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Abstract

While Thailand is well-known for its extraordinary high average rate of economic growth in the last 40 years, it is also well-known for its unusually high income disparities among countries of the same level of development.  At the depth of the economic crisis in 2000, the income inequality in Thailand measured by the Gini Coefficient stood at 0.536 before improving to 0.502, the level of pre-crisis income inequality.  The economic development of Thailand also exhibits an unmistakable Kuznets-hypothesis pattern where inequality worsens as the economy grows.  This high income inequality could be explained, in part, by unequal landownership and unsuccessful land reforms; by unequal returns to productive inputs in imperfect markets and unfair competition; by faulty labour market structures and wage systems; by low educational attainment of the population at the secondary level; by inequitable and regressive tax systems; and by political and administrative structures that protect the positions and interests of the relatively well-off.

The Thai experience offers an clear example of a trade-off between growth and inequity in economic development.  When the State ignores inequity problems shown above and put its overwhelming emphasis on economic growth which results in high rate of growth of GDP but at the expense of increased income inequality, the growth-equity trade-off pattern of development is likely to happen.  It can be shown also that had greater attention been given to equity aspect of development, the overall reduction on poverty would have been faster, and the welfare of the overall population higher.  Moreover, the occurrence of crisis such as the one experienced in 1997 would not have taken place easily if the existing distribution was more equitable.  The Thai case suggests that a more appropriate development policy must be pro-poor where the benefits accrued to the poor are comparative greater than those of the non-poor or the general population.

It is a great honour for me to be invited to give this keynote address in honour of our beloved Late Professor Ishak Shari of IKMAS and UKM.  Before I begin, I would like to spend a few minutes of your time to reflect upon my past association with Professor Ishak, and how he would react or respond to the issues of poverty and income inequality today.

I had known and worked with Professor Ishak Shari since the late 1970s, almost 30 years ago, when we were both young economic scholars working on our respective countries on our poverty and income distribution issues.  It seemed to me, then, that we were the only two economists working on this particular area of research: he for Malaysia, and I for Thailand.  And because of this general shortage of scholars working on poverty and income distribution in Southeast Asia, Ishak Shari and I had had many opportunities to work together in several comparative research projects under the leadership of the late Professor Harry Oshima of the University of Hawaii, and Professor Mizoguchi of Hitotsubashi University.  

I still remembered our first conference together in Sapporo, Japan in 1978, and the research workshop organised by Professors Oshima and Mizoguchi at the University of Hong Kong in 1981, where Ishak and I shared a room at the Robert Black College, where we discussed many things well into the night, and had come to know each other very well.  We met less often as we became busier in our lives, with increased duties and responsibilities, but out paths crossed again in the mid-1990s, when my comparative poverty alleviation in the Asia Pacific project that I started with Professor Nanak Kakwani of the University of New South Wales in Sydney, Australia brought us to IKMAS for the first time in 1996 to talk to Ishak to ask for his cooperation in this comparative research project.  We got that cooperation of course, but this time we had the good fortune to work with another great economist, and a great friend, Professor Rogayah Mat Zin, who is now running IKMAS after Ishak.  

In 1998, Malaysia was the host of the APEC Summit for that year.  APEC had again brought Ishak and I together in a different light.  In addition to being the Director of IKMAS, Ishak was also the Director of the APEC Study Center of Malaysia.  It so happened that I was also the Director of APEC Study Center of Thailand, his direct counterpart in Thailand.  So, when IKMAS host the APEC Study Center Consortium meeting here in Bangi in August 1998, I came.  I still remembered his kindness in personally driving me to the airport himself in his own car after the meeting was over.  The last time that we met was in Singapore when we both attended the World Bank Global Development Network in June 2000.  When I missed seeing him in the next GDN meeting in June 2001, I felt something was wrong.  Then soon after that we heard the bad news.

It is true that, throughout the years, we had branched out into other areas of interests and expertise, but for Ishak and I, poverty and income inequality always remain the most important areas that we talked about when we met, because these were the areas that helped us establish ourselves as regional researchers on poverty and income distribution.  I am quite sure that if Shari is still with us today, he would have continued to work in this area.  Not only that, I am quite sure that he will also support others to work in this area.  If Ishak is still with us today, he will pleased to know that I continue to work on this area of poverty and income inequality with Professor Rogayah, his successor, This lecture today is my humble dedication to the memory of my work with Ishak and his colleagues in Malaysia.

