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I. INTRODUCTION

Thfoughoﬁt the modern history of economic develbpment,
particularly the last 20 years or so, various emphases'had been placed
upon certain aspects of development strategies by deveiopment economists,
planners, and administrators. In the beginning of systematic'devéibpment
efforts -- around the middle of 1950's -- we saw emphasi# being given
to indusirialization of the economy basged gpqn the concéﬁt of econdmtc
dualism, Most underdeveloped economies were characterized by the
coexistenée of ariarge but backward traditional ofrfarm sactor with
labour surplus situation, and a small but more advanced industrial or
manufacturing sector. At first import subsitution received particﬁlar
attention in most developimg countries, then export pfomotion, and
finally the struétural trensformation of ihe coﬁntry frum'agricultu;él
economy to industrial economy that could sustein the growth process by
itself., During these phases, the development ideas célled for the
building ﬁﬁ of physical and social inffaafructures, high savings rates,
high capital formation,-investment in humanlresources,‘increased
productivit§ in all sectors, controlled population growth, and.so on,

To help manage these intertwined development strategies, dévelopment“n
planning was needed énd had hence become a widespread practice in the

developing world,

But most of the above-mentioned development strategies adopted

by most developing nations aimed mainly at only one aspect of economic



objective: rtesource allocatlon. The rate of growth of GNP per capita
was regarded as one of the most, 1f not the most, important indicators

of economic development process, and the experience in most developing
countries had shown that this growth objective was met with great
success, However, while the allocative objective was earnestly

persued, the distributive objective was, to a large extent,'neglected.

Zo while many devéloping countries have succeeded in raising the GNP

to a reasonably high level, the fruits of this economic growth have

not been equally shared by the majority of the population but were

reaped by a small group of the people. In general only the relative
income distribution between various groups (mainly between the rich

and the poor) worsened, but in some case it has been argued that the
absolute income distribution also worgened, meaning that some people
actually became poorer in absolute terms even when the national income
had increased (1, p. 129). Although ;his worsening of income distribution
during the development process was expected by some devélopment theorists
(Lewis /[ 38_/, Kuznets_[féé%?), social, political, or even ethical |
considerations dictate that this situation be alleviated or reversed

as soon as possible.

The economic development of Thailand fits the above pattern
rather well. After almost 20 years of systematic development efforts
starting around early 1960's, Thai economy has grown tremendously in
terms of GDP. 3But during'these periods, it seems that the disparity

in the distribution of income has increased as thils was shown in many
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studies using avallable data in 1963, 1969 and 1972 (Meesook / 42_7,

Krongkaew / 29 /, Wattacavitukul / 65_/). This problem was noticed
as early as the beginning of the 19738's as reduction of income
inequality was included as one of the objectives in the Third
National Ecconomic Development Plan launched in 1972, but no deliberate
or discernible attempts were made by the Govermment to tackle the
problem, The change of attitude came around the middle of 1970'e when
the countfy experienced the growing unrest in various segments of the
society and witnessed the fate of meny neighbouring countries to
socialism. This time socisl welfare and equity received more genuine
interegt from the Govermment, The fourth National Economic and
8ocial Development Plan (1977-1981) clearly stated that
", .. several basic pelicy reforms are considered

necessary for promoting greater econcmic and social

order which would mean &n eventual eradication of

poverty among a large segment of the population: 1In

order to achieve this new socio-economic objective, the

Government must intensify its own efiorts, accept more

responsibility and give full commitment to the basic

policy recommendaticn outlirad in the Fourth Plan,

Secondly, the Covermmen: musi act in several key sectors

to promote more social 3lustice and encure that the

benefits of development are sherad out more equitably."

Whether the Plan will succeed in what it intended to do remains
to be seen. A close observation of the zconomlc situation in Thailand
reveals that there is still inadequate understanding of the distributive

pictnré ofrp8£$0nal income in Taeiland: income-in-kind as well as

other nbn#money fncomes and naaital eainc were left out of income
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distribution data, and money income itself was usually underreported.

But these problems are being solved through improved statistical
techniques and more careful surveys, What is still much lacking is

the knowledge or basic understanding of how the govermment policies
affebt the distribution of income of the people. Without knowing

these very important effects of govermment activities or at least

givihg them serious thought, formulation of policies or plans are

not only ineffective in fostering greater equality of income distefbution,
but also detrimental to the very objective the govermnment is trying to

reach.

The purpose of this paper, therefore, is to attempt to stunly
the distributive impact of a few important public policies in the

first 15 years or so after Thailand embarked upon conscious economic

-development programg in the early 1960's, The paper will be a mixture

of coneclugsions drawn from analytical models, outcomes of simulatjion
studies, results of empiricel research, and many educaced "guesses"

about the possible distributive impact of various public policies,

The plan of the paper is as foilows: Chapter II briefly
diécuéses the debate on the possible trade-off between the effeets
of policies that will facilitate growth and policies that will
promote equity, It aims to recount several studies done on the issue
to show that properly-designed, equi;y-based policies either have very
little or no hérmful effects at all on growth and, in acﬁé cases, can

even enhance it. Then the role and policy options of the govermment




are discussed, with classification into two broad types: budgetary
and non-budgetary policies, Chapter III describes the structure of .
the Thai fiscal system setting a framework of analysis for Chapters IV
and ¥ which proceeds to present empirical estimates of the so-called

incidence of taxes and public expenditures.

When the digtributive impact of non;budgetary policies is
discussed in Chapter VI, we are now entering the area where very
little empirical research has been done on the topic at issue. It is
here that the author will try to explore theorétical attempts at
studying the income distributional effects of certain public, non-
budgetary policles. Three spécific areas are selected: agriculture,
industry, and labour. Finally Chapter VII will attempt to integrate
the distributive effects of both broad types of policles as discussed

in the previous chapters; and some overall assegsments will be mentioned.

The author will not hesitate to offer a caveat that this

| paper is by no means a definitive study on the distributive impact

of goveroments's policies; the conceptual framework, the availability
of data, or even the clearness of ideas are still too imperfect for
that., With a possible exception of the budget incidence study, the
author can give little more than qualitative judgments on such impact.
Even in the budget incidence study, which was done with great care,

an enormous amount of difficulty remains: many conceptual problems

concérning the shifting of tax burdens or expenditure benefits are



still not fully‘untangled to the ft;ll satisfaction of all resgearchers;
the burden and l.aenefit: allocation techniques are still crude and often
arbitrary. Nevertheless it is hoped that this kind of study wﬂl
still be useful in helping decision-makers and planners to better
perceive the existing equity implications in economic development
situatio_ns, and to use it as one of the guldelines to form a better

equity-based policies now or in the future,



II. GROWTH, EQUITY, AND GOVERNMENT INTERVENTION

Growth and Equity Relationship

The problem of posaible trade-off between growth and equity
was realized long ago in economic 1iter££ure. The issug.of growth
versus equity with specific reference to developing countries was
éetiﬁusly discussed in the early 1950's. W. Arthur Lewis used to
liken the problem of growth and equity in income as the case of two
horses with the rider having to decide which one to ridé at & time,
{Lewis £T38_75. The signific#nce of this analogy is that the selection
of one objective necessitates a sacrifice of the other objective: if
growth is to be pursued, then the problem of inequality would have
to be experienced. In 1955 Simon Kuznets lfﬁé;? provided the most
decisive thought on the relationship between economic growth and
_income distribution during the economic development process., The
study of past patterns of growth and income shares of many induat;talised
countrieé led him to conclude that as the economy begins to grow rapidly,
the digtribution of personal income will fi;st worgsen, but when the
economy reaches a certain level of economic development such diatri;
bution of income will improve, Translated into a graphical diagfam
ﬁhere the level of developmént (e.g. income per capita) is measured
on the horizontal axis and income i;nequality on the vertical axis,
Kuznets' idea would imply an inverted-U curve upon the relationship

between economic growth end income inequality,



Kuznets' hypothesis was confirmed by subgequeqt gmpirigal
studies by Kravis 172547 and Ogshima / 49_/. Although these stﬁdies
involved mainly the empirical test of Kuznets' thesis, some explanations
were givgn as to why this inverted U-shaped gurve phenomenon cauge
about Kuéﬁets himgelf observed thatlthe worsening of income diatri-
bution in the early period of development could be due to the proportion-
Qlly greater accumulation of wealth or assets by the rich as compared
to the poor, This situation agpgravated as the country became urbanized,
further enhancing the position of the rich probably until the low~
income .gpoups had gained some political influence. Perhaps we can
even go back to the reason given by Lewis in his original article
LTE?_? which argqed that the profit share of the modern sector is
relativel} larger than that of the traditional sector which is beset
by oversupply of labour and virtually zero marginal productivity. In
a similar 1ébour-surp1us situation, Fel and Ranis / 18_/ hypothesized
. that in order to develop tﬁe modern sector as the leading sector in
the econ;my, the wage in the traditional sector is kept low, thus
the worker in the modern sector is always better off than his counter-
part in the traditional sector in the early stages of economic growth.
Only'when the withdrawal of labour ffom agricultural sector begins
to affect the production of food leading to a rise in farm wages

that this sectoral digparity beging to narrow down,

More recent empirical investigations also attest to the

velidity of Kuznets' hypothesis, In a cross-gectional study of 44



developing éountrieg, Adelman and Morris 171;7 found 2 statistically
eignificant negative relationship hetween‘income inequality and per
capita income, although the degree of explanation is very low. They
further indicated that, for the very poor, development had brought

not only a relative but also absolute decline in the average income,
_Time-series studies by Fishlow /7207 1in Brazil and by Weisskoff / 66_/
in Mexico, Puerto Rico, and Argentina also showed that income con-
centration in these countries increased during periods of rapid’

economic growth,

Two studies by Ahluwalia deserve our special attention., In
the first study published in 1973 [T3;7 he used time-serfes income
distribution data of several developing countries compiléd.Bi'tﬁe' ”
World Benk to test the relationship between aconomic growth and
income inequality. Of 13 developing countries which he studied, six
ghowed increasing inequality, another sixz showed the opposite resulr,
and one showved no change in the leval of concentration., He also
found that no association existed between the growth rates of these
countries and their trends in distribution; and perhaps most significanﬁ
of all, that countriéé which experienced inpreased income inequality
had higher average per capita income than those having reduced income
inequality which is more or lgss contrary to wﬁat Kuznets' hypothesis.
It seémed that Kugnets' hypothesis was being refuted., However, in
1976, Ahluwalia [Th_7 undertook another study, this time using the

cross-country data of 60 countries divided into 40 LDC's, 14 DC's, and
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6 socialist countries., Multivariate regression analysis was used to
estimate cross-country relationship between the income ghare of
different percentile groups and other selected variables reflecting
aspects of the development process that are likely to influence
income inequality such as ber capita GNP, educational and skill
characteristics, and other demographic variables. One major result
ghowed that income shares of all percentile groups except the top

20 first declined and then rose as per capita GNP increased., But
whereas the long-run development may be associated with increased
inequality, Ahluwalie fqgnd that this may not be so far the ghort-run,
that is to say, a fagter réte of growth does not necessarily lead

to greater lnequality. Whether this“canclusion means that a country
can pass through this initial period of income disparity quickly with
high-growfh policies without fear of nging greater disparity then

it normally would have, is still not clear. Ahluwalia himself
adﬁitted that thie latter conclusion could not be made strongly due

to imperfections in techniques and data,

Therefore, Ahluwalia has done studies that both confirm

~ and refute Kuznets' hypothesis. But in his second study, he took

pains to polnt out that the use of cross-country data for this kind of
analysis was not the most appropriate method. The time-series technique
-woﬁld be more appropriate, but relevant data in most developing
countries were simply not available or inadequate. Furthermore, while

the result had shown that there was associational relationship between
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income distribution and the prdcess of deveiopment, it did not always

imply the underlying causal rélatiohship between ﬁhe two.

_ Oﬁnﬁhese béses, then, many researchers (e.g. Fields [T19_7;
Cline“Zfi6;7)st111 refuse to accept Kuznets' hypothesis ags a com-
peiling argument linking inequality with growth. If one of the reasons
' leeding to the Kugnets' effects is that growth process favors the rich
over the #oor because most of the savings come from the former,'and‘

a policy designed to redistribute income (or help the poor) would eut
intoe this s#vings rate and growth would be stunted as a result, then

one;rgﬁga—%bq#t wﬁy to refute this thesis is to be able to démnnatrate
that inc;ﬁé résistribution‘has & neutral or at most aegligible adverse

effect upon growth,

In one of the most detailed surveys of studies concerning
~distribution and development, William R. Cline [f16;7 listed more than
ten simulation studies which purported to show that indeed redistribugion
of income had a largely neutral effect on economic growth., It would
be very tedious to describe the methods of study and exaet findings -
of these studies here, To cite just one example, Dennis L. Chinn-
[Tl&;]: in trfing to show that severe inequality is not & neceapar?
.conditiqn for growth, developed a model based on a case stufy
where a_rediﬁtributive policy took the form of a speciai-direct tax
on middiéhand‘high income households, and the tax revenues were used ’

to finance programs which augment the income of the poor., The effect
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of this policy was traced through the changes in the level and pattern
of pri;éfe:éipénditures; %he induced changerin private savings could

- then be estimateﬁ aé the difference between the changes in private
income and total private expenditure. Then, based on past propensi-
ties to iﬁporf {or to consume generally), it was possibie to estimate
the induced changes in the pattern of expenditure in the absence of any
increase in the level of private expenditures. Using input-~output |
table as 8 link between consumption and production; Chinn was able to‘
estimate the effects of redistribution policy on industrial output
levels. and other growth variables. One major conclusibn from his atudy
was that income redistribution'large.enough,to~signi£icantlyureduce

the extent .of poverty would hzve crly negligible effects on the

prospects for continusd rapid growth.

. To sum up, on theoretical grounds, it ié possible to construct
a loglical model: which shows that equity-based policies do noé necesgsarily
hurt economic growth. On empirical grounds, results of studies of the
relatidnship_between growth and distribution oflincome during the
development process appeared to be mixed and inconcluéive, though thé.
majority of views seémed to-be sympathetic to the inverted U-curve
phenomenon, . .What should be best”acceptéd here, however, is alcompromise

conclusion that whether or not rapid growth creates more imequality in

Y

income distribution is less important than whether income redistributive

policies advergely affect growth, And it is reasonable to surmise
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further that effects of incone rediétribution on growth should, in
most cases, be neutral, or if not, sery negligible on the negative
side. Perhaps the spirit o such a2 belief is captured in the conclusion
made by Cline [TiS_? after a study of economic development of various
Latin American countries that policy to redistribute income may

result in scme ﬁecrease in the savings and growth of the economy

but not iarge'enough to harm the overall development of the coun:éy;
on the contrary, the beﬁefit, in the form of increage in income of the
majority of the people at present and in the future will more than.
offset ﬁhe sécrifice in the growth rate. It is Cline's convietion
that the ﬁajority of the population of Argentina, Brazil, and Mexico
would be mu~h better off if théir govermments had selected development
poliéihs which emphasized move equitable income distribution but with

& lower rate of growth rather than selected policies of high growth

in the situations where ircome disparities were already very serious,

A nrw line of thought has rr-cently been taken up by the World.
Bank and other international or national organizatibns such as the
International Labour Otgasization (ILO), the Economic and Social
Commiasion for Asia end tha Pacific (ESCAP), and the United’States'
Agency for International Development {USAID) regarding the proper”tole
of income distribution in ecoromic development., All views seem to
point to the direction of elevating the importance of disgributive
problem in economic de§elopment. Once theze organizatioﬁs are deter-

mined to give an added importance to incame distribution, they can

s
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be ver& effective and influential. The World Bank is of course one of
the most important sources of development loans for developing countries,
the USAID one of the largest foreign aid donors, and ILO and ESCAP

are émong the best technical and research organizations oﬁ employment

and overall development affairs.

What are some of the bases for greater interest in income
distribution in these, and in fact many other organization? Even
grantedlthat the "trickle down' process, whereby the benefits from
growth slowly pass down from the rich to the poor, is operating during
development process, no one is certain whether the majority of people
who will suffer, either aﬁsolutely or relatively, will be patient
enough to wait very long. It has been pointed out (Hirschman [Ti&;?)
that this level of tolerance differs from country to .country and from
time to time.: Today one would suspect that such level of tolerance
would-be guite low as development policies that the govermment tries
to implement often benefit the richcst_zo or 40% rather than the poorest
607, Eveﬁfuaily the coaflict between the rich and the poor will come
to a head if nothing is done about it. A very pointed warning came
from no less than Mr, MacNamara, President of the World Bank.. He
sald that:l

"When the highly privileged are few and the

desparately poor are many -- and when the gap

between them is worsening rather than improving =~

it is only a question of time before a decisive

choice must be made between the polirical costs
of reform and politicel risks of rebeilion." (2, p. 129)
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The Government as Income Redistribqtor

So, in the late 1970's, we see the World Bank committing
its personnel te income distribution and poverty research and its
finance to "growth-with-redistribution" loans all over the world.
The ILO, which started with full employment programmes in the 1960's
has shifted its interest further down to tackle the problems of
really poor target groups on the basic neceds approach., The USAID is
understood to be streamlining its foreipn aid strategies for the
1980's‘t0 be more responsive to income distribution problems, and
g0 is thejESCAP regarding its research and policy activities. But t§
implement a policy that will help toward greater equality of
.income will need first an& formost the effective participation, if not
inittation, and leadership of the government ﬂf the country concerned.
1f the government is not genuinely interested in these matters, the
drive to equalize income could be futile. Although it has been argued
(Héisskopf.L_ 61;7) that most developing countries consist of claes
structure where the power is concentrated in a small group of ruling
elites, and under this structure, the government and other state
apparatus will be controlled by this group or at least are responsive
to the benefits of this group, the preservation of-power may still
require keeping the masses happy by reasonable social and redistribution

policies or elimination of grinding poverty or both.

In certain capitalistic countries the intervention of the

government in the private sector is looked upon with suspicion and
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distaste. The best service that the government could give to the
private sector, it is often argued, is to leave it alone., But

nowadays this sentiment has changed or is changing. The failure of

the market mechanism.to cope with monopolistic practices, externalities,
proper distribution, and price stabilization has given rise to con-
tinued involvement of the public sector in the econbmy, as this can

be seen in the ever—iﬁcreasing share of government sector in the

national income.

As regards its role in income distribution, it is convenient
to divide policy instruments of the government intdltwo braod cate~-
gories: budgetary policy instruments and non-budgeﬁary instruments.

