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Abstract o

VY
This*baper invesﬁigates the pattern of trade and
 producti§n in the‘process of.import,substitution and export expansion
“in Tha;land,:and the mechanism underlying the change. A Japaneée-tyﬁe
.fproduct'cycle model is used as the ;éference. The industeialization

ggexperience of Japan in the prewar period is also briefly sketched

and compared with that of Thailand's

Thé'expansion of thé.industrial sector in Thailand has
" been rapid since 1960. The industrial growth accompaniéd\by notable
change in domestic production and foreign trade structure. In
domestic produciion, a modern industrial sector has come into existence
and a variety of new products hgﬁe béen\introduced. In foreigﬁ trade,
the ;hgre of cdnsumer goods in total imports has been reducédrwhile
that of producer gooés incrgased'siénificanply; ;he structure of exports
has also been diversifiedﬁgnd’manufactured'éxporté started to increase ,
théitgshgre in tﬁe‘1970's,: o | -
et . N ‘ )
.“'HTh assess the extent of import substitution and export
exﬁanéion in Thailand's industrial sector, import-supply and export
production ratios of different manufactured products were calculated 
The impor;-supply ratio in general show a declining trend for
1960-76. The overall export-production ratio of manufactured goods
incréaéed slightly from 1960 to 1972, but increased much from 1972
to 1976. Leading manufactured exports including a number of food

®
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prdducts, textiles, and clothing cqntributed much to the increase

in the overall export-production ratio, ~

4
The industrial development in Thailand ih the past two .
~ decades has thus gone through the stage of import substitution in °
consumer goods and in a few producer goods, and s;ﬁrted’to exngxt_‘ﬁf‘
some industrial products, There are some important precondftions'
for the rapid industrial growth since 1960. These incldﬂe ablarge
size of domestic market for industrial produﬁts, rich endowment of
agricultural raw materials, and availability of 1owfcost labor.
The abandant factors of produétion have been used relatively heavily
in small-scale produétion which comprised the majority of mahufactqring
establighments of the country. The official industrial’investmeht
' ﬁfomqtional poli;y ‘during the 1960's, however, emphasized more on
the establishment of large scale plants producing products substituting
for imports, and less on utilization 6f available resources.. Thus,
in modern industrial séctor, impoft substitution of consumer durables
was seen in the beginning buf confined mostly to the assembly stage. .
The protection provided to import substitution industries tends to
encourage the setting up of relatively luxurious consumer products
and some‘intermediate products not wéll'suitéd to the countfy's
‘natural envir;nments. The efficiency of these industfies were
low in general and‘they=generatedﬁlitt1¢'iiﬁkége-effect. Thailand

has, however, been relatively successful in her drive for expert



II1

promotion of industrial goodé after thévimport substitution 5che$§
experienced éome difficultries. lThe emergence of manufactured
exports in most cases aré not a natural continuation of deveélopment

of import éﬁbstitution industries as ekperienceg in Japan;‘Most

of the products exportedvfrOm Thailand are "new" products sfemiﬁg>from
fhe fréce;sing of raw materials previbﬁsly exported in raw form, or

*

labor intensive goods préviouSly consumed at a very small amount in
the country but later on increaséd foreign demand stimulated the
production fqt exporting. Only a few industries have been developed

from import substitution to export industries.

The change in“prbducfion.and trade structure in Japan provides
a.Succéssful example of étructﬁral adjustments. Export of agricultural
based.products, particularly raw silk, predomiﬂated in the beginning.
These productéfWerézthen feplaced by labor-intensive light manﬁfactures
like tgxtiles.' Then heavy.industries including chemicals, metal
products and machinery tdok up as leading exports. For imports,
light manufaqtures predomihate& in the beginning, the share was
gradually declined which ﬁatched my the increased in capital gdods;
and‘other heavy manufactures. Later on imports of raw matcrials
become predominant. The rapid change in trade structure reflected
the change'in domestic producfion, which followed the path described
by the "catching-up product cycle" from importation of industrial
products to import substitution, and later on exportation of the

Japanese-made products.,

3



A number of explanations have been made for the sucessful
industrial development in Japan. Labor was abundant in the
beginning stage of industrial: develapment, Liabor intensive light
manufacturing industries therefore were among the first to be
.-developed. The development Qf.crude products was also proceeded
that of more sophisticated items.. Technological level for manu-
facturing was upraised while raw material resources and :later on .-
labor became scaree factors of production. . But the expansion of °
. consumer good industries have brought aboﬁt linkage effects to .
stimulate capital and intermediate industries, Import substitution
for a number of products was achieved through cost reduction'made-
possible by scale economiee and technological adaptation. The import
substitution industries were then sucessfﬁlly transformed into
export industfies as competitiveness in international market was

"strengthened. The development of manufactured exports was thus

a natural consequence of sucessful import substitution.

The paper concludes that while the pattern of development
from import substitution to exporting looks similar for Thailand -
and Japan, there are vast difference in the factors ehderlying
the structural chaﬁge. In the case of Japan, the development hae
been more natural and based more on improved efficiency,  But in - ,
Thailend import substitution has been influenced by policy measures.

Foreign direct investment also played an important role in a number



of iuportvsub;titution industries. The development of manufactured
exports in the past decade, however, has been in line with thé
‘'nation's comparative‘advantage. International énvironmenis:faced

By Thailand today are much different, and the technological gap
between Thailand and advanced iﬁdustrial countries is more formidable
tha? in the case between Japan and western countries in the 19th
‘century. It is not likely that Thailand would be able to follow the

historical péth of industrial growth of Japan.
, , |
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I, Introduction

The Thai economy has grown rapidly during the
wast two decades. The structure of dbmes£i§ production
ant foreign trade of the country has also gone through
rapid charge. The 1960's was seen to‘be a decade of
inport substitution industrialization, and export of
irdustrial goods expanded rapidly during the 1970's.
The processAof industrinlization in Thailand has been
accompanied by expanding foreign trade, and the country

1,

hias become more and more dependent on the external sector,

This paper intends.to investigate the growth
cnd structural in Thailand's industrial sector, and to
annlyze the interaction between the external sector and
domestic economic activities, The main focus of the
naver will be on the pattern of trade and production in

the proccss of import substitutibn and export cxpansion,

and the mechanism underlying the change. A Japanese-type
product~cycle model willfbe used as the reference to Thailand's
industricl development. The industrialization experience of
Japan in the prewar period will aslo be briefly investigated
and comparcd with Thailand's experience in the final secction

of the padere
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The present paper will be organized as follows.
In soction‘il, a brief discussion will be made on certain
precconditions for industrial growth in Thailand. Scetion
III dcscribes the change in trade and production structurc
of thc country during the past two decades. In section IV.
somc analyses will bc made on the process of import substitution
and cxport cxpansion, and the transition from onc sub~phasc
to another. Scction V is devoted to the discussion of
cxternnl finance and the role of direct foreign investment
in the process of Thailand's industrial development. Finally

in Scction VI, comparisons will be made on the Jspancse and

Thai industrialization ekperience,. The differcnce between

the two types of development will be analyszed.
Initinl Conditions of Industrial Growth

Industrialization has been a relatively
recent phenomenon in Thailand. Before WW II, Thailand had
developed a small manufacturing capacity. The dominant
manufacturing industries were rice-milling, saw=-milling,
and other simple processing induétries, plus cement, textiles,
bceverages, and a number of small scale'activities.1 Inme-
diately after the war, there was acute shortage of manufacturcd

goods of all kinds, both capital goods and consumer goods.

The government showed some intention to promote industrialization



after the war., But the industrial development policy
in the decade following the end of VWorld War II was
characterized by heavy involvement of government in
menufacturing. A number of state enterprises were
cstablished. The products of these govermment enter-
prises included cement, paper, sugar, tobacco, gunny bag,
forestry products and a variety of consumer goods. The
government enterprises were relatively large in scalc.
Private manufacturing activities, on the other hand,
were mostly small scale, and largely confined to rice~
milling, saw-milling, wearing apparels, and house-hold

handicrafts.

Because of poor management and wide-spread
corruption in the state enterprises, the operations were
generolly inefficient. A World Bank mission whose main
duty was to study and make recommendations to the Thai
government on the public investment program in 1957 made
a2 strong recommendation that the government should
reduce its scope of industrial participation and alter
its rolec to the provision of infrastructures to encourage
private investment. "Following a change in the power
structurc of the government in the late 1950's, therc

appecered a sharp change in the emphasis of policy toward



industrialization. The government began actively to

promote private investment, reduce its involvement in
nenufacturing, and concentrate its effort on providing

social overhead facilities. Particular emphasis has

been placed on the development of power and transport,.

The production of electric power, construction of several
multipurpose dams during the early 1960's. The massive
Building of roads and highways started in the late 1950's,
and continued in the 1960's. Transport and communication
were cmong the lorgest components in development expenditures

in the carly 1960's.

To promote private investment in industrial
activities, an investment promotion law was enacted in
1959, The intention of the government to promote private
investment through incentives and the policy of not
crecating new government enterprises in competition with
private business was also mentioned in the First National
Development Plarn which started in 1961. The promulgation
of the investment promotion law reflected the desire of
the government to build up a modern manufacturing secctor
in the’economy. The strong commitment made by the govern-
ment to foster private investment and reduce direct in-

volvement by the government in manufacturing also had a



positive effect in encouraging both domestic and foreign

investment in manufacturing.

Thailand's economic growth has accelerated since
1960. In the 1960's, the annual average gfbwth rate of GDP
at constant prices was é}ound 8 percent, as compared fp about
5 percent in the 1950's.A Average growth of the manufacturing
sector was estimated at 6.7 percent for 1552—60;¥énd accelerated
to 10.9 percent for 1960-69. Population growthiélso accelerated

from 2.1 percent in the 1950°'s to 3.2 percent in the 1960's

The year 1960 is thus seen by many people to be the
starting point of industrialization. in Thailand. It is worth
noting that by that time agriculture still dominated the Thai
economy. In 1960, agriculture contributed 40 percent to gross
domestic product, employed over 80 percent of the country's
total labor force, and accounted for nearly 90 percent of the
total export earnings. The share of manufacturing in GDP, on
the other hand, was estimated to be 11.7 percent. Labor force
engaged in manufacturing was only 3.4 percent. Manufactured
exports were also very small in value.

K



1II. Changes in Production and Trade Structure during 1960's and

1970°s

The expansion of the industfial sector has been
rapid since the launching of industrialization progfam in 1960.
Growth rates of the manufacturing sector exceeﬁed 10 percent
per annum throughout the past two decades. In the mid-1970's,
ménufacfuring has emerged as the second la;gest sector in the
economy, next only to agriculture, an@ agcupied around 20 percent
of thé GDP sﬁare. (see Table 1). ﬁaﬁﬁfacturing also appeared to
be the economic sector which contributed most to the GDP growth
since 1960, and accounted for about a quarter of the GDP growth

during 1960-1978.



Gross Domestic Product by Industrial Sector (at 1972 prices)

Table 1

] Value (billions of baht) Percentgge Share
Industrial Sector
1960 1965 1970 1975 1978 1960 1965 1970 1975 1978
Agricultural 28.6 36.2 48.3 62.1 69.6 | 40.51 36,34 32.20 30.42 27.08
Mining and Quarrying 0.9 1.7 2.6 2,5 4.1 1.23 1,71 1,70 1.22 1.58
Manufacturing 8.3 14.0 23.3 37.1 54,8 ] 11.74 14.05 15.54 18.20 21,31 |
Ceonstruction 3.4 5.7 8.7 8.5 13,61 4.79 5,75 5.80 4.17 5.27
Blectricity and water supply 0.2 0.5 1.6 3.2 4.5| 0.30 0.55 1.09 1.56 1.76
Transportation and comrunication 4,7 6.3 9.2 12.4 16.2 6.68 6,29 6.13  6.10  6.30
Wholesale and retail trade 11,2 16.2 26.5 36.1 41.6 15.84 16,28 17.67 17.71 16.17
Banking 1.3 2.6 5.8 9.9 12,2 1.87 2.61 3.87 4.85 4.75
Ovnership of Dwellings 2,1 2.4 3.0 3.6 4,0 2,98 2.44 2,00 1.74 1.56
Public Administration - 3.2 4.3 4.5 8.4 10.9 4,56 4.32 4.31 4.10 4.25
Service 6.7 9.6 14.5 20.3 25.6 9,50 9.66 9.69 9.93 9.96
Gross Domestic Product 70.6 96.5 150.0 204.1 257.1| 100.0 100.0 100.0 100.0 100.0
Source : Nationzl Economic and Social Development Board, National Income of Thailand, various

issues.




