorer rural
areas of the country and the slums of Bangkok;/3 (c) General problemsof

/I This section draws on UNESCO, "Thailand: EducationSector Survey,"
Paris,
October 1982, Draft.
/2 UNESCO, op. cit. The survey also concludesthat because of data
weaknesses it is currently impossibleto verify the causes for this slow
down and recommendsfurther analysis of the enrollmenttrends.
/3

UNESCO, op. cit., Annex 3.
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educationalquality: the UNESCO study identifiedquality problemsin
educationwhich apply across regions, includingan apparentdecline in
transitionrates between grades, insufficientteachingmaterials and equipment
for all grades, weak links between secondaryand higher education,poorly
coordinated
curriculum
development,
and lack of linkage between vocational
education
and manpower needs.
In assessing
these problem areas a number of
issues need to be addressed regarding
education policy and pulblic spending in
the sector.
These include the setting
of educational
prioritLes
across types
of education;
quality
improvements versus quantitative
expansLon in services;
broader access to educational
opportunities
for those currentLy most
disadvantagied;
and the institutional
framework of public education planning
and management.
10.33
(a) Educational
priorities:
Estimates of the rates of return
to
education
in Thailand,
as elsewhere,
indicate
that (a) educational
investments
on average have high social rates of return;
(b) rates of return are higher
for primary than for secondaryeducationandelowest for higher (university)
education (Table 10.3); and (c) rates of return to educationaLinvestments
are likely to be even higher than the averagerates if expendituresand
complementarypolicies are carefullytargetted to high return activitiesand
quality improvementswithin each level of edlucation.From these findingsone
can in broad terms conclude that education should overall retain
a high
priority
in public sector spending; that primary education continues
to
deserve high emphasis; and that careful assetssment and targettingof
improvements at all levels is essential.
Table 10.3: ESTIMATED SOCIAL RATES OF RETURN ON EDUCATION

Source

Primary

Sethasathien
(Thailand)
Psacharopoulos
(Thailand)
Psacharopoulos(Asian average)

63.0
30.5
16.0

Secondary
31.0
15.0
12.0

Higher
education
18.0
11.0
11.0

Source: K. Sethasathien,Thailand: Using Cost Benefit Analysis to Derive
the Rate of Return in Different Levels of Education. Unpublished
Phd. Dissertation,Florida State IJniversity,
1977.
G. Psacharopoulos,Returns to Education:
An Updated International
Comparison. ComparativeEducation,Volume 17, No. 3, 1981.
Note:

The Sethasathien
estimatesmay be biased upward due to a lack of
shadow pricing of some importantparameters.
The rate of return data
shown are based on informationdated ten or more years. However,rates
of return to education are not likely
to have fallen sharply over time
in Thailand according
to a recent s=vey of evidence (Psacharopoulos,
1981).
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10.34
(b) Quality vs. Quantity. Expansion of education servicesin
quantitativeterms is not the major issue for most broad categoriesof
education in Thailand. In fact, for primary education drops in school
enrollmentsas a result of declining populationgrowth rates in recent years
are expectedto lead to a reduction in total new enrollmentsfrom 7.3 million
in 1979 to about 6.5 million in 1986, and thus to fewer requiredprimary
school places, school rooms and teachers. The UNESCO study has, however,
identifiedan urgent need for improvementin the quality of primary schools,
with a major focus on improvedmaterials and equipment,linked to less passive
teachingmethods,which in turn require extensivein-serviceteacher training,
and improvedmonitoringand assessmentof primary teachingquality. For
secondary schools,the main concerns are a continued expansionand upgrading
of facilitiesand quality improvementsrelated to improvedbasic science
teaching,expandel and upgradedavailabilityof teachingmaterials and
equipment,and related improvementsin teacher training,emphasizing
in-servicetrainingof existing teachers,rather than the further expansionof
already overexpandedteacher-traininginstitutions.
10.35
For vocationaltraining,again a mere quantitativeexpansionof
serviceswould be inappropriateand probablywasteful. Althoughvocational
training can generallybe regardedas yieldinghigh benefits since it
provides the potential.
labor market entrant with specificand readily
applicable skills, two considerationsare important in Thailand. First,
currently the highest unemploymentrates for any type of educationallevel
are found among those with vocational training. This, in connectionwith
other evidence indicatesthat investmentin vocationaltraining in Thailand
has not been linked sufficientlywith analysesof manpower and skill
requirements. The UNESCO study concludes that short, but intensiveand
job-relatedvocationalcourses would be more appropriatethan the extenled,
generalizedvocationaltraining currentlyoffered in many cases. Second,
the recent diversificationof the secondaryschools into vocationaltraining
and education areas probablyhas lessened the need for separatevocational
school facilities,particularlythose of the more traditionaltype, and
requiresa more effectiveoverall organizationand administrationof
technical skills training in Thailand. Again, improvedand modernized
trainingmaterials and equipmentare importantelements of a vocational
training strategy. Higher education,which in relation to the number of
students served has absorbed a high share of public expenditures,requires
relativelyless emphasis in terms of public expendituresthan do other
educationalservices,first, because of the consistentlylower estimatesof
rates of return to universityeducation,and second, because of a higher
potential for self-financingin higher as comparedwith primary or secondary
education. However,in line with Thailand'sprojectedeconomicand social
development,there is a need for selectivefinancingof the developmentof
high-level technologicaland scientific(includingagricultural)manpoweras
part of a long-termprogram to improve relevance,efficiencyand quality in
higher education. Quality improvementsshould also be aimed for, particirlarly in terms of improvedlinkage between secondaryand higher education,
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by bringing
the university
entrance requirements
secondary school curricula
which have a broader,
skills-oriented,
rather
than academic emphasis.

in line with t:he new
more practical

10.36
(c)
Broader access to educational
opportunities:
Besides these
general improvements in educational
services,
especially
in their quality,
the restricte-d
access to education by important segments of the rural and
poor urban population
must be specifically
addressed.
Recent situdies have
demonstrated
that the returns
to primary education
in farming iLnThailand
are high (between 18 and 29x)/1 because of the significant
impact which
improved educational
levels of farm households have on farmer efficiency
for
a given technology,
and on the probability
of adopting a new technology
(especiLally
ifertilizer
use).
The evidence also indicates
that this return
is significantly
higher than for urban education or than that found on
average for similar investments
in other countries,
making a paLrticularly
cogent case for broader and intensified
efforts
in improved basgic education
for rural areas in Thailand.
Increased
educational
efforts
out:side the
major c ities
also are likely to be important
for the development of
nonagricultural
activities
in the rural areas, and even where t:he labor
force eventually
migrates to the cities,
improved educational
levels will
make the migrants that much more productive
in their urban enviLronment.
In
addition
to lthese efficiency
arguments there are, of course,
im1portant
equity considerations
in fostering
rural educational
opportunit:ies,
not only
because the poor are predominantly
found in these areas, but also because
urban/rural
income differentials
are highest
for those with low levels or no
education,
while they are virtually
nonexistent
for the population
with an
educatiLonal 'Level of grade 10 or higher.12
10.37
The difficulty
in improving educational
access and opportunities
among ithe rural population
and urban poor is that the costs of providing
standard educational
services
for these groups are often high, because of
their wide diLspersion, language barriers,
and higher incentives
required
for
teachers
to inove to the rural areas,
or because of the special incentives
required
to draw in children
of urban slums.
The lowering of sTtandard

/1

Jamison and Lau, Farmer Education
Johns Hopkins Press, 1982.