(a) Budgetary policies |

1T:Fiscal_functions of the government are discharged on the one
slde through the collection of public revenue and on the other side
through public spending. As the spending of the govermment must
conform éo the predetermined budget where the ability to finance
that spending has already.been' taken into account, these two fiscal
activities (public revenues and expenditures) are categorized as |
budgetary policies. Public revenues are collected mainly from taxation,
fees and charges, proceeds from sales of government's goods and
sefvices, and from domestic and foreign borrowings, whereas public
expenditures includé compensations in the form of wages and salaries,
purchases of goods and services, capital investment, and direct |

transfers.
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Public revenues can affect distribution in several ways.
Taxation which is defined as compulsory collection of money from the
people by the state without the latter's obligation to match such
tax with equal amount of public spending, creates a burden on tax-
payers by reducing their real income and effects a change in the
distribution of income by causing different burdens upon different -
taxpayers. An income-equalizing tax system is one which 18 normally
based on the “ability-to pay" principle whereby more burdens are
created upon those who are better able to pay. Fees, charges, and 
revénpegﬂfrom government's sales may not change the distribution of
income very much because they operate on the "benefit" principle
whereby the payers' benefit is exactly equal to the amount they bay.
Still these non-tax revenues could be made income redistributive by
discr#minatory pricing, public monopoly, or subsidization. Finally,
the creation or reduction of public debt through public borrdwing
could have redistributive repercussions through changes in the price

.Igvel brought about by the change in the money supply or simply

through the transfer of income from group of taxpayers to another.

As for public expenditures, their redistributive effects are
sometimes easier to perceive, sometimes more difficult. A direct
transfer such as government's aid to the handicappéd or pensions to
retired civil servants would directly increase the recipient's relative

income pogitions. Many types of public expenditures.benefit clear-cout

groups of people, for example, education expenditures benefits those
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who recéive the educational services or those who have children in
schools; highways expenditures benefit road users or those whose
livelihood has improved as a result of a new road service, and so on.
These "specific" expenditures the benefits of which are allocable to
identifiable groups of beneficiaries can enhance the income positions
of those who benefi; from them specifically. There are other types ‘ -
of public ;xpenditures, however, that may not benefit any groups
specifically, but all groups generally. Benefits from these "public
good-type" expenditures, such as defence and law enforcement; if |
proven to be‘truly unallocable, may be shared in equal amount by all,
{b) INon—budgetary policies |
Policies which do not originate from or are not mainly con~ N
trolled by the central government's budget are classified as non-budgetary
pelicies. . Examples of these non-budgetary policies are domestic price
control, foreipgn trade promotion and restriction, private investment
promotion, minimum wages and labour protection, population control
and family planning, monetary and credit control, industrial health
and safety standérd, and so on. In short, they consist of, among

other things, government's rules and regulations.

Qften the line cannot be clearly drawn between policies which |
are.budgetgry and non-budgetary. Take an example of price control »
policy. In enforcing the control of a certain price level, say a
retail price of rice, the government must maintain officials who will

see to it that the rules are being adhered to. These officials may

P e -
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continge ta.draw their salaries from the budget, so this policy can
be seen in part as a budgetary policy. This is correct but such
policy is intended to be seen in the light of what effects it would
have on the distribution of income of those who have to buy rice.

The price-controlled officials' salaries are probably already included
in the "general government" category of public expenditures. So th;s

policy is better regarded as a non-budgetary policy.

To estimate the distributive effects of non-budgetary policies
is very difficult. Unlike tﬁe‘practice in the estimation of distributive
impact”of'ﬁﬁblic revenues andlexpenditures, or what 1s also known as
"budget incidence" eétimation, there is no uniform techniques of
measuring the distributive impact of non—bﬁdgetary policies. Each
policy musp be considered separately, and even simple partial equili;
brium impact is difficult to gauge, let aione the tracing of full effects
through a general equilibrium framewérk. Even the simplest form of
general equilibrium framework cannot avoid very simplifying assumptions
regarding the state of economy, S0 much that it becomes useless as a
policy tool. The:eﬁgre, at this stage of knowledge, estiﬁating the
impact of many non-budgetary policies on personal distribution of
income is probably no better than just an educated guess. Still, this

is worth exploring.

Distribution of Household Income in Thailand

Before proceeding to the analysis of government policies on

income distribution in Thailand, it is necessary to know something
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abhout the gituationsg concerning the distribution of income of Thai‘
households first. As of 1978, there were several estimates of

income distribution in Thailland for various years; Even for the

same year the results were not identical because different sets of
data were used in the computation: some used preliminary data, some
published data, some more detailed data from worksheets, and some
original data tapes with soume retabuiations. Moreover, since the data
were not detailed encugh, some 1ntérpolations were carried out by some
researchers regarding the breakdown of income classes and number of
households in each class, further diversifying the final results.
However, most studies ate comparable intertemporally, meaning that
they showed the trend of income distribution going more or less in the

same direction, only the magnitude was slightly different.

Income distribution estimates by the present author will
be used in this paper for the simple reasons that the same methods of
computatlion was consistently used for the three periods that published
data were available, namely 1962/63, 1968/69, and 1971/73, and thaf
these income distribution estimates were used as bases for computing
budget incidence for the same three periods whicﬁ will be the subject
of discussion in Chapters IV and V. .These estimaﬁes ﬁéea the publiéhed
regults of the surveys of household incomes, expenditures anﬁ other
socio-economic characteristics (NSO 1&46_?, [ 477, [ 48 7). Although in
two of the three estimates, "adjusted"” income defined as money income

plus income-in-kind, underreported income, imputed rent, net retained

l—m..-.,...._-“_ . e ‘ o e o



earnings, and indirect taxes wag estimated, the inconsistency of

some of the non-money income data for the latest period (1971/73)

ruled out the comparability of the complete series for adjusted

income distribution.

be pragented here (3, p. 129).
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Therefore, only money income distribution will

Table 1:‘ Distribution of Money Income of Thai Rousahol&a by

Income Class;

1963, 1969 and 1972

(Percen;gges)

Income Class

1963

1969

1972

{baht) % Familics % Income |% Families % Income |% Families # lncome
Under 3000 48.1 13.0 24.1 3.7 27,4 3.8
3000 ~ 5999 20.8 14.0 23.8 9.3 23.1 8.3
6000 - 8999 ] 16.0 10.6 13.7 8.3
9000 -11999 (193 26-4 9.9 9.2 9.1 7.9
12000 -14999 ] 6.3 8.1 6.5 7.2
15000 ~17999 i 3.8 13.1 4.6 6.8 3.6 5.0
18000 -29999 9.7 '18.5
30000 and Over 3.8 33.5 14.8 52.3 6.9 41.0
All classes 100.0 ' 100.0 100.0 '100.0 | 100.0 " 100.0

——

Source: Krongkaew / 29 /

e A———— A ———— e
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Table 2: Distribution of Money Income of Thai
__Households by Quintile Group: 1963, 1969

and 1972

Share of Momey Income (%)

Quintile Group -
1963 { 1969 | 1972
Lowest 20% 2.9 3.4 2.4
Second 20% 6.2 6.1 - 5.1
Third 20% . 10.5 10.4 9.7
Fourth 20% 20.9 19.2 18.4
..o .Top 207 59.5 60.9 64.4

_;:Within‘top 20% Group _ _ .

' Top 10%2 42.2 43.9 47.5
" Top 5% 28.4 31.1 35.5
Top 1% 9.6 10.5 15.0

Source: Krongkaew / 29/

It may be argued that using mcney income as a unit of diss
tribution in such a country as Thailand overstates the extent of
income inequality because the majority of low-income households who
1ivé in the rural areas receive large proportion of their income imn
non-money forms {such as rice grown for home consumption, goods
received free). This is true, but it is also true that much of the
income of the high-income groups also escape detection. If more than
one period of income distributions are compared, then this problem
of understating positions of low-income householde in substantially

reduced because what becomes more important now. is the trend of



23

changes in distribution, not its magnitude. As long as the method of
computing money income distribution is consistent for all periods
under study which are not long enough for the people to cﬁaﬁge their
habits:of acquiring their incomes from money vis-d-vis non-money
sources, then the use of multi-period money inéomerdistribution is

still useful.

Table 1 shows a comparison of the percentage distribution
of money inéome of households for the whole kingdom for the years
1963, 1969 and 1972, Housecholds are divided into 8 income classes,
but for the earlier ;eriods, data were only detailed enough for 5
and 7 classes. The lowgat income bracket starts at under 3,000 baht
per annum per average family, whereas the highest income bracket
begins at 30,000 baht and over. The use of the size of income as
referencé unit may not be very useful in a multi-period comparison
bac~vee pri-a I-erorcag Imea cma porfod to the other change the
neaning of the same income bracket. Still it is useful in showing how
income has changed or how families moved in and out of a certain
income bracket. For example, in 1963, 48.1%Z of households received
13.0% of total money income, but in 1969 only 24.1X remained in this
lowest ineome class, receiving 3.7, of total money income. In 1972,
the trend appears to worseu as 27.4%Z of households are found in this bracket
sharing only 3.8% of total money income. As for the households
in highest and next-to-highest bracket (18,000 baﬁtrand over), their

numbers increased steadily, and so did their shares in total money i@gome.
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Table 2 where households are classified into quintile groups:
instead of different incoqe classes offers a more convenient way for
comparison. He;e, no matter how the level ef iﬁcome has changed, the
relative positions as to what proportion of households has how much
share of total income still remain the same. The quintile proportion
was selected because it was detailed enough for policy purpose without
sacrificing the base for enalytical evaluation. 15 addition, the
top 20% group of hoeseholds wefe fureher sebdivided into top 0%,

top 5%, and top 1% to show the extent of income concentration.

In 1963, the lowest 20% of households received 2.9% of

total money income compared to 3.4% and 2.4% in 1969 and 1972,

respectively. Clearly, the trend here hss been‘en'imﬁrovement”theﬁ o

a decline. In cbutrast, the share of the highest 20% greup increaseé
from 59.5% to 60.9% to 64.4% from 1963 to 1969 and 1972 respectively -
a continuous improvement in income positions - whereas the bulk of
households in the middle 60% experienced a continuous decline in

thelr income shares. Obviously this pattern of income distribution‘
should indicate the worsening of income equality. To see whether
this is the case, Gini concentration ratios or Gini coefficients were

estimated for the distributions of the three periods.

The method of'eomputing the Gini coefficients employed here

was not the ordinary "trapezoidal" method where area under the Lorenz

curve is measured by adding up all the trapezoids that are constructed
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between points of observation - the method which tends to under~
estimate the Gini coefficient -~ but the method suggested by
Kakwani and Podder /697 which is much more sophisticated and more
reliable. Essentially, the method calls for the estimate of the
mathematical function of Lorenz curve, from where the parameter
values can be manipulated to yield various other estimates such as
the Gini coefficient and, in fact, the distribution of incame'by

fractile groups like the one shown in Table 2.

The estimates of Gini coefficient for 1963, 1969, and

1972 are given below in Table 3.

Table 3: Gini Coefficients of the Distribution of
HMoney Income in 1963, 196%, and 1972

Year Gini Coefficient
1963 0.5627
1969 0.5550
1972 0.6051

Source: Krongkaew /297

From Table 3, it appears that the overall distribution of
money income improved alightiy from 1963 to 1969. But the extesag
of improvement was so gmall (oqu about 1.47Z) that this could be
aftribugahle to statistical errors. Even if it was not, then from

Table 2 it can be that the improvement was possible as a result of
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a redistribetion of income from the middle 60% to the lowest 20%
as well as torthe highest 20%, hardly a desirable type of income
redistributionr“ Morecver,_the coefficients computed for the
distribution of more complete "adjusted"‘iecome between these two
periods (not shown here) did show a clear increase of income
inequality (4, p. 129). So, a more appropriate interpretatiom
regarding income distribution between 1963 and 1969 would be that
the distribution of income between these two periods remained

unchanged.

But the distributive picture for 1972 showed a clear
deelining trend in income equality. The level of distributive dete- -
rioration was 9.0%Z compared with 1969, and 7.5% compered with 1963.
From Table 2 again, it is seen that all but the top 20% groups of
households lost their relative shares of income compared to the
situation in 1963. Within the top 207 which gained absolutely and
relatively, the top 1% of households probably gained the-most. It
is quite sefe, therefore, to- say that there is a declining trend in
the distribution of income in Thailand between 1963 and 19?2, not
80 much and in fact quite stable in the early part, but very marked
recently. The results of the socio—economic survey for 1975/76 which
were in press as of end of 1978 should provide another data-set to
show whether this declining trend continues. It is entirely possible
for the trend in income’ equality to turn up for 1975/76, but from

the qualitative observations of the present situations in Thailand,
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it is rather unlikely that the improvement in income distribution,
if any, will be very great. On the contrary, it will not be

surprising if the present worsening trend will hold or continue.

To facilitate the analysis in the next section, it should be
mentioned here that these income distributions are regarded as
the “pre-fisc" income distributions, that is the distributions
before which the distributive effects of taxes and public expenditures
are added. They will form the bases upon which the incidence of
budgetary as well as non-budgetary policies are applied or evaluated

(5, p. 129).

. -
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ITI. Structure of Thai Fiscal System

The structure of Thai fiscal system is highly centralized.
On the revenue side most taxes are collected in Bangkok where the
seat of the government is located. ' In every province and district,
there will be one or more tax offic1als or other officials who are
authorized to collect taxes or fees, but practically all Tevenues
will flow 1nto Bangkok The local governments are small, have very’
little taxing power, and have to depend almost entirely on central‘H
government's grants-in-a1d On the expenditure side, the budgetary
apprcpriations are alloca;ed to ministries, all are located in

Bangkok, and then the money flows out into the provinces and districts,

Publiic Revenues

There are four major categories of public revenues of the
central government: taxes, fees and charges, and proceeds from
goverrment's of goods and services. The Department of Revenue is
the largest collector of tax revenues. Taxes that are under the
jurisdiction of the Revenue Department are individual income tax,
corporate income tax, business tax, entertainment tax and stamp.
duty. Other major tax collecting departments are Department of
Customs (import and export taxes) and Department of Excise (beverage
and'tobacco takes and taxes on petroleum products). These tax
revenues together amount to about fbuf—fifths of total public revenue
generally (6, p. 129). There are other departments which proﬁide the

government with sources of revenue, for instance, various departments
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of Ministry of Interior collect fees on licences and permits, on
registration of property, and alsc taxes on automobiles. Major

royalties on minerals and wood are collected by Departments of

_ National Resources and Forestry respectively, and various govern-

ment's monopolies and enterprises contribute some of their profits

. to the general fund,

The compositions of public revenues for typical years are
given in Table 4. In 1972 which will be used as a reference for our
incidence study, total public revenues were 21,296.7 million baht, of
which 5,641.4 million baht or 26.5% originated from import duties,
4,446.9 million baht or 20.9% from business tax, and 35,531.7 million
baht or 16.6% from excise and petroleum taxes. Notice that the
in&ividual income tax was only 1,555.9 million baht or 7,3% of the
total revenue which is very low even among developing countries.

As can be seen from Table 4, the structure of the revenue

system of Thailand has not changed much in the several years; indirect

‘taxes were still the major sources of govermment income. Income tax

had increased somewhat but was still a minor tax. It should be
mentioned, however, that in the ten years between 1961 and 1972
(déta not shown here), the proportion of import tax to total revenues
declined substantially, that is from 31.4% in 1963 to 28.6% and
26.5% in 1969 and 1872, respéctively. During these same periods, the

proportion of business tax to total revenues increased from 17.7%

in 1963 to 18.8% and 20.2% in 1969 and 1972, respectively. Without

|
5
|
{
1
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Table 4: Pubiic Revenues of Central Govermment: 1972, 1974 and

1576
(million baht)
1972 1974* 1976*
Amount % Amount % Amount %
1. Individual Income Tax 15535.0 7.3 2045.0 5.4 3037.0 7.2
2. Corporate Income Tax 984.1 4.7 2684.0 7.1 3769.0 8.9
3. Specific Sales Taxes 3531.,7 16.6 6162.0 | 16.2 7776.0 18.4
4. Business Tax A446.9 | 20.9 | 7600,0 | 20.0 9372.0 22.2
5. Import Duty 5641.,4 26.5 8563.0 22.6 9052.0 21.4
6. Rice Premium 246.0 1.2 2752.0 7.3 42.0 0.1
7. Other Export Tux 163.2 0.7 | 1621.0 4.3 | 1248.0 3.0
8. Taxes on Prenerty 504.2 2.8 413.0 1.1 470.0 1.1
o 1ties and Fees : 6 . ‘ ' ..
°- Royalties and Fee 347.6 1 4.0 1 ozs0.0 | 6.3 |11380.0 | 5.3
10. Govermment Szlies | 648.8 3.0

11, Governmant Moncpolies 865.9 4.1 i020.0 2.7 1728.0 4.1
12, Government Enterprises 821.5 3.8 962.0 2.5 2098.0 5.0
13. Other Revemues - 028.5 4.4 1723.0 4.5 2233,0 5.3
14, Total Revenues 21296.7 | 100.0 | 37925.0 | 100.0 } 42205.0 | 100.0

Source: Departmert of Compiroller-General

Note: *N>t adjicted for burden on foreign consumers.

considering other factors, this phenomenon could be a reflection of the
success in impert substitution »olicy of the country. Other changes
included the rice premium which has fallen in proportional share from
as much as 10% of tctal revenues in the past to less than 1% in 1972,

and ncwadays is no longer a major source of public revenues, and the

e
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excise tax which has increased in size in the last decade mainly due

to the increase in fuel and other energy consumption.

Public Expenditures

As for public expenditures, they are executed through the
budget system which limits scope and type of spending every year,
Thai fiscal year starts October lst of the previous year and ends
September 30th of the year in question. The preparation of the central
government's budget is regulated by the Budgetary Procedure Act,
B.E. 2502, and involves many government organizations at each stage
of the preparation. The most important organizations include various
offices of the Ministry of Finﬁnce, the National Economic and Social
Development'Board {NESDB), the Rureau of-the Budget_(BB), and the
Bank of Thailand (BOT). The maiﬁ functions of Ministry of Finance
are the setting of policies concerning taxation and tax a&ministration.
Furthermore, Ministry of Finance has a part in public debt management
in cooperation with the Bank of Thailand in case of domestic debt,
and with the Foreign Loans Subcommittee of the NESDB in case of
foreign debt. The final décision, however, lies with the Council of

Ministers.

The responsibilities for allocation of funds or public income
are spread among the Bureau of the Budget, the Department of Technical
and Economic Cooperation (DTEC), the Foreign Loans Subcommittee of

the NESDB, and the State Service Commission (SsC). Although these
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four organizations are attached to the same Prime Minister's Office,
their work is not well coordinated. The Bureaﬁ of the Budget is
only responsible for budgetary allocations; it is not involved in
the state's revenues, especially foreign aids or foreign loéns of
which their allocations are handled by the DTEC. And the control of
foreign loans by.all government organizations including local govern-
ments and public enterprises is shared between the Foreign Loans:

Subcommittee of the NESDB and the Fiscal Policf Office of the Ministry

of Finance.

The word "budget’ in the present use includes both revenue
budget and expenditure budgét. Revenue budget consists of total
revenue estimates plus domestic borrowingé, mint receipt, and treasury
balances. Domestic borrowingé are determined by agreément between
the Ministry of Finance, the Bank of Thailand, and the Bureau of the
Budget within the limit allowed by the law. As for expenditure budget,
first there will be a meeting betwecn the Bureau of the Budget, the
NESDB and the Bank of Thailand to consider the "céiling" of the
expenditure budget after taking into account expected revenues and
domestic borrowings. After this meeting, the Bureau of the Budget
will submit this ceiling to the Cabinet for approval and then notify

each ministry the limit up to which each can propose its budget

request.