The rapid industrial growth in Thailand was
accompanied by notsble change in the domestic production
and foreign trade structure. In domestic production, =
modern industriel sector has come into existence and a
variety of ﬁew pfoducts have been introduced as a result
of incrcase in‘private investment from both domestic and
foreign sources. Iﬁ foreign trade, the share of consumer
good imports has been reduced while that of producer goods
increased significantly. From Table 2.1 and 2.2, which
show the distribution in of different industrial groups
and growth rates, we sce that a number of industries
cxperienced rapid growth during the past two decades.
Particularly high growth rates arc seen in petroleum
rciining, paper products, rubber products, electrical
and non-electrical machinery, metal producfs, and textilcse.
The sharc of foed, beverage and tobacco gradually declined,
olthough these three industrial groups still constitutaed
over one-third of manufacturing value-added in 1978, It
is worth noting that a number pf heavy industrics such
as pctroleum refining, basic metal, metal products, and
paper products experienced high growth during the 1960's.

he growth in domestic production in many industries



Table :3,1

Gross Domestic Product Originating from Manufacturing (at 1972 prices)

Value (million of baht) Percentage Share
Industry = 5 =
1960 1965 1970 1975 1978 1960 1965 1970 1975 1978
-+.Food 2,872 3,674 4,798 6,810 11,011 34.6 25,7 2046 18,3 0.1
“Beverages N 87¢ 1,517 3,035 3,348 6,011 §:10.6 10.6 13.0 9.0 11,0
Tobacco § snuff 1,079 1,729 2,401 3,444 3,883 1113.0 12,1 10.3 9.3 7.1
Textiles 431 1,522 2,157 5,058 6,840 {° 5,2 10.6 9.2 13,6 12,5
Wlearing apparel § made-up = . '
textile goods o4 786 1,093 2,680 4,392 ‘8.0 5.5 44,7 7.2 ‘8.0
' lood & cork : 397 743 735 942 891 | 4.8 5.2 342 2.5 1.6
Furnitures § fixtures S8 200 308 268 418 | 1,2 1.4 1.3 0.7 0.8
Paper & paper products 17 51 171 341 635 0.2 0.4 0.7 0.9 1.2
Printing, putlishing §
allied industries 265 378 517 1,026 1,306 3.2 2,6 242 2,8 2.4
Leatuner & leather products
except footwear 49 71 232 326 374 0.6 0.5 ‘1.0 0.9 0.7
Rubber & rubber products 45 94 374 903  1,44€ | 0.¢ 0.7 ‘1.6 2.4 2,6
Chemical § chemical products| 555 837 1,478 1,840 . 2,992 | 6.8 ‘5.8 6e3 5.0 5.5
Petroleum refining § coal 1 645 1,412 2,782 3,068 1¢0,01) 4.5 6al 7.5 5.6
Hon~metalic mineral products| 240 567 1,176 2,192 = 3,246 2.9 4,0 5.1 5.9 "S.9
dasic metal 3¢ 78 392 408 - 580 0.4 0.5 1,7 1,1 1.1
lietal products k3 95 439 519 524 0.4 0.7 1.9 1.4 1,0
Repairing of non~-electrical
machinery 48 192 534 621 1,001 0.6 1.3 243 1.7 1.8
Electrical machineries §
supplies 50 117 318 468 841 0.6 0.8 1.4 1,3 1.5
Transport equipments 449 850 1,200 2,378 4,331 5.4 ‘5.9 5.1 6.4 7.9
tiscellaneous N.e.C. 75 164 547 792 1,011 0.9 1.1 243 2.1 1,8
Total value added 8,290 14,310 23,320 37,146 54,801 }|100,0 100,0 10,0 100,0 100,0

Source : National Ecpnomic and Social'Development Board, National Income of Thailand, various issues?
- _
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~Takle - 2.2

Crowth Rates and Contribution to Growth in Manufacturing Value Added by Industry

_____ Growth Rate (%) Contribution to Manufacturing Growth*

60-65 65-70 70-75 75-78 60-78 |60-65 65-70 70-75 75-78 60-78
Food 5.0 5.5 7.3 17.4 7.8 | 13.3 12.5 14,6 23.8  17.5
Beverages 11.0 14.9 2.0 21,5 11.3 10.7 16,7 2.3 15.1  11.0
Tobacco and snuff 9.9 6.8 7.5 4.1 7.4 } 10.8 7.5 7.5 2.5 6.0
Textiles . . 28.7 7.2 18.6 '10.6 16.6 18.1 7.3  21.0 10.1 13.8
Wlearing apparel and made-up textiles gbo#s 3.4 6.8 19.6 17.6 11.1 2.0 Z.4 11,5 S,7 8.0
Hood and cork . . 13.4  -0.2 5.1 -1.8 4.6 5.7 -0.1 1.5 -0.3 1.1
Furnitures & fixtures ] 15.3 9.0 -2.7 16.0 8.4 1.7 1.2 -0.3 0.8 0.7
Paper é paper froducts . -1 24.6 27.4 14.8 23.0 22.3 0.6 1,3 1.2 1.7 1.3
Printing, publishing § allied industriés 7.4 6.5 14.7 8.4 8.3 | 1.9 1.5 2.7 1.6 2.2
Leather & leather products except footwedr 7.7  26.7 7.0 4.7 12.0 0.4 1.8 0.7 0.3 0.7
Rubber & rubber products 7 15.4 31.8 19.3 17.0 21.1 0.8 3.1 3.8 3.1 3.0
Chemical & chemical products 8.1 12,0 4.5 17.6 5.7 4.5 7.1 2.6 6.5 5.2
Petroleum refining and coal 264.7 17,0 14.5 3.3 56.7 10.7 = 8.5 9.9 1.6 6.6
Non-metalic mineral products {18.8 15.8 13.2 14.0 15.6 5.4 6.8 7.3 6.0 6.5
Basic metal ; ' , | 16.7  38.1 0.8 12.4 16.7 0.7 3.5 0.1 1.0 1.2
Metal products 24,3  35.8 3.4 0.3 16.8 1.0 3.8 0.6  0.03 1.1
Repairing of non-electrical machinery 32,0 22.7 3.1 17.3  18.4 2.4 3.8 0.6 2,2 2.0

» A
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Growth Rate (%)

Contribution to Manufacturing Growth

60-65 65-70 70-75 75-78 60-78 | 60-65 65-70 70-75 75-78 60-78
lectrical machineries and supplies 18.5 22.1 8.0 21.6 17.0 1.1 2.2 1.1 2.1 1.7
ranspert equipments 13.6 7.1 14,7 22.1 13.4 6.7 3.9 8.5 11.1 8.3
iscellaneous n.e.c. 16,9 21.2 7.7 8.5 15.5 1.5 4,3 1.8 1.2 2.0
otal value added 11.5 10.3 9.8 13.8 11,1 | 100.0 100.6 100.0 100.0 100.0

Source

;. Table 1

* Let Yt designates GDF of erd year, Yo GDP of beginning year, Vit value addeed gencrated by the ith

indnstrial sector in year 7, and Vio value added by ith industrial sector in beginning year.
-V

contribution of the ith sector to GDP growth for tco periot is calulatod my V.

Y

1t
t

0

io x 100

-y

The




12

including textiles, paper products, chemical products,
basic metal, machinery, electrical appliances and trans-
port cquipment is in part the result of the government
investment prﬁmotion program since 1960, Under these
industrial groﬁps, many firms were cstablished during

the 1960's, and numerous products were introduced. Among
them are vechicle tires, passcnger car and truck assembly,
petroleum refining, tin smelting, and various kinds of
houschold electrical appliances. Thus, in Thailand's
industrial development, consumer durables and heavy
industries developed along‘side with light consumer
industries. This is partly due to the import substitution
strategy in the early 1960's which emphasized the
¢stnblishment of large scale production with modern
technicues, and gave relatively high incentive to capital
~intcnsive industries. However, industrial activities

in Thailand until late 1970's were still dominated by
consuier goods. The share of light consumer goods
(including food, beverage and tobacco, and other consumer
durzble and non-durables) in total manufacturing value-
added decreased from 82.6 percent in 1960 to 67.5 percent

in 1965 and stayed at around 60 percent since then (Table 3)
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Table

3

Percentage Share of Manufacturing Value Added by End-Use

Industrial Group

Percentage Shaxe

1960 1965 1970 1875 1978
Processed Food 36.8 26,7 20.6 18.3 20.1
Beverage and Tobacco 23.9 22.4 23.2 18.3 18.0
Construction Materials 2.4 3.5 4.4 5.1 5.0
Intermediate Products I 5.3 12.2 14.9 16.8 14.3
Intermediate Products II 5.0 8.3 8.3 9.8 9.5
Consumer Non-Durables 19.8 15.9 \17.8 21.6 21.2
Consumer Durables 2.1 2.5 3.1 2.6 3.2
Machinery 0.6 1.4 2.3 1.7 1.9
Transportation Equipment 4.2 7.0 4.7 5.8 7.0
Total 1100.0 100.0 100.0 100.0 100.0

Source : National Economic and Social Development Board.
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Turning to foreign trade, we scc that the
valuc of merchandise imports and exports increased
tremendously during the past two decades, and the country
has turned to be more dependent on foreign trade.  The
ratio of imports and exports to GDP has increased signifi.
cantly since 1960, (Table 4). The structure of imports
and exports has also chaﬁged much, From Table 5, which
shows the percentage distributiﬁn of imports by economic
uscs, we see that the share of consumer goods in merchan=~
disc imports was considerably réduced over time. Within
consuner goods.imports, the share of consumer non-durable
appcared to decline more rapidly from the beginning stage
of jmport substitution. The share of consumer durables,
on the other hand, stayed relatively constant during the
1960's, and started to decrease in the first half of the
1970is. (Intermediate products both chiefly for con~
sumer and capital goods, show an incr%Qsing trond Jron
the 1960's to the 1970's. As for capital goods, their
share in total imports increased significantly during
the 1960's, but showed a slightly decreasing trend since
the carly 1970's, which is consistent with the incrcasc in
intermediate products for capital goods production during

the saome period. Fuel and lubricant imports stayed ot
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Table 4

Ratio of Trade to GDP, 1960-1973

Import of Goods | Export of Goods

Year | Commodity Import | Commodity Export| and Services - and Services

/GDP | /GDP - /cop | /GDP
1960 17.8 _ 15.9 18.9 ' 17.5
1961 17.4 RE 16.9 18.5 18.8
1962 18.0. 14.9 19.1 : 17.0
1963 18.8 - 14.3 © 19,9 | 16.4
1964 19.1 16.5 20.3 : 18.8
1965 18.3 15.4 1.6 18.3
1966 18.2 13.9 19.4 | 19.1
1967 20.5 13.1 22.0 19.7
1968 20.6 11.7 22.5 18.4
1969 19.9 11.3 21.4 - 17.0
1970 19.9 1.9 | 2.6 16.7
1971 18.6 12.0 20.7 | 17.5
1972 15.1 13.9 20.9 ' 1.7
1973 19.5 © 14,9 21.3 19,6
1974 23.8 18.5 25,4 g 22.9
1975 22.6 ' 15.2 24,0 1 19.3
1976 21.9 ' 18.3 - 24,0 - 21.4
1977 25.4 19.2 27,2 ' 21.8
1978 24.5 18,7 26.9 . 19.3

Source : Bank of Thailand Monthly Bulletin, various issues.
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Table 5

Percenta;> Distrilution of Imports by 3ad

Lse

Percerntage Pistribution (%)

Ty:e of Imports

1970-72

1973-75 -

. 1958-60  1961-¢2 19¢4-6< 1967-53 1975-78
I. Cor.uner Goods . _
A, Non-curable 28,09 24,75 18.79 14,73 11,38 8.28 7.06
e Durable 8.16 7.29 7.7% 8,23 £.00 4,84 5.07
wotal consumer goods 36,25 31,65 26,58 22,93 17,38 13,15 12.13
II. Intermediate Products § Raw '=zteriald
A, C:iiefly for consumer goods 10.88 11,72 13,47 13,78 17,73 17.45 16,50
B, C:iieily for capital ;cods 7.17 £,07 7,15 7.99 10,16 10,34 11,31
Total intermediate product §
raw naterials 18,05 17.7¢ - 20,62 21.71 27,89 27.79 27,81
111, Capital (oods
A, _ezchinery 13,39 15,77 17.20 21,39 21,60 21,02 18,42
2, OCtheis 10,7¢ 12,9¢ 13,34 13,28 11,16 10.69 8.80
Total capital ;cods 24,36 28.48 30,54 34,67 32,81 31.71 27.22
IV, Others
A, Vehicle & Parts - 7.55 8,98 9,85 10,59 7.80 7.03 7.49
~e Fusl and lubricants 10,70 9.99 9,72 7.49 9,64 18,18 21,90
C. “thers 3,01 3.12 2,69 2,60 4,47 2,16 3.45
Total of otiers 21,35 22,09 22,26 20,59 21,90 27.35 32.84
Gra... Total 100.0 100.0 100,0 100,0 100,0 100.0

100,0

Source : oank of Tiziland ‘onthly bulletin, various issues.
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around 10 percent of total imports until 1972, and its

shore increased significantly after that due to increase

in o0il prices.