I. Trends in Income Distribution in Thailand

Along with Malaysia, Thailand must be considered on of the most successful countries in the world in terms of their records of economic growth and development in the past 40 years.  Since the launch of the first national economic development plan in 1961, Thai economy grew at the rates of 7.8, 6.7, and 7.9 per cent during the first three decade of its development, respectively.  Beginning in 1991, the growth slowed somewhat from its peak growth rate of 13.3 per cent in 1988, but still averaged about 8.7 per cent at the end of 1995.  This is where the bubble economy was at its most vulnerable stage, and finally burst in 1997 where the growth rate fell for the first time since 1961.  The economic slowdown reached its lowest point with the negative growth rate of minus 10.5 per cent in 1998 before recovering to 4.4 per cent in 1999 and 4.6 per cent in 2000.  The change of government at the beginning of 2001 saw a smaller growth rate in 2001 at 1.9 per cent, but the growth picked up quickly to 5.3 per cent in 2002, and 6.5 per cent in 2003.

Such growth has brought about an increase in average income across the board, and brought down the incidence of poverty.  The overall incidence of poverty in Thailand which was estimated at about 57 per cent in 1962/63 was subsequently and continuously brought down to 11.4 per cent in 1996, a year before the crisis, but went up to 13 per cent in 1998, and 14.2 per cent in 2000, before returning to 9.8 per cent in 2002.  The success in poverty reduction in Thailand has been unmistakable, and the increase in poverty incidence during the crisis must be considered a temporary exception or an aberration to the normal declining trend.  

However, the picture of income distribution in Thailand is less pleasing.  Starting in the early 1990s, the relationship between economic growth and income inequality in Thailand has exhibited a distinct Kuznets-type inverted U-shaped pattern, that is the income distribution of the country has become more unequal as the country grows.  The Gini coefficient of Thailand was estimated at 0.563 in 1962/63, increasing to 0.605 in 1975/76 in the first series of Gini coefficients estimation in Thailand.  Even when a new series of estimation was used, which resulted in the magnitude of the Gini coefficient becoming slightly lower (at 0.426 in 1975/76), the increasing trend of income inequality in Thailand during the 1970s and 1980s was unmistakable.  In fact, the income inequality kept growing until it had reached the highest level at 0.536 in 1992 (using the current estimation series which started in 1988).  From 1992 onward, the Gini coefficient started to fall.  This may look as if the Kuznets curve of Thailand has reached its peak in 1992 and begun to fall from this point onward.  The crisis of 1997 had brought about the reversal of this decline in income inequality.  The Gini coefficient went up to 0.525 in the year 2000 before falling back to 0.510 in 2002. 
  

Like the declining trend in poverty incidence which was disrupted briefly by the economic crisis, can this disruption in the fall of income inequality trend be construed also as a temporary exception or an aberration?  No one can say for certain on this.  It is possible that the Kuznets curve of Thailand does not have a single peak, but will have a series of fluctuating peaks before it will actually come down.  Granted that this may be true, then, it is possible that we will see, or can see, the Gini coefficient of Thailand moving up an down around the level of 1996 and 1998 for a few more years. 

What is more bothersome, however, is the fact that this general level of income inequality in such a fast growing economy like Thailand is too high.  It is too high when we compare with the situations in other countries of the same level of development.  It is too high when we consider the fact that the fast economic growth in the past has come as a result of basically market-based policy where the government did not intentionally distort its policy to favour the upper income classes, and indeed has both the policy and the money to help the less well off. 
  It is too high if we realise the fact that the current income and expenditure surveys are unlikely to capture the full extent of the true income of the top income classes.  The persistence of high income inequality has created a situation, not only that it is ‘unlovely’, but that it may lead to some undesirable situations more easily.  For example, it has been suggested that the crisis that started in Thailand in 1997 was in fact created by a handful of rich people who abused their newly gained wealth and income positions to engage in various unproductive or speculative economic activities to the detriment of the country’s future.  Development economists often look at growth with increasing inequality as low quality growth, even bad growth.  The idea of choosing to speak on this topic on Thailand is share with you some of the lessons that you might want to avoid in other places.