Once the 1limit is known, the smallest unit in a governmeht

department will prepare its budget request, then send it up through

P
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section, division, deputient, @nd finaliy to the 0ffice of Under-
Secretary <L the Mindiztry concetne’ . When the Dureau of the Budget
has received ail budget requests in detail from each ministry, it
will decide whether they‘exceed the allictted ceilings, and then rank
the priority of each budxet item. In prirciple, at this stage, the
Bureau of the Bulget must %e working closely with the NESDB to see
that the priority ranking of budget items iz in concert with the
National Eccnomic and Socizl Developirent Plan; but in practice, the
Bureau of the Budget is coting aloie. When the Buresu finishes its
scresning, the drait buadget is rubaitted t¢o the Cabinet for approval

and then s=nt 3 the Parlizrent to Ls enzsted intoa law,

In the Porlicient, after the Budget Bill passes its first
readirg, the Pavliaweutary Dulgeiary Committee can cui or change some
items, but cuwmiot incrasse the budget czilings. After the final
(third) »eading iz passed or when the budget is approved, various
government units vhich heve heen cprrcpriated with money can submit
plans to the Bureau cf the Budzet to withdraw funds in instaliments.
Once this is approved, thz wiits ccncerned can file petitions with

the Departuenc of Comprirnclilisr-General to get the relesse of funds.

r;-

When these funds have been spent, all records of the 5pegding must

be sent to the Departmant of Coxptroller-CGeneral, ready to be inspected
at any time by the National Audit Council. At this paint? the bqﬁget
cycle ends, Chert 1 below surmarises the hudget‘cycle in Thailand.

as explained above (7, p. 129).
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The functional classifications of several (expenditure)

budgets are shown in Table 5,

-

Consider the 1972 budget which will

be selected as the reference budget in this study, the total public

expenditures amounted to 28,140.7 million baht, of which expenditures
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Table S: Public Expenditures of Central Government: 1572, 1974, and 1976

“fmillion baht)

1972 1974 1976 .
Amount % Amount % Amount %
1. Economic Service 5435.4 19,3 6127.0 [ 17.5 10524.0 1 19.4
1.1 Agriculture 2242.3 8.0 2502.0 7.1 4555.0 8.4
1.2 Power § fuel 6%.7 0.2 26.0 0.1 41,0 0.1
1.3 Industries 113.0 0.4 151.0 0.4 245.0 0.5
1.4 Transportation 2799.6 | 10.0 3276.0 0.3 5425.0 | 10.0
1.5 Other economic
services 216.8 0.8 172.0 n,5 258.0 0.5
2. Educational Service 5317.3 | 18.9 7588.0 | 21.6 11775.0 | 21.8
2.1 Primary 2973.7 1 10.6 - - - -
2.2 Secondary §
Vocational 1064.9 3.8 - - - -
2.3 Higher 764.7 2.7 - - - -
2.4 Other 514.0 1.8 - - - -
3, Health and Social
Welfare 2509,8 8.9 2951.0 8.4 3980.0 7.4
4. General Serﬁices 11560.5 41.1 15067.0 43.0 24019.0 { 44.4
4.1 Defence 5545.2 19.7 - - - -
4.2 Law Enforcement 1985.9 7.1 - - - -
4.3 General Government 3737.7 13.3 - - - -
4.4 Other 201.7 | 1.0 - - - -
5. Public'Debf Repayment 3317.7° | 11.8 3344.0 9,5 3830.0 1 7.1
Total Public
Expenditures 28140.7 ] 100.0 | 35077.0 [100.0 | 54128.0 1100.0

Source: Department of Comptroller-General
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on defence, law enforcement, and general government took the lion's
share of 11,560.5 million baht or 41.1%., Expenditures on economic
services which include agriculture, power and industry, transportation
and communication totalled 5,435.4 million baht or 15.3%. Educational
expenditures at all levels were 5,317.3 million baht or 18.9%{

whereas health and social welfare expenditures were only 2,509.8
million baht or 8.9% which were still smaller than interest pa}ments
on public debts for that year which amounted to 3,317.7 million baht

or 11.8%.

Like public revenues, the proportional shares of funcfionai
categories have not changed much throughout the years. There is,
however, a distinct proportionate increase in defence spgnding af
the expense of economic spending during the regimes which came to
power by coup d'etat as compared to the regimes that were popularly
elected (Krongkaew /327). The proportion of spending on health and
social welfare services in Thailand still remains one of the lowest
among developing countries, but this has increased slightly in
recent year. A true shift in equity-based policies will eventually
be reflected in these proportional shares between defence, economic,

educational, social welfare and other spending.

Finally, it should be noted here that the shares of central
‘government revenues and expenditures in gross domestic product of

Thailand are still quite small. The share of total revenues to GDP



in the last 10 years ranges between 10-12%, whereas the share of
total expenditures to GDP ranges between 18-20%, in contrast to
around 35.40% in both revenues and expenditures in many developed

countries in Europe and North America. It is possible, then, to

see the role of public sector in Thailand expand a little more in

the future with improved fiscal capability.

37
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IV. INCIDENCE OF TAXES

The detailed methods of computing the incidence or dis-
tributive impact of taxes tand public expenditures) are given in
Annex I of this study. It is sufficient for the pufpose bf
immediate:analysis of final results, to list two'majoi steps involved
in the estimation of tax incidence: (1) the designation of the final
beérer of the burden, and (2) the allocation of thé burden to households
in different inc.me classes. In other words, we are trying to answer
two questions: Who bears the burden of the tax? And by how much?
The first questivn deals with what is known in public finance as
burden shifting assumption; and the second question involves dis-

tributive rules or bases for burden allocation (8, p. 129).

Burden Shifting Assumptions of Public Revenues

The assunrtion on how the burden of a tax is shifted is
very important in the estimation of the distributive impact of overall
public revenue svstem becausz in some cases the Jdistribiutive impact
could change by the use of different assumptions. The assumptions
adopted in this study have been made with extreme caution, taking
into account the significance of the above-rentioned sensitivity.

For each tax or major croup of taxes and other rpublic revenues, the

burden shifting sssumtions are as follows:

(1) Individual income tax Incomwe-tax payers or income

earners are assuned to bear the entire burden,
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(2) Corporate income tax Even in theory, there is no

definite conclusion on whom the burden of thi; tax should fall, the
stock holders or consumers. And the results from various empirical
studies range from no shifting of the burden at all, that is the |
burden falls with the corporate owners, to more than 100% forward
shifting, that is the consumers of the firms' products bear more
than the full amount of the tax. In this study, it is assumed that
firms in Thailand do not aim at profit maximization by means of
equating their marginal revenues with marginal costs, but by means
of sa1e§ maximization after planned profits have been marked wp
upon the average costs. In other words, full-cost pricing is
assumed here. Therefore, corporate income tax will be included in
the prices of the firm's products, thus the entire burden is shifted

onto the consumers just like any other indirect taxes.

(3) Business tax, excise tax, commodity tax, import tax

These are indirect taxes where th. burden is assumec to be shifted

{
entirely forward to consumers according to their patterns oi con-
sumptjon of the taxed products, that is to say the more the con-

sumption, the higher the burden.

(4) Export tax and rice premium On the prior assumption

that foreign demand for Thai agricultural éxports particularly Thai
rice is very elastic, the burden of these taxes is assumed to shift

backward in its entirely to the local producers or farmers,
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(5) Taxes on property The burden is assumed to fall on

property owners except in certain cases where evidence of forward
shifting is clear. For example, taxes on trucks or buses would be

assumed to fall on those who use truck or bus services. -

(6) Royaltiss and fees The leasers or those who received

specific services from the government will bear the burden of these

revenues. . ’

(7) Proceceds or profits from government's sales of goods

and services, monopolies, or public enterprises These are treated

as a form of indirect tax, thus their burden falls omn consumers of

those goods or services.
Cre—— e gt
(8} Other revenues Each item is considered individually.as

to its possible bearer of the burden. For example, the burden of

‘liguor fines would fall on liquor consumers, and so on.i

Bases for Buiden Alloeation

Once the direction of the Burden is known, the next step is
to find some ways to measure the different burdens borne by different
households. 1In empirical estimation, it is assumed that there are
. some rules or bases upon which such burdens are allocated to various
households. Allocation bases for some revenue items are discussed -~

below 2s an example of how the incidence estimates were made possible,
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- Individual income tax Data from the Department of

Revenue show the amount of tax paid by taxable income classcs.
Therefore, by computing the taxable income bases from money income
bases (that is after personal and other deductions are subtracted
from money income subject to tax, what remains is the taxable income
base}, it is possible to estimate the burden of individual income

tax by money income classes,

-~ Corporate income tax The Department of.Revenue

classifies the tax collected according to the types of business
activities such as food and beverages, manufacturing, construction,
transportation, services, and so on. If the relative patterns of
consumption of these goods and services on the part of the households
are known, then they can be used as bases for allocation of the tax

burden. Report of Soéio-ecohamic Survey, B.E. 2514 - 2516 by the

NSO provides for such patterns.

- Business tax, excise tax, commodity tax, and import duty

The taxes are also classified by types of business activities. So
the same patferns of household consumption expenditures as above
provide the bases for bu:denrallocation. In_certain cases, these
consumption pattern bases are supplemented by such other bases as
household diétribuiion, income dis;ribution, and so on, Some taxes
may be allocated upon the combinétion bf many bases. For example,

the burden of taxes on petroleum products is allocatad both upon
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the pafﬁerns of expenditure5 OnltraVel, oﬁ‘distribution of personal
income (fB determine car ownership), and on the patterns of uses

of petfdleum‘prodﬁcts in production process to decide Qﬂich finished
product useé how much fuel or oil. 1In this-later case, input-output

table is required (S, p. 129).

- Export tax and rice premium Since the subsidization

effects of rice premium are not taken into account in this study,
the burden of ekport tax and rice premium is allocated to farmers
according to the size of their production. The distribution of

rural income is used as a proxy in allocating such burden.

Other taxes are considered individually for their allocation
bases, the details of which are not presented here, However, the
account of how the burden is allocated given above, should be

sufficient for the description of methodology.

Empirical Results

The empirical estimates of the distributive impact of Thai
public revenue system in 1272 will be presented in four different
ways, namely (1) incidence cf taxes by region; {2) inciden;e of.
taxes by income class; {3) the effgctive tax rates; and (4).the__
change in househoid income distribqtion after tax and other public

revenues.



43

(1) Incidence of taxes by region

These estimates of he incidence of taxes by region
are obtained in the process of arrviving at the incidence by income -
class. They are not central in this study, but may ﬁe useful in the
understanding of incidence pattern by average household in each region

of Thailand. So, they are included here.

r

Table 6 shows the regional incidence of Taxes in the
form of percentage share of burden across five regions. It can be
seen tﬁat the highest percentage of individual income tax revenues
was collected from Bangkok region, that is about 3/4 of total revenues
from tﬁis tax. As for corporate profit tax, it might appear that the
proportion of tax -ollected from Bangkok should be higher than 23.8%,
but this share is reasonable considering the fact that its burden was
assumed to be shifted put to whomever consumes products of the taxed
companies. The same reason explains the share of business tax, excise
tax, and inport duty. For average :ax burden as a whole for average
family, families in Bangkok still bear the highest burden, whereas
those in the Northeast the smallest. But then this is the absolute
burden, and it does not reflect the effective burden or the ability-

to-pay of average families in =ach region, which will be discussed later.

(2) Incidence of taxes by income class

The typicel end-tesults of tax incidence study are shown

in Table 7 for the incidence of taxes in Thailand in 1972. It shows



Table 6: Regional Share of Absolute Tax Burden by Type of Taxes, 1972

(percent)

Type of Tax ;ﬂ;g;gom ; }::;:h-: Rangkok | North Center. South
1) Individual Income Tax 100.0 5.6 74.4 5.3 9.8 4.9
2) Corporate Income Tax ; 100.0 17.4 23.8 17.7 24,7 | 16.3
3) Business Tax { 100,0 16.9 31.7 15.8 24,5 | 11.1
4) Specific Sales Tax - 100.0 15;2 38.8 13.1 24,1 8.8
5) Import Duty 100.¢ 17.1 26.2 16.7 25,7 |} 11.3
6) Rice Premium 100.0 34,7 0.6 26,2 30.8 7.7
7) Other Export Tax 100.0 32,5 2.0 24.0 28.3 | 13.3
8) Taxes on Property 100.0 10.3 £2.8 8.0 21.2 7.7
9) Royalties % Fees 100.C 10.1 14.8 10.8 13,4 | 50.9
10) Government Sales 100.0 14.6 | 30.7 | 16.0 | 19.7 | 10.1
11) Government Monopolies 100,0 21.4 | 21,4 | 18.2 | 27.51{ 11.5
12) Government Fnterprises 160.0 20,1 ¢ 137 20.0 28.0 | 13.2
13) Others 100.0 27, % 15.2 21.0 23.1 | 12.7
14) Total 100.0 16.5 32.9 15.2 23.3 1 12.2
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Table 7: Incidence of Taxes by Income Class, 1972
- (million baht)
Income Class
Type of Tax Under | 3000~ | 6000- | 9000- {12000- | 15000- | 18000- ' |
2000 | 5099 | 8906 | 11996 |14999 | 1709¢ | pengs | S000 & over | All Classes

1). Individual Income Tax - - - - 15.6 22,1 | 256.7 1241.5 1555.3
2) Corporate Income Tax 27.7 | 119.7 | s9.6 | 90.5 72.6 56.1 | 168.4 299.5 994, 1
3) Specific Sales Tax 310.9 | 396.0 | 316.4 | 287.4 | 310.2 1 177.7 | 625.7 1107.4 3531.7
4) Business Tax 386.4 | 486.0 | 395.4 | 349.3 | 315.1 | 214.7 | 721.1 1575.9 4446.7
5) Import Duty 502.0 | 643.9 | 540.4 | 504.3 | 425.1 | 320.5 | 987.7 1717.5 5641.4
6) Rice Premium 12.2 | 2¢.84 1 20.7 1 1€.9 14.4 7.3 24.3 43,0 163.2
7) Other Export Tax 17.7 | 35.8 | 31.4 | 25.8 21.0 11.7 37.6 62,1 246.0
8) Taxes on Property 10.8 | 32.11 30.7 ] 34.3 32.3 26.9 06.6 331.5 604.2
9) Royalties and Fees 27.1 1 47.6 | 45.3 | 42.7 40.6 29.6 99.9 514.8 847.6
10} Government Sales 52.6 66.9 53.0 | 47,2 39.¢ 38.4 90.3 270.8 648.8
11) Government Monopolies 85.5 | 113.7 | 90.2 | 75.3 81.4 51.5 | 170.% 198.¢ 866.9
12) Government Enterprises 93.7 | 115.3 | 94.8 | 81.0 56.6 45.1 | 130.9 200, 1 821.5
13) Other Revenues 171.6 | 165.4 | 110.8 | 82.7 62.8 40.4 | 121.4 173.4 928.5
14) Total 1770.2 |2250.8 |1828.7 11637.4 |1488.2 | 1052.0 | 3531.1 7738.3 21296.7
15) Percent 8.3 | 10.6 £.6 7.7 7.0 4.9 16.6 36.3 100.0

r-9

tn
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the absolute amounts of taxes that households in each income class '’
bore for that year. Of 21,296.7 millicn baht revenues that the
Government collécted from resident households iﬁ 1972, 1770.2 million
baht or 8.3% were supposed to come from the lowest income households
(under 3000 baht group), whereas 7,738.3 million baht or 36.3% were
supposed to come from the highest-income households (30000 baht and
over grbup). One can compare these absolute tax burdens for each tax
across income classes by examining the content of the table, but such
comparison may be¢ difficult because the number of households in each
income class was not the same. Perhaps calculating the absolute burden
by an average household could be an alternative, but this may still
give a misleading sense of fairness because the average revenue burden
of the lower-incoime class would still be quite low, and that of the
higher-income class would still be quite high. A much better way to
show the true distributive impact of a public revenue system is to
divide the absolute tax burden of each income class by the total income

of that class; The result is called the effective tax rate.

£3) Effective tax rate

Effective tax rate is the ratio of absolute burden of
tax to the total (money) income of the householdéwhich bear such burden.
In other words, it shows the proportion of money income that each
income class has contributed, directly or indirectly, as taxes, charges,
or other payments to the government, Table 8 presents:SuCh effective

tax rates by income class, by each major type of tax, and by total



Table 8:

Bffective Tax Rates, 1972

P of T oaer | 3900 | 490 | 3nan; | 17000+ | 1 | AA880- | sooo s over | a1 cranen
1) Individual Income Tax - - - - 0.3 1.2 1.9 4.1 2.1
2) Corporate Income Tax 5.2 2.0 1.6 1.6 1.4 1.5 1.2 1.0 1.4
3) Specific Sales Tax 11.3 6.5 5.2 5.0 5.9 £.9 4,6 3.7 4.8
4) Business Tax 14.1 | 8.0 6.5 | 6.1 5.9 5.9 5.3 5.2 6.1
5) Import Duty 18.2 | 10.6 8.9 8.8 8.0 5.8 7.3 5.7 7.7
6) Rice Premium 0.4 0.4 0.3 0.3 0.3 0.2 0.2 0.1 0.2
7) Other Export Tax 0.6 0.6 0.5 0.5 0.4 0.3 0.3 0.2 0.3
8) Taxes on Property 0.7 0.5 0.5 0.6 0.6 0.7 0.7 1.1 0.8
9) Royalties and Fees 1.0 | 0.7 | 0.8 0.7 | 0.8 0.8 0.7 1.7 1.2

10) Government Sales 1.9 1.1 0.9 0.8 0.8 0.8 0.7 0.9 0.9
11) Government lonopolies 3.1 1.9 1.5 1.3 1.5 1.4 1.3 0.7 1.2
12) Government Enterprises 3.4 2.0 1.6 1.4 1.1 1.2 1.0 0.7 1.1
13} Other Revenues 6.2 2.7 1.8 1.4 1.2 1.1 0.9 0.6 1.3
14) Total 64,1 | 37.2 | 30.1 {28.4 | 28.1 28,7 25.8 29.1

26.1

Ly



48

revenue system. The average effective tax rate for the whole revenue
system was estimated at 29.1%, indicating that the fiscal burden of
the Government upon households in 1972 was almost 30% of their total

money income.