The change in the import structure described
above reflects the development of import - substitution
industrialization in Thailand. When domestic manufacturing
capacity was set up as the country manufactured own
industrial goods, the rate of increase of imports in
thésc manufactures slowed down. But since the economy
had not yet developed the capacity to manufacture producer
goods, importation of producer goods was necessary for
the increased production of import substituting commodities.
Thus as the domestic capacity for producing imported
consumer items increased, the share of these import-
compcting goods in total imports would gradually decline,
while the share of producer good imports would incrcase
through time., This is the import substitution in a
forcign allocation senée, i.e., the available forcign
exchange was allocated increasingly to the importation
of producer goods (including capital goods, intermediate
products and raw materials) for abmestio production of
certailn consumer goods. As in other developing countries

the replacement of import for non-durable consumer goods
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secs to be relatively easier than other types of product
in Thailand, and the share of non-durable consumer imports
appcared to decline more rapidly immediately after the
launching of import substitution program. For consumer
durables, although certain assembly type industries in
this category were set up since the very beginning of

the investment promotion program in the early 1960!'s, the
proportion of imports did not decline until early 1970's,
indicating the relative difficulty and hence the lag of
development of consumer durables as compared to consumer
nondurzble items in general. The lag of development was
also scen in cepital goods industries. ,, of which the
absolute amount of imports increased significantly and
the percentage share in total imports portrayed only a
slightly decreasing trend in the 1970's, as shown in

Table 5.

It should be noted that despite the rapid
incrcaese in domestic production in the manufacturing
sector, Thailand's merchandise imports are still dominatecd
by industrial products. If we classify imports by major
SITC groups, mineral fuels and lubricants, chemicals,
machinery, and other manufactured goods still occupied

nearly 90 percent of total merchandise export value (sec
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Table 6)s We may thus say that Thailand's industrial
development has been highly dependent on importecd manu-

factured goods,

The export structure in Thailand has also
changed much during the course of indusfrialization. In
late 1950's, export of primary products contributed to
over 90 percent of the country's totél merchandise export
value, Four major export commodities of the country were
ricecy rubber, tin and teak, Since then, there have been
a structural change in the country's exports, when other
types of primary products, particularly maize, caéséva,
jute and kenaf has increased their share in total export
value, There are also increasea items of mineral, forestry
and fishery products. Manufactured products have also
started to make some ground in the export market. It is
during the 1970's that manufactured exports expanded
rapidly. Different definitions of ménufactured exports
give different export share and growth rates. According
to the classification madé b& the Bank of Thaiiand, which
shows in Table 74 exports of manufactured goods rose from
o share of'h percent in total ekports during the 1960's
to over 20 percent in the 1970's. Exports of primary

nroducts which traditionally form a major bulk of total
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Table 6

Import by SITC Commodity Groups*

Import Value (million of baht)

Percentage Distribution

SHe 1960 1965 1970 1975 1978 | 1960 1965 1970 1975 1978
0. Food 784 878 1,091 1,952 2.846 8.20 5.74 4,05 2.92 2.63
1, Beverage 108 192 303 753 1,013 1.13 1.25 1.12 1.12 0.93
| 2. Crude materials 143 477 1,400 3,977 7,316 1.50 3.11 5.20 5.95 6.77
3. Mineral fuels & lubricant 1,025 1,353 2.329 14,233 22,851 10,72 8.84 8.65 21.29 21.14
4, Animal § vegetable oils § fats 20 33 35 105 272 0.21 0.21 0.13 0.16 0.25
5. Chemicals 974 ) 1,659 3,505 9,122 14,979 10,18 10.84 13.02 13.65 13.86
6. Manufactured goods.. -3,289 4,829 6,458 10,560 18,479 34,40 31,56 24,00 15.,8C 17.10
7. Machinery 2,390 4,706 9,536 23,125 33,636 24,99 30.76 35.45 34,60 31.12
8. Miscellaneous manufactured goods 522 820 1,350 2,145 4,843 5.46 5.36 5.02 3.21 4.48
9. Miscellaneous transport
§ commodities 306 350 894 860 1,830 3.20 2,28 3.32 1.28 1.69
Total 9.561 15,297 26,901 66,835 108,065 | 100.00 100.00 100.00 100,00 100.00

* Excluding Gold Imports.

Source : Bank of Thailand Monthly Bulletin, various issues.
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Table 7

Percentage Distribution of Exports by Different Industrial Sectors

Percentage Distribution (%)

Industrial Sector

1963 1968 1973 1978
Agricultural 80,0 71.3 53.4 47.2
Fishery 0.8 2,3 4.9 5.0
Forestry 2.4 1;6 2.1 0.4
Minery 8.0 13,6 8.6 10.5
Manufacturing : 4.3 4,0 20,7 22,7
Others 4.5 7.2 10.3 14.2
Total 100.0 100.0  100.0  100.0

Source : Chaiwat Wibulswat and Somkid Saengpet "Export
Structure of Thailand: 1959-1978" International
Economics Division, Economic Research Department,

Bank of Thailand, September 1979, Teble 7,
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export value, on the other hand, declined significantly
from 80 percent of total exports in 1963 to 47.2 percent

of that in 1978.

Local raw material based products constitute
the largest share of Thailand's manufactured exports,
Table 8 shows the export value along with sharc in total
and‘growth rates of manufactured goods for 1972-1976.

In broad industrial group, processed food occupied the
most signifiéant share in manufactured exports. In fact,
a iargc proportion of export in each broad industrial
gréup was attributable to only a few product groupse.

Such as sugar and food products in processcd food, textiles
in intermediate product II,, and clothings in consumer
noadurables, In terms of growth rate, in broad industrial
groups, consumer durables and machinery show the highest
growth., This is bmostly attributable to elcctrical
moachinery. The high growfh of exports in electrical
machinery du?ing 1972~76 was due to the rapid incrcase

in export of elecctrical components., Since 1972, o few
large foreign firms have come to invest in Thailand uti-
lizing cheap labor available in the country to assemble
clectrical compomnents exclusively for exporting. The

share of electrical good cxports thus increased from a
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Table 8

1976

1972 ' Annual
Industry Exports Percent Exports Percent -S;;gt? ?g;g
to total to total

I. Processed Food 2,691,6 37,22 12,642.3 57.69 47,22
1. Neat and meat product 1.0 6.01 77.0 0.35 196.23

2. Sugar and confectionary 1,355.0 18.74 6,854.9 31.43 49,97

3. Dairy product 0.6 0.01 23.4 0.11 149,90
4. Cereal product 358.0 4.95 941.0 4.31 27.33

5. Food product 977.0 13.51 4,746.0 21.76 48.46

II. Beverage and Tobacco 250.0 4.00 6.8 0.03 -60.87
6. Beverage 4.0 0.05 6.8 0.03 14,19

7. Tobacco 286.0 3.95 - - -

IITI. 3. Construction Material 234.0 3.24 488.5 2,24 20.20 -
IV. Intermediate Products I 673.0 9.31 1,363,2 6.25 19,30
9. Lumber and plywood 208,0 2.88 897.5 4,11 44,13

10. Leathers 68.0 0.94 125.9 0.58 16.65

11. Fuel and Petrolew. 284.0 3.43 118.5 0.54 -16.86
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L.LA872 1976 Annual
Industry Exports ° Percent - Exports Percent Growth Rate
' to total to total 1972 - 1976
12, Glass and glass product 24.0 0.33 52,0 0.24 21.32
13. Chemical product 32.0 0.44 36.8 0.17 3.56
14. Iron and steel 93,0 1.29 132.5 .61 9.25
V. Intermediate Products II 12,585.0 35,73 4,146.1 19,01 12.54
15, Textile ‘ 649.0 8.97 3,109.7 14,26 47.95
16, Paper and paper product 35,0 - 0.48 71.6 G.33 19.59
‘17. Rubber and rubber product 27.0. 0.37 87.2 0.40 32.29
18, Metal product 1,729.0 23,91 403.8 1.85 ~30.48
19, Chemical prcduct 24.0 0.33 72.8 0.33 31.97
20. Woad product 121.0 1.67 401.0 1.84 34,92
/1. Consumer non-durable 733.9 10.15 2,109.0 9.67 30.20
21. Clothing 255.0 3.53 1,646.4 7.55 59.40
22. Textile articles 21.0 0.29 65.5 0.30 32,89
23, Shoes 0.3 0.00 7.7 0.04 125.08
24, Printing and publishing 2,6 0.04 2.1 0.01 -5.20
25. Pharmaceuticals '33,0 0.46 112.5 0.52 35.88
26. Miscellaneous 422.0 5.83 274.8 1.26 -10.17
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1972

1976 Annual
— Growth Rate
Industry Exports Percent Exports Percent
to total to total 1972 - 1976
VIIi. Consumer durable and machinery 25.0 0.35 1,055.6 4.84 154,91
27, Furniture 3.0 0.04 72.1 0.33 121.41
28. Consumer electrical goods 8.0 0.11 43.3 0.20 52.53
29. Machinery agricultural &
non~-electrical 2.0 0.03 5.8 0.03 30.50
30. Electrical machinery 7.0 0.10 918.8 4.21 238.48
31. Transport equipment 5.0 0.07 15.6 0.07 32,90
(Motor vehicle)
Total 100.00 21,811.5  100.00 31.78

7,232.5

Source : Department of Customs,
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‘negligible amount of 7 million baht in 1972 to over 900

million baht in 1976. Processed food is the next major
group with high growth, with sugar and food products
contributed to most part of the growth, while meat products
and dairy products showed very high growth starting from

& very small base. As seen in Table 8, beéides sugar,

food products, textiles, and clothings, othef product
groups are all with less thén S percent share in total
maﬁﬁfactured exports. Yet a number of these products
portray very high growth rates during the L4 year period.

An ‘cxamination of a more detailed list of products cxported
re&eals that there have been quite a number of manufacturcs
which started“to export at a very small amount, and somc

of them have shown good potential for further growth.
From Import Substitution to Export Expansion

Table 9 and 10 shows the import-supply and
xport=production retios of different industrial groups
for eertain benchmark years. -The import-supply ratios
are calculated to assess the extent of import substitution
in a domestic narket sense; &;e., the replacement of
doimestically produced industrial goods for imported items.

