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1. ECONOMIC GROWTH AND
SECTORAL CONTRIBUTION

Thai economy is said to have entered a high-cconemic growlh cra especially
since the late 1980s.  We could say that Thailand is steadily becoming a new
comer in the Newly Indusirializing Economies (NIEs) of Asia. I is alse said
that a high cconomic growth rale in recent ycars has been realized mainly
through a remarkable export expansion, and thal foreign direct investment
into Thailand has played an imporiant role in expanding export basc. In this
sense, it is important to get in sight info possible changes in the external
factors such as international market and the movement of forcign dircct
investment in designing long term development of the Thai economy.
Focusing mainly on external lactors, we will discuss on what are next sieps for
Thailand to proceed towards an industrialized cconomy in the next lwenly

ycars.

1.1 Growth of Gross Domestic Product since the 1970s

Through the 1970s, Thai ecconomy cxpericnced a high cconomic growth except
during 1974 and 1975 being the years of oil shock.  Fig. 1.1 illustrates the
annual growih ratc of Gross Domestic Product (GDP} in the 19705 calculated on
the basis of S5-year moving average. According to this figure, the average of
GDP growth rate in the 1980s scems 1o be lower than that of the carly 970s.
However, especially since 1985, it is obvious that the level of growth rate has
been increasing year by ycar. GDP growth ratc i 1983 was 11.0% compared to

18.4% in 1987 being the highest level since the sccond oil shock in 1979,
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Fig. 1.1 - Annual Growth Rate of GDP

1.2 Growth Contribution by Sector

Thailand is abundant of agricultural and other natural resources compared -
with far castern Asian countries such as Japan, Korea and Taiwan.

Nevcﬁhelcss, since the early 1970s through the 1980s, the leading sector of
Thailand was undoubtedly the manufacturing. Fig. 1.2 and Table 1.1 show the
relative contribution of sectors to the annual GDP growth in constant price .

series.

It can be pointed out that, firstly, the contribution of agriculture has
relatively been small and decreasing year by year since the early 1970s.
Secondly, in spite of a rcmarkable decrease from 33.8% in 1972 to 20.0% in
1980, the contribution of manufacturing sector tumed to increase since the
carly 1980s and reached 31.2% in 1987. Thirdly, the contribution the
facilitating industries, including construction, electricity, gas, water,
transportation and communication, jumped up from 6.8% in 1972 10 16.9% in
1980. The contribution has been decreasing gradually since 1981 (See Fig. 1.2).
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Fig. 1.2 GDP Growlh Contribution Ratio by Sector

Table 1.1 GDP Growth Contribution Ratlo by Sector
{%)

1972 1975 1880 1885 1986 1987

Agriculture 17.5 15.7 14.1 . 8.8 9.8 5.7
Manufacturing 33.8 29.5 20.0 26.6 26.0 31.2
Facilitating Industries 6.8 11.9 16.9 15.5 15.2 14.2
Services ' ' 42.0 42,8 49.0 49.1 48.3  4B.9
Nota: (1) Facilitating Indusiries™ incledes Censtruction,

Eleclricity, Gas, Water, Transportalion, and
Communicatisn. .
(2 Services™ tncludes all other branches.
(3)5-Year moving average was applied.

Sources; Same es for Fig. 1.1

It is obvious that contribution ratio of the service sector is larger than any
other sectors. Although we should not neglect the fact that the service sector
pléys an important role in absorbing employment, cxpansion of this sector
depends on manufacturing and/or agricullure. It is in this'regard that a more
attention should  be paid to the relationship between the productive activities,

especially the manufacturing industries, and the facilitating industries.

In the 1970s, the relative contribution of manufacturing sector has decreased
remarkably along with. an increase in that - of - the facilitating indusiries (Sce
Table 1.1). This may mecan that GDP growth rate of manufacturing sector has

been forced 1o decrease by the lack of sufficient infrastructure. An increasc



in the relative conmbutlon of the facnhtatmg industries . reflects the fact that
a sales amount of infrastructures . and servxccs mcrcascd lhrough lhc 19703
because of an exccss demand. for such mfrastructures and scrvxccs It is
ceriain that the Tha1 cConomy expcncnced the oil shock i this dccade
Looking at a rclatwc increase in thc conmbuuon of thc fac:htaung
industries, hnwever, we may say that there is a dcsuable mlanonshtp

mdusmas and . the manufacturmg

maintained between the facilitating

industries.

Even in the 1980s, the relative contribution of - the Tfacilitating industries is still
high.
_bccn increasing since 1980, despxle lhat the relative conirlbuuon ‘of "the

Furthermore, that of the manufacturing industries . has 'significanﬂy
facnhtatmg industries is almost the same as that in 1980 Bearmg these pomts
in mind, it could be. said that the Thai economy will have to tackle with a

problem of the lack of sufflc:ent infrastructure in the coming ycars as well.

As a result of the steady expansion of ‘manufacturing  secior 1hr6ug_h Ahe. 1§‘703
and the 1980s, production structure of Thai economy has significantly

the share of manufacturmg sector clearly
This should be epoch-
making for a country like  Thailand which has grown based oﬁ agricultﬁre.

chaﬁg"cd According to the Fig. 1.3,

exceeded that of agriculiure at the end of the 1970s.
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2. CHANGE IN TRADE STRUCTURE SINCE
THE 19708

2.1 Export.

The trade structure: in terms of c'ommddily mix “has “also changed along with
the change in ~ domestic production structure, in which the wcight. of -

nmnufacturmg seclor has increased espccml]y since -the. 19703

Fig. 2.1 and 2.2 show the exporl composition by 'comn'iro'dity‘group since 1970 till
1985. Tt is obvious that the cxport structure of Thailand -has 'experienced a
significant changc in. the past 15 years, ldoking at a fact that, in the total
export amount, a shar¢ ol the manufaclured produczs under the sections 5,6,7
cand 8of Slandard Imemauonal Trade Classification (SITC)1 has increased
'steadlly since the carly 1970s lhmugh the m1ddic of the 1980s.. -

According to the Fig. 2.2, it is notablc that the shares of SITC 7 (machinery and
transport equipment) and SITC 8 (misceliancous manufactured articles) have
increased remarkably in the. iotal cxport especially since the latter half of the
19703 On the other hand, SITC 6 (the manufaclured goods classified by
matcna]s) has long been rcprcsumng a subsiantial portion. This means that
the Thal cc0n0my has kepi its comparative advamage in the manufactured

products based on natural resources.