These effective rates can also be used as an indicator of
the progressivity of the tax and other revenue systems. If the effective
tax rate increases as family income increases, it means that the revenue
system in question is progressive. But if such rate decreases while
family income increases,‘the system is regressive. A regressive revenue
system would, in genéral, worsen the existing income distributidn, |
whereas the progressive System would improve it. From Table 8, it is
quite obvious that the public revenue system of Thailand in 1972 showed
a tendency to be regressive because the lowest income bracket has
the effective tax rate of 64.1% whereas the rate for the fop income
bracket was only 25.8% wﬁich was even-smaller than the national average.
And from the lowsst-income groups to highest income groups, the effective
revenue rates kept falling continuously with only one small break,
that is iﬁ the‘incomm range between 15000-1799% baht per annum,
However, the regressivity was very marted in only first two income
classes, but thun it fluctuates within a narrow range of about 26 to
30 percent indicating that the revenue burden become quite proportional
to income from the third income class onwerd. This situation can be

more clearly ssen in a diagrammatic presentation shown in Figure 1.
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For cémparison, the effective tax rates for 1963 and 1969
taken from a previous study (Krongkaew (28)) were also shown with
the rates for 1972. Generally, all curves ares quite steep at the
lowest income level but fall down very quickly at the second lowest
income level and then more or less level off at higher income brackets.
The regressivity of revenue system for 1972 seemed to be the highest
of the three years because of the high tax burden of the first two
income cldsses. Beyond this, the trend appeared to be similar for
the threé periods under study. So, the public revenue system of
Thailand ¢ould be characterized as slightly rcgressive to income
proporti@nal in all three periods: 1963, 1969 and 1972, but the re-
gressivity slightly increased in 1972 when compared to the two pre-

vious periods.

{(4) Post-tax income distribution

One of the most important aspects of a tax and other
revenue incidence study is to find out how such a public revenue system
has altered the existing income distribution. By subtracting the
absolute tax burden from appropriate housshold income, one obtains the
so-called 'post-tax" income. Relative positions of these post-tax
incomes across all income classes give a new picture of the distributibﬁ
of income of the same households. If this new distribution shows an
improvement in income equality (more equaling or less inequality),
then tax policies that caused such change were desirable omnes. The

post-tax income distribution by income class for 1872 in shown in
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Table 9 together with the correspending post-revenue distributions

for 1963 and 1969 taken from previous study.

Table 10 also shows

post-tax distributions for some three periods, but by quintile group.

Post-tax Income Pistribution by Income Class:

1]

R

Table 9: 1963,
1969 and 1972
(Percentages)
Income Class 19§3 1969 1972
(baht) Pre-tax | Post-tax | Pre-~tax |{Post-tax |Pre-tax |Post-tax
Under - 3000 13.0 10.0 3.7 2.8 3.8 1.9
3000 - 59.9° 14.0 13.5 9.3 8.7 ° 8.3 7.3
6000 - 8999 10.5 10.3 8.3 8.2
26.4 27.3
9000 - 11999 9.2 9.1 7.9 8.0
12000 - 14999 8.1 7.9 7.2 7.3
13.1 13.5 '
15000 - 17999 6.8 6.8 5.0 5.0
18000 - 29999 18.5 19.3
: 35.5 35.7 52.3 54.4
30000 and over 41.0 43.0
All Classes 100.0 100.0 100.0 | 100.0 100.0 100.0
Source: Krongkaew (29)

Concentrate on the result of the year 1972 in Table 9 first.
The income share of the lowest iacome group decreased from 3.8% before
tax to only 1,9% after tax. At the same time, the same income shares of

the two richest income groups had their shares increase from 18.5% and
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Table 10: Post-tax Income Distribution by Quintile Group: 1963,
1969 and 1972 '

{Percentages)
Quintiles 1963 ) 1s§9 1972
Pre-tax | Post-tax ! Pre-tax jPost-tax Pre-tax Postftax
Lowest 20% 2.9 1.5 3.4 { 2.4 2.4 0.8
Second 20%, 6.2 5.1 6.1 5.6 5.1 | 4.4
Third 205 10.5 0.1 104 | 10.4 9.7 9.3
Fourth 20% 20.9 19.3 19.2 . 19.3 18.4 18.3
Top  20% | 59.5 64.0 €0.9 62.3 64.4 67.2
Total 100.0 ¢ 100,0 100.0 ! 100.0 100.0 | 100.0
|
!
Within top 20% E
Top 10% 42,2 46.5 . 43.9 44 .9 47.5 50.0
Top 5% 28.4 | 32.4 ; 31.1 31.0 '35.5 35.9
i |
Top 1% 9.6 12.3 | 10.5 11.5 15.0 14.9

Source: Krongkaew ( 29

41.0% to 19.3% and 43.7%, respectively. The nature of change of
post-tax income distributions for 1963 and 1959 was essentially the

same as that in 1972, that is the relativc income positions ofnlowar
income classes worsened while those of higher income classes ihproved.

It can be concluded, therefore, that the vurden of taxes and othef:ﬁublic

revenues had caused the distribution of househoid income to become more
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unequgl in every period under study. The only major difference was that

tax policies of one period might be more income disequalizing than the

other.

Table 10 perhaps provides a better base for comparison. 1In
every period, families in the first (poorest) 40% suffered a decline :
in their relative income positions as a rasult of government tgxe$ and
revenues, whereas families in the top (richest) 20% enjoyed an increase
in relative income shares in every period except 1963. There was very
Iittle-change in the post-tax income distribution of the third and fourth
20% groups. If thase groups could be called middle-income groups, thén
the tax system of Thailand had succeeded in redistributing income from"
the poor families to the rich families -- a kind of "pro-rich" rather

than "pro-poor"” tax and revenue system,

When the pre-tax and post-tax Gini coefficients were esti-
mated from data in Table 9, the results (shown in Table 11) confirm
the conclusion made shove that, as a result of the tax, the distribution

of income of Thai houszholds became more unequal. The rate of increase

Table 311: Gini Coefficlents of Pre-tax and Post-tax Income Distributions,
1963, 1969, and 1972

Gini Coefficients
1963. 1969 . 1972
Pre<tax income distribution 0.5627 . . 0.5550 0.605%
Post-tax income distribution 0.6102 - 0.5847 0.6476

Source:  Krongkaew (32).
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of income inequality ﬁas 8.4%, 5.4%, and V.O%Vfor 1963, 1969 and 1972,
réspec£ive1y (measured.from the change in the size of Gini Coefficient).
Of the three years under study, the tax systeom in 1969 was least income
disequalizing, but unfortunately the most recent system (1972 system)

had aggravated the inequality problem.

Policy Recommendations

That tax system of Thailand is somewhat regressive and thus
-income disequalizing is not very sﬁrprising considering the fhct that
very -large percontages of tax revenues werc collected from indirect
taxes such as specific sales tax, business tax, and import duty. Tax
reform is usually a succinct term that most cconomists would use to
recommend policy changes. In Thailand, the specific detail of tax
reform for distributive purpose.(as well as for efficiency purpose)
will n;ed careful studies, but, in gene:al, the.following types of tax .

and other revenue reforms could be suggested.

(D 1ndirecf taxes are regressive mainly because they are
based on consumption, the expéhditures on which form a large proportion
of income of lower-income households. °‘As long as the Government sfilidf!
has to depend on indirect taxes as i%g m;jér s;ﬁrces of revenue, the
chance of i$proving existing income distribution by tax policies is
rather slim.,-The Goverhmenp.mggt attempt to put less emphasis upon

indirect taxes is sources of revenue. .The use of indirect tax as a mean

to discourage certain consumption can still be practised as long as such
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consumption is highly income elastic (ie. luxury goods), but not as a
pretext to extract further revenu: from lower-income constmers whose
demand for the taxed consumption is highly price inelastic. Occasidnally,
the use of tax variations may be recommended for some purposes which .
may, unknowingly, have an adverse distributive effect. For exaﬁple,

in a move toward a uniform and Icwer leveliaf effective protection for
all industry'oy reduclng protection of those industries where effective
protection is higher than average, excise or business taxes are
recommended to be used to reduce protection while maintaining tariffs

at the‘present ievel. From distribdtive‘point of view, this is’eduivalent:
to increaSing the regressivity of the tax system and would further |
aggravate income inequality. Certainly there must be other ways that

protection can be reduced without putting e double jeopardy on the

. already serious income disparities.

(2) Another way of reducing the emphasis on indirecﬁ taxes
is to charige the way the tax is collected. Under theqbresent system,
many taxes that have been levied on a single pioductlfend to have a
pyramiding effect on the final selling price of éukh prdduct, that is
to say, the consumer will have io bear rela*ively higher burden than if
a -single tax is levied or collected at one stage. However, there is a
multi-stage tax that does not create pyramiding e€fect. ‘This tax is the
value-added tax. It holds a high potential fox possible replacement of

many indirect taxes collected in Thailand at present.
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(3) As the emphasis on indirect taxes wil)l be progressively
reduced, the Government will have to turn to other sources of revenue
in order to maintain the level of funds necessary for publi¢ spending.
Individual income tax is of course the most likely candidate. A general
reform should be in the areas of improved tax administration, increased
checks on tax evasion, wider definiticn of income, less preferential
treatments of certain incomes such as income from proféssibnal activities.
The present income tax rates seer reasonable on the whole, but the rate
for the lower income bracket, expecially the second bracket with taxable
income of over 10,000 baht te 530,000 baht, should be scaled down or if
not basic deduction should increase. The recent increase in personal
deduction from 20% of gross incume to 30% but not exceeding 20;000 baht

was an improvement in the same direction.

(4) Because corporate income is treated as indirect tax here,
the problem of double taxation of profit and dividend does not arise.
The recent'chaﬁge of the rate of corporate income tax from multi-rate
to single-rate was commendable in simplifying tax management. Corporate

dividend is of course to be treated as ordinary income of stockholders.

(55 Without serious attempts to levy taxes on wealth and
property in Thailand, there is no hope of reducing income inequality
quickly or sufficiently because weglth.is the source of income. The
Government must initiatg inheritanée or death tax as well as property
and capital gains tax. Recently the Départments of Reveﬁue and Local..

Governments are trying to reorganize land development tax and house and
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land tax into a preper property tax. Tf successfully implemented, it
should have great impact on attaching present income inequality. But
the possibility of thé use of inheritaHCe tax in the near future is
not verf bright due to pclitical resistance. The falilure of recent
capital-gain tax experiment was also regretable, but it should be

reintroduced again after careful studies on its sdministration.

(€) The rice premium and rice sxport tax are singularly
burdénsome to farmers. The concept of using rice premium to stabilize
domestic price of rice is reasonabie, but a larger farm-price stabilizing
program is a much better policy. There is no doubt that abolishing
rice premium completely will raise the retail prices of rice and other
crops, but this could be done a2 small step at a time, and subsidy system

could be used t> help low-income urban families.

(N Government's revenues from many public activities or
operations such as state lottery, distilleries, and tobacco monopoly
are burdensome tc low-income househclds. Instead of trying to earn
more income and profit from these activities by increasing taxes and
excises, the Govérnment should dissuade the people from the consﬁmption.

of these products.
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V. INCIDENCE OF PUBLIC EXPENLITUPES

In order to assess the distributive impact of a pubdic ex-
penditure, the same fwo important questions will ke asked in the same
way as in tax incidence study discussed in the last chapter. These two
questions are (1} who should be the real beneficiarizs of a public ex-
penditure program or project?, an& (2) how should benefits from public
expenditure be allocated to householus in various income classes? Once
these two questions are auswered, the assessment of incidence of public

expenditures tecomes very simple.

Benefit Shifting Assumptions of “u>lic Expendituves

" As the first perscn who pays the tax is'not neﬁessarily the
one who bears the final burden of that tax, the first person who receives
the paymcht from a public expenditure project is also not necessafily
the one who receives final or real bénefif from that spunding. A public
school teacher who received a salary from the government is a good case
in point: he or she should not be the finai or real beneficiary of
public educational spending; the tfue beﬂeficiary should be the students
themselves or their parents. This pbint is discussed in more detail
in Annex I. Hexe we shall give a few examples as tc how the beneficiary

issue is decided,

- Expenditures on economic services Many areas are covered

in this type of spending. As for agriculture, the direct beneficiaries

are farmers and otheis who deal directiy with farmers such as middlemen
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and transportation operators. For spending on highways and other road
services, the beneficiaries should include automobile 6wnérs, persons
who use public transport services, and those who, because of such public
spending on roads are able to acquire goods and services more quickly

and cheaply.

- Expenditures on education. As we-hava nﬁntioned earlier,
educational beneficiaries are students who enrolled in public educational
institutions. 1f these students are &ependent on parents of guardians,
those parents or guardian§ would recéive the benefits on the students'

behalf.

- Expenditures on health and social welfare. Patients who
receive medical services frow public hospitals or clinics will be bene-
ficiaries of health expenditures. Social welfare expenditures would

directly benefit thcse who receive them or directly affected by them.

: Expquipures on generzl services. One of the largest
items here is deféﬂce spending the benefits of which shquld accrue to.
all residents, theoretically speaking. BSo, should benefits-fromllaw
enforcement snd zeneral government espeuditures. This point will be

reconsidered again lzter.

- Expenditures on debt payment. :The benefits from these-

expenditures can be =reated in many d:frerent ways, but in this- study, °
they are treated as direct Lransfers Whlch is consistent with national

income accounting wethod.



Bases for Benefit Allocatior .

A well-known fact in fiscal iﬁcidence study is that the con-
ceptual problam of measuring the benefits of public.expenditures by
tndividuals or households is almost 1mp0551b13 to solve 5¢t15factor11y.
We are dealing now with the guestion of, not who should benefit from a
certain sperding, but how much is received? To attempt to answer that
question, economists reverse the steps and now ask.-the question':‘how E
much benefits should be allocated to each individual or income class?
Many of the bases for benefit allocation to be discussed presently are
arrived at arbitrarily, but with great care being paid tc the pIaﬁsi—
bility of such Dases or rules supported by whatever gvailable evidence

that the anthor could find (10, p. 129). Examples are:

(1) Agricultural expenditures .

Expenditures of Ministry of Agriculture anﬁ Cooperatives,
except a part of tnu Royal Irrigation Department, were assumed to
benefit rural households, and one-half of these benefits were allocated
to rural housenolds aceording to the distribution of all rural houss-
holds by income class, and the other one-half by the distribution of
‘rural income. For the benefits from the Reyal Irrigation Department,
the water services should ﬁenefit farmers in direct proportion of their
farm holdings, and.within a very 5hort~fun, those middlemen, transport
operators, millers, and expoiters who deal airectly with farmers also
recﬁive_ﬁome‘benefifé'albng.with them. From several'marketing ¢hannel

or product distribution studies it was found that the share of profits
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by farmers and non-farmers was about 70% to 30%. Therefore, 70% of
irrigation spending were allocated to rural households according the
distribution of rural income, and the other 30% allocated to urban

households according to the distribution of urban income.

(2) Expenditures on hishway construction

Three types of benefits were distinguished: bemefits
to private car owners, to public transport users, and to consumers
of road-transported commodities. The allocation of benefit wés Béséd
upor, the actual percentage share of private Ears to total-ntmbéi of
cars, the pattern of households' transportation expenses, and the

types of commodities that were transported by road to consumers.

(3) Educational expenditures

As primary sducation is compulsory, every household
shou;d all receive equal benefits from public spending on primary
eduzafion. But for secondary education, the income positions of
families have great influence upon the decision to see their children
finish high schools.  So benefits from socondary expendituies were
allocated according to the distribution of income of the whole kingdom.
For higher education, actual statistics 2xist as to the income classes
of wniversity students, in which case the distribution of benefits

was straightforward and unambiguous.
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(4) Health expenditures

It is possible to impuce the costs of medical services
given to patients from different income clas;es from the point of view
of the donor {that is the government) and designats those costs as
benefits received by the recipients, but this is & major research work
requifing tremendous efforts. In this study, a much siipler assumption
was made that the health benefits accrued to households according to
the share of each income class of its reciprocal of income to total
reciprocals of income, What this meant was that the poorer the house- .
hold, the reléiivély more benefits it would receive from expenditures

on health services (11, p. 120).

(5) Defeance spending

As a public good, it is Theorxetically impossible to
measure the benefit received from defence services by each individual
because true preference is not revealed. 7Two equaily plausible ways
to escape this impasse would be to assume that everyone in the country
receives perfectiy equal share of the defence expénditures,.or that
the share of benefits should not be squal but varies acéoiding the
"'stakes' that each one may have te lose in the evegé of war. The
concept of individual staks is attractive as weaith'o; income could
be substituted for that stake: it means thoc ths riﬁﬁo;'one is, the
more he wouaid appreciate the henefits of natiomnal protection. As such,

this latter assumption was adopted in this study and defence spending

was allocated according to the distribution of household income,
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(6) Expencitures on generai government

As the concept of stake does not apply here, the benefits
from these expenditures were assumed to be allocated according to the

distribution of households for the whole kingdom,

Esmpirical Results

The results of public expenditure incidence wiii be diseussed
in. four parts: (1) the incidence of public expenditures by region,
(2) the incidence of public expenditures by incore class, (3) the
effective benefit rates, and (4) the chang2 in the income distribution

after the impact of public expenditures.

[1) Incidence of‘public expenditures by region

Like its counterpart on the tax side, thelresults of.
public expenditure incidence were known first befove the incidence
by income class was known. It was shown zre in Table 12 without
much exﬁiinﬁtion, to give *the rgadef the_idea how public expénditures

were shared among regions in 1972,

Table 17 points out that tne benéfits from economic expen-
ditures accrued to the Nertheast more than any other regipns-(S&;Q%
of total éxpenditures) which Fhe south recéivsd the smallest share
(5.2%). Overall, the Southseémed to be the region most neglected by
the government. As cxpzcted the Central region received highest benefits

in terms of irrigation expendituves (35.7%). The South received 13.4%



Table 12: Regional Share of Absolute Benefits by
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Type of Expenditures,

1972

Type of Expendi Whola [North- !, y k | North 1c South
Expenditure Yingdom |east Rangko rt enter |Sout

1. Economic Services 100,90 38.9 5.5 1%.8 35.7 5.2
1.1 Agricultura 100.0 | 16.0 0.2 115.7 | 60.4 | 7.6
1.2 Power & Fuel 100.0 9 | 7.6 | 5.3 ] 17.9 1 a1
1.3 Tndustries i%0.6 .S 30.2 5.8 | 42.6 5.6
1.4 Transportation 100.0 | 4.4 | 129 |zi.a | 17.1 | 2.7
1.5 :“ther Economiés 100.0 | 22.3° ) 15.0 |20.3 | 23.1 [ 12.2

2. Bducational Services | 100.0 | 13.6 | 20.3 | 18.2 | 21.4 | 13.4
.2.1 Primary 100.0 : 20.1 | 26.5 | 18.0 | 21.9 | 13.5
2.2 Secondary 100.0 | 18.6 | 25.8 | 15.8 | 26.7 | -13.0
2.3 High 1n0.0 .0 | 50.0 | 20.0 | 10.0 | 12.0
2.4 Other oo | 2503 | 1202 | 21,7 | 247 | 16.1

l i
3. Health © Nelfare L 100.0 | 2t 2.6 | 19.1 | 21.6 11.2
| Ny

4. General Services 100.0 12.0 27.4 17.0 26.4 11.3
4.1 Defence 100.0 1 16.7 | 22.7 {19.6 | 28.7 | 12.3
4.2 Law Fnforcement 100.0 | 21.1 | 23.0 | 16.2 !-27.5 12,2
4.3 General Government| 100.0 | 17.1 | 38.1 | 13.1 : 22.6 9.1
4.4 Other 100.0 | 3%.5 : &4 23,0 | 21.8 | 13.1

5. Public Debt kepayment 100.0 1.0 ! 58.2 | 7.° 3 14,5 9.4

L |

Total Expenditures % 100.0 27.3 16.7 | 25.4 10.3

20,3 |
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benefits in educational expendiiures compared with 18.6% in the
Northeast, The majority of educational benefits accrued to Bangkok
regipn, aad tq a iésseg extent the Central region. For'benéfits ffom
ﬁigher education alone, Bangkok reaped about half of the total higﬁer
education expenditures. Altogether, Bangkok region which was the
skallest region in terms of number of households still received the

highest share of benefits of total public expenditures in 1972 (27.3%).