/2

Ch. Pichai,
"The Rate of Return
The PhilLppine Economic Journal,

and Farmer Efficiency,

Baltimore,

to Investment
in Thai Education,"
Volume 18, No. 3, 1979.
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educationalregulationsmay thereforebe required to permit multigrade
teaching (i.e., one teacher for more than one class), provision of
transportationfor children,more extendeduse of radio and eventuallyof
televisionprograms. Short-term,informal teachingmethods should also be
secondary
in these groups are often important
developed since children
and may not find it possilble
income earners for their low-income households,
to attend regular school hours throughoutthe year. Improved and amended
teachingmaterials would again be highly desirable,linked with on-site
teacher trainingrelated to these special and flexibleprograms.
(d) Institutionalissues: The educationalsector in Thailand lacks
10.38
a strong central agency to direct and coordinateeducationalplanning and
administration,both across the Ministry of Education (MOE) and other agencies
and within MOE. For example, the administrationof primary education is
The
education.
largely separate from that of secondary or post-secondary
planning division in MOE is currentlyfrequentlyby-passed. As a result, it
is difficult to translatenational educationalpolicy into viable programsand
projects, especiallysince a managementinformation,monitoring and evaluation
system is also largelymissing. At the regional and subregionallevel, there
is currentlya lack of integrationof educationaladministrationat the
various jurisdictionallevels and types of education,and in many cases the
precise functionsof each administrativebody are only poorly defined. The
Government,with Bank assistance,is currently aiming at strengtheningthe
central planning as well as the regional and subregionaladministration
capabilitieswhich will be an important componentof any program to implement
the Government'seducationalstrategy. Moreover, as part of the general
improvementsin the Central Governmentprogrammingand budgeting capabilities
programming and
expenditure
educational
it is also intended to strengthen
budgeting.
for educationalpolicy and investmentscan therefore
The priorities
10.39
be summarizedas follows: (a) continuedefforts to extend coverageand access
to primary education in specificrural areas and in urban slums, and
improvementsin primary education quality;(b) increasedcoverage of lower
secondary education,particularlyin the North, Northeastand South and
upgrading particularlyof basic science teachingin secondaryschools;(c)
selective improvementsand extension of vocationalprogramsin line with
specificmanpower needs assessmentsand in areas not covered by vocational
training programs in secondary schools;(d) reduction in the share of pulblic
expendituregoing into higher educationand increasedrelianceon
self-financingwith selectiveGovernmentfinancingof technologicaland
scientificeducation;/1 (e) increase in the share of overall expenditures
/1 While on balance increasedself-financingis likely to have beneficial
equity implications,since the substantialsubsidiescurrentlyoffered
to universitystudents accrue mainly to upper-incomegroups, safeguards
must be introducedto permit access to universitytrainingby low income
students (fellowships,loans, etc.)
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directedl to ecducational supplies,
material
and equipment, particularly
for
primary and secondary education;
(f) upgrading of teacher qualilications,
rather
ithan increased
mnmbers of teachers,
so as to permit an adaptation
to
the changing balance in school enrollment between primary and secondary
levels,
and to permit the improvements in educational
quality aiLmed for in
primary,, secondary and vocational
education
and in the education
for
disadvantaged
population
groups; and (g) strengthening
of educat:ion planning,
administration
and evaluation.
These specific
priorities
are consistent
with
the broad goals and objectives
set forth in the Fifth Plan for t:he education
sector,
which emphasized the improvement of educational
quality especially
for
primary education,
the expansion of secondary education,
universal
access to
primary education
and improved educational
services
for those groups currently
not fully benefitting
from public education,
and limitation
of ifurther public
support for higher education.
Public

Expenditures

in the Population,

Health

and Education

Sect:ors

10.40
Health and Population
Planning.
Historically
the share of public
expenditures
iLn total health care expenditures
has been low. Ir 1970, almost
87% of total health expenditures
were incurred by households,
a share which
dropped to 82' by 1975, as a result
of increased
public outlays,
accompanied
by a drop in private
spending (Table 10.4).
While this suggests a
substantial
increase
in access to free or low cost Governmental health
services,
a diLsaggregation
indicates
that households in the Nort:h and
Northeast
and rural households
in general,
benefitted
much less from this
shift
than did households
in the rest of the country./1
Rural households in
fact ha d to spend substantial
shares of household income on health, because of
the high cost of drugs and private health services
and the lack of access to
free or low cost public services.
In sum, while growing public spending for
health has led to significant
improvements in service availability,
especially
in Bangkok, in other urban areas and in the Central Plain, most rural
households
in the North, Northeast and South have not benefitted
from
signficant
improvements in either private
or public health care.,

/1

M. Krongkaew,

op. cit.

