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Abstract

This paper tries to evaluate the successes and failures of the “dual-track strategy”
for development that the Thaksin government has enacted over the last 4 years. This paper
also points out the consequences of this development strategy for the Thai economy in the
future.

The government claims that the dual-track strategy has two objectives. First, the
government has adopted many populist projects and quasi-fiscal measures to stimulate the
economy through increases in domestic demand. This study finds that the government
achieved successes in some parts of stimulating economic growth, but much was due to the
upturn in the world economy. The claim that the dual-track strategy will reduce the
dependency of Thai economy on the world market, making the Thai economy more stable is
not true.

The evidence shows that the proportion of domestic demand to national income
decreased while the level of openness and the export ratio significantly increased. Hence,
the dual-track strategy will lead Thai economy to become more dependent upon, and subject
to the fluctuations of, the world market.

Second, the dual-track strategy seeks to reduce the dualism between different
sectors of Thai society. The government is trying to improve income distribution and
manage the supply side of the economy through industrial policies. This is to increase
production capacity and to increase income through support to small and medium
enterprises.

This study finds that income distribution is improving but the level of inequality is
still wide, additionally supply management policies have not resulted in significant income
improvement. Thus, there has been little improvement in domestic demand. Without a
better income distribution and higher production capacity, high levels of domestic demand
cannot be sustained in the long run. Thus domestic demand will also not be able to replace
the demand for exports.

The Thaksin Government’s management of the demand and supply sides of dual-

track strategy, however, may lead to an unstable economy for the following reasons.



First, the populist projects are concerned more with political return than with
economic return; the quasi-fiscal measures adopted by the government are essentially a way
to avoid fiscal discipline. Thus, the populist projects and quasi-fiscal measures which have
been adopted for the dual-track strategy can lead to economic instability and hence political
business cycles.

Second, the Thai state under the Thaksin government has become increasingly
authoritarian, and has been captured by big businesses, due to the fact that there are no
effective checks and balances by the parliament, technocrats and civil-society. The Prime
Minister himself is also a risk lover, who has centralized and concentrated decision making
in his hands. The above helps explain why the World Bank’s governance indicators show
that the governance under Prime Minister Thaksin has clearly deteriorated.

The government has increasingly used its enhanced powers to intervene in the
economy at the micro level, by ‘picking the winners’ and offering ‘privileges’ to targeted
industries in the name of pursuing a new dynamic comparative advantage for the economy.
Thus, opportunities for rent-seeking activities by vested interests might increase and lead to
decision making that puts the economy at risk.

In sum, the dual-track strategy successes in stimulating the economy in the short-run
are not sustainable in the long-run. Rather than reducing instability, the dual-track strategy

has increased it.
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“Foreign investors viewed Thailand as a suitable labour-intensive production for items such as textiles
and electronics. However, this development model distorted the nation’s comparative advantage towards
labour-intensive products. Thailand thus primarily produced goods that were not based on its true
comparative advantage, but determined by external forces. This eroded the country’s global
competitiveness. Thailand hence suffered from the ‘Nutcracker Effect’...Rising labour costs and sluggish
technological improvement meant Thailand was neither a low-cost country, nor possessed its own

innovations or brands.” (Pansak 2004, 29-30)
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M13197 5: growth accounting Va3szima'lne

Whole
Pre-boom Boom Crisis Recovery | period
1999- 1981-
1981-86 1987-96 1997-98 2002 2002
All sectors
Growth 5.46 9.50 -5.93 4.11 6.01
TFP growth 0.86 2.00 -9.03 1.17 0.54
(TFP growth/growth)*100 15.72 21.08 152.44 28.60 8.92
Agriculture
Growth 3.61 2.67 -0.33 2.58 2.64
TFP growth -0.22 2.52 1.10 3.04 1.74
(TFP growth/growth)*100 -6.15 94.46 -332.46 118.11 65.97
Industry
Growth 6.72 12.77 -7.70 6.32 8.09
TFP growth -1.50 0.51 -3.36 2.06 -1.08
(TFP growth/growth)*100 -22.24 4.00 43.62 32.65 -13.35
Services
Growth 5.43 9.01 -5.44 2.45 5.53
TFP growth -1.43 1.03 -9.32 -1.79 -1.10
(TFP growth/growth)*100 -26.39 11.40 171.34 -72.89 -19.82
Manufacturing
Growth 5.80 13.19 -4.82 7.06 8.42
TFP growth 0.15 0.67 -10.68 3.21 -0.04
(TFP growth/growth)*100 2.57 5.05 221.76 45.45 -0.53
All sectors
Aggregate sectoral TFPG -1.22 1.02 -5.76 0.42 -0.70
Reallocation 2.08 0.99 -3.28 0.75 1.23