Howoever, as bei:ng reflccted in the fact that the share of SITC 7 and 8 has
steadily incrcased in the ‘past 10 years, the Thai export has shifted its weight

from the resource based manufactured products such as SITC 6 .to the

1 -SITC 5 Chemicals
'SITC. 6: - Manufactured. goode classified chielly by material:  leather
_products; rubber  manufaciures; wood and cork products; paper
‘products;. “textiles; nos metallic “mireral products; metals;
- manufactures of mctals.
"SITC 7:"  Machinery and transpori, equnpment
SITC 8¢ Miscellancous manufactured articles.
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;5r00<:ssin§_and assembling type industrial products such as SITC 7. andfor SITC
8 It is ihi"porlant 1o discuss on the labgr ¢ost and the skilled labor in order to '
_p:ospcct the posmb:huc% of expanding the export of SITC 7 andfor SITC 8 in the
future. Tt will be emmmcd in the chapter S, Part I of this volume: -

Table 2:1 shows the change in (:ommodit).f;m.ixl of Thai export since ‘_1977
through 1988.. This “table indicates a significanl transformation ‘of the Thai
export'struc.turc, Notable is the textile products including "apparcls: - Theit
sha'{e. in the total export remarkably increased from only 6.5% in 1977 to 14.5%
n -1988.  Nowadays, the textile products resprésents a largost. part, among other
products, of a lotal valuc of Lhe expon from Thailand. However, the textile
producls expori aheady faced with the protccltomsm in the mdusmallzed
countries such as the U.S.A. in recent years: It will be-neccssary for a
‘'sustained export growth to establish a ncw strategy including’ the one to

promote direct Thai investment abroad.

Sccondly, the sharc of ‘the agro- processed products? has also increascd from
2.1% to 7.5% during the period 1977 to 1988. On the contrary, the shares of
rice, rubber, tapioca products and maize have significantly decrcased. A total

share of these commodities was 43.0% in 1977 comparcd 1o 21.6% in 1988.

1" The commodity-mix compriscs the major commodities each of which
represents more than 1% of total value of export in 1988,

2 Canned fish, canned crustaceans, frozen  fowl, canncd pineapple and so on.



_Table 2.1 Export Composition by Commodity - = - %) -

Teems Y977 1980 1986 1986 1987 1988
Textile products . 6.5 7.2 12,2 13.4 16.2 14.5
Rice 18.8 14.6 11.6 8.7 7.6 8.6
Rubber 8.7 3.3 7.0 6.5 6.8 . 6.7
Tapioca products - . 10.8 ~11.2 7.7 8.2 6.9 5.4
_Canned fish. 0.2 0.5 2.7 3.6 3.2 3.7
Precious stones 1.5 2.4 3.3 3.5 3.9 3.5
Jewellery ' 0.2 0.4 1.1 2.1 2.8 2.4
Prawns 16 1.5 1.8 1.9 1.9 2.4
Sugar - 10.5 2.2 3.2 3.1 2.9 2.4
Footwear . 0.0 .0.3 1.2 1.4 2.0 2.4
Integrated circuits 1.6 4.6 4.3 5.5 5.1 2.2
‘Furniture and parts 0.2 0.4 0.7 0.8 1.1 1.6
Canned crustaceanes 0.4 0.7 1.1 1.0 1.2- 1.4
Plastic products 0.3 0.5 0.7 0.6 . 0.7 1.4
Frozen fowl 0.2 0.5 0.8 1.3 1.3 1.2
Canned pineapple 1.3 1.1 1.7 1.4 1.2 1.2
Wood products 1.2 1.0 1.0 1.0 1.2 1.0
Fresh cuttlefish 0.9 1.0 1.1 1.6 1.4 1.0
Maize 4.7 5.5 4.0 4.0 1.3 0.9
Fresh fish 0.3 0.3 0.7 0.9 0.8 0.8
Others 30.2 34.8 32.1 29.5 30.4 35,3
Total 100.0 100.0 100.0 100.0 100.0 100.0

Sourcos: Bank of Thailand, Quarsrly Bullelin, various issuss.

Table 2.2 indi_cates the commodity-wise contribution! to the export growth
during the périod from 1977 to 1987. The commodities listed in the Table 2.2 arc
ranked in the decreasing order of magnitude of contribution to the grovﬂh.
Looking at the Table 2.2, it can be said that the major commodities contributing
to.export growth of Thailand during the period 1977 (o 1988 are textile

products, rubber, integraicd circuils, tapioca products and canned fish,

Annual growth rate of total export during the period 1977 ta 1987 was
15.5%. Growth contribution ratio (Ci), indicating the commodity-wise
contribution to the total export  growth, is calculated as follows:

. Ci= - EixDEi = DEH,
E- Ei E _ S
where E:total cxport, Eirexport of commodity i



Table 2.2 Export Growth Contribution Ratio (1977-87)

(%)
e . : Annual - Average Contribution
Items - Growth Rate Composition . Ratio
" Textile products - - 26.6 11.3 - 18.2
Rubber ; : I 12,8 - 7.8 ‘6.0
Integrated c;rouits ~ - 29.5 3.3 5.9
tapioca products 10.3 8.9 5.5
Canned fish - ' : 51,7 1.7 5.3
Footwear ... - 2.1 1.0 4.4 .
Jewellery : 48.9 1.5 4.4
Precious stones 27.0 2.7 4.4
Rice 5.4 13.2 4.3
Prawns 17.2 1.8 1.9
Frozen fowl 38.2 0.8 1.8
Furniture and parts 41.0 8.6 1,6
 Canned crustaceanes 30.6 0.8 1.5
Fresh cuttlefish 20.2 1.2 1.4
“Wood products 15.8 1.2 1.2
Canned pineapple 15.3 1.3 1.2
Fresh fish 26.7 0.6 0.9
‘Plastic products 27.5 0.5 0.8
Sugar 1.4 6.7 0.6
Maize. 1.6 3.0 0.3
Others 15.6 30.3 28.5
© Total ' 15.5 100.90 100.0

Note: Expon Growth Contribution Ratio by commaodity” was
cakulated in the way sama as "GDP Growth Gomribuhon
Rafio by Sactor™. Sea Note for Flgure i2.

Soutces: Samu as Table 24



2.2 lmport

Change of import composition has not been so significant compared with that
of cxport. However, the import of capital and intermediate goods is still a big

burden on the Tha_i eCONOMmY.

The Thai ccouomy as one of the dcvelopmg economms with abundant natuml
resources and efficient labor has a characteristics to import ‘manufactured
producis much more than other products, as observed in the Fig, 2.3.

Although, in the lmport amount, 4 total share of SITC 5,6,7 and 8 has decreased
from nearly 80% in 1970 to about 50% in 1980, this does not necessanly mean
the decrease of pressure against thc trade balance, because . thc import. of
"others" consisting mainly of oil products increased especially - after the oil
shock in 1974 and 1979. R
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Fig. 2.3 Import Composition 'by Commodity Group. (1)

Fig. 2.4 shows change in the commodity-mix of iniport on the basis bf SITC at
the one digit level during the same period mentioned above. It .is clear  that
SITC 7 has been the largest among these commodity groups sincc' the early
1970 1ill the middie of the 1980s. Furthermore, notable is that the share of SITC
7 tumed to increase in 1983 and reached a level once recordéd in the pést.'

10
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: Fig. 2.4 Impor{ Composition” by Coramodity Group (2)

Looking further into the change in the commodity-mix of import as shown in

the Table 2.3, we could point out the following:

(1) Intermediate products and raw materials have remarkably increased their
share from 27.0% in 1982 to 35.1% in 1988.