-
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ESTIMATEDHEALTHEXPENDITURESPER HOUSEHOLD,1970,
(Baht per month, 1970 prices)
1970

Private
Public
Total
Source:

1975

1975

Amount

Share (x)

Amount

62.0
9.6

86.6
13.4

50.0
11.0

71.6

100.0

61.0

Share

(x)

82.0
18.0
100.0

Mission estimates
based on data provided by: MOPH, Realth Planning
Division,
Bank of Thailand,
and World Development Report 1979.

10.41
(a) Trends in public expenditures
on health:
Public spending for
health in Thailand has been low, whether measured by international
standards
of public health spending,
or in terms of other public expenditure
functions
in Thailand.
Table 10.5 indicates
the low per capita level of health
expenditures
in Thailand when compared with average spending levels in other
middle income countries,
or even with a group of lower-middle
income countries
whose per capita income levels are more similar
to that of Thailand.
This
finding is confirmed by a recent comparative
international
study of government
spending, which shows that for health,
Thailand spends 45X below what would be
expected in terms of its level of development and other relevant
characteristics
given the public spending patterns
throughout
Table

10.5:

CENTRAL GOVERNMENTPER CAPITA EXPENDITURES ON HEALTH:
AN INTERNATIONAL COMPARISON

GNP per capita
(1980 dollars)
Thailand
Lower middle
Middle-income
/a

income countries
countries

/a

670
670
1,400

The 19 poorest middle income countries
are available
and for which Thailand-s

Source:

World Development

Reports

1979,

Per capita expenditures
(1975 dollars)
1972
1979
2
5
9

3
7
15

for which health expenditure
data
per capita income is the median.
1982.
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the developingworld./1 Compared with other public expenditure functions,
spending on health has been low and declining during the Fourth P:LanPeriod,
particularly if actual spending is considerecl,
rather than merely budget
figures, and allowance is made for spending by state enterprises./2 (Table
10.6). When deflated by the consumer price index, health expenditures
actually declined between 1979 and 1981 and lor the Fourth Plan period as a
whole remained approximately
constant
in real per capita
terms at about Baht
Linder the Fifth Plan, the
57, or about US$3 in constant
1976 prices.
intention is to raise the level of public expenditure on health in relation to
GDP and its share in total public spending from the low levels at the end of
the FouarthPlan period. The FY 1982 and FY ]983 budgets reflect this tendency
(Table 10.6), but both in relation to the health sector needs in Thailand
and to comparative spending levels elsewhere, Thailand's public expenditure on
health will remain small.
Table 10.6: PUBLIC EXPENDITURE ON HEALTH
Fourth
Plan
1977-81

Fifth
Plan
1982-86

1977 1978

1979

1980

1981

1982/a

1983/b

0.7

0.7

0.7

0.7

0.6

0.7

0.8

0.7

0.9

Central Government Expenditure /c 4.1
4.8
Central Government Budget /d

3.9
4.0

4.1
4.2

3.6
4,2

3.3
3.8

3.5
4.0

3.7
4.5

3.7
4.2

4.3
4.5

Health expenditure as % of:
GDP

/a

Estimated

-7-Projected.

Actual total expenditure including foreign financed expenditures.
Budget appropriations,not including foreign financed component.
7-i Transfers to local governments have not been netted out.
/c

T7

Source: Annex 3, mission estimates.
/1

P..Heller and A. Tait, "InternationalComparison of GovernmerntExpenditure". IMF Occasional Paper No. 10, 1982.