II. Explaining Thailand’s High Income Inequality

Trying to explain this high income inequality in Thailand is not easy.  For one thing, we may not be able to see, or know, the roots cause or causes of this high income inequality.  Even when we know many of these causes, we are not certain which causes are more important than the other.  Or even worse, we may mistakenly believe that some factors may be the cause or causes, which in fact they are not.  Therefore, even with great care, I venture to discuss the reasons for the high income inequality of Thailand with a sense of trepidation.  So, let me try.

I would like to group my explanations of the high income inequality in Thailand into four categories.  The first group of explanation concerns historical and institutional reasons or reasoning; the second group looks at overall development philosophy and implementation of Thailand; the third group investigates various sectoral policies having various barings and impacts on income distribution; and the fourth group discusses the relative lack of social protection measures in Thailand as a main cause.

(a) Historical and Institutional Considerations

The make-up of a present society can be the outcome of a long historical process whereby relative positions of different classes of people may remain undisturbed or relatively unchanged.  In the case of Thailand, the make-up of the Thai society has remained undisturbed for a long time because Thailand has never been colonised by any western or eastern powers.  In a way, this is good because the Thais were not forced to change according to the wishes of their colonial masters, but in a way, it is bad because such forced changes can be good if they remove weaknesses in the society.  

Among what could be considered bad as a result of these historical legacies in the case of Thailand is the continuation of feudalistic practices of land holding in this country.  Like many other countries in East Asia, Thailand adopted feudalistic system of governance since the time of King Boromatrailoknat in the 15th century A.D. where the king, who owned all the land, gave out different sizes of land to his officials of different ranks.  An official of a certain rank would be differentiated from others by the amount of land he would be able to hold (or given).  Farmers existed as serfs who worked on the land owned by their feudal lords or masters and paid their fiefs in the forms of corvee labour or farm produce.  To be rich in the ancient time, one needed to work in the government and rose up to landed class.  The concentration of land ownership among old government servants could be large.  

Although these feudalistic customs of granting land to government servants are no longer practised, the existence of landed class in Thailand could be very significant.  In 1932, Thailand had changed from absolute monarchy to constitutional monarchy, and a year later an attempt was made to institute land reform whereby ownership of unused land in excess of a given size would have to sell it to the government at market prices and receive payments in cash and long-term bonds.  This radical policy was defeated in the parliament, and the land reform issues were never discussed again in Thailand until 1975 during the period of democratic experiment.  Although the Agricultural Land Reform bill was enacted into law in 1975 with an aim similar to the 1933 Plan that is to redistribute land to those who needed it.  Again this law was never meaningfully enforced.  Property tax on land in Thailand was insignificant, and any attempts to strengthen it is always met with resistance from those with landed interest.  It is not far from the truth to say that the age of neo-feudalism still exists in Thailand at present.

While the wealth distribution based on land acquisition and ownership concentrates on the landed class of the people who were former government servants, another class of people had filled in the gap between these mandarin bureaucrats and farmers in the traditional Thai set up.  These are the class of middlemen, traders, merchants, entrepreneurs, bankers, construction contractors, and other service-related professions.  They were filled mainly by the Chinese in Thailand, especially the second and third generation Chinese who were born in Thailand of overseas Chinese parents.  Like many other countries in East Asia, the Thai government policy on overseas Chinese in Thailand in the postwar periods was to discriminate against them, to counter their influence on trade and businesses.  But on seeing that these overseas Chinese in Thailand are very adaptive and able, and on realising the futility of such discrimination policy, the Thai government made a 180 degree turn from discrimination to complete assimilation.  As a result of such policy turn-around, the Chinese in Thailand (now the Sino-Thai) are fully assimilated with indigenous Thais.  They now form part of the ‘middle class’ who runs economic and even political machinery of Thailand at present.  Any future policy on growth and equity must take into account the role of these middle-class people.