(2) A greater attention should be paid to the fact that "capital goods" which
repfe_éenté the largest part 'of‘ import in the 1980s- has further increased its
share from 24.5% in 1982 up to 39.8% in 1988. Especially, "non-elcctrical
machin:er-y and parts” together with “clectrical machinery and parts®

alone ropresents 28.6% of the total import value in 1988.

(3) It should be poinicd out that rclative magnitude of these commodities has

been increasing through the 1980s.

In fact, these commodity group@-havc greatly contributed to recent rapid
expansion of the .total import. Table 2.4 shows the commodity-wise
c'omribution'to:-lhe import g:'owth. Firstly, the contribution of the
"intérmédiéte p'deucts_ and r_ésw' matcrials” was 39.8% during the period 1982 to
1.988. -Fuflliet.'m_(.)ré,. in case of "capital goods”, thc contribution was 49.6%. This
means that afouﬁd 50% of the total import increasc during the period 1982 to

1988 was due to the capital goods import.

11



Table 2.3 Import Composition by Commodity
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Table 2.4

import ‘Growth Contribution by Comm'odlty {1982-88)

(%}

Annual

) . ) ) Average Contribution
Economic Classification’ Growth Rate Compositien Ratio
I. CONSUMER GOODS 13.8 8.3 6.5
A. Hon-durable: 12.0 1.6 3.1
B. Durable: _ .16.0 3.7 3.4
Household goods 19,2 1.3 1.4
Electrical appliances 14,7 1.7 1.4
Wood and cork products 12.4 0.1 0.0
Leather and leather products 38.5 0.0 0.1
' Furniture 19.8 0.0 0.0
Cycles, motorcycles, carts, ete ' 9.9 5.4 0.2
. Small arms 18.1 0.1 0.1
iI. INTRRMEDIATR RRODUCTS AND RAW MATKRIALS 22,6 31.0° 39.8
i, Chiafly for gonsumer goods 22.7 . 20.5 26.3
Fish a_nd prepa_rat.ion 67.5 1.6 6.0
Animal and vegetable crude materials 11.2 1.2 0.8
Tobacce unmanufactured ~11.2 0.5 -0.3
Wood, lumber, cork, pulp, waste . -papex 1s8.2 1.6 1.6
Text1le fibers - 0.7 1.8 L2010
Textlle yarn and thread 33.7 0.9 1.7
Fabrics " 22.8 1.2 1.6
Jewelry, _1nc1ud1ng silver bars 38.1 1.7 3.6
Paper and paperboard 15.9 1.2 1.1
Chemicals 20.2. 8.8 10.1
B Chiefly for capital goods 22.4 10.86 13.4
'Crude minerals . 8.5 0.4 S 0.2
: - Base metals. - 22.9 10.1 213.2
III.  CAPITAL - GOODS 27.2 32.1 49.6
Fertilizers and pesticides 13.5 2.2 1.7
Cement - : 20.1 - 0.0 0.0
Construction materials 3.1 0.1 0.0
Tubes and pipes . 35.8 0.4 0.8
Glass and-other mineral mapufacturés 14.5 0.6 0.5
Rubber manufactures 40.86 0.5 1.2
Metal manufactures 221 1.7 2.2
Non=électrical’ machinery and parts 27.5 S 14.2 22.2
For agriculture use 12.9 © 0.1 0.1
. -Fractors 10.4 0.7 0.4
" For industrial use 28.86 13.4 21.8
Electrical machlnery and parts 29.6 8.2 13.8
Scientlfic and optical instruments 22.1 1.9 2.5
_Ai__rcraft_s and ships 41.1 . 2.2 5.2
Locomotive and rolling stock 56.7 0.1 0.3
Iv. OTHER IMPORTS 2.6 28.5 4.1
Vehlcle and parts 25.2 4.8 6.9
Passenger -cars 113.9 0.5 2.9
‘Busses and trucks 16.5 1.2 1.2
‘Chassis and bodies 25.0 3.1 4.3
Tires ' 4.8 0.1 0.0
_Fuels and lubric&nt -1.2 - 1%.2 -1.9
Mlscellaneous -16.1 4.4 4.1
Gold bullion- ~39.3 0.0 0.0
v, 'To'.rfm.' IMPORTS 17.3 100.0 100.0

Remarks: 'Impott Growth Contribulion Ratio™ was calculated in

tha same way as "GDP" Groiwih Conlribudion Ratio by
seclor”, Sea Note for Figure 1.2.

Sources; Samae as for Table 2.1
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The changing trade balance. of Thmiand "should - roughly " be checked . wuh
reference to the commodity group under SITC & the one d!glt devel by, using
"Net Export Ratio”. The next export ratic (NER) is defi ined -here and applicd as:

NER = Xi:Mi
Xi+ Mi

where  Xi: cxport of i - goods
Mi: import of i - goods

Valué of NER varics from - 110 + L When it is +1., the indugtry whic'h: praduces
the corresponding goods is fully specialized in export.. A -posit'ive.__NER' means

that the industry, or consequently the country, is the net exporter of i --goods.

Table 2.5 shows 'th'c NER by commodity group since 1970 till 1985. We can find
oul some poinis related to lhc changing imporl-mix in these ten years. - Firstly,
the commodity groups being spccmhzed in exporl are only SITC 0 and 8§ at
present, except for SITC 1 whose share in Thai trade is r_c_Ia_uvc_ly_ small.
Although NER of the group SITC 8 lu_rhcd [rom negative to positi'vc in'-1976, it is
pecessary to pay attention 1o a fact that manufacturing  the _p_rod_u‘cts'under

these commodity groups should involve import of the materials for themselves.

Table 2.5 Net Export Ratio by Commodity Group (1970-85)

SITC 0 SITC 1 SITC 2 -SITC 3 SITC 4 SITC 5 SITC 6§ SITC 7 SITC 8 SITC 9

-1.0 .- -=0.

1970 0.7 -0.2 0.5 -0.9 -0.4 -1.0 - -~0,5 9 -0.2
1971 - 0.8 -0.4 0.4 -0.9 -0,4 -1.0 .-0.4 _ -1.0. -0.7 0.0
1972 0.8 ~0.4 0.4 ~0.8  -0.,7 1.0  -0.3  ~1.0., -0.3 -0.1
1973, 0.8 -0.1 0.4 ~0.8  -0.4 <D.9  -0.2  -1.0 0.0 0.1
1974 0.9 -0.2 0.4 ~9.9 -0.5  ~0.9 -0.2 1.0 0,1 0.1
1975 0.9 0.1 0.3 -1.00 ~0.5 -0.8  <p.2 -0.3  -0.1 0.0
1976 0.9 0.0 0.3 “1.0  ~0.8 -0.9  -0.1  -gl9 0.1 ~0.2
1977 0.9 ~0.1 0.2  -1.0 -0.8  -0.3  -0.1 -0:8 0.1 ~0.2
1978 0.9 0.1 4.3 -1.0 ~0.8  -0.8 0.0 -0.8 0.3 -0.2
1579 0.8 0.0 0.2 -1.0 -0.9 -0.9 0.1 -~ -0.8 0.3 -0.3
1980 0.8 6.0 0.3 -1.0 -0.1 -0.8 0.0 0.7 0.3 ~0.4
1981 0.8 0.1 6.1 -1.0 -0.6  -0.9  -p.1 ~0.8 0.4 -0.2
1982 0.9 0.1 0.2  -1.0 -0.2  -0.%  -g.1 -0.7 6.4 -0.5
1963 0.8 0.2 0.1 ~1.0 ~0.5 ~0.9 -0.2 -0.8 0.3 ~0.§
1984 0.8 0.0 0.1 ~-1.0 ~0.4 ~0.9 0.2 - -0.,7 ‘0.3 -0.6
1985 0.8 -0.2 0.1 ~0.9 0.1 -0.8  -0.t% -0.6 0.5 -0.6