A decline in the import-supply ratio of an industrial
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Table 9

Import Supply Ratio in Thai Manufacturing Industries (%)

Industry 1960 1966 1972 1976

I. Processed Food 5.72 9.36 3.89 1.34
1. Meat ‘products 0.96 0.72 0.12 0.01

2. Sugar and Confectionary 1.61 1.10 0.37 0.08

3. Diary products 80.49 69,33 38,52 0.01

4. Cereal products 1.21 0.39 3.04 2.07

5. Food procucts 5.80 32.78 0.79 7.36

II. Beverage and Tobacco 0.72 11.83 0.37 0.69
6. Beverage 1.57 21.23 0.79 1.17

7. Tobacco 0.17 2.46 0.06 0.24

I1I. 8. Construction Materials 9.70 16.74 2,60 6.01
IV. Intermediate Products I 65.93 40,91. 42.10 38.40.
9. Lumber and plywood 0.45 1.18 19.44 2,23

10. Leathers 7.57 12.32 1.78 1.51
11, Fuel and petrcleun 99.48 27.50 17.57 28.69
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Industry 1960 1966 1972 1976
12. Glass and glass products | 62.44 67.17 47.06 20,08
13. Chemical materials’ * * 92.44 63.44
14. TIron and steel 72.22 78.24 60.59 91.94 |
V. Intermediate Products II 60.34 63.29 32.87 29.55
15, Textiles 56.75 42,19 21,88 12.79
16. Paper products 63.67 65.56 48.93 53.32
17. Rubber products 53.91 33.17 8,92 13.43
18. Metal products 80.98 89,52 53.18 33,86
19. Chemical products 78.09 91.11 43.87 21.69
20. Wood products 5.81 37.21 * *
- VI. Consumer Hon-durables B
21, Clothing 5.23 5.98 23.63 4.85
22. Textile articles 0.89 21.12 0.54 3.51
23. Shoes 15.%9 14,72 9.43 33.33
24. Printing and publishing * * * *
25. ‘Pharmaceuticals 32.43 28.36 8.08 14,78
26. Miscellanecous manufacturing 63.83 78.86 50,51 53.00
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Industry 1960 1966 1972 1976

VIiI. Consumer Durable

27. Furniture 5.98 11,38 2.29 I 1.0
28. Consumer electrical goods 92,11 3 87.89 | 35.95 93.23
29. Machinery, agricultural 1 )

and non-electrical | 91.57 84.46 48,25 1 29.46
30. Electrical machinery 76.44 71.32 67.17 46.61
31. Transport equipment 59,87 66.56 42,73 14,97

Total 29.94 34.60 23.15 10.15

* Production data not reliable
Source : Department of Customs and National Economic and Social Development Board.
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Table 10

Export Production Ratio in Thai Manufacturing Industries

Industry 1960 1966 1972 1976

I. Processed Focd 14.25 12,85 12,64 14,44
1. Meat products v 7.93 4.70 0.03 0.19

2. Sugar and confectionary 5.76 10.64 83.69 41.63

3, Diary products - 0.42 0.06 0.93

4. Cereal proaucts 18,80 14.16 6.88 6.14

5. Food products 5.81 16.90 9.51 44,70

II. Beverage and Tcbacco 0.18 0.14 3.67 0.05
6. Beverage 0.07 0.26 0.12 0.10

7, Tobacco 0.25 0.44 6.16 0.12

111, 8., Construction Materials 2.69 1.28 6.89 10.54
IV. Intermediate Products I 6.90 8.21 7.80 6.74
9., Lumber anu plywood 21.75 15.81 13.83 . 16,59

10, Leathers 2.46 15.48 13.65 12,77
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Industry 1960 1966 1972 1976
11. Fuel and petroleum 0.02 2,27 5.31 1.05
i2. Glass and glass products 15.82 3.11 6.20 6.13
13. Chemical matetials * * 13,97 3.13
14, Iron and steel 0.37 14.38 6.97 16.64

V. Intermediate Prcducts I1 3.52 8.76 8.72 16.71
i5. Textiles 4.05 7.60 11.73 24.07
16. Paper products 0.09 0.08 6.65 5.02
17. Rubber procucts 0.33 0.26 1.59 3.22
18. Metal products 11,52 11.27 9,33 9.53
19, Chemical products 5.63 6.67 2.14 2,29
20, Wood procucts 5.30 4.47 * *

VI. Consumer Non-curable 2,09 4,54 4.46 7.16
21, Clothing 0.47 1.13 8.65 9.21
22. Textile articles 0.10 14/67 0.28 5.80
23. Shoes 0.07 0.04 0.31 38.50
24, Printing and publishing - - - -
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Industry 1960 1966 1972 1976

25. Pharmaceuticals 0.33 0.42 : 1.56 2,27

26. Miscellaneous manufacturing 1.98 | 2.76 19.92 _ 14,33

VIII. Consumer Durable and Machinery 0.25 0.60 0.33 4.80

27. Furniture 0.99 0.13 0.60 5.56

28, Consumer electronic goods 1.15 0.61 0.77 2,61
29. Machinery,_agricultural and

non-electrical . 0.07 0.29 0.11 0.14

30, Electrical machinery - 0.16 1.10 60.19

31. Transport equipment ' 0.07 0.13 0.14 0.10

Total , , 8.71 ' 8.48 9,50 18.36

* Production data rot reliable
Source : Department of Customs and National Economic and Social Development Board.
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group implied an increase in the degree of import sub=-
stitution for that industry. The export-production
ratioy on the other hand, serves as an indicator of the
degrce of export orientation. The import-supply ratio
in Table 9 in general show a declining trend for 1960-76.
The overall import-supply ratio for manufactured goods
‘deercased from 29.9 percent in 1960 to 10.2 percent in
1976, In broad industrial groups, except Intcrmediate
Product I, all other industrial groups show an incrcasing
import~-supply ratios from 1960 to 1966, although the in-
creoses are mostly slight. Food, beverage and tobacco,
consumer nondurables, consumer durebles and machinery

2ll show marked decrease in the import-supply ratio after
1966, while the ratio of the two groups of intermediate
products also declined steadily. At a more detailed
industrial classification, a numbef of product groups
show marked decrease in thelr import, supply-ratios over-
time, notably dairy products, textiles, machinery and
transport equipment., On the other hand, some product
groups increased their import dependence from 1960 to
1978, and some were with import-supply ratios decreased
from 1960 to 1972 but increascd again for 1972-76. The

reocsons for the increas in imgort dependence in these
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industrial groups varied, which include reduction in
domestic production, increase of imported inputs to meet
higher quality requirements for the export market, and
increase in production for export which required more
importéd materials. On the other-hand, the decreasc in
import~-supply ratio may be due either to decrcase in

imports or increase in domestic production. The decrease

in import-supply ratio in é number of industrial groups,
particularly during the 1972-76 period, was due to increcascd
production for export while the amount of imporis did

not decrease much.

The assessment of degree of import substitution
based on thehdata of selected year should be made with
carc since irregular import or production figures in &
single year will influence the conclusion. Unfortunately,
production data are very hard to compile and we only
present here data for selected years. With all the
questions about the accuracy and representativeness of

he data, however, it seems clear that import substitution
has been achieved in a number of industries and the trend
of decreaée in import supply ratios seems to be continued

in the 1970's.
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Turning to the export production ratio, we
see that the overall export-production ratio of the
manufacturing sector increased slightly from 1960 to
1972 but incrcased much during 1972-76. In broad indus-
trial groups, intermediate product II, consumer nondurables,
consumer durables and machinery all show significant
increascd in their export-production ratio, OCbviously,
leading manufactured exports including a number of food
vroducts, textiles and clothing contributed much to the

incrcasce in the overall export-production ratio.

From the data presented thus far, it is evident
that Thailand's industrial sector has gone through the
process of import substitution and started to emerge the
stage of export expansion. But what are the factors
cnabling these changes in industrial structure ? A
model ncatly prescribes the pattern of industrial develop-
nments in Japan and also give much in sight to the inter-
national adjustments in industry has been developed
scveral dccades ago by Kaname Akamatsu. It is nowadays
known as 'the catching-up product cycle" model.2 This
model distinguishes various stages of industrial develop-~
ment in late comer or “catching up" countries. In the

first stage, manufactured consumer goods are imported from



industrialized countries by the foreign exchange earned
from traditional export items. Next, domestic production
of previously i@ported consumer products comes into
existence, entailing the import of préduCer goods for

use in the consumer goods industries. The existence of
donestic market for the products and éVailability of
certain inputs assure the feasibility of the domestic
production. Government protective policy in addition
cncourages the process of import substitution. The
cxpansion of consumer good industries lead to economics
of scale. Together with atte@pts made on technological
adaptation serve to reduce the unit cost of the products,
and as domestic cost reach the internationgl competitive
level, the import substitution industries will‘become.
export industries. At the same time, some capacity will
be developed for the production of producer goods as the
level of technological sophistication of the cconomy
incrcases, and imports of producer goods will be reduced
as a result., But at later stages, when the country starts
to loosc its comparative advantage in certain consumer
gbods industries, and other countries emerge as "catching
-up'’ producers, exports of thesc consumer goods will
decline and the country will eventually import these con-

sumer goods from the late comers, while itself moves up to
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speciazlize in producer goods exports.

The successful development of the product
cycle from importation of the products, then import
substitution, and exporting of the products as a later
stage depends on a number of factors, and not all industries
necessarily develop in that sequence. Among the crucial
foctors for the setting up of domestic production to
replace imports are the existence of sufficient demand
in thc domestic market for economical production, the
acquisition of technological know-how to manufacture the
products, and the existence of certain factors of production
in the local market, including enterpreneurs willing to
venture in the domestic industries. The development of
indpstrial exports is usually more difficult and thus
perceived &8s the next stage of industrial devclopment

following sucessful import substitution and cost reduction.

In the case of Thailanpd, we have secn that
_primary import substitution for a number of consumer good
industries started during the 1960's,and second stage import
substitution of a few consumer durable, intermediate and
cépital goods industries started to be realized during the
1970's. At the same time, a number of industrial products

have lgunched into the international market after z decade
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of import-substitution industrialization. Therc are

some important preconditions for the rapid industrial
growth in Thailand since 1960, First, there existed a
market large enough for the establishment of many consumer
goods industries. The population in Thailand were esti-
mated to be 26.4 millions in 1960. Although per capita
income was still gt a very low level of round 2,000 Baht
(Us § 100), the consumption of numerous products was

large enough to warrant local production. In the 1960's,
the annual average growth rate of GDP at constant prices
was around 8%. Population growth was also at a high rate
of 3% in the 1960's. But with the growth ratc of national
income considerably higher than that of the population,
real per capital ingome was significgntly raised. As income
increased, the consumption expenditure of a number of
housechold consumption items increased substantially. The
donmestic market for manufactured products has thus been
steadily expanding. This has undoubtedly provided a strong
inducement to investment in the manufacturing sector. A
study of sources of industrisl growth in Thailand during
1960~1972 using Chenery-type decomposition approach found
that the increase in domestic demandy rather than import
aubstitution or export expansion, was the most important
source of growth of the manufacturing sector throughout
the period, and contributed to over three-fourth of the

total growth in the manufacturing sector. The finding by
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major industrial group are shown in Table 11. With all
the limitation on the assesment of sources of industrial
growth for the decomposition techniques, we may still say
that the industrial growth during the period was signifi-
cantly attributable to the increase in domestic dcmand

for industrial goods.

Besides the increase in demand for industrial
goods, input situations in Thailand have also been favor-
able for the development of numerous industrial activitiese
Thoiland is richly endowed with agricultural resources.
Important as agricultural products.and exports are rice,
rubber, masize, cassava and several kinds of fiber includ-
ing cotton, kenaf, jute and kapk. The most important
mineral available in Thailand is tin, which has been a
leading export commodity of the country, Also in abundant
supply are gypsum, limestone, fluorite and various other
non-netallic mineral resources, Métalli§ minerals in

general, on the other hand, are in short supply.