(b) Overall Growth and Development Policies in Thailand

Normally when a country embarks on its journey to economic development, it faces a series of questions concerning that path to development.  One is the question on what development procedure or philosophy to follow: capitalistic or socialistic or a mix of the two.  Then other questions may include: Who is to decide on such procedure?  What would be or should be the speed and tempo of such development?  Who would gain and lose or how the benefits and costs of development are shared among the people in the country?  And so on.  In a democratic political system, the first question will need to be answered politically through choices of politicians or political parties representing certain economic and political ideas.  The process may be long drawn out as everyone is involved in the choice or selection process.  But for Thailand, this was not a difficult question at all, as the country was run by a military dictator who decided the path of development on behalf of the whole population.  

In order that this event will not be looked upon only in bad lights, it should be mentioned that many have regarded this dictator, Field Marshall Sarit Thanarat, as the Benevolent Dictator who ushered in the new era of development to the Thai people. He had listened to a lot of advice from capable technocrats during his time, and put in place many rules, regulations and institutions that, undeniably, helped Thailand grow very fast after the launch of its First Plan.  On looking back, his doing, and undoing, could be a part of the reasons that can be used to explain the apparent trade-off between rapid growth and increasingly unequal distribution of income of the Thai people as the country grew.  

So, what was this general economic development policy put forth by Sarit, and what did it do?  Thailand was a low income, low growth economy at the end of the 1950s.  Close to 85 per cent of the total population were engaged in agriculture of which rice the major agricultural product.  Its main exports consisted of rice, rubber, teak and tin.  With the help of the World Bank in preparing its first national economic development plan, Thailand adopted market approach to economic development.  

Since its inception in 1961, Thailand’s National Economic (and later, Economic and Social) Development plan has played an important part in transforming Thailand from a poor, agrarian society to a middle-income newly industrialised country. 
  The Thai government has done this through a combination of private economic investment and expansion, with the government providing infrastructure support and certain investment incentives.  This is in keeping with the development thinking at the time when growth was the most obvious and probably the most important objective of economic development, and investment or capital formation is the most important means to that end.  No doubt, plans after plans concentrated on growth and economic expansion.  When growth slowed due to external and internal problems, the government would react to stabilise the economy so that growth returns in the shortest of time.  Therefore, the development experience of the Thai economy during first three decades has seen alternate emphases on growth and stability, with occasional concerns on other areas such as poverty alleviation, income inequality, energy shortage and environmental degradation thrown in, but the growth orientation of the national economic and social development plan was never in doubt.

Because of this general economic development policy, something has got to give.  And it was the agricultural sector that had to give for the development of the industrial and manufacturing sectors.  When the first National Development Plan was launched in 1961, Thailand was a typical agricultural economy where over 80 per cent of the population were engaged in agricultural activities with rice as a major crop for both domestic consumption and export.  The GDP share of agriculture then was about 30 per cent, whereas the share of industries and services were 20 and 50 per cent, respectively.  From this First Plan period onward, the relative importance of agriculture began to decline, slowly at first, but accelerated when the industrial and manufacturing sectors became more established in the 1980s and 1990s.  In 2000, for example, the GDP share of agriculture was 11.4 per cent, whereas that of industries and services were 43.1 and 45.5 per cent, respectively.  The share of the industrial sector exceeded that of the agricultural sector around 1984, signifying a fulfillment of conditions for a newly industrialised country.

But Thailand was far from industrialised country if one looks at its employment pattern.  In 1960, about 82.3 per cent of the Thai population were engaged in agriculture, whereas on 4.2 and 13.5 per cent were engaged in industries and services, respectively.  In 2000, still almost half of the Thai population (48.8 per cent) were still found in its agricultural sector, whereas 19.0 and 32.2 per cent were found in industrial and services sectors, respectively.  This alone is sufficient to illustrate the inequity between the agricultural and industrial and services sectors. 

The Thai economy has arrived at where it is today as a result of the combination of the efforts of the public and private sectors.  As mentioned earlier, the development philosophy of the Thai government was to depend on private initiatives for investment and production, with the government providing infrastructure and rules an regulations based mainly on free enterprise system.  The government did intervene in the market through investment promotions and industrial protection, but not to the extent that the role of the Thai government could be identified as a ‘developmental state’ where ‘picking the (industrial) winners’ is the norm rather than the exception.  Yet the orientation and attention towards the industrial sector as against the agricultural sector was clear.  The ‘exploitation’ of the Thai agricultural sector in the early phases of economic development, especially in the periods up to the early 1980s, was well documented and explained.  In other words, Thai economic development owes a lot to its agricultural sector in the early phases of its development.  The existence of the agricultural sector today, and what has been done to it in the past, explain a lot about the high income inequality we have seen today in the Thai economy.