/2

The following
factors
account for the lower shares of health in actual
Central Government spending, and for even lower shares in total public
spending: First, actual health spending usually falls short cf
appropriations by some 15%. Second, budget appropriationsdc not include
expenditure financed from foreign borrowing, and since health spending
has not substantiallydrawn on external funds, inclusion of f'oreign
financed expendituresfor other functions will lower the health sector's
share. Third, state enterprises are not involved in the health sector
tcoany substantial extent, thus further reducing the share of health in
total public expenditure.

- 270 -

10.42
(b) Alternative health sector programs: As part of the Fifth PLan
preparationMOPH prepared the health developmentexpenditureprogram
(Annex 3). If implemented,this program would have implied a doubling in real
terms of health expendituresin the Fifth Plan period comparedwith the Fourth
Plan period , and by 1986 an increasein per capita health expendituresto
about Baht 120 (or US$5) in constant 1976 prices, comparedwith Baht 57 in
1981 (or US$3). While this programwas not overly ambitiousby international
standards (see Table 10.5 above), MOPH revised it downwards in April 1982,
apparentlyas a result of budgetary pressures. In real terms, the reduction
amounted to 25% of the original programs,and resulted in a program leading to
a per capita expenditureof about Baht 91 in 1986 in constant 1976 prices (or
US$4). This still representsa substantialincreaseover the spending levels
during the Fourth Plan period, but consideringthe stagnationin real health
spending during that period, is very likely the minimum required to begin to
address the Fifth Plan health sector goals. Health sector expenditure
programs prepared subsequentlyby NESDB in May and August 1982 roughly
equalled the revised MOPH program, as did the program agreed to by NESDB, BOB
and MOPH by December 1982 (Annex 3). The budget appropriationsfor FY 1982
(Baht 6.4 billion)and FY 1983 (Baht 7.9) were also roughly comparableto the
for FY
and projected
actual expenditures
revised MOPHprogram, but estimated
a likely
indicate
1982 (Baht 5.7 billion)
and for FY 1983 (Baht 6.4 billion)
below the budgetary targets. While such shortfallsare
10-15% shortfall
customary, they reflect the difficultieswhich health sector agencies have in
fully spending their budgetary allocationduring a given fiscal year, largely
as a result of poor Government-widebudget implementationproceduresthat are
currentlybeing reformed as part of the Government-sstructural
adjustment
it appears
the priority
needs of the sector,
program.
Considering
in planned health spending.
In
inappropriate
to attempt further retrenchments
fact,
a more systematic
effort
should be made to disburse
the budget
allocations
speedily
and to ensure an appropriateintrasectoralallocationof
funds./1
of health
distribution
10.43
A full assessment of the intra-sectoral
expenditures
programmed for the Fifth Plan period is not possible
here,
since only broad categories
of comparable information
are available
for the!
different
health programs executed by MOPH. Starting
from the June 1981
MOPRprogram, some two-thirds
of all MOPHoperating
expenditures
were
programmed for the broad category called "Health Services,"
of which threequarters actuallywas to be devoted to the provincial
hea:Lth services
program (Annex 3). This supportsprimarilyprovincialand district
hospitals and health centers,with many of these hospitalsexpending a very
high portion of their resources on costly,
curative and urban orientedhealth
service
provision.
Explicit
rural or poverty group oriented
program
/1