Ramarks: "Mat Erport Ratic® 13 dofined as b
whars X; Ziport, Ii: izport

o
A&

Saucces: Same as for Figure 2.1
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Sccondly, ih relation 1o this fact, a significant decrease in NER of SITC 2
reﬁccts_.'an'inci'ea'_sc in the import of intermediate produclts and raw materials
(See Table 2.4), although the group as a wholc is still specialized in cxport and

contribute’ to the trade’ surplus,

_Finaliy,. NER of SITC 5 and 7 arc Sli]l' .ncgalivc. ) Considering a relatively large

magnitude of these comﬁmdity group in imporl (See Fig. 2.4), those import will
continue to be a big burden on the trade balance o[.TﬁaiIand in the future., It
is the capital goods that has the largest share in the total import value and is a

major cause 1o increase the total import value.

2.3 Investment Goods Import and Trade Deficit

In the following discussion, an attempt will bc made {0 analyze the
relationship between import of the investment goods! and trade deficit in
Thailand.

Fig: 2.5 iltustrates changes in the investment goods import, the trade deficit,
and the ratio of ‘trade deficit 1o Gross Domestic Product (TD/DGP). It .is obvious
that - there is a Clbse rcialionship.bctwcen "investment goods import”  and
“trade -deficit" through the 1970s and the 1980s. It can be pointed out that the
increase of investment goods import will bec a big burden for the Thai

economic development as a whole in coming years.

1 “Investment goods” include:  agricultural machinery and apparatus,
transport equipment, -building materials, electric. equipment and
apparatus, -gther machinery, cngines, tools and implements, office and
scientific equipment “and apparatus.
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Fig. 2.5 Investment Goods Impott and Trade Deficit

TD/GDP improved since 1970 till 1976 in spite of the increase in the investment
goods and the trade deficit. However, the ratio has increased sincc_ 1976 along
with- ‘the increased import of the investment goods. There was a remarkable
improvement in the irade balance. in 1986 mainly because of rapid export.
expansion. It is clear that TD/GDP significantly decreased and that the three

variables have gotten closely intérdependcnt since 1986.

The Thai c¢conomy as a whole still has a characteristics of being dependent on
the large scale import of the investment goods such as machinerics and
materials, in spite of rapid and significant industrial development in recent
years. When we discuss the economic development in a long term perspective,

a focus should be put on cfficient production of these products.

In the following chapter, an attempt is made to discuss mainly on the
possibility of impert substitution of the capital goods or producers durables.
The import substitution of the intermediate goods and raw materials will also
be important for Thailand in the future. However, development of the
machinery industry, which is an important factor for technological progress
and employment absorption in longer run, should be focused -here rather than
the imermedia'_te indust.ricsi which can be'dévehped by standardized _
technologies if scales of economy is realized as domestic demand grows -

sufficiently.
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3. IMPORT DEPENDENCY OF CAPITAL
GOODS SINCE THE 1970s

3.1 Import Dependency of Capital Goods and Technological
Progress

In gencréi, the import substitution of capital goods! is onc of the essentials for
economic development of a country in terus not only of trade balance but also
of the domestic technological progress through accumulating skilled labor. At
an initial stage of industrialization, the import of capital goods will inevitably
increase and accompany the incoming of advanced technologies from
industrialized countries. However, domestic production of capital goods will
also increase - through assimilation and spill-over of those new technologies at
the nexi step. Sufficient and well-trained skilled labor, which is one of the
most important faclors for industrialization, will be accumulated in the process
of this assimilation and spill-over within the country. ~“When new technologies

are introduced again, samc process will continuously take place.

As a result of an accumulation of the skilled labor and know-how for realizing
efficient- productionrproccss, import. dependency of the capital goods will
decrease in a long term. _ Fig. 3.1 illustratcs changes. in the import dependency
of the producers durables since 1970. The import dependency? of producers
durables -has decreased through the 1970s and the 1980s having shown
fluctuations within a cycle of 5 to 6 ycars. Howcver, the dependency jumped
‘up 10 36% in- 1988 comparcd to 25% in 1987. The level of 36% is the one attained
in the middle of the 1970s.

1 “Capital goods” here mean “producer durables”, including agricultural
machinery and apparaws, electric equipment and apparatus, other
machinery, engines, tools and implement, office and equipment and
apparatus.

2_ "Import dependency of producers durables” here is defined as the ratio
of producers durables import to the pgross domestic fixed capilal
formation (only the machinerics and apparatas excluding the iransport
equipments).
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Fig. 3.1 .Producers_ Durables Import Dependency

Growth of the machinery  industries in a sufficient speced will contribute- o the .
technological diffusion from for'eign.'advanced—%o local ‘supporting industries,
because technological accumulation is to be. realized through interactions: -
between the  introduction of advanced - techﬁologies'-'and‘..the—'-aSSi'milation and’
diffusion of ;Hem,'or_.in_qthcr words, the interaction between. irﬁport and”

domestic production.

Table 3.1 shows impori'dcpendchcy of the capital’ goods in seicétéd'devclopiﬁg
countries. © Looking at this table, the import dcpcndcncy of- Tha.iland is not too-
high compared with other coumric's However, ‘it 1§ higher than the’ average -
of "middle income countries” and the sharc of machinery industrics in - the
manufacturing GDP is rather small compared with Korea, for example; which ™
shows a rclatively high import dependency - of capital -goods.- Kbrca'might have
got to some extent the industrial base - for realizing interacticns’ ‘between the
mtroducuon and the diffusion of the technologies borrowcd fmm developcd

countries,
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Table 31 Capitai Goods lmpon Dependency of Developmg Ccmntrles
42

Investment CG. Import GDP ashare of Machinery indual:ry
Ratio . Dependency - in Manufacturing sector
Low-1ncome econemies 28 ' 19 -
Middle-incone economles 23 o 21 -
Righ~income economies 21 - 25 -
tndfa . - _ 24 T T 26
Indonesia 26 -3 ) : 10
Fhilippines . 15 - 6 7
. Thailand - - 26 : 33 ' 14
-_-.Mala.ysia : _ o 23 . - 87 ;23
Maxico- ¢ . - 1500 cooo28 0 T 14
Brazil o 20 - - L - 24
Korea, Rep.of . | ) 29 10 ) 24
Germany, Fed rep. 20 - 28 ) . I8
Japan | - 30 - R - 38
United States 16 - 25 35

Note {1} “Investmant Ratio* s tha ratio of Gross domestic - .
. Investment to tha GDP, at curent prices.
{2) ~Capital Goeds® includes Transport machinery.
Sea Note Fig. 3.1 .