(c) Some Sectoral Policies

From two major structural problems discussed above, we can see that income inequality in Thailand already was rooted very deeply in the historical past and the current institutional setup.  What I would like to suggest in the following are some of the sector policies that tend to have direct and obvious effects on the income distribution of Thailand at present.  I want to consider only two sectoral policies: educational policies and fiscal policies.

Educational Policies

That the level of literacy is already very high when Thailand launched its first National Development Plan is not to be disputed.  Since the postwar period, the government of Thailand had spent a lot of money on primary education.  Indeed, overall, the government budget that had gone to, and still goes to, education still constitutes the largest proportion of central government expenditure.  But it seems that there was little progress on education attainment of the Thai children beyond primary level.  Up until about 10 years ago, the enrolment of lower secondary school students among their age cohort was only less than 40 per cent, and upper secondary school students lower than 25 per cent.  This compares very badly with the situation in East Asian NIEs such as Korea or Taiwan.  Indeed, this level of secondary school enrolment was even worse than Indonesia or the Philippines.  It was only in the beginning of the 1990s that the government had realised this serious educational problem, and had put enormous efforts to increase secondary school enrolments.  Today, the lower secondary school enrolment stands at around 70 per cent, and the upper secondary school enrolment around 50 per cent.  This is still low by international standards, and this low level of educational attainment at the middle level is often cited as a cause of income inequality because a large proportion of the Thai population was unable to get modern jobs that require greater skills and knowledge that come with more years in the secondary schools.  

Fiscal Policies

Like many other developing countries, the tax systems of Thailand can be described as regressive, that is to say, the tax burden falls more on the lower income groups than the higher income groups.  It is true that the higher income groups pay larger taxes in absolute terms, but these taxes as a percentage of their total income are less than that of the lower income groups.  The post-tax income distribution necessarily worsens as a result.  It is also true that the expenditure of the Thai government is also regressive, that is it helps the lower income groups relatively more than the higher income groups.  If this is true, then, the twin regressive effects should cancel each other out and leaves the government a neutral bystander.  But this is unacceptable because one of the major functions of the government is to see to it that the society’s income distribution is fairly distributed to a certain or given degree.  The fact that the Thai government has always treated non-labour or unearned income more leniently or more preferentially than labour or earned income has caused a continuation of income and wealth concentration.  The relative lack of property taxes is another huge gap in government tax policies that contributes to persistent income inequality.  Thailand is the only country in East Asia that does not have an effective inheritance or gift tax that could help reduce intergenerational income and wealth concentration.  And on the expenditure side, while it should be mentioned that the spending laws of Thailand were quite conservative, which had helped Thailand avoid large public debts in the past, the government did not spend enough in the areas that should raise the income and welfare of the poor, and help reduce income disparities.  The situation is more or less reverse today, where the government is now spending like crazy, to the people.  But this is a different story, and it is doubtful that it could help reduce high income inequality.

(d) Social Protection Policies

In a market-oriented, free-enterprise economic system like Thailand, people are expected to look after their own welfare.  Generally speaking, in a perfectly competitive economy, people will be rewarded or remunerated according to the value added that they have put in or created in the economy.  The role of the state or government in this respect would be to maintain an open, fair and equal economic system and ensure that everyone knows his or her rights and duties in dealing with one another.  Often, however, the market fails to generate this fair and open economic system, and some people suffer from market imperfections, distortions and discriminations that resulted in poverty and inequity.  When this happens the government is partly to blame for this because it is its duties to correct these market failures and help those who could not help themselves.  The government may encourage the people to protect themselves socially by enrolling or participating in a privately-run or nationally-run social security system where the nature and amount of protection depends on the amount of contributions to the program.  Those who cannot participate in the system, or are left out of the two-way, quid pro quo, system will fall into the social assistance program of the government where the one-way, grant system will work.  The government may have a permanent social assistance system where its citizens are guaranteed a minimum level of well-being usually measured by the maintenance of a minimum income level, or an ad hoc social assistance system where help is provided on a temporary or case-by-case basis.  The ability of the government to provide a permanent social assistance system is often a reflection of its developed status whereas developing economies can only provide ad hoc social assistance system.