Within MOPH, a study has recently
been launchedwith IDA project funds
(Credit No. 767-TH) to determine the sources of constraintsin the
flow of funds from headquarters
to the field.
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components,as far as can be learned from summary financial
data, were to
account for only 17.3%, including9.6% to be devoted to the conltrol
of
communicable diseases./l
Other areas that were identified
as priority
areas
above were to receive only very small shares: pharmaceutical
drug production
and distributLon
0.7%, nutrition
0.4%, and famiily planning 2.2x. The revised
MOPHproDgram of April 1982 concentrated
the bu,dget cuts mostly Ln the area of
provincial
health services,
which was reduced from Baht 31.8 biLlion
to Baht
18.1 billion,or a reduction from 53.5% to 41.1% of the total program.
At the
same time, the priorityareas (rural and poverty orientedprograms)were
either left unchanged in absolute terms, or ircreased,thus increasing
their
shares somewhat. Particularlynoteworthyis the specificinclusionof a
Mother-and-Chlld-Health
subprogram,which had not been includedin the earlier
program.
This shift in relative emphasis appears to reflect a move in the
right directionby limitinglow priority spendingin the provincialhealth
services area, while increasingor leaving unaeffected
high prioirity
program
allocations./2
10.44
Education. Although educationremains one of the largest single
areas of public spending,it has lost in relative importancebeitween1977 and
1982 (Table 10.7).
As a share of GDP, educatio
spending dropped from 3.8% to
3.0%; as a share of total public spendingfrom 13.2% to 9.2%; and as a share
of Central Government expenditure
from 23.4% to 19.5%./3 The decline in the
relative importance of educational spending waLs particularly pronounced during

the first three years of the Fourth Plan period, as a result of two factors:
*a shift away from educationwithin the Central.
Governmentbudget, and a shift
from Central Governmentto state enterprisespending. Between 1980 and 1982
the former trend was reversed,but this reverEial was not sufficient
to
maintain education'sshare in total public spendingor return it to its 1977
levels as a percent of GDP, since the budgetarystringencyduring these years
was particularlybinding on the Central Govertnment,
but much less so for state
enterprises.

/I The rural health centers are, however, subsumedunder the provincial
health servicesprogram in the expenditure
data, making a full
analysis of rural and poverty oriented expendituresimpossibleon the
basis of data available to the Mission.
/2

However, this presupposesthat the cuts hiichwere made in the provincial health servicesprogram were not at the expense of rural health
centers, but instead in the funding of provincialand district
hospitals.

/3

Expendituresin private schools amount to only about 10% of public
sector
(recurrent)
expenditureon education,
according
to estimates
in
the UNESCO study.

Table 10.7:

PUBLIC EDUCATION EXPENDITURE, 1977-80

Fourth plan
1977-81

Fifth plan
1982-86

3.4
18.3

3.4
20.3

3.0
19.6

56.0
16.5
6.6
12.5
8.4

n.a.
n.a.
n.a.
n.a.
n.a.

56.2
16.0
6.4
12.8
8.6

48.7
23.2
9.3
10.5
8.3

76.0
24.0

78.6
21.4

71.8
28.2

76.2
23.8

1977

1978

Fiscal Years
1981
1980
1979

Education expenditure as % of /a
GDP
Share of Central Gov't exp.

3.8
23.4

3.5
20.3

3.3
19.3

3.3
18.4

3.5
19.6

Distribution of education
expenditure (%)/b
Preprimary and primary
Secondary
Vocational
University
Other /d

58.5
14.0
6.0
12.5
9.0

55.6
17.1
6.0
12.3
9.0

55.2
16.0
6.6
13.2
9.0

55.3
16.1
6.4
13.3
8.9

68.3
31.7

69.4
30.6

71.0
29.0

71.1
28.9

Recurrent
Capital

Sources:
/a

7b
/c
/d

1982/c

See notes /a and /b.