Sources: World Bani, Y¥orld Davelopment
Beport 1982,

3.2 Small GDP Share of Machinery Industry in the Manufacturing
_Sector '

Lookmg at the F1g32 Wthh shows the - change in the machinery mduslnal
GDP in both absolutc and relauve terms since 1971 till 1987 relative wexght of
machmery mdusmcs m the manufacturmg sector decreased especially since
1982, although the absolutc amount of GDP increased during the 1970s and the
1980s except for 1983 and 1984. Fig. 3.3 illustratcs the changing relative
weight in GDP term of major industries in the Thai manufacturing sector. It is
obvicus thét weight of textiles and wearing apparels has remarkably increased
since 1982, Though expansion of domestic production is necessary for
accumulating advanced technologies, Fig. 3_.'3 shows ;hat the industrial base of
’I‘hail_and'?i's; not yei strong cnough to assimilate advanced technologies despite
the " significant ¢conomic gmwth. through export expansion of manufactured

goods in these years. .
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Fig. 3.3 GDP Share of Major Industries In Manufactuting Sec'tdr.

For expanding domestic machinery production efficiently, it is essential 10
establish linkages between large scale machinery industries and the sm.afl' and
medium scale industries. In other words, efficient systems of sub-contfactiﬁg
andfor supporting " industries should be ecncouraged towards the next decade. Tt
is needless to say that such an efficient production system can not be built up
without sufficient skilled labor,
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4. DIRECT FOREIGN INVESTMENT INTO
THAILAND

4.1 Increase of Direct Foreign Investment from Asian Newly
Industrialized Economies |

It is often pointed out tlilat. the dircél forcign invcé{mcnt ({DEI) frorﬁ Asian
Newly Industrialized Economies (NIEs) coﬁu)rising Korea, Taiwan, Hong Kong,
and S_ihgapore, cspééially from Taiwan, into ’I‘hail.and has significaﬁtly
increased and represented a large pﬁrt of total DFI into Th.ailand in.rccént
years. The increase of DFI from Taiwan is obvious in the Table 4.1. In fact, a
total amount of registered capital by the DFI from Asian NIEs including Taiwan
r‘epresems 19.8% of thc total DFI in Thailand in 1988, and 34.5% in the period of
Januvary through Sepicmber in 1989,

It is also said that Asian- NIEs is loosing international competitiveness in the
ficld of so-called light manufacturing industries because of the increase of
-domestic labor cost and the currencics appreciation after the Plaza Agreement
in 1985. Compared to the DFIs {rom industrialized countries, including Japan,
U.S.A., UK., the DFIs from Asian NIEs arc gencrally small in registered capital
amount per project. - The DFl [rom Taiwan, for example, has increased in the
field of fooiwear, bag and sporl 'gmds.'- It is notable that the number of DFI
project from Taiwan is larger than that from Japan in 1988 and 1989 (See Table

4.1).

‘4.2 Direct Foreign Investment from Japan

. The DFI from Japan has répresenied in recent years the largest part of the
total amount of registered capital of DFI’s into Thailand. The share of Japan
was 49.0%, 61.7% and 46.2% in 1987, 1988 and 1989 (Jan. to Sep.), respectively.
The share of Taiwan,.bcing the sccond largest investor into Thailand, was only
13.5% to 20.5% in the ‘same period. In lhc*fbllowiﬁg, we will discuss about the
role -of Japanese DFI in the Western Pac‘iﬁc.'Rc_gion, tentatively defined here as
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Table 4.1 Diroct Forelgn Investment. into Thailand
Reglstered Capital No. of projects Registerad (.Iapital ‘per Project
(Millions of Baht) _ {(Millions of Baht}

Country 1987 1988 1989 1987 1988 1449 1987 1988 1583
{Jan-Sep) {Jan-Sep} tJan~Sep}

Japan 3,665 18,288 7,181 136 265 175 .26.9 .597.0 41._0
Taiwan 1,540 3,983 3,189 102 308 170 15.1 12,9 18.8
U.8.4, 574 1,851 718 34 106 48 16.9 17.5 15.0
Hong Kong 350 894 851 .32 86 417 11.0 10.4 18.1
Singapore 54 470 967 11 59 38 3.1 8.0 25.4
Malaysia 16 228 62 7 25 12 2.3 9.1 5.2
Kozea 107 53¢ 364 1 36 22 15.3 : 1477_ 16.5
Australia .38 240 180 12 19 15 3.2 . 12:8 12.0
Canada 98 by 10 1 11 1 98.0Q 1.5 $.8
UK. 112 1,651 814 i6 44 T 16 T.0 37.5 50.8
Geymany 3 179 265 -1 Y 16 4.4 10.5 16.6
Switzerland 592 174 425 10 19 18 59.2 9.2 23.6
France 26 93 259 3 14 13 8.6 5.§ _ 1%.9
Belgium 104 982 30 4 15 7 1 25.9 65.5 4.3
Italy 126 29 40 3 4 5 41.8 - 7.2 8.1
Netherlands 54 30 206 5 3 9 10.8 10.0 22.9
Tatal 1,486 29,638 15,55% 396 1031 612 15,9 28.7 25.4

Sources: BoIl

comprising Asian NIEs, ASEAN countries, China, Indo-china countries and

Japan.

It will be confirmed that, for Thailand, DF1 is useful not. only to

technology transfer but also to expanding and diversifying the trade in this

region,

Table 4.2 shows industrial composition of DFI from Japan in different regions

as of March, 1987,

Based on this Table, one can point out the followings: (1)

while North America is the largest host region of Japanese DF1, Asia is still the
second largest representing 20.6% of its total outstanding in 1987, (2) although
Japancse DFI has flowed generally into the non-manufacturing sector, in Asia,

exceplionally, the share of manufacturing sector is relatively high.

It is also often pointed out that Japanese DFI is gencrally iﬁ iimited scale
because. they are pui_ by small. and medium scale companies in .Jallpan.
According to the Tabie' 43 which shows the investment amount per p.roje,q_[, it
is clear that Japanese DFI is rather small especially in Asia.