Source: Warr (2005, Table 1.5, 12)
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panSuaias sz ma 5,446,043 | 5,930,362 | 6,576,023
wulszanalnalsgsil 1,023,000.0{ 999,000.0 | 1,163,500.0
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A15197 10: MIASMININIIAS (Quasi Fiscal Measures)

AL AU

- o - msiasunlasnininou msnlasunlasoinilnen
Usziannenssu Tnsams a0 10UNITAY 2545 2546 ” 2547 -~
UM Jouaz IUIU Souaz
v
Ladnlemanay 52,981.7 171,598.1 | 118,616.4 223.9 435,035.9 263,437.8 153.5
v v [
aaulvinuou SUIATUHIIZINA
ne* 4,130.0 53,343.8 49.213.8 1,191.6 233,616.4 180,272.6 337.9
FUINITWAIU
AgIMNIVUIANAIT
LazvuIRtoU 15,410.0 42,783.0 27,373.0 177.6 76,286.4 33,503.4 78.3
L11asamsauded sy [rcT*= 15,078.6 32,933.3 17,854.7 118.4 45,073.2 12,139.9 36.9
79115 SMEs FUINTSINOMST
1 o ¥
da90nuaz1ien
uvialszmalne 7,283.2 16,365.3 9,082.1 124.7 32,106.7 15,741.4 96.2
FUINITOONAU 2,144.9 6,868.3 4,723.4 220.2 16,521.4 9,653.1 140.5
3
FUINITIND
MIINYATIAL
NI ANISINYAT 8,935.0 19,304.4 10,369.4 116.1 31,431.8 12,127.4 62.8
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$1mm {owas 91U Souay
UssENsziu
12 Tasansdidse i FuiFogaamnisy
Fuide1din SMEs UGN 4,116.6 8,474.7 4,358.1 105.9 13,115.0 4,640.3 54.8
1.3TAsIMIsUINS
alszyiru FUINITODUTU 10,294.7 15,375.1 5,080.4 49.3 21,691.9 6,316.8 41.1
511A1517D
MsINEASIAY
1.41a5aMsIamMAIYNTY [Annsaimsinuas 8,319.0 10,003.0 1,684.0 20.2 18,949.0 8,946.0 89.4
5% 75,712.0 | 2054509 | 129,738.9 171.4 488,791.8 283,340.9 137.9
2asviean  2.1lasamsddesdude
aaMNEIauay UYOITUINITOING
numMaiany Ay (504.) 26,748.3 56,147.3 29,399.0 109.9 74,4103 18,263.0 325
FUINTDIANT
TATIMITTOA-AUV.***  [runs ey (504.) 23,884.0 23,884.0 0.0 0.0 23,884.0 0.0 0.0
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Tn593 amiunINu 2545 2546 - ” 2547 - -

S {ouaz 11 Jouaz
TA5IMssOa -533a11N9
fdethudmiy 5UIN50IA3
NI ees AUATIZH (FOT.) 2,864.3 2,864.3 0.0 0.0 2,864.3 0.0 0.0
TASIMTEOA-AUY.***  [FUIN1T0IATT
Szyi 2xe s qaUnIIZH (0. 0.0 18,873.0 | 18,873.0 N/A 37,137.0 18,264.0 96.8
Tsamsthused.fienu muaiseins
Ingessses qAUATITH (07 0.0 10,526.0 10,526.0 N/A 10,525.0 -1.0 0.0
2. 21nsamstueeudy
o1 szana FUINTDONTU 0.0 1,322.3 1,322.3 N/A 2,283.8 961.5 72.7
b 3Tasamsthuidesns 0.0 21.0 21.0 N/A 965.0 944.0 4,495.2
Tasansthudesms  muinisesuduuas
(dmsumsianza dadin munseints
TRIT) ettt qUNTITH (TOT.) 0.0 0.0 0.0 N/A 0.0 0.0 N/A
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Tasan1studeo s  [FUIAISOIATS
aielszrvudderin  munsied (sed) 0.0 210 21.0 N/A 965.0 944.0 4,495.2
19IN 26,748.3 57,490.6 30,7423 114.9 77,659.1 20,168.5 35.1
$UINIT0OUAY
3.1 Thailand Equity Fund [PUY. oz IFCT 8.7 158.9 150.2 1,726.4 254 4 95.5 60.1
o,  P-2Thailand Prosperity
3.M50520U
- Fund NUY. 0.0 910.7 910.7 N/A 910.7 0.0 0.0
AMAINU-AIA
3.3 Thailand Opportunity [FUIA15NTI1N0 Hag
nu
: Fund N1Y. 1,200.0 1,981.9 781.9 65.2 1,981.9 0.0 0.0
3.4 ﬂ'ENV!u’ﬂQfTﬂﬁ 1 0.0 30,000.0 30,000.0 N/A 0.0 -30,000.0 -100.0
19IN 1,208.7 33,051.5 31,8428 2,634.5 3,147.0 -29,904.5 -90.5
FIUNIKHA 103,669.0 295,993.0 192,324.0 185.5 569,597.9 273,604.9 924
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#11: IMF, World Economic Outlook, April 2005
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Abstract