Another important input for industry is labor,
Thailand's waée level has been low as compared to other
countries in Asia. Labor cost was particularly low during
the 1960's due to abundant supply of unskilled workers and

the government's intention to maintain industrial wage at
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Table 11

Source of Growth of Domestic Production, by Industry Groups, 1960-66, 1966-72, 1860-72

(Percentage contribution to the increase, in million of bzht)

1960-66 ‘ 1966-72 : 1960-72
FAD DE EXE Tidss | Ax DE EXE Ivsz | DX DE EXE IMSE
| Processed food 8,544.8. 68,5 42,1 -10.6| 4,602.8 107.3 -7.8 0.54| 13,147.5 84.5 24.7 6.2
Beverages and tobaccc Zz,15¢.4 125.8 0.1 -25.9] 3,441.9 73.6 -~0.1 2€.4 | 5,601.3 99.6 0 0.6
Construction materials 9¢7.5 112,0 0.6 -12.6] 1,955.8 69.5 10.9 19.6 2,943.3 87.6 7.5 4.9
Intermediate products I 5,08¢.1 33,3 27.6 39,1 5,198.6 65.8 10.5 22,7 | 10,286.7 35.4 19.0 45.6
Intermediate procducts II S 1,604.3  93.4 10.3 -8.,7 ) 4,408.3 33.6 15.9 50.¢ 6,012.6 52.2 14.4 33.4
Consumer durables 239.6 81.9 4.1 14.0 347.7 31,7 1,6 66,7 587.3 50.9 2,6 46,5
Consumcr nondurables 1,75¢.,2 124.4 8.2 -32,6| 5,745.8 51,8 12,6 35.6 | 7,502.0 74.1 11.6 14.3
Machirery 429.8 68.1 0.2 31.7 991.8 48.3 2.7 498.C 1,421.7 46,5 2.0 51,5
Transport esuipment §48.4 151.4 0.5 -51.,9] 2,061.2 24.7 0.1 75.2 | 2,909.6 ¢66.8 0.1 33.1
Total nanufacturing 21,657.9 88,9 24.7 -13.6 | 28,753.8 64,1 6.5 25.4 | 50,412.0 77.9 14.3 7.8
Total mfg. excl. food, | ]
beverages and tobacco -10,953.8 80,0 15.8 4.2120,708.1 47.2 10.7 42.1 31,662.9 57.6 12.5 29.9
A X = increase in domestic production
v = donmestic demand effect
EXE = export expansion effect
IVSE = iwport substitution effect
Source : Narongchai Akrasanee : "Import Substitution, Export Expansion, and Sources of Industrial Growth in

Theiland, 1960-1972" in Pratcep Sondysuvan, (ed) Finance, Trade, and Development in Thailand, Bamgkok,
Sompong Press, 1975, pp 265-274.



a very low level., Until 1973, minimum wage rate was liept
at 12 baht (US § 0.6) a day. Wage rates has risen sub-
stantially after that due to increase in demand for
workers and ranid increase in the cost of living after the

oil crisis,

The abundanc factors of production have been
used relatively heavily i small scale production which
comprised the majori+- - of manufacturing establishments
in the country. The industrial promction policy measures
by the Thai government in the 1960's, on the other hand,
emphasized more orn the sstoblishment of large scale modern
plants producing products substiluing for imports, and
less of the utilization of domestic resources., It is
undeniable that import substitution in Thailand during
the 1960's ard up to the -resent time has heen influenced by
the protective tariff structure aand the official promotional
program, which previde much incentive to domestic industries.
Thesc policy measures wili be briefly described in the

following.

Tariff struzture in Thailand until late 1950's

was mainly designed for the % ~noge of revenue. Since 1960,

< Py

the protection of domestic industry has become an important

ocbjective of tariff pciizy. Tarif

by

rates in Thailand have

been changed several times since 1960. The general trend
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for tariff changes is that tariffs on consumers goods,
particularly those deemed luxuries, and those on inter-
mediate goods produced domestically were raised, while
tariff on other intermediate and capital goods have been
reduced., The tariff structure thus gives the domestic

producers of finished goods a high effective protection.

The first major revision in tariff rates since
1960 wae the one made in 1964, The tariff rates were
mostly adjusted upward and the results was to make prac-
tically all rates multiples of 5 percent, and with an

escalated protective tariff structure favoring the
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production of import substitutes at higher level of fabrication,.
Since then there have been revisions in the tariff schedule
almost every year, with substantial revisions made in 1970,1974
and 1978. Although the major changes in tariff rates sometimes
were made in response to balance of payments deficits, such as
the ones in 1970 and 1978, the protective effects to domestic
industries have been substantial, Several studies on effective
protection reveal that the tariff structure of Thailand since
mid-1960's was biased in favor of import competing industries

and against exporting industries., It also tends to encourage

the substitution of imports of final products and certain inter-
mediate industries, and also encourage import of capital goods
and intermediate products. The structure of tariff protection
in favor of import substitution has not been altered dﬁring the
~period of active export promotion, althougch various incentive
schemes devised to promote manufactured exports have some effects
on correcting the bias of the protective structure against export-

ing.

In addition to tariff protection, import control has
also been used, But the extent of import control has been modest.
There exist a list of goods under import control compiled by the
Ministry of Commerce., To import the items under control, permis-
sion must be obtained. Permission is usually very difficult, if
not impossible to obtain., Sometimes the importation of certain

products was totally banned, either for protection of domestic
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industries, for reducing balance of payment deficits, or for other
purposes. The import control will usually be lifted once the

underlying situations improve,

An important instrument used for promoting modern manu-
facturing industries in Thailand is the investment promotion
legislation, The official investment promotion started around
1960, A Board of Investment was established in 1959 to administer
the official investment program under the investment promotion law,
The investment law gives various incentives to industrial aeotivities
considered important by the governmeht. The incentives include
exemption of import duties and taxes on capital equipment and inter -
mediate products used in the activities under promotion., In the
early 1960's, the aim of the investment promotion was largely import
substitution. ILarge scale production will capital intensive
techniques was given higher priority in the promotion list. The
Investment Promotion Act in 1962, which was used with few revisions
until 1972, classified activities eligible for promotion into group
A, B and C according to their "importance to the economy". The
devision of promoted activities into different groups was made to
differentiate industrial activities in obtaining an important
privilege given to promoted enterprises:the exemption or reduction
of import duties and business taxes on material inputs. Group
A activities were fully exempted from import duties and business

taxes an raw materials and other intermediate products, group B
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activities were granted reduction of duties and taxes by one
half, and those in group C by one-third. Activities classified
under group A were mostly capital intensive industries such as
metal smelting, production of machinery, vehicle tire, chemical
and electrical products. Activities under group B comprised
mostly the assembly stage of products classified under group A.
These included such industries as automobile assembly, electri-
cel appliances and assembly of machinery for use in asriculture.
Group C activities include some’eighty industries ransing from
agricultural processing, textile, rolling mill to hotel and

international air transportation,

The investment promotion law has been revised several
times since 1960. The revision of the investment law each time
tends toward giving more incentives to investors under promotion,
and more discretionary power to the Board of Investment. To a
certain extent, the revisions of investment law reflegcted the
change in industrial policy of the government., During the Second
Economic Development Plan period (1967-71), more attention was
paid to the employment and linkage effects, From 1967, all indus-
trial activities applying for promotional status were all con-
gidered as group C industries which only one-third of import
duties and taxes on intermediate inputs were exempted. The
importance of manufactured exports and a more balance regional
industrial distribution were stressed in the Third Economic

Development Plan (1922-1976). The investment promotion law was
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revised in 1972 to give more incentives to export industries
and industries located in provincial areas. The latest change
in the investment promotion law was made in 1977. In the new
investment law, the power of the Board of Investment was
enhanced and incentives given to industries under promotion
were increased., This might be a reflection of the sovernment's
concern on deteriorating investment climate due to political
instability and other factors, and the reduction of foreign

investment inflow during 1975-76 period.

In stating the importance of invesiment promotion
scheme, it should be noted that industrial activities covered
under the investment promotion law are only a fraction of total
induétrial activities in Thailand. But firms receiving promo-
tional stétus are mostly large scale firms in which foreign
investment are concentrated. By the end of 1978, these were
only around 1,000 firms under official promotion. But various
important consumer and intermediate products have produced by
these firms. It is hard to make a precise estimate of the
promoted industries in the Thal economy. If the estimated
employment figures made by projection at the time of applying
for promotional status could reflect the actual employment
situation, the total employment of promoted manufacturing firms
would constitute 17.3 percent of the total employment in the

manufacturing sector in 1978.



47

The protection measures by the govermment have induced
both domestic and foreign investors to establish plants in
Thailand to produce consumer goods, both durable and non-durable,
and a number of intermediate products in the promoted industries,
Major import substituting items included motor vehicles and
electrical appliances, spinning and weaving of textiles, produc-
tion of chemicals, vehicle tires-and paper prcducts were mostly
manufactured by promoted firms. Durine the 1970°'s some of these
products turned to:export market and there were also new invest-

ments in export-oriented industries., But a large number of
promoted firms remained to serve the domestic market without any

prospect for exporting.

The protection induced import substitution scheme has
its merit in making a guick start on industrial development,
Quite a number of foreign investors came to set up their manu-
facturing plants in the country and some of them have joined the
local businessmen in industrial joint ventures, Many of the
foreign firms invested in Thailand were those supplied their
products through exports and were attracted by the protection
and promotional measures, They have already possessed the
technological know-how and some of them are producers of
familiar~brand products. At the beginning of industrial deve=-
lopment, when the setting up of new factéries producing new

products were proliferating, and as the products introduced were
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mostly industrial consumer goods with hieh income elasticity,

the growth of industrial output was high., But the import
subgtitution scheme has also created a number:of problems for
Thailand's industrial development., The products introduced by
firms under promotion were mostly modern consumer goods which
generally cater for the consumption of urban high and middle
income people. The production techniques of these products

are mostly capital intensive in nature, Without sustained growth,
the capital-intensive production would not be so helpful for the
country's employment creation objedtive. The rapid expansion in
general coupled with the uneven distribution of income in the
economy might have helped the growth of the import-competing
consumer industries. But as the majority of the country are
low-income rural residents which cannot afford the luxurious
products introduced, the market for these modern consumer pro-
ducts were soon be saturated. On the other hand, the escalated
tariff structure has also induced a number of assembly industries.
These industries, in their final stage of production, may be con-
sidered as labor intensive since a large number of workers were
required to put the imported parts and components together.
However, the creation of these assembly industries in addition to
other capital intensive activities has led to the heavy importa-
tion of parts, compoments and other capital and intermediate
products, thus making the industrial production of the country
highly import dependence. The protective structure which works

to promote consumer poods industries with high import content
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also has a side effect on the conceltration of industrial location,
as industrial firms tend to locate mear the principal port and

principal consumer market in Bangkok.

By late 1960's, a number of import-competing consumer
goods reached the stage of exhaustion in the import substitution
possibilities, and the rate of growth decreased in a number of
industries including textiles, transport equipment and electrical
appliance, These were some criticism on fhe policy of import
sabstitution under heavy protection and recommendations were made
on the promotion of industrial exports., Tﬁe balance of payments
deficits from 1969 to 1971 after many years of surplus also
caused a great deal of anxiety for the government and the public
and this might have some bearings on the change of emphasis
toward export promotion. The government's intention to promote
manufactured exports has been mentiongd in the Third Economic
and Social Development Plan (1972-76). The invesiment promotion
law was revised in 1972 to give special rights and benefits to
industrial activities engaged in exporting. But the major
incentive for exporters has been the refund of import duties and
business taxes on imported inputs which are used in the production
of export commodities. The Bank of Thailand also offers rediscount

facilities with preferential interest rates to exporters.

As we have seen in Table 8 and Table 10, expansion of

industrial exports was rapid during the 1970's., Several factors
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were attributable to the export growth: the incentives provided
by the government, market situations in developed importing
countries, and efforts made by individual firms in promoting
their export sales, But what underlying the sucessful export
performance is Thailand's comparative advantage in a number of
resource~-based and labor-intensive products. Manufactured
exports from Thailand can be devided into four catagories follow-
ing the classification of export commodities made by Helleiner.
The first category comprises primary-product based commodities

or "export substitutes", i.e.,products obtained from local
material processing. Products of these category occupied the
bulk of Thailand's export value., Rice, sugar, tin, tapioca
products and a number of_food products belong to this group.

Some products in this category, however, are with few processing
from their raw material form and should be more properly considered
as agricultural instead of manufactured products. The second-
category of manufactured exports are those converted from import
substitution to exporting. Examples of this type of products in
Thailand's export list are textiles and clothing, shoes, ceramics,
and certain chemical ﬁroducts. The third catagory of manufactured
exports are new labor-intensive final products exports, These
include jewelry, wood handicrafts and numerous household manufac-
tured goodg. They are "new" not in the sense that they have been
newly produced in the country but rather for the fact that they

have become export commodities rather recently. Actuwally many
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commodities have been manufactured in the country for decades,
but entered the list of manufactured exports only in recent
years, Finally, there are labor intensive process or compopents
within vertically integrated international industries. In Thai-
land, the important commodities in this category are various
types of electronic components. Parts and components of other
products have not yet emerged as significant export items in the

country.