(2) incidence of public expenditures by income class.

Table 13 presents the absolute Lenefits of all types

of puslic expendituie§ in incomeé ciass in 197.. These were supposed

to be equivalent to income that would be added to the money income

of households in each income bracket. in this present form, not much
analysis could be made out of Table 13, except perhaps to note that,

of the amount of 28,140,7 million baht total public expenditures,

2,582.9 million babt or 9.2% were allocated to the lowest income bracket,
and 10,361.8:miilion\baht ov 35.8% to the‘ﬁighest income hracket. If ;
should be noted slso that the hcalth benefits imputed for the lowest
income bracket mignt be somewhaf high; this was due to a conscious

bias to Jet this inénme group share more of public health expenditures.
Furthermore, the very high amount of general service benefits mu;t be
-exaﬁinéd with caution because they wers the types of benefits which
‘were less tangible théﬁ most other types of benefits. lSome researchers

even left then out of consideration all together}



Table 13: Incidence of Public Expenditures by Income Class, 1972
Income Class. o
Type of EXpenditure | yiger | 3000- | 6000- | 9000- | 12000- | 15000~ | 18000- 30000 © {400 racces
' 3000 | 5999 8999 11999 | 14990 | 1799% | 29999 |and over
1) Fcononic S_érvi‘ces 561.1 jL613L.'7’ 3491-:0 451.3 397.1 Z37.R 817.4 1968.0 5435.4
1.1 Agriculture 135.4 | 234.6 | 216.5 | 205.2 179.4 | 1i4.5 | 407.4 749.4 2243.3
1.2 Power and Fuel 0.8 2.0 2.5 3.2 3.6 31 13,1 35.4 63.7
1.3 Industries 7.6 10.6 a.7 10.9 . 8,0 6.5 22.4 37.3 113.0
1.4 Transportation 297.3 | 336.5 | 239.2 | 213.5 188.3 | 103.2 | 338.3 | 1083.3 2795.6
1.5 Other Fconomic 2.0 28.0 23.1 19.4 116.3 10.6 36.2 62.6 |  216.8
2) vducational Services | 479.2 | 576.6 | 484.9 | 416.1 | 365.8 | 255.1 | 914.0 | 1825.6 |  5317.3
2.1 Primary 359.2 | 401.7 | 308.7 | 258.1 219.3 1 146.8 | 482.0 798.0 2973.7
2.2 Secondary 40.5 87.4 86.9 82.8 77.5 52.9 | 197.2 439.9 1064.9
2.3 Higher 2.3 3.8 28.3 28.3 31.3 32,1 | . 162.1 476.4 | 764.9
2.4 Other 77.4 83.7 61.0 46,9 37.7 23.3 72.7 111.3 | 514.0
3) Health § Welfare
) Services 574.1 | 168.5 | 227.7 | 286.3 249.5 | 279.8 | 336.7 387.2 | - 2508.8
4) General Services 1034.2 | 1313.8 .1095.2 | 978.6 262.1 | 582,3 | 2019.8 | 3€68.5° | 11560.5
4.1 Defence 209.5 | 459.1 | A€9.9 | 437.2 402.0 | 276.9 | 1024.2 | 2275.4 5545.2
4.2 Law Enforcement 265.1 288.9 | 215.7 178.7 149.1 §7.1 | 312.8 478.5 1985.9
4.3 General Government| 559.6 | 565.8 | 418.6 | 362.7 311.0 | 214.3 | 682.8 | 914.6 | _1029.4
5} Public Debt Repayment 34,3 77.7 86.4 95.3 | 100.3 81.1 | 330.0 | 2512.5° { 3317.7
- .‘ - f - c . ' h
Total Fxpenditures 2582.9 .| 2748.3 12385.2 [2227.6 | 1974.8 | 1442.1 | 4417.9 |10361.8 23140.7
Percent 5.2 : 9.8 8.5 7.9 7.0 5.1 15.7 36.8 |  100.0
% !
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(3)  Effective benefit rate

Dividing the absolute benefit figures in Table 13 by
corresponding money income of each income class would result in
neffective benefit rates" which are better indicators.ofihow ;ach
income class shared the benefits from public expenditures, Téblé 14
which presents these effective rates by all types of expenditures and
by income class, tells us that ths gain to income cf ﬁveragelhousehold
as a result of public spending was about 38.4% of total money income.
But the distribution of this gain was quite conceﬁtrated around the
first two income classes more than the rest. The lowest income class
itself was alloted almost its money income (93.5%} in public expendi-
ture benefits, and only slightly less than hslf of money income
(45 .4%) for tﬁe second lowest income bracket. The effective benefit
rates for health and general government expenditures might be artifi-
cialiy high fﬁr the iowest income class (20.8% and 20;3%, respectiveiyj,
This confirms the suspicion that was expresscd earlier that it could
distort the true incidence in this class. Tor the income pdSition of
this class fo be improved by health services was not entirely unreason-
able, but one must question the idea that such income position could
be so, improved by increasing the size of government's bureaucracy.
What it meant here was that the very low income level of the lowest
income group might make the total effective berefit rate for this
clasé appearsd extremely large. One needs to downgrade such rate a
little to make any real sense; Nong;heiess, the fact still remains
- that the lowesi: income class receivé;l the highest effective bgnefits

among all other income classes.

P



Table 14: Effective Benefit Rates, 1972
| under |3000- | 6000~ | c000- | 12000- 15000- | 18000- | 30000

Type of Fxpenditure | z500 |sog0 | 8ooo: | 11099 | 14999 | 17990 | 20089 | and over | A1l Classes
1) Economic Services 16.7 | 10.1 | 8.1 7.8 7.5 6.5 6.0 6.6 7.4
1.1 Agriculture 4.9 { 3.9 ! 3.6 3.6 2.4 3.1 3.0 2.5 3.1
1.2 Power and Fuel 0.0 | 0.0} 0.0 0.1 0.1 9.1 0.1 0.1 0.1
1.3 Industries 0.3 0.2 | 0.2 0.2 0.2 0.2 0.2 0.1 0.2
1.4 ‘iransportation '10.8 5.6 | 3.9 | 3.7 3.6 3.8 2.5 . 3.6 3.8
1.5 Other Econonmic 0.7 0.5 0.4 0.3 0.3 0.3 0.3 0.2 0.3
2) Educational Services 17.3 | 9.5 | 8.0 | 7.2 6.9 7.0 6.8 | 6.1 7.3
2.1 Primary’ .13.0 6.6 | 5.1 4.5 | 4.1 1.0 3.6 3.7 4.1
2.2 Secondary 1.5 | 1.4 | 1.4 | 1.4 1.5 1.4 1.5 1.5 1.5
2.3 Higher - 0.1 9.6 | 0.5 0.5 0.6 0.9 1.2 1.6 1.0
2.4 Other 2.8 1.4 | 1.0 0.8 0.7 u.6 0.5 0.4 0.7

* 3) Health § Welfare :

Sepvices 20.8 2.8 | 3.8 5.0 4.7 7.6 2.5 1.3 3.4
4) General Services 37.4 | 21.7 |18.0 | 17.0 16.3 16.1 15.0 12.2 15.8
4.1 Defence 7.6 7.6 | 7.6 7.6 7.6 7.6 7.6 7.6 7.6
4.2 Law Enforcement - 9.6 4.8 | 3.6 3.1 2.8 2.7 2.3 1.6 2.7
‘ 4.3 General Government | 20.3 9.4 6.9 6.3 5.9 5.9 5.1 3.0 5.5
5) Public Debt Repayment 1.2 | 1.3 | 1.4 1.7 1.9 2.2 2.4 8.4 4.5
Total Expenditures 93.5 | 45.4 (39,3 | 38.7 37.3 39.4 32.7 34.5 38.4

89
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Figure ? illustrates the total effective benefit rates for
1972 iﬁ comparison to similar effective benefit rates for 1963 and
1969. They all scemed to have the same incidence patfern, that is
regressive or prc-poor in the lower income classes but then fairly
proportional to income in the rest of income ¢lasses. This regressive
to proportional incidence pattern more or less resembles the tax in-
cidence pattern. Therefore, the situations regarding public expendi-
tures would tend to improve income distribution while the situations
regarding public revenues had a tendency to worsen it as was mentioned
before. Without waiting to see the net result in the final section,
onezcould speculate with the information at hand that the net benefit

would be quite small.

(4) Post-benefit income distribution

If the benafits from government expenditures accrued
to lower-income groups relatively ﬁoré - than to higher-income groups,
the éffé;t_of tax being constant, the post-benefit income distrlbution
must improve. This is true for the situation in Thailand in 1972,

The post-benefit income distribution could be estimated simply by adding

the absolute benefits to ccrresponding household incomes and recoﬁpuxing-

the new distribution. Dy the same method that was used to calculate

post - fax income distribution by quintile group, post-benefit income

distribution by quintile group was also calculated. The results of
.both these distributions by income class and by quintile group are

shown in Tables 15 and 16.

S
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Figure 2: Effective Benefit Rates: 1963, 1969, and 1972.
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Table 15: Post-benefit Income Distribution by Income Class, 1963,

1969 and 1972

71

(Percentages)
Income Class 1963 1569 P 1972 :
(baht) | Pre- | Post- Pre- Post-- . Pre- Post-
benefit | benefit |{benefit | benefit | benefit | benefit
Under - 3000 13.0 14.9 3.7 5.2 3.8 5.3
3000 - 5999 14.0 14.1 8.3 10.0 8.3 8.7
- 6000 - 8999 10.6 10.9 g.3 8.3
26.4 25.8
9000 - 11999 8.2 8.3 7.9 7.9
12000 - 14999 8,1 5.0 7.2 7.2
13.1 12.5 ﬁ
15000 -~ 17999 6,8 6.6 5.0 5.0
18000 - 29999 18.5 17.7
33.5 32.7 52,3 50.0 S
30000 and '
over | 41.0 39.9.
All Class 100.0 ' 100.0 100.0 10G.0 100.0 100.0‘
E
Source: Krongkaew (29)

Both Tables 15 and 16 show the results of pbst-benefit income

distributions of the year 1972 as well as the years 1963 and 1969 for

comparison. Classified by incomé class, the post-tenefit distributions

look decidédly more equal in every year. For example, in Table 15, the

shave of lowsst indome class increased from 3.8% to 5.3% compared with

an inprovemént ‘from 3.7% to 5.2% in 1969, and from 13.0% to 14.9% in 1963,

On the contrary, the share of the highest income class declined across

the board.

The same picture emerged in Table 16 where one can see the
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Table 16: Post-benefit Income Distribution by Quintile Group: 1963
1969 and 1972.
(Percentages)
1963 | 1969 1372 )
Quintiles Pre- Post- | Pre- ' Post- Pre- | Post-
{ benefit | benefit | benefit | benefit { benefit | benefit
|
Lowest 20%. 2.9 4.8 3.4 | 4.1 2.4_ 3.6 |
Second 20% 6.2 6.6 6.1 6.9 5.1 5.7
Third  20% 10.5 10.6 10.4 11.5 9.7 9.9
Fourth 20% 20.5“_' 18.3 | 18,2 20.2 18.4 18.2
Top 204 5.5 I’ 53.1 | 50.9 57.3 64.4 | 62.6
. Total 100.¢ 100.0 i\ 100.0 100.0 100.0 - 100.0
Within top 20% |
Top 10% 42,2 42.6 43.3 40.0 47.5 46.1
Top 5% | 284 | 204 ‘ 31.1 2.5 | 3.5 .| 326
Top 1% N 10.s | 10.5 &y 1500 130
l i i :
Source:  Krongkaew { 29)
post-benefit improvement in income distribution in every year. But here

the comparison was much easier because: the size of household group was

held constant. It must be noticed, however, that fox the lowest 20% group,

the rate of post-penefit improvement fell over the 10 year period from

1963 to 1972, .that is from 4.8% in 1963 to 4.1% and 3.6% in 1969 and 1972 -~

-y
i
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respectively. This indicated that although public expenditﬁre programs
were generally beneficial to the poor, the good effects tended to be
falling in magnitude overtime. Referring back to the post-tax chanées;ﬁf
this seems to accelerate the convergence into more gloomy future because,
on the tax side, the trend had shown that the tax system was becoming
more income disequalizing overtime. However, such a conclusion was still
not entirely warranted because the time span was too short; it is quite i
possible that this tax-benefit convergence miéﬁt revefée in tﬁe next

period of:study (1575/78).

The estimation of Gini coefficients for pre-benefit and post-. -

benefit income distributions {Table 17) confirmed the overall post- .-
benefit improvement as mentioned above. In 1972, the post-benefit

coefficient improved 0.5746 from 0.6051 or a rate of improvement of 5,0%.

Table 17: Cini Coefficients of Pre-Benefit and Post-Benefit Income
Distributions: 1963, 19€S and 1972

! Gini Coefficient

1963 1963 1972 .
Pre-benefit income .distribution 1 0.5627 | 0.5550 { 0.6051
Post-bemefit income distribution 1 0.5304 | 0.5151 | 0.5746

Source: Krongkaew (32)

i bt e el e s 3

i e e el
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The rate of improvement for 1969 and 1903 was 7.2% and 5.7% respectively.
The trend of theso rates of improvement had been declining in the some

manner as the convergence phenomenon mentioned in:the last paragraph.

Policy Recommendations

It should be qﬁite obvious now that, although public expen-
ditures improvéﬂ‘incOme distribution_generally, a large part of this
was httributablé ta the effectgof gene:al_;a:vice}gpending. This-
is hardly-ihe type of'expénditﬁfe thet one would recommend its inértésiﬂg
in order to have more equal distributicn of income. There are better
policy changes that could be recommended which would make the whole
publié‘expgnditure system much wore income equalizing thﬁn béfore.

These recommendations include the followings:

“ffj‘IWithouf quésfion, agricultural sector should deserve
the greatest attention from the Government. In the final snalysis,
both théwﬁfobleﬁs of eéonomic gfowth and incoae equality would be
simultaneously solved by sufficiently high incyease in farm productivity.
But to accomplish this, many policies may have to be implemented at
thé same time. For examplé land classification and titling for the
whole country should be compléted as soon as possible so that the
farmers may be able to use the land titles for the purpose of acquiiing
agricultural loans or credits, or ars more willing to improve their
own land once they know that their ownership is legally assured; Whiie

the land improvement programs are carried out for marginal farm land,
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-

agricultural extension helps the better use of product inputs,:df%"
agricultural recearch helps the selection of right seeds or right
techniques of planting, caring, and-harvesting‘of the crOpsi In the
past, the Governnent had spent a great deal of moﬁéy on thé'construction
of big dams without sufficient attention given to water distribution
and control systems. As a result it was founq that the rate of return
to this typé of agri;;itural investmen; was rather small. At present,
however, the Trrigation Department has fsalized the problems, and is

now tryingrté rediréct its efforts to iaprove water distribution and

[ PN

control, and other on-farm development progras.

i (2) Since the problem of farmer's indebtedness has bécoﬁe
so serious that it could hamper farm opevations or farmer's retumns,
the Government should seriously comsider some plans that would help
those debt-riddan farmers who face thezrisk of losing their 6§h land.
One way of doing so would bz to transfer farmers' debts fxoﬁ pri%dte
creditors to the Government. With the Government now the creditor,
it can help the farmers menage theit debts without having to face the
grim possibility of losing their land quickly. The Government could
also extend credits for debt repayment purpose as well as for production

purpose.

{3) Instead of spending a 'large amount of budgetary appro-
priations on such ad hoc programs as the Tambon Project, the Government
should be ‘more concerfied about more permanent or long-term farm assistance

R : s aia L . Lo i i .
programs such as farm-price stabilization or crop insurance programs.
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Budgetary constraint is pot really a problem because the Government
had demonstratgdrin_ﬁhe past that it could easily spend up to 6,000
million.baht”on sbqrt-texm rural public work programs within two. years,
or 20,000 million bahtlon strengthening the armed forces within a few

years.

(4) Oh educational spending, the Government should céﬂcen-
trate ‘much more on the primary level;'particularly primary'educétion .
in the tural areas, than on secondéry or higher levels. To imprbve
the quality of farm population, priméry education provides a moéi im-
portant means. The Government should see to it that children of farm's
households get completely free primary education with other things that
make the schooling possible such as books, uniforms, or even school
lunches, In the meantime,_higher education which has been found to
benefit mainly students from higher-income families should receive less
subsidies from the Government than it is receiving noﬁ (for example

in terms of very low tuition fees)., Relatively speaking, vocational

-and technical cducation should receive more encouragement than higher

education.

(5) Thé subject of defence 5pending'invoives the ciassic
"gun-butter" dichotomy. More spending on defence would mean less re;J
sources fqr other spendings, and vice versa. No one can say what-the
optimg;_leve; between defence and nonjdeﬁgpce spending for any country
shbﬁld_be.‘ However, a general rqle seems to be that if the real threat
fo thg_ﬁational security and unity should originate from intermal

social dissatisfaction on whatever issues on the part of the majority
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of the population (of which increasing iﬁcpme inequality could be

one of the issues), non-defence spending should reﬁeiﬁé-grea;er wgigh;
and priority. But if the real threat 5hou1d come'fi;ﬁ exiernal goﬁicés
where even a most jﬁdicibus appliéétibn of'deplomacy would fail to.
dissolve or lessen such a threat, fﬁen large defence sp;nding is
justified. One must always keep in mind that defence gpénding in

itself is less likely to be productive and income rediétributive than

non-defence spending in general.

(6) Among neighbouring Asian countries, spending on health -
s4rvices by the Thai Government is one of the lowest. Furthermore,
a system of direct transfer to the really needy is non-existent at
present. These are the areas that the poor could be helped directly
and quickly; they should deserve much greater attention from the
public sector. HMuch more extentive health sarvices for rural households,
social insurance system for urban households, and basic welfare transfer

or public assistance programs for all are recommended here.

(7) As public debt could lead to inflation that is likely
to hurt lower-income people more than higher-income people, public
debt policy should be implemented with caution with this rising price

problem firmly in mind.