Furthermore, in case of DFI into Thailand, the investment scale per projéct is
smaller than the average of Asia.
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Table 4.2 DF! trom Japan : Industry Composition by Raglon
N (O_u_tstand_lngs as of March, 1989)

(%)
North America. Latin America Europe Asia * {World Total)
1. Manufacturing 26.5 (35,1} 23.7 (17,1 17.0 (B.7)  38.2 {29.5) 26.6 (100.0)
Food 1.5 ¢47.1) 1.0 116.3) 0.6 {7.6) 1.3 (23.3) 1.1 {100.9)
Textiles 0.7 (12.3) 2.1°(19.%) 1.5 {9.8) 5.5 (56.1) 2.0 {100.90)
Wood; Pulp 1.7 (55.3) 1.0 (16.7 0.0 (0.2) 0.9 (17.0) 1.1 {100.0)
Chenicals 2.6 {22.2) 2.7 (12.9 1.6 {5.2) 6.1 (30.9) 4.1 (100.0)
Basic metal 3.4 {22.9} 8.3 {30.5) 1.8 (4.8} 8.1 {31.9) 5.2 {100.0}
Machinery 3.3 (47.8) 1.7 §13.3} 1.9 {10.7) 3.1 (26.0) 2.5 {100.0)
Electric Machinery 7.3 (57.7) 1.6 (6.8). 3.6 (11.1) 5.0 (23.1) 4.5 {100.0)
Transpprt machinery 4.0 (35.8) 4.8 {23.8) 3.4 (11.9) 3.8 (19.6) 4.0 (100.0)
Others 1.9 (31.5) 0.5 (4.8) 2.5 {15.9) 4.3 (41.%) 2.1 (100.0)
2. Non-Mapufacturing - 70.4 {35.5) 76.0 (20.8) - 78.7 {15.3) - 60.3 (17.7) 70,1 {100.0)
Agriculture,Forestry 0.7 (31.4) 0.9 (22.5) 0.0 {0.1) 1.1 {31.1) 0.8 {100.0}
Fisjery : 0.4 (27.5) 0.5 {20.9) 0.0 (0.4) 0.5 (21.9) 0.5 (100.0)
Mining 3.4 10.0) 7.5 {12.3) 6.2 {7.2) 29.5 {51.8y 11.7 {100.0}
Construction 1.2 (43.6) 1.0 {19.1) 0.4 (5.3 1.1 (22.7y - 1.0 {100.0)
Wholesale and retail 22.6 ({58.2) 6.0 (8.5 - 19.9 (19.8) 5.8 (8.7) 13.7 (180.0)
Finance - B 16.7 (34.5) 21.0 (23.6)  41.3 {33.3) 4.9 (5.9 17.1 (100.0)
Services 4.3 [25.5) 3.3 (10.9) 2.4 (5.6) 11.4 (39.8) 5.9 (100.0}
Transportat ion 0.3 {1.2) 29.7 {77.4) 0.3 (0.5} 1.2 (3.2y 7.4 (100.0}
Real estate 15.4 (88.1) 0.1 (0.3 1.0 (2.2} 1.9 (6.2} 6.2 (100.0)
Others 5.7 (33.7 5.9 {19.1) 7.3 {16.8) 2.9 (10.0) 5.9 (100.0)
3. Branches 1.7 {22.1)" 0.2 (1.5 4.1 (20.4) 1.3 {(10.0} 2.7 (100.0)
4. Ownership of dwelling 1.3 (B1.5) 0.1 (3.9) 0.3 (6.4} 0.2 {6.2) 0.6 {100.0)
5. All indusktries 106.0 {22.4)  100.0 (19.2) 100.0 {13.7) 100.0 {20,6)  1006.0 (100,0)

Sources: Ministry of Finance, Government of Japan.

Table 4.3 Investment Amounti Per Project by Reglon
{Millions of Baht)

North America Latin America Furcope hAsia Thailand * World Total

1. Manufacturing 3.5 5.1 2.2 1.3 1.0 2.4
Food 1.3 1.6 2.2 0.6 0.6 1.9

- Textiles ‘1.9 2.1 1.5 1.7 1.7 1.8
Wood, Pulp 7.2 4.8 0.7 0.7 0.3 2.2
Chemicals 3.8 4.5 2.2 1.6 0.6 3.2
Basic metal 6.5 19.2 0.9 2.9 1.0 4.1
Machinery 2.7 2.9 1.6 1.0 1.8 1.7
Electric Machinery 5.0 2.7 3.3 1.0 1.3 2.4
Transport machinery 11.3 16.1 12.8 2.8 1.1 1.5
Others . 1.4 1.0 2.2 0.7 1.1 1.1
2. Non-Manufacturing 2.8 3.5 4.0 2.5 0.5 3.0
Agriculture,Forestry 1.5 0.8 0.3 0.7 0.5 0.8
Flsjery 1.5 8.4 G.4 0.5 5.2 0.8
Mining 5.0 16.5 68.5 32.0 0.2 12.9
Construction 2.k . 3.0 2.8 0.6 0.4 1.3
Wholesale and retail 1.5 2.2 1.5 6.6 0.7 1.3
Finance ’ ) 24.3 21.6 15.1 1.9 1.2 14.9
Services 1.6 3.2 1.9 3.0 0.3 2.5
Transportation 0.6 3.0 0.9 1.8 0.2 3.0
Real estate 8.8 0.9 8.5 5.5 0.7 7.7
“Oothers o 2.2 1.4 1.5 1.2 0.3 2.0
3 Branéhes 2.0 0.8 3.2 0.5 0.2 2.5
4. Ownership of dwelling 0.2 0.2 0.2 0.2 0.2 0.2
5, All industries 2.6 3.2 3.3 1.8 0.8 2.6

Sources : Same as Table 4.2
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All of these points suggest that DFI' from Japan 'as well as clsewhere has flowed -

into Thailand sceking for relatively officient and sufficieni labor to producc.

and export their manufactured products not {o new market  but to the existing

market, However, some experls says that there is already some dms:on of
labor among investors of different countries: Taiwanecse investors in labm'-
intensive and light industries; Koreans in assembly-type clectric apparatus
industries; Japancse in hi-tech assembly-type electronics industries.  Judging
from such information, it might be said ‘that Thai cconomy has been involved
in a large wave of industrialization through accommodating DFT from

countries in the western pacific  region.

For Thai cconomy, of basic mlponance is to ride on the wave of overriding
mdusmahzai:on in this region as a whole through smoothly shxftmg its
structure of comparative advantage. It is ceriain that Thailand nowadays has
comparative advantage in the relatively efficient and sufficient labor and the
abundant agricultural resources. However, with the increase of wage rate in
the course of industrialization through ecxpanding the manufaciured export,
_ the international competitiveness will gradually be lost in long term if other

conditions are not changed.

In order 1o proceed with a smooth shift in the source of development, which .is-
one of the development policy issues towards the. next century, Thai economy
will have to accumulate skilled labor and production know-how so as lo

continnously improve the labor productivity of the whole economy.

Although industrialization has been 1o some extent realized through the cxport
expansion of light industries such as apparel making and agro- processing,
there remains an issuc of the import substitution of machineries, intermediate
products and raw materials. Reviewing some historical experiences of other
nations, the export expansion of light industry and the import substitution in
heavy industry proceeded concurrently in the process of industfialization
Accordingly, we may say that Thailand should start in the near future the .
import substitution for heavy industries, espec;ally for the produccrs durablcs
along with the cxpansion of domestic demand through accumulating skilied
labor and highly educated human resources towards the cstablishment of an
efficient industrial base for production and export, which is also the base for..
technological progress of the country in the long run,
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5. THAILAND IN THE WEST
" REGION ERN PACIFIC

The main purpose of the DFI from Asian NIEs as well as Japan is generally to
exporl their products from Thailand, where labor cost is relatively low, to the
existing market of their own in the world. However, it is likely that Thai
economy has already expérienccd' wage i'ncrcase to some extent through the
rapid industrialization in thesc 10-15 yeafé. In this section, bearing these
points in mind, we will discuss the changing position of Thailand in .the
Western Pacific Region focusing mainly on the large wave of industrialization

in this region,
5.1 Direction of Export from Thailand since the 1970s

Table 5.1 shows the regional export by commodity group and by destination
during the period from 1976 to 1986. We can roughly summarize the
experiences: of Thai manufactured producis export expansion for this period as
follows: (1) annual giowth tate of the manufactured cxport was larger than
that of the agro-processed products during the every period of 1971-1976,
1976-1981 and 1981-1986. It suggests that the Thai export expanded through
the industrialization in the 1970s and the 1980s; (2) Thai exporl has expanded
especially in the market of the U.S.A., Europe, and the Asian NIEs, although
annual growth rate of the expori towards the Asian NIEs decreased from 32.3%

(1971-1976) to 13.0% (1981-1986).