It is not hard to see that most of the manufactured
exports in Thailand are either resource-based or labor intensive,
which are consistent with the country's factor endownent' . However,
the q§fort made by the government and individual firms to promote
manufactured exports should not bé neglected. The Thali government
started to actively promote manufactured exports in 1972 when
various incentives were given to exporters of manufactured goods.
The incentives provided in the investment promotion law have also
induced the establishment of export-oriented firms, such as those
in electronics components, shoes, and garments. In 1975 an Export
Service Center was set up under the ginistry of Commerce to
proside information to exporters and potential importers of Thai
products in foreign countries. The povernment's intention to
promote manufactured exports serve to trisger off the desire
of wenufacturers for exporting. But the main driving foree of
export expansion appears to come from the private sector, with

individual firms trying hard to find overseas outlets for their
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products, and improve their product guality for more successful
export sales., International market situations have also been
helpful for some labor-intensive export items such as textiles,
ghoes and clothing, With quota restrictioné made on exports
from other major exporting countries, Thai exporters have found
some room in the restricted market., As export of those products
expanded, however, Thailand will soon be subject to the same
export restrictions as those experienced in more advanced

countries,
V. External Finance and Foreign Direct Investment

The rapid growth of the Thai cconomy during the past
two decades has been made possible by hiegh volume of inveé‘mentx
both from the public and private sectors. The share of invest-
ment in GDP has been high, The ratio of gross fixed capital
formation to GDP was around 14 percent in late 1950's and rese
to over 20 percent since mid 1960's (see Table 12) The invest:
ment funds méstlj come from domestic savings, which were also at

high rates but not sufficient to meet the investment requirements.

External finance was thus necessary.,

The process of industrializgtion in Thailand has also
relied much on the primary sector. Besides providing raw
materials +and surplus labor to the industrial sectors, the

agricultural sector also produced exportable surplus which provide
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foreign exchange needed for importation industrial consumer

and producer goods, primary products (include agriculture, fish-
ing, forestry and minerals) accounted for over 90 percent of
total merchandise exports in 1963, Although their share has
been reducing, by 1978 primary products still accounted for

63 percent of fhe total value of merchandise exports Table 13)
which shows thé trade valance figures by SITC grouping, reveals
that Thailand's industrial trade balance has been in deficit,
while primary.commodity trade has been in sﬁrplus every year.
The gap of manufgctured commodity trade seems to be widening

as time passes. Actually the SITC qrouping-tende to understate
the deficit in‘industrial trade balance since important raw
materials such as petroleum and other orudeimaterials are

classified as primary commoditi®sS.
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Table 12

Ratio of Savings and Investment to Gross Domestie

Product, 1960-1978

Year Savings/GDP Gross Domestic Fixed Investment/GDP
1960 15.5 14.0
1961 15.9 14.1
1962 4.4 15,8
1963 13.9 17.8
1964 14.4 19.4
1965 16.5 18.9
1966 20,9 20.1
1967 16.2 22.9
1968 14.3 23.7
1969 15.9 23.9
1570 14,1 24 .1
1971 12.4 22,7
1972 - 14.9 21,0
1973 20.8 2044
1974 20.3 21.9
1975 16.9 23.2
1976 15.3 2343
1977 13.1 2544
1978 18.8 27,1
Source : National Ineome Statistics of Thailand, various issues,
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_Pable 13

Trade Balance of Primary and Manufacturine Commodities

Year Primary Commodity Manufacturing .Commodity
. Trade BalanceX* Trade Balance*
1960 6,324 ~-7,301
1961 7,283 ~7,726
1962 6,613 -8,715
1963 6,678 - =9,913
1964 8,824 -10,988
1965 8,913 -11,579
1966 8,371 \ ~-12,955
1967 7,913 -16,158
1968 6,627 ~-17,564
1969 6,870 ~-18,607
1370 6,326 -18,977
1971 . F,149 . -17,239
1972 9,523 -18,782
1973 12,790 -23,828
1974 18,180 -33,586
1975 13,251 i ~36,012
1976 20,840 -33,528
» 1977 20,050 -43,772
1978 20,117 -46,929

*Primary commodities includes products under SITC 0~4
and manufacturing commodities are those classified in
S3ITC 5 - 9
Source : Bank of Thailand Monthly Bulletin, various

issues.,
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The agricultural sector which encompassed a great
majority of population also generated income and saving on
one hand, and increased demand for industrial goods on the
other. In addition, the tax and tariff structure in Thailand
has been in favor of the industrial and against the‘primary
sector. The investment promotion scheme enables the importa-
tion of capital equipment free from import duties and business
taxes, and also reduction of duties and taxes on the other
material inputs. On the other hand, export of agricultural
products are subject to export duties and other taxes., Export
of rice, in particular, has been subject to rice premium, which
sometimes accounted for as high as 30 persent of the export
price of rice. The collection of rice‘premium serves to keep
the price of riceulow for domestic consumers, thus providing
a cheap wage good for the in&uetrial sector. Rice premium has

also been a major source of government revenue, although its

importance has been declining steadily.

Trade Surplus from primary product exports has not
been sufficient to meet the high import requirements needed
for domestic consumption and investment. Thailand has experienced
deficit in her trade balance since the late 1950's. The deficit
in merchandise trade accentuated since mii-1960's, and becoming
worse in the 1970's. During the 10 year period from 1959 to

1968, the deficits in merchandise trade were more than offset
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T

by the combined surplus in other accounts and there were
surplus in the overall balance of payments. Since 1958 the
country's balance of payments was in deficit only in 1969 to
1971 and after 1974. The large deficit in merchandise trade
were compensated by the surplus in the service accgunt, ;nd
the deficits in the current account were smaller. It was,
however, the combined surplus in unrequited transfers, and
capital movements which out weigheé the deficits in the current
account and enable the overall surplus in most of the years
since the late 1960's., (see Table 14). In this regard, we may
say that Thailand's industrial‘develbpment during the past two
degades has depended much on the inflow of foreién capitai.
Hoﬁever, the foreign resource inflows comprised only 15-20
percent of eross domestic capital formation, which was lower
than thoée in a number'of.developing economics in their early

stage of industrial development,

The inflow of foreign capital has been comprised
mainly o% grants and loans from international orpanizations
and foreign governments, and private direct investment.
Officialégrants and loans have contributed mainly to the
building.up of infrastructures, while privaté~direct investment

oontribuﬁed to the setting up of firms producihg'a wide variety

of industrial:products.
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Table 14

Thailand's Balance of Payment and Foreign Resource Inflow in Capital Formation

‘ltems 1961-63 1964-66 1967 -69 19790-72 1973-75 1976-~78
1. Balance of Trace -5,348.7 -8,996.3 -30,110.9 -31,070.3 -45,265.8 -65,178.8
1.1 Exports 28,935.1 38,645,7 41,290.0 52,712.0 124,619.4 213,074.2
1.2 Impoacs -33,850.6 -47,278.0 -70,881.9 -83,647.5 -169,885.2 -277,361.5
1.3 Non-monetary gold -433.0 -364.0 -518.9 -81.2 - -891.5
2. Balance of Service (net) 1,514.7 6,282.3 18,016.0 18,023.4 20,597.9 8,608.6
3. Net transter receipts 2,590.1 2,958.5 3,932.9 3,154.6 9,517.8 2,078.1
3.1 Priv-te 348.7 493 ,4 403.4 819.2 7,909.0 672.1
3.2 Goverrment 2,247 .4 2,042.0 3,529.5 2,335.4 1,608.8 1,406.0
4, Capital movemerts 4,008.3 4,827.7 7,591.7 7,855.1 19,747.0 38,088.8
4,1 Direct investment 623.7 1,815.1 3,191.6 3,126.0 7,186.0 4,788.8
4.2 Priva.e lcng-term loan 3,185.7 1,842.4 3,609.2 3,912.6 6,947 .0 14,303.9
4.3 Private stort-term loan 57.4 576.3 353.9 647.3 5,024.0 9,701.3
4.4 Governnent loan 132.5 593.9 437 .4 170.2 590.0 9,294.8
5. Allocation of SDRS - _ - 618.9 - -
6. Net errcrs and omissions 1,134.2 2,070,6 1,418.6 2,422.6 1,421.3 -4,515.4
7. Balance of Paynents 3,898.6 6,719.4 848.3 1,004.2 6,018.2 -20,918.7
8. Gross Fixe” Capital Formation 35,821.0 54,277.0 83,376.9 100,195.0 172,183.0 291,820.0
8. Direct Investment of GECF (%) v 1.74 3.34 3.83 3,12 4.17 1.64
10, Transfer plus long-term Capital
to GFCF (%) 18.23 9.89 13.40 10.35 14,08

10.44

Sourcz: Bank ¢f Thailand Monthly

o et

Bulletin, various issues.
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The inflow of foreign capital helped to finance the
heavy import requirements in the process of industrialization.
It should be noted, however, that foreign capital inflow either
in the form of grants, or loans, or private investment, was
also an important cause of the rise in merchandise imports and
the resulting trade deficits., The construction of infrastructu-
ral falicities financed by international aids énd loans had
stimulated domestic construction and related industries, but also
required large amount of imported materials., The American mili-
tary expenditures during the Vietnam war was largely spent on the
construction of roads and air bases had the same cffect on mer-
chandise imports. Private direct investment in import substitu-~
tion activities required rising imports of machinery and equip-
ment, and other intermediate products. All of these contributed

to merchandised trade deficit.
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In Thailand, import of capital goods usually com-
prises of nearly half of the total value of domestic capitél
formation., The high import content of domestic investment
implies that if the country is to reduce the rate of economie
growth somewhat, the import bill could be reduced substantially,
On the other hand, if it is to sustain its momentum of growth,
trade deficits will be widen,.unless the country's exports can

be incremased substantially in the future,

Among various types of foreign capital inflow,
direct foreign investment desérves special attention., Sinco it
involves establishment of industrial activities in Thailand.
Direct foreign investment in Thailand has inereased substantially
since early 1960's. From 1955 to 1960, net direct investment
inflow averaged less than six millipn baht a year. It jumped to
120.,9 million baht in 1961 and has since then substained a trend
of rapid increase. From the mid 1960's, direct foreign invest-
ment inflow has become an important proportion of the net foreign
exchange receipts in the country's capital account. From 1965 to
1974, net direct investment inflow accounted for around 40 percent
of the net inflow in the capital account ., This ratio was, however,
significantly reduced to around 15 percent during 1975-78 due to
rapid increase in long-term and short-term loans both by the pri-

vate and government sectors.
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Foreign direct investment has been placed much
importance by Thal economic poliey planners, It has, however,
not been so significant in terms of its share in capital
formation. From Table 15 which shows the ratio of net foreign
investment inflow to capital formation in the private sector,
we see that the average rate has been less than 5 percent and

was on a downward trend in recent years.

The reasons that direct foreign investment has been
placed mueh importance may be due to the fact that many firms
with foreign investment‘are under the offiecial promotion program,
and that a variety of industrial products which are generally
consumed by the high anq medium income groupsg are produced ?y
these firms. In October 1979 there were 1,148 firms under %
official promotion. Negrly half of these firms had varyingé
degree of foreign eapitgl participation. In terms of regisfered :
eapital, foreign share amounted té 23.6 percent of the total,
Investors mainly came from Japan, Taiwan, the United States and
England. They concentrated their investment more on textiles,
transport equipment, chemieal produets, electriecal appliances,
and metal products. (Table 16). Most of the foreign invested
firms are in the form of joint ventures with Thai business men.

The size of foreign invested firms are in general much larger

than the wholly owned Thai firnse
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Table 15
Ratio of Net Foreign Direct Investment Inflow to Gross

Private Pixed Capital Formation, 1967-1978

Year |Foreign Direct Investment {Private Pixed CapitaljRatio of FDI
| Formation to PFCF (%)
1967 894.4 16,714 5635
1968 1,239.7 18,358 6.75
1969 1,057.5 20,902 | 5.56
1970 890.5 22,248 . 4.00
1971 808.4 22,319 3.62
1972 1,427.1 23,167 6.16
1973 1,604.9 33,523 ' 4,79
1974 2,766.3 48,901 5.66
1975 1,744.8 . 50 ,683° 3.44
1976 1,614.1 52,187 "3.09
1977 ‘ 2,163.8 70,087 ‘ 3.09
1978 1,010.8 , 83,594 1.21%

h ]

*Pigures for 1978 are preliminary.

Source : Bank of Thailand Monthly Bulletin, various issues.



Table 16

Direct Foreign Investment in Promoted Manufacturing Industries, December 1978

Equity Capital by Nationality Y ’
Industry  No.of Firm (millions of baht) Total
Thai |Japan [Taiwan | U.S. |0thers
3
. . . .