(8) The present budgetary system might need certain changes.
At present the relationship and cooperation between the budget adminis-

trator (the Budget Rureau) and the economic planner (the NESDB) are
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quite unbalanced; a closer cooperat;on.and more meaningful share of
responsibility are ééiled for. Thgnbudgetary planning procedures tend
to fbllo&hiﬁérementalism.more than é proper benefit -cost consideration;
timetables of Spendinglére not st:icfly kept whichJoften lead to
destabiiizing bﬁblié‘spénding neaidtﬁe end of budget year or a budget
overhang tﬁét'makes the following-yéar planning difficult; no serious
evaluation of the efféctiveness of thg past spending other than that

it has ﬁéf its objectives:or not ; an& s§ on. However, these adminis- .
trative reforms are complex, and would ﬁeed a careful study before

any reform should be attempted.
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- VI. Incidence of on-Budgetary Policies

After a somewhat quantitatative assessment of the distributive
impact of Government's budgetary pclicies in the last section, it seems
almost anti-climatic to turn to the same assessuent of Go#ernment's
non-budgetary poelicies in this section for the simple reason that no
better than qualitative judgements will be offered hore. From so many
important areas, thres will be selected for considerations. And within
these selected areas, onlxifew specific, salient issues will be given

attention to. Thesefour areas are (A) agriculture, (B) industry,

(C) labour.
A. Agriculture

Several recommendations for changes in agricultural policies
that would make them more attuned to distributive problems have been
suggested -in thc last section. In this section only thnse policies
which do not involve large budgetary allocaticng that the Governmment
spends on farmers but which involue the use of public coercion or
extra need for farmers' cooperation will be discussed. These include
policies on agricultural credits, fertilizer supply, land consolidation,
and land reform. Land reform policy, because of its potentially
profound effects on rural {and urban) inccme distribution, will be

discussed more extensively than others.
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(1) Agrjicultural Credit.

Until four years ago, the agricultural sector received less
than 2% of the credit from commercial bank loans. From 1975 onward,
the situation began to improve as the Bank of Thailand had set the
requirement that a higher and higher percentage‘of commercial bank
credits must be made to agricultural sector, either .to the farmers
directly or to the Government-owned Bank for Agriculture and Agricul-
tural Cooperatives (BAAC). At the end of 1977, for example, commer-
cial bank lending to agriculture amountad to 6,341 million baht or
over 5% out of a total of 122,810 million baht. The present require-
ment for agricultural loan total deposits ratio is 1i% and is likely
to be raised to 13% soon.

Speaking in terms of income redistribution, there is little
doubt that this measure helps reduce the concentration of income in
the urban sector vis-a-vis rural sector, but whether this agricultural
credit policy adequately helps really pocr farmers is still being
debated. Generally speaking, commercial banks detest this agricul-
tural credit requirement bocause they are deprived of less risky
borrowgrs in the industrial and service sectors, but if they must do
it they either lend tglthe BAAC or.tc larger and mors secured farmers
if possitle. Small fgrmgrs who are actually in greater need of credit
often cannot get loans, especially if they do not have title deeds
or certificates of land utilization. Eventually, by raising high

enough agricultural credit ratio smaller farmers will get their loans
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while the larger farmers are already soaked. The BAAC, as a public
bank, is mere sympathetic to pocrer farmers but it needs to be more
efficient in processing loan applications.

In all, the present agricultural credit policy should have
favourable effects upon income distribution despite certain problems
mentioned above. There is still room for the.increase in this

agricultural credit in the present situstion.

(2) Fertilizer policy.

Whereas the agricultural <redit policies as implemented by
the BOT and BAAC were commendable, the fertilizer policy, until very

recently , was quite objectionable in terms of helping the income

- positions of the majority of farmers. Such policy was the granting

of promotional privileges and tariff protection to one fertilizer-
mixing firm that virtually enabled it to exert monopqlistic control
over thé'supply (and therefore price} of domestic fertilizers.
Instead of subsidizing fértilizers for the farmers, the Governsent
subsidized a firm that supplied ordinary fertilizer compounds wﬁich
were priced at some two thirds above estimated free market price on
the false hops of lafge-scale domestic production of fertilizers
leading by thigrparticular firm. Although, free trade in fe?ti—
lizers was finally reestablished in 1978 and the Government itself
has provided targe amounts of cheap fertilizers to farmers after

extensive floods, the damagesdone to the farmers' well-being were
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undoubtedly large. A total reevaluation or revamping of present

fertilizer policy should receive a aigh priority from the government.

(3) Land consolidation.

The main objective of a land consolidation program is to
improve the technical features of land utilization, most notably the
water control and drainage systems. The result of this effort would
be multi-cropping, or increased yield, or both. In order for the
government to carry out land consolidation project, the present land
consolidation law requires that over one-half of landowners in the
planned aréa must consent to the praject first. An average of 7%
of land area may have to be used.for public purposes such as roads
or canals, but from the resﬁlts of the success of land consolidation
programmes in terms of increased form inédﬁe through multi-cropping
and increancd yicld, this is a‘profitable sacrifice. ‘'Indoubtedly, -
land consolidation is one of the important factors contributing to

the improvement of rural income and income equality.
(4) Land reform.

In the area well-established and well-discussed as land
reform, theoretical literature and actual case histories are never
lacking. It is not the intention hore to dwell on the points

concerning the economics of land reform in general, but to move

straight to the problems of land reform in Thailand. Four aspects
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of the problems will be discussed in this section: (1) What are the
problems of land tenure in Thailand, and is there a need for land
reform? (2) How could land reform help the farmers? (3) What are
the plan for land reform in Thailand? And (4) How effective is the
present land reform policy particularly for the reduction of incoﬁé

inequality?

Land tenure problems

Various government agencies may.often give cenflicting .-
reports on the extent of land ownership in the éountry,but all seem
to agree that the rate of full tenancy has increased in the last
decade. The fact that the average size of famm hoiding increased
from 21.7 rais in 1962 to 51.0 rais in 1974 could be explained, in
fact, by the extensive clearing of forest land for farming during |
the late 1960’s and early 1970's, or by the rapid loss of land
ownership of many farmers. In 1973, the Ministry of Agriculture
and cooperatives reported that t%e percentage of total rented areas
to total land holdings for that year was about 12.3% (see Table 18)
which was not much, but that figure may belie the uneven distribution
of tenancf problems. From Table 18 it can be seen tﬁat the Northeast
and the South had relatively little tenancy problem, but the problem
in the North and particularly the Central Plains was guite acute,
Table 19 and 2v further show the extent of tenancy in some provinces

where the tenancy problom became quite serious, and how this problem
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Table 13: Proportion of Rented Land Areas to Totzl Land Holdings, 1973,

{(Unit : million rais)

Region ngTéiﬁzgd Rzzggd Percent
North 23.2 3.7 15.5
Central 27.3 8.9 29.3
Northeast 43.8 1.6 3.3
South - 13,7 C 0.6 4.4
Whole Kingdom 112.8 13.8 12.3

Source : Pipatseritham (55)

was attributabie fo concentration of land ownership of absentee
landlords. )
Table 1¢ lists 5 provinces that had the highest rented land

to total agricultural land ratios in 1573. These provinces are .
Pathumthéni, Ayuthya, Nakorn Nayok, Chacheongsao, and Saraburi; all

located in the Central Plains and all are close to Bangkok. To
show the extent of concentration of land ownership of absontee
landloards, Table 20 lists the number of owners who owned more than
1000 rais of land in four of the five provinces listed in Table 19.

The table in self-explanatory, and no futher comment is needed.
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Table 19: Provinces Having Highest Rented Land to Total Land Holdings

Latios : 1973, (thousand rais)

Total Agricultural | Total Rented p
Province Land Holdings Land ercent
(1} (2) (2)/(1)
1. Pathum Thani 841.1 619,3 73.6
2. Ayuthya 1,431.5 840.5 58.7
3., Nakorn Nayok 898.1 506.0 56.3
4. Chacheongsao 1,630.5 763.4 46.8
5. Saraburi 1,473.5 503.4 34.2

Source: Pipatseritham (55)

Table 20: Number of Owners Who Own 1000 %ais of Land or More in Proﬁinces

Around Bangkok, 1969. (Area:thousand rais)

No. of No. of Land ? Land Area | gﬁ;:igtuﬁﬁ
Province Owners Plots Areas per Owner } . .de in
Bangkok
1. Pathum Thani 18 364 78839 4380 72.2
2. Ayuthya 29 1670 84369 2909 82.8
3. Nakorn Nayok 41 703 97853 2386 63.4
4. Chacheongsao . 39 728 162084 2617 58.9

Source: Pipatseritham (54)



As the land frontier in Thailand is practically exhausted
and the fertility of the soil is declining, the tenaﬁcy problems in
Thailand are likely to worsen in the face of still very high population
pressure. Many agricultural economists who had made systematic studies
of tenancy situations in Thailand had recommended land reform as early
as the middle of 1960's (Motooka [44], Seth,[56]), but the issue was

never taken seriously until early this decade.

The benefit; of land reform.

As generally understood, land reform means expropriation of
land from private owners by the government with or without compensation
to its owners for the purpose of redistribution to landless or tenant
farmers. The major goal for this change of farm status in the increase
of farm income of those who cultivate the land. In the case of Thailand,
it is believed that a successful land reform program would render the
following benefité.

(1) Thwough it can be proven otherwise theoretically or
empirically, the more likely result of land reform would be an increase
in agricultural productivity due to the greater flexibility that a new
land owner now enjoys in taking risk and experimenting’with new methodds.

(2} As an owner instead of renter, the farmer does not have
to sell his product immediately after harﬁest in order to pay rent, but
can store it until he can get a better price.

(3) A group of agricultural economist (Chantagui and Others

Fe, v
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(13]) argued that land reform can increase employment in rural sector
because large-farm producers are likely to minimize labor costs
through capital intensive method of production, whereas the smaller
farm producers are more likely to adopt more labor intensive methods.

(4) Land reform would improve income equality through the
breaking up of large land owners who normally are not farm operators
themselves,

It should be reiterated that it is possible for the above
benefits not to materialize completely, or at’all, But, to date,
there is no serious study that would suggest that the overall costs
of land reform would outweigh its overall benefits in Thailand,
gspecially with regard to the morc equitable distribution of income

that it should bring.

The plan for land reform.

The Agricultural Land Reform Bill was passed intc law in
January, 1975 with the vote of 65 to 45 with many members of Parliament
failing even to attend the final session. In a way, the narrowness of
the passing margin bespoke the tough legislative battle that this act
had come.through and the difriculties that it would face at implementa-
tion stage. The main features of land reform policy according to
provisions in this Act can be summarized as follows:

a) Land reform is defined as the improvement upon the right

and tenure in agricultural land including housing arrangement on that
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land which is made possible by providing landless farmers or farmers
who have very small land or farmers' institutions ;ith public land or
land which the state purchases or exprcpriafesfrom its ownefs who are
not making usc of that land by themselves or who have more land than
specified under the law. The reformed land may be sold to farmers on
installment basis, rented or given out for the purpose of agricultural
cultivation.

b)‘ An Agricultural Land Reform Office (ALRO) would be
established to implement the land reform program with the power to
select the arca to be reformed based upon the criteria that landlessness
is high, size of land too small, tenancy too widespread, or productivity
too low,

c¢) The ARLO is empowered to allocate up to 50 rais of land
per family, or 100 rais for cattle raising. However, over 1000 rais of
1an& can still be owned at least for another 15 years within the land
reform area if the owner-coperator shows that he is a highly productive
or a modern farmer,

d) The payment for expropriated land would be paid out in
cash and bonds. Twenty five percent 6f the value of the land will be
paid out in cash with the rest paid out in government bonds with 8%

interest and 10-year maturity.

The Land Reform Act required that the ARLO complete the
survey of land forthe purpose of possible reform within 3 years after

the date of promulgation. At first the possible land r.{orm areas were



set at 25 million rais, then reduced to 14 million rais, and finally
to 8 million rais. 1In 1976 the Five-Year Plan for Agricultural Land
Reform, 1977-81 was launched by the ARLO. This plan called for a
reform of 0.5 million rais of land in 1977, 1 million rais each for
the next two years (1678, 1979), and 2 million rais for each of the
remaining two years (1980, 1981). After the end of the first five-
year plan, the ARLO had hoped, therefore, to finish the reforming of

6.5 million rais of land.

Effectiveness of present land reform policy.

Perhaps such afore-mentioned plan was anything but practical.
After 3 years of land survey, the ARLO accomplished only 600,000 rais
from the targeted 10 million rais of land survey, In the first year
under the Plan, only 100,000 rais of land were succesfully reformed as
compared to 500,000 rais in the Plan; but in the second year (1978)
the reformed areas increased to 300,000 rais but still much less than
the planned one million rais. HMust the ARLO be blamed for this?
The answer is: probably not. The problems of land reform in Thailand
are not so much admiﬁistrative'probiems as problems of political will

and determination as can be evident in the following observations:

(a) The Land Reform Act itself was made possible only after
series of compromises with various landed interests. When the Bill
finally was passed, it was then quite emaciated. The land reform was

defined as an “improvement upon' property rights of land rather than
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the usual "redistribution of" property rights of land. This could

cause troublesome interpretation in the actual large-scale land reform.

(b) Provisibns.in the body of the law still make it possible
for existing land owners to own more than 1,000 rais of land if they

really wanted to.

{c) The lands that were being used for reform purpose were
not so much large private 1ands.that exceeded the 1limit set by law as
state-owned lands taken from formerly forest areas and Crown land. As
can be seen from the bfoposed land areas that would be needed for reform

at the end of 1977-1978 periods (2 years) which amounted to some 3 million

rais, about 2,660 million rais (or almost 87%) would come from State-owned-

lands, 40,000 rais from Crown lands, and only 300,000 rais frbm private
lands. A land reform of this sort can only further aggravate deforesta-
tion while leaving the objective of breaking up large land stranglehold

practically untouched,

(d) Too frequent changes of government‘leave land reform
pelicy very much to the whim of its new political leaders, In 1976,
Kukrit's budget set aside only 45.8 million baht for land reform purpose,
whereas Seni's budget in 1977 earmarked some 542.5 million baht, and
Tanin's budget in 1978, some 279.2 million baht for thelsame purpose.
However, while Kukrit intended to use only 45.8 million baht for land
reform, which was very small, he had more or less, supplemented his

other income redistributive drive through his Tambon project which
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involved over 2.5 billicvn bulit in expenses. The Tanin- period was
worst bocause not only his land refovm budget was smail, his public
work program caliled for poor farmers to help in public work during

off-farm reason without pay.

x11 in all, the mcjor obstacle to a successful land reform

in Thailand seems to Le the lack of political will and determination

on the pari of the Governnen®, cr the weakness of the Government in

the present setting »f Thai soziety *% carry out even a modest, but

proper land -eform program. It is oiten cited that the success of land

reform in Ja::n and in Taiwan peved ways to real economic development _
.of those cour riec. UWhether the same can be said for Thailand, no one %
can be certzi ; but i* 1s guite certain that land reform cculd improve

income disiri :iicu trzmenduisly.

B. TIrdustry

Indus :rial Fromotion Policw,

Despii: a very Jarge nuaber of public enterprises in Thailand
(almost 100) thc lirect involvewmsat of the government in industrial
investment and pr:i . ticr. in the country is quite minimal. Industrial
operations especial'v in the murufacturing sector, are mostly in the
hands of private firts. However, the government has playéd a very
significant role in ::iimalatirg industrial develepment in the last two

decades through provi ions of infrastructures such as road networks,
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port facilities, public utilities and so on, and the use of fiscal and
othef‘incentives. whereas the industrial promotion policies had
contributed a great deal to the success of industrial and service
sectors, such success was normally measured in terms of the rise in
value-added or the increased share in the national output. To fill

in the gap this section.will attempt to assess the distributive impact

of industrial promotion policies.

Extent of Industrial Incentives.

Investment promotion policy had its inception in 1962 and
since then had been adjﬁsfed many times to accommnodate changes in
economic and social situations. The latest chaﬁge occurred in 1977
with the promulgation of thé Promotion of Industrial Investment Act,
B.E. 2520; The Act specifies various privileges that investors will
receive. Apart from general privileges in terms of guarantee against
nationalization and competition from public enterprises, and permission
to own land for industrial activities and to recruit money overseas

in the case of foreign investors, major specific privileges consist of.

(a) Exemption from import duties on machinery, comporent

parts and accessories required for the industrial activity;

(b) Exemption from corporate income tax for the period from
3 to 8 years and exemption from tuxes on income derived from the sales

of by-products or intermediaries;



93

{c) Protection agsainst competitivé'imports when justified
through import bans, tariff walls, or surcharges on foreign imported

products for one year at a time,

- {d) Exemption from duties and taxes on raw material imports

and reexported items, and cxemption from export duty on exported good.

And for those firms which will invest and operate in a
designated industrial estate, additional privileges will be granted.
They include, for example, reduction of up to 50% of import dufies and
taxes on raw materials for up to 5 years; reduction of up to 90% of
business tax on sales of sales of products; permission to deduct twice
the amount of costs of transport, electricity, and water supply from
corporate tax income, and so on. Altogether, these promotional packages
are very generous indeed, and they must have been quite attractive
for prospective investors. During the first 10 months of 1978 more
than 150 firms were 7ranted promotional privileges with the total
proposed investment of 22.1 billion baht. Until about 1977 the Board
of Investment approved, on the average, about 60% of the applications
for promotional privileges. Since then it h#s become more stringenf
in its selection process due to many criticisms that have been leveled
against its decisions. The amount of investment brought about by
investment promotion policy is less than cne percent of total private
investmenﬁ of the country each ycar, but as we have seen in‘thelcase

of fertilizer monopoly, the government's promotional decision could
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have welfare repercussions far exceeding what its share in total

investment seems to indicate.

Some Analytical Bases for Distributive Assessment.

The single most important objectife of pfoﬁotional incentives
mentioned above is to mobilize investment both from domestic sources,
foreign sources, and joint ventures. These .investmentswould then
become the engine of growth to the national economy. So far the success -
of each investment is judged mainly in value-added in GNP;. the only
distfibutive effect that has becen mentioned in association with this
investment promotion effort is the number of jobs that has been created
as a result of these investments. While there have been many studies
on allocative or economic effects of certain aspects of investment
promotion policies in Thailand (Akrasanee [6], Intarathai {25,
Tambunlertchai [62]), none is found that investigates mainly distributive
effects of such policies. In a way this is quite understandable because
the analytical bases for such a study was still very undevéloped.

What are want to know is how these investment promotion policies affect
different persons or households in different income classes, or how
personal'income distribution bas changed as a result of such policies.
Or failing that, at least how the functional distribution of income

has changed as a result of such policies.