Cdnsequémly,' the relative magnitude of the ASEAN-3! is still small in the
market -of Thai exporis compared  with other importing region or country.
Although further study -and research will be necessary for a more detailed
analysis, .we may say hyﬁoihetically that, in the 1970s and the 1980s, ASEAN
couniries have been the competitors one another in the foreign markets other
than the ASEAN market. However, bearing in mind the momentum of DFI-flow
in the Western Pacific Region, ASEAN countries should open the market one

1 - Indonesia, Philippines and Malaysia
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in the Western Pacific Region, ASEAN countries should open the ‘market one
another, based on the market mechanism and ‘detailed policy diixloguc, fot the
purpose of exi)anding and deepening the international division of labor in _thc

Region.

Table 5.1 Dlrection of Export by Commaodity Group

. . (%)
Export Composition by Region ©  Export Growth
1976 . 1981 1986) 1971-76 1976-81 - 1981-86|
A. Manufactured  Products
ASEAN-3 6.7 5.0 4.1 = 21.3 12.0
Asgia NIEs 19.8 23.1 19.5 60.2 32.3 13.0
Japan 9.6 7.4 6.9 50.6 21.9 15.0
Europe 25.1 19.0 19,3 15.6 21.4 - 171.2|
U.S.A. 17.7 20.7 25.4 46.5 32.3. . 21.8)
Canada 1.1 0.9 1.6 66.5 22.3 " 31.4
China 0.0 1.2 1.1 -~ 256.8 . 15.9
Others 20.0 22.8 22.1 - 31_.7 16.1
World Total - 100.0 100,0 100.0 51.0 _23.3 15_.8 E
B. Agro-processed products

ASEAN-3 5.6 2.9 3.9 - 0.4 12.3
Asia NIEs 6.2 10.4 10.2 29.5 26.9 573
Japan : 36.4 16.6 22.4 64.3  -2.2 12.1
Eurcpe 37.7 39.1 32.6 48.2 15.3 1.8
U.S5.A. 6.1 12.9 15.5 34.2 33.2 9.5} .
Canada 0.3 0.7 2.0 8.3 39.¢0 31,3y
China 2.1 2.4 2.5 - 18.1 5.9]
Others 5.8 15.0 10.9 - 38.6 -0.8
world Total 100.0 100.0 100.0 49.4 _ 14.5 5.6

Sources: Same as for Figure 1.1

Figures 5.1 through 5.3 show the chénge of NER by major commodity group in
selected countries in. the Region. Looking at these figures, it is. clear that: (1)
although competitiveness of Japan is still stroﬁg.in the machinery export,-it. -
has remarkably decrcased in the clothing aﬁd footwear which are products of
so called labor intensive industries; (2) NER of Korea and Taiwan .is almost -
unity respectively in the field of these products,  Following "after Korca .an'd
Taiwan, Thailand . has strengthened its competitiveness remarkabiy: in ‘recent
years; (3) Thailand is now being followed by Indonesia in each industty' of
machinery, clothing and footwear.
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Bccausc of the lack of consistent data, we conld not ﬂluslraie the ‘NER of other
_countries: But. it is unnccessary to say that Thailand is nowadays bamg
followed by many countiies mcludmg China, the ASEAN countries other than
Indoncsia, and some’ of the South Asnan countnes of whlch labor " cost is- lower
than Thalland T hose countnes will be a tough competltor for Thal cxports in
coming ycars Accordmgiy, ‘Thailand, in the dynamic mdustrlahzauon of the
Western Pacxﬁc Regmn, should improve its labor productmty' through '
accumulatmg skilled labor and highly educated human resource for long term
development. of Thai” international trade ‘of manufactured products mcludmg

agro- processcd products
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1. METHODS AND ASSUMPTIONS

1.1 Introduction

The source of the projections reviewed in this- part are -described in Appendix.
The methods used in cach source arc described in Chapter 1, .which also
contains a- summary discussion of the key assumptions used in ‘preparing the
projections. - The projection results are compared in Chapter 2. Chapter 3

discusses the implications of the projections for the Upper Central Region.
1.2 Methods of Projections

1.2.1 General Remarks

The range of models and the paucity of details about specification and
assumplions used 10 gener’éte projections from cach model are a major obstacle
in the preparation of the review. The extent to which results differ, which
can be duec 1o differences. in assumptions used and the relationships assumed -

by the model, cannot be precisely quantificd without morc details about how

the projeclions were prepared.

The present review confincs itself to comparing the published figures on the
basis of a sct of indicators, and to assessing, gualitatively, how each projection
differs in terms of the future outlook implied by - the projections.

1.2.2 Summary Description of Iindividual Sources

This section reviews the methods of preparing the projections used in the

various sources listed in Appendix.:
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1) The Sixth National Edonomic and Secial D:cv'elopm'em- Plan

The forecasts for the Sixth Plan were prepared usmg a computablc gencral
equilibrium macroeconomic model, an  earlier version  of which the NESDB had
developed joimtly with the World Bank. The model conlams_ a variety of -price

adjustment'mcchanisms for the sectors included in the model.
2) The Revised Sixth Plan

The rcviéion_ of the Sixth Plan, implemented in 1989,” uses a ‘new model, which _
NESDB developed, also joinily with the World Bank (World Bank, 1989). . This is-a
simple aggregate model ‘with . emphasis on . the two-gap; the investment-savings
gap and thc trade gap. The specificatioﬁ of thé-modcl.follow.s general macro-
economic prmmples, and is - largely based - on accounting rclanonshlps The

getails are as shown in the World Bank seport, to be discussed below,

3) The World Bank Report, "Thailand: Country Economic Memorandum,

Building on the Receni Success - A Policy Framework”

The report contains an abcoum of the projection that the Bank had developed
jointly with NESDB. In the word of the report, the model is "an aggregate
supply driven model with the empbasis on the - two- gap.the model comprises’

two submodcls a macroecopomic submodel and an external debt submodel”.

"The macro submodel consists of six_'diffcrcnt scctions: producfion and income,
investment and capital accumulation; savings, consumption and. government;
external trade; money, interest rate and. prices; and other indicators. (There
are) five principle technical and behavioral equations: the producuon
function, the private investment function, GDP deflator and other prices, and
expori and impori demand equations. (These) were estimaied by employing

appropr'iate regression . methods.”