Food 99 1,178.9 78.Q 19.6 | 22,2| 179,5 |1,477.9
Beverage 2 35.G4- - - - - 35.0
Tobacco 6 33.9 1s - 18.3 4.6 58.0
Textiles 109 3,346,0 830.8 193.1} 36.0 245,3 4,651,2
Wearing apparel 16 187.6 21.6] 38.9) - 17.51 265.6
Leather produets 8 72,9 8 18.91 -~ 1.5 94.1
Footwear { 2 6.7 - 3.3 = - 10.0
Wood p.oducts J 48 364 .8 LA 8.34 = 1.4 ] 384,6
Furniture and Fixtures 19 52.0d 4.4 2.0 .8 .4 59.6
Paper products 15 560.8 14.7f 39.5] - 176.91 787.9
Painting and publishing 4 178.3 - 1.5 - .81} 180.6
Industrial chemicals 33 1,253.Q0 152.6] 28.4 | 16,4} 47.7 11,498.1
Other chemical products 20 73.8 10.1 4.3 - 105.1 193.3
Petroleum refineries 1 7.0 - - - 3.0 10.0
Miscellaneous products of petroleum and coal | 3 9.4 T.6 - - - 17.0
Rubber products | 20 193.9 37.71 4.0 60.8 2.6 ] 298.6
Plastic products 8 50.00 2.4 5.2 - 445 62.1
Pottery ' 5 63,3 0.2] 4.7]12.5] 19.4 1} 100.1
Glasg and glass products : 6 43.7 22,7 - - 0.1 66.5
Other non-metallic mineral products ‘ 27 1,481.6 2.4] 7.6{00.6] 63.9 {1,656,1
Iron and steel basic industries : 17 © 20046 35,7 24.6F 11.,0( 24,31 304.2
Non-ferrous metals 11 2154 -1 42,0 5.2 86.6] 349.,5
Fabricated metal products : 43 314.6{ 86.9| 1.1 {24.3 | 38.1 465,0
Machinery : 25 ! '}65':8 2309 2.0 10.4 20-9 223:0
Electrical machinery, apparatus appliances

and supplies 50 248.71 104,11 6.7 {89.1 29.1 477.7
Transport equipment 53 419,41 152.3} 9.7 | 0.4 | 37.9 | 619.7
Scientific equipment - 11 40,91 5.01 - 20.0 2,z 68.1
Others 16 49.6 . - 5.4 55.0

Total 677 0,855.2f 1 596 l 465. f; 428 O“‘ ; 240qm,468 5

T

Source : Board of Investment.
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How direct foreign investment has contributed to
Thailand's industrial development is not easy to assess.
During the 1960's, direct foreign investment in manufaeturing
went mostly into import-substitution indugtries. Sines éarly
1970's, there has been some foreign investment in expori
oriented activities., The motive of foréign investérs in coming
to established their business in Thailand in the 1960's were
largely for the protection of market share in the obuntryo
The concessions given in the investment law and the tariff
protection provided a strong incentive for foreien manufacturers
who had hither to exported their products to Thailand to consider
setting their production "behind the tariff wall® in order to
protect their share of the market, and to get ahead of their
competitors in obtaining the promotional previleges. The
launching of investment promotion scheme might have also serve
to call the attention of foreign investors to the investment
opportunities existed in the country, but were previously not
generally known., In the light of these motives for investment,
it is not surprising that foreign direct investment in the 1960's
was largely concentrated in industries producing or assembling
consumery prodﬁcts replacing for imports, since the foreign enter-
prices previously supplied the Thai market by exporting usually
possessed advantages in producing these products in the form of

product differentiation, familiar brand name, and technological
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knowledge of production, it is to be expeqgted that many import
replacing items wbuld be manufactured or assembled by firms

with foreign investment.

Foreign investment participation thus helped 1o
quicken the process of import subétitution industrialigation,
The contribution to the Thai economy of direct foreign invest-
ment in terms of income and employment gerergtion, however,
has not been significant. Moét of the foreign firms establisked
during the 1960's were found to rely heavily on imported parts
and components, and other intermediate products, which contri-
buted to the heavy import dependence in many industries. The
reliance on imported inputs also implies that there have been
small linkage effects to other industries. The capital inten-.
sive nature of production in many foreign invested firms has

also hindered them to contributed much to employment creation?

The high import content and capital intensive nature
of production of foreign inveéted firms can be seen from the
high investment in asset to employment ratio and high percentage
of imported to total materials of promoted manufacturing firms,
of which fofeign investmené has been concentrated (Table 17).
The degree of import dependence of these firms were actually much
highér since import of capital equipment haé not been included

in the material imports presented in (Taﬁie 17) and capital goods
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in promoted firms are al#cost entirely imported. An average
capisalelabor ratio of mearly 300 thousand bah¥®iper worker

should be considered to be very high since data from the indus-
trial survey in 1977 1ndicated +that average asset-worker ratio
for manufaocturing enterprise (excluding small cottage undertakings)
in the country was about 100 thousand baht per worker. The degree
of technological transfer of foreign investors to indigenouss |
seetor has also been found to be limited due Poth to the reluc-
tance of foreign investor to import their technological knowledgé
to local people and lack of indigenousfrained personnel to effec-

tively learn the foreign technology. 6

The smell contribution of foreign invested firms in
various aspects, however, cculd in part be attributable to the
overall industrializatiQn strategy in %hailand during the 1960%s,
which gave heavy protection to dowestic production of import
subétitﬁtes, including a variety of luxury consumer goods and.
consumer durables that'mainly used imported inputs. Import sub-~
stitution industrialization usually started with the replacement
of consumer goods with domestic production, But import of capital
and intermediate goods would be increased in this early stage of
import substitution, At a later stages, the growth of consumer
goods industries will be followed by backward linkage import sub-
stitution as the country begins to substitute domestic production

for imports of producer goods. In Thailand, however, the develop-
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Table 17

Capital-Labor Ratio and Percentage of Imported to Total Materials

of Promoted Manufacturing Firms, December 1978.

Assets/Employees

Import/Total(%)

Food 245,21 21,80
Beverage 263,16 -
Tobacco 66441 3.44
Textiles 253423 54,32
Wearing appared except footwear 78.85 53.01
Leather products 193.78 33.28
Footwear 28471 19.88
Wood products 156,18 5690
Furniture and fixture 78429 2,37
Paper products 739451 56,84
Paintikg and publishing 535637 744,01
Industrial chemicals " 831,44 56.78
Other chemical products 364,14 5747 ..
Petroleum refineries T,873.09 100,00
Miscellaneous products of petroleum '
and coall 273.83 91 «94
Rubber products 365466 63.03
Plastic products 145.95 61.41
Pottery 242,05 43,68
Glass and glass products 273435 64,18
Other non-metalliec mineral products 470,73 L 39.79
Iron and Staeel basic industries 488,41 T72.20
Non~-ferrous mebals 568462 38,72
Fabricated metal producte 290,98 T4.27
Machinery 273.56 69.94
Electrical machinery, appliances and
supplies 136.83 73.81
Transport equipment 468,13 79.15
Scientific equipment 76435 91.87
Others 72.24 ' 41 28

Total 58435

295.71

Scurce: Board of Investment.



ment of intermediate and capital goods has been relatively slow.
This may be attributable %o the small size of domestic market
..for final products, and the consumer good industries_have not
been expanded enough for the economic operation of the input
industries. In addition, the protective structures which provide
incentive to finished products with low tariff rates or tariff
exemption on intermediate and capital goods also wodks to retard

the development of. the producer good industries.

On the development of manufactured exports, large
infernational firm§ with thkeir advantage in international ﬁarketing
can help to develop market channels for exporting. However,
since most of the foreign firms invested in Thailand also have
the same type of bgsiness as that in other countries, unless
the firms operated:in Thailand have any costa=advantage over
other subsidiaries§ it would not be to the best interest of the
foreign investors ?o try to export the products they produced in
Thailand to compete with their own subsidiaries. Most of forgign
invested firms estéblished in the early 1960's continued to serve
the domestic marke?. There are, however, a few industries where
foréign direct investment has been seen to be helpful for the
development of manufactured exports. Export-oriented foreignm
firms can be found intextiles, pineapple canning, and electronic
comporents assembling. These industries are in concurrent with

Thailand'!s comparative advantage. Since there are mostly wholly
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owned Thai firms ig agro-based and new labor-intensive manufao-
fured exports, it can hardly be concluded that foveign investment
in-general has contributed much to the development of manufaetured

export in Thailand.
VI. Japanssee and Thailand's Experience Compared

We have completed our Brief anslysis-of industrializa-
tion in Thailand. We will now proceed to make somevcomparisons
on fheJJapanese and Thailand's industrial development experience.
There have been numerous studies on the subject of Jaﬁéﬁese deve—
lopment experience, In making comparisons, we will draw heavy
from the existing literature on Japanese development and external
relatioms, We will .focus wmainly on the develoﬁmentvof product
cycle from import substitution to export expansion, But the
differeﬁces‘as well as similarities in intermal and external
conditions during the period of industrial development gefween

both countries will alsc be noted.

It is more or less agreecable that meaningful comparison
should be made between contemporary developing economies in the
post-war period with the experience of Japan during the period
roughly from the Meilji Restoration to the ewd of WW II, There
ara gome similarities in terms of economic structure, per capita
income level, and other pertinent maeroeconomic variables, In

the case of Thailand as compared to Japan, both countries are
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pre-dominantly agricultural before the era of industrial deve-

lopment and eiperienced rapid change in production and-trade
;tructure in the development process. Setting aside the in-
stitutional factors, the economic structuré in terms of major
sectoral share in GDP between the two countries was not signi-
ficantly different in the pertod before rapid industrial growth
took place. The shére of mgriculture in GDP was.40 percent and
that of manufacturing and mining was 13% in fhailand in 1960,
which was similar to that of Japan in 1887, 42 percent for agri-
culture and 13 percent for manufacturing and mining, The pro-
portion of labor force engaged in agricultﬁre was higher in
Thailand, Japan in addition had a greatér restrain in arable
land and other natural resource endowments, But the.per capita
income level was higher in Japan (US 8 154 in 1876-67 as compared
to US 8 100 in ;hailand in 1960), Thailand was also more open

in her economy in late 1950's as compared to Japan in the 1890's,
The share of import and export 6f goods and services in GNP was
18.9 and 17.5 percent respectively in 1960 for Thailand, which
was substantially higher than those in Japan in the first decade
of her industrialization (7.27 and 7.5 percent respectively).
But the trade ratios rose more rapidly in Japan, particularly for
exports, .