BOT: 1977-82; Annex 3: 1982-86
BOT: 1977-81; NEC: 1982-86
Estimated
Including teacher training, non-formal education and educational promotion.
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10.45
For the Fifth Plan period, according to NESDB's overall expenditure program,educational
spendingwill remain roughly constantat 3.0% as a
proportionof GDP and recover some of the losses which it experienced
relative
to total public spending and to central
government expenditure
(Table 10.7).
The National Education Commission (NEC) which is responsible
edtucation sector planning and programming had put together a
for overall
more ambitious program for the Fifth Plan period than either the! NESDBprogram
forecasts
assuming Fifth Plan goals./l
While the
or the BOB/MOFexpenditure
reductions
in the NEC program are appropriate
in light of the ov,erall fiscal
stringency
of the public sector and the fact that education
as at share of
public sector spending will actually
increase
somewhat even after these
reductions,
it: is important that : (a) further
overall
cutbacks; in the
educational
sector be limited given the overall priority
attached to this
sector;
and (b) the reductions
in NEC's program are in line with the policy
prioritiesout:linedin para. 10.53 above, rather
than ad hoc measures in areas
that are most readily adjusted.
10.46
Within the education
sector, primary education account:ed
for about
56% during the Fourth Plan period,
secondary education for 16%, vocational
training
for 6% and university
education for 13% (Table 10.7).
These shares
did not vary tauchbetween 1977 and 1981, but mere programmed to change quite
substantially
during the Fifth Plan period according1:oNEC's educational
expenditure
program.
Primary education and university
education were to drop
training
were programmed to
in relative
terms, while secondary and vocational
increase.
The drop in the role of primary education spending il3 appropriate
and could in principle
have gone even further considering
that NEC forecasts
of primary sclhool enrollments
for the Fifth Plan period were probably on the
high side./2
On the other hand, considering
the improvements required
in the
quality
of prLmary education
and the special efforts
necessary Ito reach
marginal population
groups, real unit costs of'primary education
are likely
to
increase
above the levels prevailing
in 1981, on which NEC's exlpenditure
projections
were based.
Therefore,
further
retrenchment
in primary school
educatioDn spending, beyond the levels envisaged in the NEC progream should be
avoided.
In contrast
it might be possible
to reduce the increase
in allocations
to vocational
training,
considering
the expanded role of secondary
schools in this area, and to make further savings in iniversitylevel
spending.

total education expenditures
during the Fifth
Plan period of Baht 237 billion,
compared with NESDB's program of
Baht 217 billion. The BOB/MOF forecastsof recurrentexpendituresare
Baht 144 billion, comparedwith the NEF program of Baht 165 billion
for the same period.

/I The NEC program projects

/2 UNESCO, "Thailand: Education Sector Survey." AnxnexIV.
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10.47
During the Fourth Plan period, recurrent expenditurebecame
increasinglyimportant,particularlyfor primary and secondaryeducation,
increasingfrom an average share in total educationspending of 68% in 1977
to 76% in 1986. By far the largest share of recurrent expenditurewere
devoted to salaries,amounting to 86% of total recurrent spending in
primary, and 95% in secondaryeducation. Suppliesof educationalmaterial
accounted for only 1-2% of recurrent spendingfor primary and
secondary education,confirmingthe earlier conclusionthat Thailand needs
to expand significantlythis area of education spending./l For the Fifth
Plan period, the NEC program envisagesa stabilizationof recurrent and
capital spending shares at the 1981 levels, which is appropriate,provided
that supplies,materials and equipmentare given a larger share of recurrent
expenditurethan in the past and that the cuts in the NEC program are not
made at the expense of these items.
The difficulty
in this area has been
spending has its own
traditionally
that the salary component of education
momentum and is difficult to control. Existing teachingpersonnel should be
retrained
and relocated
from primary to secondary grades as far as possible,
capital
expenditures
for primary education
should be limited,
especially
in
areas already well-served,
and increased
emphasis should be given to
educationalmaterial and equipment. Unfortunately,the data available to
the Mission do not allow an assessmentof past or future planned distribtrtion of educationalspendingbetween geographicalareas or income groups.
However, in planning educationalexpenditures,emphasismust be given
to carefullytargetingprimary school improvementprograms for the rural
areas and urban slums.
10.48
For the 1982 and 1983 budgets there is not yet much evidenceof
the shifts envisaged in educationalprioritiesbetween the Fourth and the
Fifth Plans. According to estimated and projectedexpendituresfor FY 19812
and FY 1983, education dropped to 18.7% of Central Governmentspending in FY
1982, increasingto 19.8% in FY 1983, about equal to the 19.6 average evisaged
in NESDB's expenditureprogram for the Fifth Plan period. The share of
capital in total education spendingdropped substantially,to 21.4% in FY 1982
and 19.2% in FY 1983, as comparedwith the 24% envisaged by the NEC program.
This indicatesthat with the current fiscal crunch capital spendingis likely
to fall short considerablyof NEC plans, reflectingthe relative ease with
which capital programsare cut or delayed as comparedwith the difficultyof
slowing down recurrent spending,especiallyteacher salaries. While it il3
appropriate,as argued above, that some reduction in capital spending for
education takes place comparedto NEC plans, care must neverthelessbe talken
that this slowdownis not excessive lest it should underminethe broader
objectivesof the education program.