The financial system and financial market play a significant role in economic
development. A country’s financial structure comprises of bank-based system and market-
based system. The two systems vary aécording to the accumulation of funds and investment
via financial intermediaries. Financial activities in a bank-based system are conducted
through financial or banking institutions. On the contrary, capital market acts as a medium
for trading activities in a market-based system.

The study of the country’s financial structure is, therefore, crucial as the
implications of which would lead to an appropriate policy design. In this respect, the first
task requires a consideration of how significant had the two parts of the financial structure
cont;ibute to the country’s growth. The first objective of this study focuses on the macro-
evolution of financial structure in Thailand. The second objective aims at analysing its long-
run impact on the Thai economy. A financial analysis which considers the size, activity and
efficiency of the bank and stock markets in Thailand from this study during 1980 to 2003
found no significant evolution. Previously the system has been almost totally bank-based.
After the 1997 financial crisis, however, the system possessed a higher degree of being
market-based.

Nevertheless, when considering other important factors such as information
asymmetry, relatively lower transaction costs for banking institutions, primitive account
system and pro-bank-based Financial Master Plan, the general scenario shows that the Thai
financial structure remains more bank-based even up till the present day. However, the
long-run trend shows progression to being a more market-based system.

The analysis of relationship between financial structure and economic growth, based
on the standard growth model, indicates that the activity (liquidity) of the stock markets and

intermediaries resembles a catalyst for long-run economic growth in Thailand.
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Explanatory Variable Coefficient S.E. p-value R-square
0.002838 0.028847 0.9226 0.662589
STRUCTURE-ACTIVITY
(-0.090517) (0.02015) (0.0002)*
0.040867 0.024067 0.105 0.592592
STRUCTURE-EFFICIENCY
: (-0.106842) (0.02266) (0.0001)*
0.081745 0.190637 0.6727 0.54575
STRUCTURE-SIZE
(-0.09902) (0.023606) (0.0004)*
8.01166 10.46167 0.0083* 0.539512
STRUCTURE-ACTIVITY
(-0.104227) (0.025943) (0.0006)*
0.03892 0.013357 0.4523 0.662932
STRUCTURE-EFFICIENCY
(-0.108261), {0.016924) (0)*
0.013111 0.009977 0.203 0.562622
STRUCTURE-SIZE
(-0.104278) (0.020886) (0.0001)*
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Abstract

Thailand has commenced fiscal decentralization program for 4 years, the
implementation is under guideline of the Plan and Process for Decentralization Act of 1999. It is
the first time in Thailand history to have a law to specify framework, direction, and most
important is timing to fulfill the fiscal decentralization directive. As the law has accelerated
fiscal decentralization process many weaknesses that resulted from improper preparation at
policy and implementing levels of the program are emerged. The decentralization has so far
tried to transfer functions under central agencies responsibility coupled with increase revenue
size to various local government units. The law specifically determined the size of local
government revenue relative to central government income which is enough to cover raising
expenditure needed from transferring functions. But the revenue increasing is mainly
contributed from central transfer in form of shared taxes and grants rather than from local
revenue collection. Its leads to revenue allocation proBlem on how to have a revenue allocation
formula that is applicable to functions transfer and local economic disparities. This study shows
that though the fiscal decentralization program has succeeded in increasing local government
revenue autonomy and horizontally equalized revenue disparities among local government units.
Although the revenue allocation scheme helps to improve budget condition of local governments
but it fails to act as a mechanism to enhance local fiscal accountability between local
administrators and their people. Instead revenue allocation formula shows an unexpected effect
of being crowded out local revenue collection efforts at tambon administrative organization
(TAO). It is essential, then, to improve local revenue generating condition. It includes
introducing new revenue (taxes) sources additional to existing ones and systematically develops
supportive environment for fiscal decentralization starting from well managing budget
appropriation good fiscal management and most of all central monitoring and evaluation system

of local performance.
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