In a now classic article by G. Macﬁougall‘ESQJ on the analysis

of the benefits and costs of foreign investment, such benefits and costs
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were weasured in terms' of gain and loss of labour and capital within

the host country. Set in a neo-classical framework of one product

market, two factors of production : capital and labour, perfect

competition, full employment, and a normal downward sloping demand for

capital, an increase¢ in foreign capital would reduce the marginal
product of capital and raise the marginal product of labour which
was then assured to be independent upon the size of capital. If
the elasticity of demand for capital is greater than unity,'the new
foreign investor would make a net gain from increased real income,
but the old domestic capital owner woﬁld lose tﬁrough the fall in
rental rate and existing labour wﬁuld gain through increased wage
rate. So, assuming that the foreign investor remits all his profit
overseas, the situation within the host count;y would be some sort
of a redistribution of income from capitai to labbur. Within this
setting investment frbm foreign sources would help improve income
distribution by raising the relative income of wage earners at the
expense'of capital owners on thelassumption that the former are
generally clustered around Iower-ihcome classes and latter éround

higher-income classes. .

But if the supply of labour increases as a result of the
increase in average wage rate, the influx of new workers, say, from
migration from rural sector, would drive the wage down, probably to

the old equilibrium level. The employment in the sector where the

investment has just increased world of course increase too, but there
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is no welfare gain.to domestic labour because the final wage rate
would equal the opportunity cost of leaving the old jobs in the farm
for thessnew workers; only the place of empioyment has changed.
However, if the influx of labour is too great, the wage rate could

be driven down below the old equilibrium level. In this case, then,
the labour as a group would suffer and the domestic capital would

gain.

Recently, Burgess {121 has extended MacDougall's model into a

two-product model with tradable and non-tradable goods. Assuming that
foreign inveétment is made in tradable sector only, initially the
return to both foreign.and domestic capital world fall whereas the
return to labour would rise. Buf if labour is frce to move between
the two sectors, the movement of labour from non-trédable sector_;c
tradable sector would lower the supply of non-tradable goods, and with
the ensuing excess demand of these latter goods, their relative prices
would go up, initiating a reverse shift of the labour force which would
then raise the return to capital in the non-tradable good sectof.
Whether this new equilibrium results in more or less output of non-
tradables, that is whether more or less labour is employed in non-
tradable good sector, cannot be determined on purely theoretical

ground; it has to be empirically determined.

Therefore, labour might be adversely affected while domestic

capitalistsmight be better off with influx of foreign capital, depending

b A —————  g— -
. [ : .
.

T T

. ag——
et <




97

upon the values of the elasticities of substitution between the capital
and labour in each sector, and the elasticity of subscitution in
consumption between traded and non-traded goods. If both elasticities
of substitution between capital and labour, and between traded and
non-traded goods in consumption are sufficiently low, an influx of
additional foreign capitai could distribute real income from labour to

capital.

In a more general analysis of the use of tax incentives to
encourage investment, Usher [64] called attentior to what he terﬁed
the redundancy of the incentives., According to him, part of incentive
program will be redundant if the net addition to investment by such
program will be less than what the amount of investment actually
subsidized.  Se¢, to see whether a certain incentive program is
redundant or not, one should compare among incentive alternatives

according to the scale :

d
cE = @LE s/0+nM
n=1

where CSE is the “capital subsidy equivélent“ scale; K is the
quantity of investment; 1 is interest rate; Sn is the value of
subsidy in year n. The subsidy in this sense would be the loss of
various kinds of tax revenues. The distributive implication from
this‘simple model is that if the rate of redundancy defined'as the
difference between the subsidized investment and total investment

induced by the incentive program over the subsidized investment is

Ly
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positive, then the country is actually redistributing potential tax
revenues to new investors. The final redistributive impact is
impossible to predict a priori, but if the loss of potential tax
revemue also means a loss of public expenditure on social welfare
and if this loss is greater than the new investment vhich is
assumed distributionally neutral, then the investment incentive

program will clearly disequalize income distribution.

Bvaluation of the Thai Situations.

How much could the above-mentioned models be applied to the
situations in Thailand? Probably not much more than just a guideline
for qualitative. judgment. No ore has really done a study in this
direction before but some studies on the allocative effects of invest-
ment promotioﬁ poiicies in Thailand did provide some glimpses at the
distributive effects., Fow possible arz2as could be considered where the

distributive effects of investment promotion policy could be detected.

(1) The extent to which the investment induced by promotional
incentives would create cmployment opportunities could be judged
primarily as one of the most important objéctives on the distributive
point of view. If the promoted industry becomes capital-intensive
instead of labour-intensive in a country where labour is numerous
and poor and capital is scarce such as the case of Thailand; then the
objective of redistributing more income to labour sector would not be

fully reached. There are many ways to define capital/labour intensities;
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one convenient way is to seec the relationship between capital invest-
ment made and the jobs created., If this capital investment to number
of jobs ratio exceeds a certain, specified level, then such.industry
is capital-intensive, if not, labour—intensivé. Or the amount of

investment under incentive program to total investment is compared to
the employment generated under incentive program to total employment.
1€ the former is larger than the latter, then thc program is capital-

intensive, and so on.

According to this criterion, it was found that investment
promotion policies of Thailand up to the early 1370's at least for
the part that applied to foreign investment and joint ventures
could be called capital-intensive as the capital investment per job
was very high and the number of jobﬁcreafed in relation to total
labour force was quite small (Tambunlertchai [62] [63]). This said
nothing about the wage rate in the promoted industry ﬁhich was still
quite low. From the model describod in the last section, if this
employment generation draws labour from the outside sector (rural
sector) which is unemployed or underempioyed, then the labour wouid |
gain. But if the rural ilabour surplus no longer exists such as when
farming becomes.moré intensive this gain could be washed out,
Furthermore as the elasticity of substitution between capital and
labour in Thailand seems to be quite low (Suvaporn [60]), a capital-
intensive investment would help c%?ital relatively more than labour.

All in all, the success of investment promotion in terms of output
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growth must be weighed against possible distributive deterioration.

(2) Until very recently the investment promotion policy of
Thailand aimed mainly at import substitution. But the categories of
promoted industries were quite varied and haphazard; the range of
promoted gocds and services included, for example, food processing,
textiles, television sets, air conditioners, car assembly, sight-
seeing tours,and private hospitals, Many of these products or services
obviously benefit the urban high-income consumers more than rural

COnsumers.

(3) Since tariff protection was part of the incentive
package, a very high tariff wall for gen2ral consumer goods would
induce very high domestic prices for these goods. The effect of high:
consumer-good prices would crode consumption power of the low-income
househalds relatively more than high—incomelhouseholds. Except for few’
basic consumer goods, product prices of most promoted firms are not
controlled This could enable many promotcd firms to charge high prices
behind protective tariff walls and earn high profits at the expense

of the majority of consumers who are poor {12, p. 130).

No ong has yet computed the potential loss of tax revenues
as a result of investment promotion incentives, but it is believed to
be enormous. If the incentives have to be provided otherwise no
investment will be forthcoming, then such incentives are justified.

But as a general rule, the government should not give incentives in
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*he industries which have pood prospects in which potential private
inves nrs would try to invest anyuay regardless of whether there
would be pu:1jc incentives or not. To give just two examples in
Thailand to shos how this principle was disregardé&? first, the
textile industries -ere overl}'promoted until they suffered from
overproduction: second, orivate hospitals were highly promoted
until they are now everywhere in Bangkok but they tend to serve the
rich more than the poor. Considering the inadequacy of public
hospitals and rising urban income, such private hospitals would
naturally attract private investors without any extra incentives,
But the situation turned out to be that the rich who used promoted
private hospifals,were partially subsidized by the potential tax
revenues foregone (13, p. 130). Of course, it is not always easy
to determine which industry to be encouraged fiscally and which
indﬁstry left to the market force, but it is not impossible with large

enough professional staff.

(5) Generally speaking, eventually domestic owners of
capital would be favoured to cdntrol the operation of the promoted
firms over foreign owners for the obvious reason that profits would
remain in the country, But domestic ownership will not always
guarantee a more equitable distribution of income, Promoted firms
that are repeatedly owned by 2 small family group or a few family
groups can add to moré concentration of wealth. This point is

normally not taken into considerations by the government because
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distribution of income is normally not a point of concern. Domestic
ownership that should receive more attention is ownership in the

form of public compény or cooperative.

In sumﬁary, the distributive impact of investment promotion
policy is Véfy‘difficult to gauge. Analytical frameworks that were
mentioned could only be used as a guideline to evaluate such impact.
What we learned, however, was that it was possible for the post-
investment distribution of income to become more unequal under certain
conditions despite the increase in total income through the increase
in capital investment. The analysis of the situations in Thailand has
put several-question-marks upon the claim of success of the past
investment fromotion programs. Although, at this stage, it cannot be
said that the iﬁdustrial investment policy has contributed to the

worsening of income distribution, at lcast it cautions one against

‘ready acceptance of higher number of promotional privileges granted

as an indicaticn of a successful ali-round investment policy;
C. Labour

History of the relations between the government and labour
movement in Thailand has not been a good one. Suspicicn and distrust
on the part of the government has kept such movement weak.and
unorganizied for almost 3 decades since the establishment of the first

labour union in 1944, 1In 1956, the first comprehensive labour léw

was enacted but was repealed soon after it was put to use by a
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military coup in 1957. Although new labour regulations gave reasonable
protection to labour, the right to farm union and initiate industrial
actions were still denied. It was not until 1975 with the passing of
the Labour Relations Act, B.E. 2518 that modern labour policy was
adopted with both labour and management given rights to organization,

collective bargaining, settlement of disputes, and industrial actions.

The following section discusses two aspects of labour policy
that are likely to affect the distribution of income of households |
particularly in the urban areas : the enforcement of minimum wage
low, .and the planned introduction of social security scheme. It will
attempt to show how minimum wage and social security program help or

hurt low-income households and the resulting income distribution.

(1) Minimum Wage.

As one of the measures designed to essentially help menial
and unskilled workers, the Minimum Wage Committee was set up in the
Ministry of Interior with the power to set minimum wage level for
any industries or locations throughout the country. The main criterion
for setting minimum wage is the level of income ‘which will enable
a worker with two dependents to live in an ordinary way of life like
any other people in the society.,™ Sinée 1972, the minimum wages have
been changed four times, and now set at 35 baht per day fg;wwgrkers
in Bangkdk Metropolitan Areas. There are nn buil;-in adjustments for

the effect of inflation in the setting of each minimum wage, as a
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timetable for the next minimum wage review. Each change normally

came from the pressure by the labour.

What are the overall effects of minimum wage enforcement?
Theoretically speaking, in a perfectly competitive labour market,
the setting of minimum wage above the equilibrium wage level would
result in the falliﬁg employment. And this simple analytical result
has often been used by the opponents of the government's tampering
with wage level in the labour market. They argued that only those
workers were continued to be employed, who received less than
minimum wage before,would gain from this minimum wage low, but those
- who lost their jobs would suffer. As a group, the unskilled workers
to whom the minimum wage law intended to help could end up with a net
loss because the employers could compensate the rise in basic wage
with'many fewer unskilled workers and more skilled workers. In a
study about the effect of the change in minimum wage in 1975, Pasi
and Uthaisri [52] reported that there was a small but distinct decline
of employment in industries employing much unskilled labour after the.

announcement of the new minimum wage.

Nevertheless, tﬂe situations in Thailand might be too
complicated for the result of the simple wage-employment model to be
applicable. The demaﬁd for unskilled or low-skilled workers in some
industries such as construction or transport may be quite inelastic

in the metropolitan areas, or the supply of skilled workers would be
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quite limited at present sn that the abovementioned scenario with the
employer replacing the unskilled m&; not always happeu. Furthermore
the wagé:share of industrial output has been quite loﬁ‘ffédifionally

so that new minimum wage should have little effect on the firm's profit
rates. Therc might be exceptions in certain industries such as textile
industries which have been operating at a loss for some time, but these
industries had been through veryprofitable years before; the need of
workers should not be compromi sed for managerial errors. The
finding of Pasi and Uthaisri referred to above looks suspect because -
the data might be incomplete and the time under study was certainly

*+ag chort,

It has been argued that low wage ratesin the industrial
sector reflects the opportunity cost of work in the agricultural
sector which is kept very low by low farm productivity. This implies
that to raise minimum industrial wage level without artificial force,
farm productivity must be raised first. But farm work:rs and urban
workers are different. The income-in-kind which the subsistence
farm workers receive is absent for industrial workers, so the latter's
wage rate might have to be raised at an artificially higher level
through minimum wage. Besides, the main argument for minimum'wage _'
was based upon objective calculation of the minimum requirements in
food and other necessities (Suwankiri and Others [61]), and.supported
another objective study of thu determination of poverty level of Tﬁéi

households (Krongkaew [ 33]), it was not meant to disfhpt_industrial
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activities.

For unskilled workers, the minimum wage could help raise
their basic income. This should improve urban income distribution
which is normally more unequal than rural income distribution. The
fear that higher urban wage would trigger harmful migration from
rural workers would be dispelléd by the fact that attempts have now
been made to increase productivity at the farm level through intensive
farming and other techniques which are likely to keep farm labour at
the farm. The policy of rural location of new industriés would also
help in this direction. Considering in terms of distributive improve-
ment, minimum wage policy should continue to receive serious support

from the government.

{2) Social Security Scheme.

Despite the fact the Social Insurance Act, B.E. 24927 is
still in force, Thailand is still without a proper social security
program. After a brief attempt to set up social insurance adminis-
'tration in 1955, which failed, the social security rlan was shalved,
and only occasionally would receive a periodic review by the
govermment., In the meantime, howsver, the workmen's compensation
scheme which could be regarded as a variant of social security scheme
was able to get started. At least the issue of compensation for
employment injuries is now publicly instituted which has helped the

injured workers and their families tremendously.
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The operation of the workmen's compensation scheme becomes
quite successful today with both employers and employees fully supportiﬁg
it. From the worker's pcint of view, being relieved of the financial
burden of costly medical services from his employment-caused sickness
and injuries is an apparent benefit to be received from the workmen's
compensation scheme, not to menticn the continuing income during the
period of incapacitation. But a more comprehensive social security
program could do much more. Ordinary sickness could be covered, as

could old age, unemployment, invalidity, or death benefits.

These benefits could te construed as potential money or
income that can be imputed and added to the income of the insured.

The worker's real income must increase as a result,

It is true that social security contributions by the workers

are a kind of tax put on labour's income, so the benefits received
from social security service would be offset by these tax burdens.
1f the incidence of these social security contributions is regressive,
which is what is normally found (Brittain [11]), then the scheme
would in fact redistribute social security benefits from lower-income
workers to higher-income workers., But there are ways that these
problems can be corrected. Very low wage carners could be exempted;

sliding-scale rates of contribution could be attempted; the ceiling
income could be raised or abolished altogether; or the govermment could

increase its share in the tripartite contribution system. The detail
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of a scheme which would really help poor workers without being unfair
to employers could be worked out without much difficulties; the major-re-
quirement for its success is the government's willingness to commit

itself to such an endeavor,

A feasible social security or social insurance scheme with
desirable income redistributive effects would probably have to meet

the following requirements:

(a) Contingencies covered should not be too many at the
start. After initial success of these few benefit schemes, they can
be extended to cover more contingencizs. Employment injury seems to
have received top priority in most plans followed by sickness,
maternity; funeral exﬁenses, old age, invalidity, survivorship, and

unemployment roughly in that order.

(b} Only wage earners would be required to insure; the
self-employed would be excluded frcm the scheme for obvious
administrative reasons. At first, only workers in establishments
having a certain number of émployees, say 17 or 20, will be insured.

Later, all employees will be insured.

(c) ‘Contributions will be shared by employees, employers,
and the government but the rate should be higher for the last two
contributors. Employees having income lower than a given amount

(floor or minimum income) will have their share of the contribution
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made either by the employers or the government, but preferably by the

government.

(@) Benefits should be paid out both in cash and in kind.
Waiting periods before payment of benefits are necessary, but must
not be too long. A system of wage compensation while under temparary

incapacitation should be adopted.
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VII: Distributive Impact of Overall Government
Policies

If all policies had achieved their objectives of proper
redistribution of income from the rich to the poor, then there would
be no need to discuss this chapter because one can simply add up the
net benefit and see how much the post-government income distribution‘
has improved. But this is not the case: some policies were income
disequalizing such as two policies and some were income -equalizing
such as public expenditure policies. The coverall distributive effects
would therefore be the results of net differences between these
equalizing and disequalizing cffects. This chapter will attempt to
integrate such net effects by first considering the net effects of
budgetary policies, then those of non-budgetary policies, and finally
some conclusions as to the overall distributive impact of government

policies in Thailand.

1. Net Fiscal Incidence.

When tax incidence was considered, the expenditure incidence
was assumed to be distributionally neutral, and vice versa for expenditure
incidence. In bringing the incidence of the two policies together, we
simply add the net benefits from taxes and public expenditures to the
income of the appropriate income classes. The income after the impact

of the burden and expenditure benefit have been absorbed is called the
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“post-fisc’ income, and its distribution, "post-fisc income distribution™.
Normally this distribution is the end-result of a fiscal incidence

study; one now has some bases upon which to say how effective were the
government's budgetary policies in redistributing household or

individual income.

The net benefits «f government’g budgetary policies to
households by income class are displayed in Table 21. Both the absolute
net benefits and relative net benefits are shown. To be consistent
with the terminology of the tax and expenditure incidence studies, the
relative net benefit which isin fact the absolute net benefit divided
by appropriate money income of each income class would be called

Yeffective fiscal rate’.

v

From Table 21, it was quite clear that the lowest income
class received the highest relative net benefits with the effective
fiscal rate of 20.4%. But the following two income classes seemed
to gain relatively less than average as their effective fiscal rates
were only 8.2% and 9,2% respectively compared to average effective
fiscal rate of 9.4%. But the results shown in Table arc by noc means
final results because the total net Sznefits of 6,844.0 million baht
were in fact the excess of public expenditures over public revenues
which was simply added to income of households. This unbalanced
budget can not exist in real life; the deficit must be fin;nced in

some ways. This issue of budget deficit was not discussed before
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Table 21: Absolute Net Benefits and Effective Fiscal Rates of the
Fiscal System, 1972,
Income Class Ab;ziggztzet Effective Fiscal
e 11 v %
(Baht) {million baht) Rate (%)
Under 3000 812.7 29.4
3000 - 5999 497 .5 8.2
6000 - 8999 556.5 9,2
9000 - 11999 560.2 10.2
12000 - 14999 436.6 9.2
15000 - 17989 390.,1 10.5
18200 - 29999 386.8 6.6
30000 and over 2,623.5 8.7
All Classes 6.844.9 9.4

Source: Krongkaew [32]

because it was dependent on the size of public expenditures, and so

far the subject of tax and public expenditure had been treated

separately

. To get the final net fiscal incidence, the problem of the

distributive effects of budget deficit and its financing must be

settled first.
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Distributive Effects of Public Deficit Financing.

When public expenditures exceed public revenues the government
has many optidhs to finance such public deficits. The easiest way would
be for the government to increase the money supply in order to make up

the deficits. In the Thai context, this could be dene by drawing down

the treasury reserves or borrowing from the Bank of Thailand. To balance

the budget thi§ way is likely to lea& to inflation unless the economy
has high rate of unemplaymént 6r the fesources are underutilized. The
government of course borrowed from éther non-infiationary sources as
well, but using the treasury réserﬁes_or borrowing from the Central
Bank figured pfominently in the public debt pattern of the Thai fiscal

system.