"The External Debt submodel consists of 18 dlffercnt files whlch are capable of
generating debt profiles, given assumptions on’ tcrms conditions ‘and new -
commitments. The model includes relationships with the current * account
deficit and capital inflows.” | |
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4) -~ - The Siam Commercial Bank Economic Research Division,; Trends and
Challenges for the Thai Economy"

The projections are prepared by the Research Dépanmcm of the bank, The
Rescarch Department prepares GDP  estimates from the expenditure and
production - sides. - The estimates are then refined during the consuliation
process until a consensus view cmerges about the likely magnitudes of both

cstimates.  The monetary aspects are given considerable - atiention,

5) Thailand 'Development Résearch - Institute, “Financial Resources
Management”, prepared by the Macroeconomic Policy Program, for the Year-
end Conference on Resources Managemcm, 1986.

6} Thailand Development Rescarch Institute, "An Economic Forecast for
Thailand in 1988 and During the Sixth Plan period”, Year-end Conference,
1988.

TDRI prepares economic projections using its own macrocconomic models,

though the published reports do not give details of the models used.

1.3 Assumptions Used In the Projections

1.3.1 The Framework for Analysis

The préparation of projections is intended for the exploration of the future
from the standpoint of the present. As such, projections -are conditional
statements of what the fulure is secen to be. By definition, there are many
uncertainties which need to be assumed. For this reason, it is only doing-
justice to the projections to examine, not only the results, but the assumptions

used in preparing the forecasts.

For Thailand, the main assumptions which affect the projection results consist

of two sets, the international economic siluation and the jnternal situation,

'Th Internatipnal situation

For an expori-orienied and oil-importing economy, the two major variables
affecting the national economic performance are the growih of world trade

and the oil price. The growth of world trade will determine, given the
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consiant cxchangc rates, the demand for the countrys exports, whllc the oil
pricc will determine the amount of foreign exchange rcqulrcd 10 import . the.

oil to meet the country's demand.

hg ]n;grna smgug

While the exiernal condltlons are 1mportant in dclermmmg the economic
performance of the counlry,_thcy are ‘not- the only factors. The _internal -
situation is also important, The capac;ty of the economy to respond to .
opportunitics or to adjust to adverse condiuons wil depend on many factors,
such as the . rebourcc eadowmcnt. including land, labor. force and . naturai :
resources. Govcmment policies are. also. 1mportant, esPemally those relatmg to
the exchange rate, monetary regulation :_and_ controls‘,, fiscal po_hc)__gnd,.
perhaps specifically in the case of Thailand, investment -' promotion pbliéy. .

1.2.2 A Review of Individual Assumptions. -
1) The World Bank Country Rej:aon
{1) External situation

World Irad

The world economy will grow between 2.0 and 2.5 % durmg 1988 20()1 which
will translate “into real import growth_ of about 3 % for the: period; Al,lowmg.
for Thailand's pattern of éxpurts which is concentrated in high gfowih areas
such as the USA, the EEC and Japan, demand for export from Thailand is

assumed io tdse by 4.5 %.

. Qil _pric . _ . _ : . :

The oil price is expected to rise gradually, fr_om' US$ 1S/barrel in. 1988 to US$
16/barrel in 1989 and US3 19/barrel in 1990. - A gradual incrc.as,e' is assumed
thereafter 1o reach US$ 45/barrel in 2001, | -

lgrmg. of trade . _
This is expected to siabilize at the level obtaining in 1988.
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Exchange . rate
The -international exchange rates are assumed o be stable ‘at the levels holding
at ecarly :1988.

Interest - ra

Unchanged, ranging from 7.5 % on US$ fund, 5.5 % on yer, DM and Swiss franc
funds.: . ' '

Direct foreign investment
Increase to about 4 % of domostic investment during 1989- 1990, but will
stabilize at 3 % of domestic investment -ithereafier.

Other foreign inflows
Workers' remittances will remain constant in real terms. Tourism income will

increase at & %.
{2) - Domestic situation

Fiscal li
The share of government sector relative to GDP will increase, in terms of both
income and expenditure, but the fiscal deficit will be maintained at a

manageable level.

- Monetary__policy _
The baht/US$ cxchange rate will be maintained at the current level of 25.2
baht/US$. This implies a depreciation of the baht relative to the yen, DM and

Swiss franc.

w@g_@
Thie expansion of -agriculture will occur by intensification of ‘land use and not
by expansion of cultivated arca. The labor force will rise by 2.6 % per annum

in the first five years, then decline to 1.8 % by the year 2001, due to the

fowering of population growth.
2) TDRI 1986 Report

(1)' External situation
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World GDP to grow by 3. 2 % in 1989 1990. The Yen[US$ rate is aSSumed o be -

unchanged, and there will be no restriction on trade imposed by Thailand's .

trading pariners.

il pri L o .
Qil price is assumed to be 18 US$/oarrel in 1988, rising by 2 US$/barrel to 24 .
US$ in 1991, ' :

Commodity prices for the major export crops are assumecd o fail, Only  sugar-
cane is assumed to have. an increase of 4% per annum. The price of .rice will

remain ~ ¢constant,

Exchange _raig

No change in the ycn/do'llar rate.

Inigrest raie
No detail.

Dirgct foreign _investment
No detail.

Oiher_ foreign  inflows
No detail,

(23 Domestic  situation
Fiscal policy

Restrictive cxpendﬁure pohcy,_ with 2. % increase- in government hiring - and

3% growth  in  public mvestmem

Monetary pelicy

No detail.
Factor. f . ¥ tion
No detai}.
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3)  TDRI 1988 Report
(1) External 'siluatioh

World trade

Expanding at the ratc which does not harm Thai exporis.

0il_ price | |
16 US$/barrel in 1989, 17 US$ in 1990 and 18 US$ in 1991.

' T_g;rms g:f trade
Stable crop -prices, - lower than the high 1988 level.:

Exchange rate
No major. change.

Interest _raie
No detail,

Dirg foreign investmen
Maintained at a high level due to (i) investment in export industry (ii) :
initiation- of petrochemical projects (iii) invesiment promotion by BOI and (iv)

investment in infra-structure will accelerate.

No detail.

(2) Domestic situation

Fiscal _poli
No detail. -
Monetary policy
No detail.

Factors _of production

No detail,
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4) Siam Commercial Bank 1989 Forcc_:asis

(1) External situation

World__trade

Expanding due to policy. coordination among industrialized countries, ce

1l _price

Gradual increases, not quantified.

Terms of trade

No change from 1988, which sees a: favorable increase :in export prices:

comparcd with increase in import prices.

Exchange rate

Continued weakening of the US$ relative to the yen and other currencies, but
the Baht/US$ rate is stable at the 1988 level. :

Inter rat

A slight increasc in interest rates from 1988,

Direct forgign _investment .
No detail.

QOther foreign _inflows
No detail.

(2) Domestic situation

Fiscal policy
No detail.

Mgngtarg L olicy
No detail,

Factors of production
No detail.
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