/1

Total spendingon suppliesis understatedby these data, since
they do not include suppliesbought by individualschools from studenil
fees which accrue directlyto the schoolswithout entering the Central
Government budget.
But their inclusion
would rot change the overall
findings.
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on Human Resource
10.49
Suitmary Assessment of Public Expenditures
low priority
Develonpment. Health sector development was given a relatively
in Thailand during the Fourth
and a declinLng share of public sector resources
health problems have remained
Plan period, despite
the fact that Thailand-s
serious by international
standards
during the 1970s.
There alslo are
indicaltions
lthat earlier
improvements in mortality
rates and fertility
decline
are tapering
off and that Thailand's
public expendittures
in the health sector
standards.
The Fifth Plan expenditure
have also been low by international
program proposes to reverse the expenditure
trends,
aLbeit quit:e cautiously,
with MOPHhaving scaled down its initially
very ambitious healt:h expenditure
from
As far as cen be discerned
program in support of Fifth Plan goals.
available
data, the reduction
in the MOPHprogram appears to have been made in
line w:Lth appropriate
priorities,
emphasizing the increased
importance given
in rural ares, to maternal and child lhealth care
to basic health services
and the maintenance of
programs, the continued
emphasis on family planning,
small programs in the nutrition
and pharmaceutical
drugs subsectors.
Further
reductions
in the health sector programs would undermine the increased
iLn the Fifth
emphasis which the sector was to be given quite apprcipriately
Plan, and endlanger the substance of some of the small but important programs
Of particular
importatce
under the
in the priority
areas within the sector.
is that every effort
is made to ut:ilize what
prevailing
fiLscal stringency
scope there Ls for improvements in the efficiency
of health service provision,
as regards
staffing
policies,
intra-sectoral
priorities
as between preventive
and curative
activities,
emphasis on non-personel
recurrent
expenditures,
and
elimination
of duplicative
support structures
within the public sector and
between private and public sectors.
10.50
Much the same conclusion
applies to the past and pro jected future
trends of public expenditure
for education.
Having declined
in relative
program,
the Fifth Plan expenditure
importance during the Fourth Plan period,
which lprojecited a more stable growth in education spe-nding, represents
a
conservative
estimate of expenditure
requirements
despite
expected drops in
primary school enrollments.
Requirements of improvedl quality
and access
especially
in the disadvantaged
areas imply higher unit costs t:han in the
past.
Increased
emphasis on spending for educational
materiali;
and retraining
the
of teachers,
rather than employment of new teaching personnel represent
in the allocation
of educational
expenditures.
highestW priorities
10.51
The maintenance of growth in public expenditures
for human resource
This does not rule
of high urgency in Thailand.
development remains therefore
improvements should be made in these areas,, as more
out that effficiency
through improved planning,
generally
in all Central Government operations,
institutional
of programs under the Government's
management and monitoring
stability7
require
that
Moreover, fiscal
and macro-f'inancial
reform program.
and for other
these expendiLture programs for human resource develolment,
functions,
be matched by increasged resource
CentraL Government expenditure
through higher Central GovernmenTt tax revenues.
Improved
mobilization
public resource mobilization,
adequate allocation
of budgetary resources
efficiency
in the use of these
for human resource
development,
and greater
very importantly
to the long-term
development of
resources
would contribute
Thailand and the alleviation
of poverty and regional
inequities.
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