What is of concern here is how a rise in the price level
affects each income class differently. A general view is that such
rise would hurt lower-income households more thal higher-income house-
holds, relaéively speaking, because the proportion of income used for
consumption would be higher for the latter. Or, it could be because
the income of the poor is rising more slowly thﬁn the éricé léfel.

In her study on-the relative impact of price increases on Thai house-
holds, Megkpok [43] concluded that the low=income groups would be more

adversely affected by the price increases than the high income groups.

Since it was not known what part of public debt would cause

inflation, énd how the distribution of income of households would
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change after inflation, the estimation of the distributive impact of
public debt is extremely difficult. However, it could reasonably be
assumed tﬁat thé actuél effects would fall between two extreme
assumftions, that is (a) if the public deficit‘is assumed to be
financed by a direct, income-proportional tranﬁker~£rom all households
or by income-p?oportional tax levied on all housecholds, then the
effect.of the.deficit would bé &istributipnally neutral because the
burden of thé deficit is allocated to households according the dis-
tributioﬂ of household income; or (b} if the financing is made by
equal direct transfer from all households, or{.to the same thing, by
a head tax on all households, then the burdeﬁ of the deficit would be
equally shared by‘all households, These two assumptions can ﬁe :
rebhr;séd: _ Assumption A assumed that the burden of deficit
financing was allocated to households according to the distribution
of household income, and Assumption B assumed that the burden of
deficit financing was allocated to each houschold equally according

to the percentage distribution of household itseélf.-

Post-Fisc Income Distribution.

‘The income after tax burden, after expenditure bemefit,
after deficit burden would be called "post-fise" income. The distri-’
bution of post-fisc income will be the final stage of fiscal incidence‘
study set in the situation of balanced budget. Deficit burden accord-

ing Assumptions A and B would of course result in different post-fisc
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income distributions, but the size of the difference would depend oﬁ
the size of public déficit, the distributions of income and household
in general, in the year under study. In Table 22 the post-fisc income
distribution by income class for 1572 is presented, in comparison with
theigame distributions in 1963 and 1969, all based upon the allocation
of deficit burden according to Assumptions A and B, Table 23 shows

the same post-fisc income distributions but by quintile group,

In reading Table 22. one should’immediately notice that
Assumption A, when used, improved the post-fisc income distribution
while Assumpticn B worsened it. Fox 1572 thé post-fisc income share
of the lowest income class according to Assumption A was 4.5% compared
with 2.3% according to Assumption.B, and 3.8% the pre-fisc income
share. For higher income groups around the middle income range the
differences caused these two assumptions became quite small Table 23.
might be easier to read. For example, we see that in 1972 if deficit
burden was allocated according to Assumﬁtion A, the incomé share of the
lowest income group improved from 2Z.4% to 3.0% in the post-fisc
situation while Assumption B worsened it to 1.1%. As was mentioned
earlier, the results-generated by these two assumptions were two possible
extremes that might contain the actral post-fisc income share. To see
the range of post-fisc income diétfibﬁfion fhét-ﬁiéht cénéain the true
distribution is possible by computing the Gini coefficients of post-fisc
distributions that were affected byuallocation of deficit burden according

to both Assumptions A and B. Such Gini coefficients are presented in
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Table 22: Post-Fisc Income Distributions with Different Assumptions

‘Regafding Impact of Public Deficit by Income Class: 1963,

© 1969, and 1972

Income Class ;96: i 3969 i - ;972 i
(Baht) Pre- QS -.-2!.33 L 'Pre- ost~-fisc 1 Pre- OSt—'. 1sC -
fisc | Ass.A* | Ass,.B* | fisc |Ass.A* | Ass.B*| fisc |Ass.A* | Ass.B*
Under 3000 13.0 13.3 11,8 3.7 5.0 2.8 3.8 4.5 2.3
3000- 5999 14.0 13.8 13.5 9.3 9.8 8.9 8.3 8.2 5.8
6000-_8999 10.6 10.7 10.4 8.3 8.3 7.8
26.4 26.3 26.6
9000~ 11999 9.2 | 9.3 9.2 | 7.9 7.9 7.3
1200014999 \ L 8.1 7.9 8.0 { 7.2 7.2 7.3
13.1 12.6 13,0
15000-17399 . 6.8 6.6 6.8 - 5.0 5.1 . 5.2
18000-29999 , o b 18.5 | 18.0 | 18.8
- 33.5 34.0 35.2 52.3 50.7 52.9
30000 and 41.0 | 40.8. | 44.0
over -
All Classes {100.0 | 100.0 100.0 100.0 100.0 100.0 1100.0 1100.0 -] 100.0

*Note :

* allocated to each household equally.

Assumption A assumes that the burden of public deficit was

allocated to households according to their distribution of

.{

" income; Assumption B assumes that the same burden was



Table 23: Post-Fisc Income Distributions with Different Assumptions Regarding Impact of. Public Deficit,
R - by Quintile Group: 1963, 1969, and 1972 '

1969

. 1872

1963

PR proctise (Mmme | At | . gisc | (50 | SR | pre-sisc | 13| o
Lowest 20% 2.9 3.8 2.8 3.4 2.0 | 2.0 2.4 3.0 1.1
Second 20% 6.2 6.0 5.6 6.1 6.8 6.1 5.1 5.3 4.3
Third 20% 10.5 10.3 | 10.1 10.4 11.3 0.8 9.7 9.7 8.9
Fourth 20% 20.9. 18.8 | 18.9 19,2 20,0 19.8 | 18.4 18.2 7.8
Top  20% 59.5 61.1 62.5 | 60.9 57.9 60.4 | 64.5 63.8 67.0

Total -100.0 - | 100.0 | 100.0 | 100.0 100,0 | 100,0 | 100.0 100.0 | 100.0
Within Top 20% Group
Top:' 10% 42.2 44.3 45.6 43.9 40.6 42.9 47.5 47.2 51.2
Top.- 5% 28.4 30,7 31.9 31.1 27.1 2.1 35.5 33.7 |  37.4
Top 1% 9.6 11,5 12.2 10.5 9.1 10.3 15.0 13.7 | 16.4

Ltx
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Table 24: Gini Coefficients of Post-Fisc Income Distributions According

to Different Assumptions about Burden of Public Deficit.

Income Distribution

Gini Coefficients

1963 1969 1972
o N
Pre-fisc 0.5627 0.5550- 0.6051
Post-fisc
- Assumption A 0.5578 0.5271 0.5931
- Assumption B Q.5838 - 00,5614 0.6516
Source: Krongkaew [327.

It is clear from Table 24. that the range of possible true

post-fisc distribution as measured by Gini coefficients straddled the

pre-fisc distribution in all three periods.

One might be tempted to

the find the true post-fisc distribution by adding up the two, post-

fisc Gini coefficients and dividing the result by two, in which the

average received would show that the post-fisc income distributions

worsened in every year under study, as the new average Gini coefficients

. PR
would be all higher than the pre-fisc coefficients, But th

¢

e oW Ay

is technique

in certainly not warranted because no one can be sure the true post-fisc

distribution would fall exactly in the middle of the range. The best

"conclusion would probably be.that it would be more or less the same as
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the pre-fisc income distribution, with an additional qualification.tha;.
the present fiscal sysfem could probably do no better than this but it
can do worse, Put it differently, it could be said tﬁat, at-ﬁest, the
government.-through its budgetary‘policies could effect no change at

all in the distribution of inébme of households, but at Qorst, it could

make such income distribution become more unequal.

It seems odd that a study which used very quantitative
techniques to find out the magnitude of the distributive impact of a "
fiscal septem ends up making a very tentative, though not imprecise,
conclusion such as mentioned above. This, however, is nécessary |
considering the sensitiveness of the results to certain assumptlonﬁjq_w:
used in the study. But even with thekind of conclusion that was ma&e
above, it is incriminating enough'for the government who would s#y"
one thing and do another. If the government is really interested-iﬁ-
having more equitable income dist;ibution, it must now begin“fo'égﬁéider
the reform of its fiscal policies as recommended in earlier.chaptérs.

.\

2. ”Residual Effects of Non-Budgetary Policies.

In the present state of knowledge there is no way that one.

can make a definite conclus1on about the incidence of publlc non-
budgetary policies, ‘Unlike the study of fiscal incidence where the y
magnitude of tax burden as assumed to be equivalent to the amount of
tax revenue collected, and the magnitude of expenditure benefit is

assumed to be equal to the amount of public Sxpenditure itself, and
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only first-round effects will be considered: :no spillovers; no lags,
no secondary repercussion, the estimate of.incidence of non-fiscal
policies must be made_pufely on qualitative or intuitive judgments.

It is impoésiglé to rank- any policy according to-the significance of "
such policy in terms of distributive impact. A very inmocent
surcharge on fertiiizer impact could indeed have greater distributive
impact than expenditures on big dam construction. Every thing is
tentative and qualitative, and a judgmwent should be made only aftér

a careful study of the prevailing situations.,

Foutunately, the resuit of fiscal incidence study provides
some unexpected help. Since it was found that the distributive effects
of government's budgetary policies were more or less neutral, the
residual effects of non-budgetary policies could be responsibie for the
change in income distribution of the period following the one under
study. 1In other words, if the government's budgetary policies have
a neutral effect on the pre-fisc income distribution, the post-fisc
income distribution must be influenced by government's non-budgetary
policies and other private economic foféés. In a siﬁplédélgebraic
relationship, if Y'T® is the pre-fisc income, B is the net benefit of
government's budgetary policies, NB is the net distributive impact of
Post

non-budgetary policies, -and Y . is the post-fisc income, and resuming

that the private economic forces are negligible or constant, then

Post o Pre . '
Y = Y + B + NB (1)
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If B is neutral then NB would exert all the distributive influence

on YPre- But as regard to'fime, yPost

of this year would be same as

YPost - YPre
t t+1

would become

where t is ‘the year in question, so that Equation (1)

Pre Pre '
= B NB
Yeor T Y TR TN , (2)

S0, if income distributions are known for two successive years, say

1972 and 1973, the difference in incbme inequality between these two
years would -be attributable to the impact of pon-budgetary policies”
only because Bt has already been found to bg distributively neutral.

As such, the non-budgetary policies become very important income
redistributive instruments for the government, much more so than ié

was originally expected. As the distributive patterns of fiscal
incidence remained quite neutral through out the 10 year periods

from 1963 to 1972, it could perhaps be concluded also that the_increasei
in income ineﬁuality as shown in the income distribution of 1972,

could be caused bylthe culmination and accumulation of all sorts of
income diSequaliiing effects associated with governmenéls non-budgetary
policies”ginceliéﬁs. These periods, incidenthlly;‘coincided with the
first two economic development plans which saw the Gov;rnment implemen~
ting many poiicies wh?ﬁhzyoyldhelp the cduntry'gfow qﬁicklyr(lngugtrial.:vr

S

investment policy was of course one of them). If the above conjecture-

has any elements of truth in it, then this could provide a vague proof: .-

to the assertion that the past ecomomic development policies of the .

government had contributed to wider disparities of income distribution.
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.13, Conclusion: - The Need for All-Out Efforts, 7 °

]

PEPRRA

In.suﬁhéfy; this paper has attempted to assess the distribu-. .

"
or

tive’impééf ofﬁgovérnﬁent‘s poliﬁies by first.&ividiqg such policies
into budgetary part and non-budgetary part. Each part was then
discussed separately, The budgetary part was, however, treated rather
more extensively because the techniques for estimating its distributive
impact (so-called fiscal incidence techniques) which have become quite
popular and quite well-accepted among fiscal cconomists today could be
applied to the Thai situations, But for non-budgetary part, estimating

techniques were still very undeveloped and fragmented, so only qualita-

tive judgments about its distributive impact were attempted here.

The main findings of the budgetary part are that the public
revenue system of Thailénd was slightly regressive to income-proportional
which tended to worsen‘inc?yc distribution a little; that the public
expenditure system was also :eg;essive to income-proportional but which
tended to improve imcome dig;ributiqn a little; and that overall effocts
of thé whéle fiscal system ﬁpon income distribution were quite small
and quite neutral, Depending on how public deficit was treated, the
role of governmént's budgetary po}}cies on income distribution was -
neutrallﬁt bésf; and at.worst, it could be income disequalizing. ' As
for the.non-budgetary part, wﬁen the%effects_ofufiscal:policiesnwere
consistently &istributionally neutral, the role of non-budgetary - S

policies became crucial because these policies provided, the residual:: .. . .-
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effects that made the existing income distribution more equal or more
unequal, Based upon this simple conjecture, the worsening of income
distritution in 1972 as compared to 1969 and 1962 lent credence to the
argument that the past economic development policies had a part in

causing wider disparities of income of Thai households.

As in each chapter some policy recommendations can be found
which, if adopted, could lead to an improvement.:in income distribution,
there is no need to discuss policy issues again, However, a proper
approach'.to policy implementation is that each government organizatien,
when formulating a policy or carrying out a policy, always keeps in mind its
possible unfavourable effects on income distribution, if any, and trieé
{0 Tectify them or reduce them as much as possible without jeopardizing
the success of the whole policy. If this much can be done by all |
government units, it is tantamount to an all-&ut effort that wouid,

cortainly improve income distribution in the country.
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Annex I : Methods of Estimation,

The following account describeés the steps‘inVolved and the
data required in the computation of tax and expenditu¥e incidence of
the Thai fiscal system in 1972. For the reason of space, the rationale
behind each step will not be discussed in detail; interested readers
can consult sevéral sources of reference on the subject of fiscal
incidence studies such as Bird and De Wulf_[loji De Wulf [17], or for
detailg particularly relating to this present paper, Krongkaew [28]

and [32].
On Tax Incidence.

1. Income distribution base is obtained from Report on

Sociceconomic Survey, B.E. 2541 - 2516 published by the Nationsal

Statistical 0ffice.

2. Types of gocvernment revenues are selected. All fypes
of taxes and other public revenues such as fees, royalties, proceeds
from government's sales and service, contributions from public
enterprises are encluded. Exempted are local governments' revenues,
foreign aids, and part of central revenues which are clearly
contributed by foreign residents such as a part of tax on jet fuels.
Government revenue dath are obtained from various departments of

Ministry of Finance,

3. After shifting assumptions are made, distributive series
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are found which will be used to allocate tax burdens to households,
Major distributive series are patterns of household's consumption
expenditures on various goods and services obtained from the same

socioeconomic survey report as mentioned above.

4, Once the burdens are allocated, the after tax income

distribution is assessed to see if there is any change,

Mathematically, the steps taken can be summarized as

follows:
Y. = (p, XN)M (1)
ir ir r  ir
‘ n
= I - 2
Biir T ke1 ke X Skir (2)
L
= I
Seir - Ckir’ (oy Kir (3)
m -
= L b, 4
T = B X1 . 5
By = (B /¥, ) X100 )
Yost. vy g, e
ir ir ir
Where i = 1,~---, L is income class

taby
n

1,~-~, m is type of tax

B = 1,~~-, m is type of distributive series
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1,---, 5 is geographical region of Thailand

percentage share of number of households in income

¢class i in region:r

total number of houscholds in region f

mean or average income of houschold in income

class i in region r.

éotal iﬁcome of households in income class i in
region T |

absolute burden of tax j upon income class i in
region v

amount of tax j the burden of which is to be allocated
to households according.to dis;ributiye_series type

k in region r

acfual pattern of distributive series type k which is
used to allocate burden to income class i in region r.
It is in fact the distributive share of some variable

¢ of income class i over totzl share of all income

., classes. Suppose e is'the expenditure on tobacco,

e J . . e . would be the share of tobacco expendi-
ki i=1 ki
ture (k) by income class i over the total expenditure

on tobacco by all households,

total absolute burden of overall tax system in region r

effective tax rate of income class i in region r.
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YPost

) = post-tax incom¢ of income class i1 in region r
ir

On Expenditure Incidence

1. Income distribution base is already available from tax

incidence part.

2. All types of expenditures as appropriated in the 1972
Budget are included., The "accountiry' or "cost-incurred-on-behalf-of"
approach (Gillespie [21]) is used to identify the magnitﬁde of the

benefits. In effect, total benefits are assumed equal to. total costs.

3. To allocate benefits to households in different income
classes, several distributive series are used in the same ways as in

the tax incidence study.

4. Once the benefits are allocated, the "post-benefit"
income distribution is estimated to isolate the effect of public

expenditures. . : . R

Mathemztical relations in these steps are exactly the same
as thoée in the taxﬂincidencg-partg,only the word tax is substituted
by expenditure, and burden by benefit. For example, in expenditure

1nc1dence:part, bijr

will be the absolute benefit of expenditure j
receiveﬂ Ey_income class 1 in region r, Oor Tjkr will be the @mount
of §x§énditure j the benefit of which is to be allocated to households

according to distributive series type k in region r, and so on.
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NOTES

1/ Sach as the case of India as argued by V.M. Dandekar and
N. Rath cited in Srinivasan /57/. This claim was however
refuted by Srinivasan /57/ as well as Ahluwalia /5/

2f As quoted in De Wulf /I7, p. 61/.

3/ For details of computation techyi;uesj data manageﬁent and
fuller results, see Krongkaew /28/, /297.

4/ See Krongkaew /28/ for more detail on this point.

éj When this income concept in used in the part which discusses
tax incidence it will be returned ‘'pre-tax" income, and
"pre-benefit™ income in expenditure incidence part. They
are all the same income.

6/ Mainly because of this,the word tax and revenue are often

: used interchangeably. The word "tax" of course connotes
the feeling of burden better than the word 'revenue"
particularly when used with the word incidence. Therefore,
instead of using “incidence of public revenue' this paper
uses 'incidence of taxes'; the meaning is the same.

7/ This budget cycle is explained in some detail so as to show
the steps involved in the spending of public money. This may
have some bearings upon the speed at which an ordlnary
expenditure get spent.

8/ Due to lack of space it is not possible to repeat all the

- full rationale behind eaca assumption made. Those who do
not find these assumptions convincing or realistic could
find detailed defence and explanation in Krongkaew /28/ and
£32/.

9/ For a very interesting study on the distributive impact of
taxes on petroleum products in Thailand, see Panipibul /51/.

10/ Again, the detail in referred to Krongkaew /287 /327.

11/ The authoxr has later found out that this assumption gave too

“_ much bias in favour of lower-income households, and was much
responsible for making the entire expenditure program more
"pro-poor" than it should be. However this obvious distortion
was not great due to the small size of health expenditures, but
the reader should take note of this situation when interpreting
the result of public expenditure incidence at the end of this
chapter,
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How high are the profit rates for promeoted firms in general
or. whether these rates are higher than those of non-promoted

- firm is not yet known. But such profit rates could be com-

puted from financial statements filed annually with the
Department of Trade Registration.

As of early 1979, the Government is considering giving promo-

tional privileges to the construction of several deluxe class
hotels in Bangkok at the time when everyone can see that this
is a good prospect and many private investors have planned to

 invest on their own anyway whether there are bpulic incentives

or not. This is the type of investment promotion which is
neither justified nor necessary.
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