[ ] . .
The change in production and trade structure in Japan

provides a successful example of structural adjustments. Exports
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of agricultural based products, particularly raw silk, predomiRited
in the beginhing; These products was then réplaced by labbv-intenw
give light manufactures like fextiles. Heavy industries including
chemicals, metal products and machihery took up as leading exports
in the 1930's, TFor imports, light manufactures predominatedin the

beginning, the share was gradually declined which matched by increase

in capital goods and other heavy manufactures. Later on imports

of raw materials Became predominanf. In‘thevﬁase of Thalland, we

see that agricultural and mineralbproduots predominate fhe country's
export value, although export of light manufactures such as food
products and textiles started to increase their’share in total
exports during the 1970's. Export of heavy manufactures is still

at a very sSmall amguht at the present time, 'Import structuré has
also changed much in Thailand and followed the usual pattern of
reducing share in consumer non-durables and increasing share of
“ecapital and intermediate goods in the béginning of industrialization.
Then the share of capital goods and consumer durables staf%ed to
decline a little in the second decadebof industrialization, However,
Thailand's merchandise imports still predominaf; by industrial pro-
ducts and the share of manufactured géods in total imports-has not
been reduced in the process of ihdustfial developmént. This reflects
the import-dependent nature and small linkage effects of imdustrial

growth in the country, which will be discussed later,



The rapid change in trade structure in both countries
reflects the change in structure éf‘domestic production, The
"wide geese pattern® of industr}albdevelopment was seen in a
Jnumher of leading industrieé ithapan, includine textiles, steel
and automobiles, in different time periods., Textiles and food
products compriéed more than half of manufactured output in Japan
up until the 1930's. They were then replaced by such heavy manu~
factures, like chemicals, metals, mand machinery. Table 18 and 19
show the import-supply and exp;rt-output ratios of Japanese manum-
facturing industries from 1874 to 1970, Overall import-supply
ratio for manufactures first inceeased, reached the peak in the
first decade of the twentieth century, and declined rapidly after
that; Ovérall import-supply ratio of menufsactureshas not been
high‘for the Japanese ec;nomy, indicating the modest extent of
import substitution in éenerﬁl. When individual industries are
considered, however, the pcture looks much different. The importe~
- supply ®atio for textiles, for example, was 21 percent in the
beginning, and rapidly reduced to less than 10 percent within two
-decades. By 1930's, the import-supply of textiles was only 1.5
percent. Heavy indusfries includine chemicals, metals,and machinery
first see the rise in their import-supply ratios, then the ratios
rapidly reduced at different sub-periods starting from 1900. Other
industrial groups also show trend of decreasing import dependence

and the overall import-supply ratio for manufactures was less than
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Table 18

Import-Supply Ratio in Japaemese Manufacturing Industries

Year Food Textiles Pzggict Chemical Ceramics Metal .| Machiwery Misgcellaneous Total:
1874-81 |4.32 21,02 0ad1 4469 0441 20.36 21,67 . 6,65 10637
1822-91 |5.09 13,13 " 0431 6485 5,30 26.81 39.29 4.0 10440
1892-1901| 7,48 824 0.13 16414 6.15 45.86 | 50,48 4230 12,03
190211 {6450 785 0.38 25,16 7450 47,08 28,10 4,25 21,38
1912-21 |7.25 2,15 2.39 24.43 3.18 29,57 9.47 237 . 9,92
1922-31 |8.18 3.94 12,50 21,58 4,74 24,07 16,24 5,17 10.32
1932-39 |7.58 | 1156 2461 11,29 3.62 15,12 5.86 | . 2.18 7,16
1951-55 [1.82 | 0480 3.46 2,55 0.55 1443 5.62 | 0.8 2,23
195660 | 1.25 0445 1.99 4,26 1,22 3.21 4470 . 1.0  2.86
1961-65 [1.88 | .0.59 2,02 3.97 1,60 2,67 Auds | 1.1 2,90
1966-70 | 1.87 1,48 18,94 3.73 2,23 3.62 3431 2,01 2,90

Source: Ippei Yamazawa and Yazu Yamamoto, Foreign Trade and Balance of Payments,

Estimate of Long-term Economic Statistics of Japan since 1868, Volume 14,

Tokyo: Toyo Keizai Shinposha, 1979,
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Tahle 19

Expoit-Output Ratio in Japanese Manufacturing Industries

‘Xiar Food ‘;?extiles v:zzzZuct Chemical Ceramics Metgl ' Machinery Miscellaneous Total
1874-81 | 0459 15,67 0.31 2.51 5.02 11.25 o 6,43 5,66
1882-91 | 0.52 19,55 0.69 6.32 15.55 28.23 0.52 13410 9,51
1892-~01 | 0.70 22,70 2424 11.28 16,05 41,16 4,18 30453 13.70
1902=11 | 2,80 38,66 10,91 14477 22,65 45,15 4.88 35¢92 20,10
1912-21 | 4.80 36,57 74496 18.56 22,32 20.08 6.05 31.34 20.59
1922=31 | 4.44 39.87 T.48 S 13.31 20.57 10.66 6.24 19.86 20.12
1932~39 | 8.26 34441 61.13 12.19 23.92 10.74 9¢50 24457 17450
1951=55 | 3.00 22,54 12,93 341 12449 12,30 8460 8,49 9.88
1956-60 | 3.92 26,14 15.15 Ae11 11.28 8400 11.28 11,73 10,08
1961-65 | 2,39 20457 16:86 Seds - 8485 .9.26 ‘8,93 9,96 Te33
1966-70 | 2,22 16,67 19.86 6,99 6662 9.94 13481 8.93 9.77
Source: Same as Tabie 18,
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3 percent since the»1950‘s. The overall export-output ratio,

on the other hand, fluctuated from 5 to 20 percent. It shows

an increasing trend from 1874 to the end of WW Iwand esradually
decreased after that. Most product groups including textiles,
wood products, chqmical, metals and ceramics increased in export-
outéut ratios in the earlier perlod, then decreased after that,
But the ratio for wood product, metals, and chemicals, increased
somewhat since mid-1960's, The exportfoutput ratio for machinery,
on the other hand, appears to increase much after the second

world war,

A number of explanations have been made for the successful
industrial development from import to import substitutiom, and
then to exportation of Japanese indusiries. Ladbor was abundant
in Japan in the beginging of industrial development. Labor-
intengive light manufacturing industries therefore were among
the first to be developed, The development of crude products
was also preceded that of more sophisticated items. Technological
level for manufacturing has been upraised while rew material
resources and later on labor ha&e become scarce factors of
production. But the expansion of consumer good industries have
brought about linkage effects to stimulate capital and inter-
mediate induatries. For example, the development of textiles
has stimulated the development of dyestuff and textile méohinery,

and the development of steel industry facilitated the development
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of a number of heavy industries, and consumer durables, Import
substitution for a number of manufactured products was helped
by tariff and production subsidies in the beginning. 7 But
- genuine import ‘Eubstitution was achieved through cost reduction
made possible by scale economies and technological adaptation,
The import substitution industries were then successfully trans-
formed into export industries as competitiweness in international
market was strengthened, The development of manufactured exports
was thus a natural consequence of successful import substitution

industygialization in Japan,

.

In the case of Thailand, on the other hand, development
of import substitution and exports in manufacturing industries
has much been influenced by the various policy measures adopted
by the government to foster industrial growth, Import substitution
of consumer durables was seen in the beginning but confined mostly
to the assembling stage of production. The protective scheme tend
to encourage the setting up of relatively luxurious consumer
products and a number of intermediate products not well suited
to the country's natural endowments, With the help of direct
foreign investment, a number of new industries socon appeared in
the country. But the heavy protection given to final poods tends
to reduce the efforts of industrial entrepreneurs to improve their
efficiency and reduce their production cost. The low tériff rates
together with tariff concessions on capltal equipment and other

intermediate imports also work to discourage backward linkage



import substitution and the development of producer good industries.

Thailand has been relatively successful in her drive
for export promotion of industrial goods after the import-
substitution scheme experienced some difficulties. The emergence
of manufactured exports in most cases _are, however, not a natural
continuation of development of import substitution industries as
experienced in Japan., Most of the products exported from Thailand
are “new" products steming from the processing of raw matsrials
previously exported in raw form or labor-intensive goods previously
consumed at a small amount in the country such as jewelry and
herdierafts but later on increased foreign demand stimulate the
production for exporting. Anothér type of export items is the
processing of labor-intensive components by transnational firms
coming to utilize cheap laber in the country. Only in a few cases
like textiles, clothing, and canvas shoes have been developed from
import substitution to exporting in a proper sense. The policy
measures by the government again have played an: important role
in helping the emergence of industrial exports. Foreign firms
wore indueed to set up plants producing export commodities following
the revision of the investment promotion law to give additional
incentives to export activities., Exporters of manufacturing goods
in general have been benefitted from the duty-rebate scheme which
give refunds on imported materials used in the production of export

commodities. The heavy protection given to import-substitution
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industries in Thailand has not been reduced during the period
of active export promotion and hence tends to foster apparent
rather than real import substitution, and retards the development

of many industrial activities to the export stage.

One of the majér differences in industrial development
experience between Japan in the prewar years and that of contem-
porary developing economies»is that Japan relied very little
on direct foreign investment, while in nowaday's LDC, direct
foreign investment becomes an important ingredient in rapid
industrial growth, In the case of Japan, direct foreign investment
was kept at a very low level but considerable attempts were made
to learn modern tgchnology from industrially advanced countries.
Joint venitures between foreign investors and Japanese businessmen
were established in soﬁe modern industries but the management and
controlling power were soon transferred to the Japanese., Japan
has thus become é successful example of effective learning of
foreign technology while keeping the control to her own nationals.
A number of contemporary economies, including Thailand, seem to be
in just in the contrary. Direct foreign investment manufacturing
has heen substantial, while the transfer of technology often en-
counters with many problems., In the case of Thailand, direct
foreign investment in manufacturing also mostly comes in the
form of Joint ventures. But after nearly two decades of’their

establishment, the management and controlling power of many joint
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ventures are still in the hand of the foreign investors., Iack

of enthusiasm of the foreigners to %ransfer their technology

and lack of ability to absorb advanced foreign technology are
among the reasons for the ineffectiveness of the technological
transfer. But underlying the relatively tight control of foreign
investors over the invested business are the relative ease of
control by foreign parent companies in nowaday's well-developed
communication system, and the better bargaining power of the
transnational firms as against their local partners or even the
host governmeﬁt. Developing countries today have to rely heavily
on féreign investment firms for technological ¥nowledge and financing.
It is not that easy to "unpackage" various elements accompanying
direct foreign investment. Every country tends to compete for
foreign investment and various concessions are given to foreign
firms, At the same time, these céuntries also tend to put too
much reliance on foreign investment and neglect the development
of trained indigenous entrepreneurs and personnel for effective
learning of foreign technology. This may not be desirable for

the long-term development objective,

I4 is undeniable that technology gap between today'!'s
developing countries ana industrially advanced countries.is more
formidable than the case between Japan and Western countries in
the nineteenth century. Inviting foreign investment enables the

utilization bf-technological know~how already developed, and hence
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quickens the process of industrialdevelopment. 3But direct foreign
investment has not been an unmix blessing for the investment

recel pient countries. In the case of Thailand, Without foreign
investment, a number of industrial activities could have not been
developed, or could be slower in their development, DBut what

have the country gained from having a number foreign firms in the
country is as open question, waiting for more research in this
area, We have already noted the import dependence and other side
effects brought about by foreign firms., There may be a trade off
between more rapid growth and certain undesirable effects, Sureiy
various adverse effects from the foreign investment are possible
to reduce by certain policy measures. The Japanese experience of
trying to erode.the controlling power of foreign investors may

sti1l be applicable nowadays, though at a more limited extent,

On the development of manufactured exports, the obstacles
confronted by today's LDCs also seems to be more difficult to tackle
than in the case of Ja pan several decades ago, International
structural adjustments are more rapid nowadays, Almost every
developing country is trying to ﬁromote manufactured exports, and
these countries have to compete with each other in the international
market, in addition to breaking through the market already occupied
by some industrialized countreis, The wanning comparative advantage
in labor intensive products in industrialized sountries tends to

favor less developed countries. But the protectionistic practices
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in these countries also tend to obstruct the development of

labor-intensive exports from LDCs im general,

Both Japan and Thailand relied much on the export of
primary products to finance tﬁeir industrial development. In
the case of Japan, raw silk was the main foreign exchange earner
prior fo rapid industrial growth, while in the case of Thailand,
rice was the principal export earners. In Japan, industrial trade
balance appeared fo improve along with industrial growth. For
Thalland it is just the country, deficits in industrial trade
balance have been widening. Export of agricultural products
have been incfeased following diversification in the agricultural
sector, But the increase in agricultural products in Thailand
has been due more to éxpansion in cultivated area than improvement
in productivity. Thailand has not féced with:serious balance of
payments difficulties since the beginning of industrialization
program until recent years., The surplus balance in agricultural
trade might have retarded the structural adjustment toward less
dependence on imported commodities. With rapid increase in
petroleum price and ever worsening trade deficits, balance of
payments difficulties will become a serious constraint to the
country's industrial growth, PFurther adjustment to increase
exports and to reduce dependence on imported industrial goods

wlill thus be necessary.
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To conclude our brief comparison of Japanese and Thai
industrial development expeﬂfénce, we may say thgt while the
pattern of development from import substitution to exporting
looks similar, there are vast difference in the factors underlying
the structurad change. In the case of Japan, the development has
been more nafural and based more on improved éfficiency. While
for Thailand, industrial growth has been influenced by policy
measures, although the development of manufactured exports ih
the past decade have been in line with the nation's comparative
advantage., It is not at all certain that Thailand would be able
to0 follow the Japanese path in her indusfriql growth in fhe future.
There are numerous factors pertinent to industfial development
but have not been included in this papsr, further studies, pre-
ferably on the microeconomic level, should be made for a more

fruitful comparison.
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