To put it bluntly, until recently, Thailand did not have an efficient or effective to speak about.  The two-way compulsory social security system became operational only about 10 years ago when the government passed a law requiring large firms to participate in the state-run social security system.  Now the firms of all sizes can be included, and the situation in other aspects of social welfare and social protection are much better.  But the present social security system which covers illness or death in and out of the work places, maternity leaves, disability and unemployment benefits only helps a small proportion of Thai workers the majority of whom are self-employed or own-account workers who are not covered by this system.  This lack of social protection means that whenever a person is in difficult, he or she cannot rely on the state of government for help.  He or she has to rely on their own families to help and support.  If the families are already poor, any calamities or catastrophic events such as severe illness, employment layoffs, accidents causing disabilities, are all likely to cause these families to sink further into troubles, exacerbating the already dire situations.  The elderly without someone in the family to look after, may be eligible to receive some monthly allowance from the government for subsistence, but the amount that the government gives (300 baht or about 30 ringit per month) is certainly not enough.  Apart from this assistance to the elderly, the present welfare system also provides for assistance to families with disabled members or with HIV/AIDS, and that’s all.  And the amount of financial assistance in this latter case is only 500 baht per person per month.  But instead of the present government policy trying to set up more and better targeted programs, it is more inclined to cast a wider net and give help to everyone, rich and poor.  This populist policy obviously very popular among the majority of the Thai population, who are likely to continue to support the current government, but the effectiveness of this social welfare and social protection policy in helping reducing income disparities throughout the land is questionable.  

III. Lessons To Be Learned from the Thai Case

From the above account, it is obvious that the economic development of Thailand represents a unique case that many other countries cannot replicate.  Yet, there are many things from the experience of Thailand that other countries can learn to adapt, or more specifically to avoid, in order to deal with their income distribution problems.  The good things about the Thai growth and development include the open market systems where the private sectors can compete competitively with one another, both within the country and with outside competitors, the reasonable rules of law that protect private entrepreneurs, the government leaders who are basically outward-looking and conversant with international economic outlooks and international or global competition, and capable and conservative fiscal bureaucracy that cares about fiscal propriety and fears fiscal insolvency.  These factors together explain the rapid growth of the economy.  And while these factors had also contributed to the meltdown of the economy several years ago, they were also responsible for the reasonably timely recovery from the crisis.  It is the prevalence of high income inequality that could be considered the single most important long-term problem for Thailand.  What can be learned from the case like this?

(a) The Emphasis on Pro-Poor Growth

Recently I have worked with a colleague of mine from the University of New South Wales in Sydney, Australia, who has developed a technique to separate the change in poverty incidence into growth effects and the income distribution effects.  In short, neutral growth, that is growth that does not worsen income distribution will always reduce poverty, but this reduction will be less if such growth has also brought about the worsening of the income distribution or the increase in income inequality.  True enough, on applying this technique to the poverty reduction in Thailand from 1988 to 2002, we have discovered that, for the most part, the growth in Thailand was not pro poor.  And the reason the poverty incidence in Thailand continues to fall is because the growth was large enough to overwhelm the negative effects of worsening income distribution.  No wonder during the crisis when growth fell and inequality increased, poverty also increased absolutely.  The message from this study is that in order to have a quality growth, the growth that will have full positive effects on poverty reduction must be pro-poor growth, that is growth that increases the income and welfare of the poor relatively more than that of the non-poor.  So, in general terms, any future economic policies anywhere that will affect both growth and inequity must face the question whether they benefit the poor relatively more than the non-poor to be qualified as a pro-poor growth.

(b) The Strengthening of the Agricultural Sector

The Thai growth was not pro-poor mainly because the agricultural sector of Thailand suffered from long years of exploitation by the state.  It may seem that the government had not neglected this sector throughout many decades of development as there were always government policies that deal with this sector.  But on close examination, we can see that at least two things happened.  One is that the proportion of government budget allocated to agricultural sector remained stagnant throughout these years.  In other words, while the size of agricultural budget may increase with the overall size of central government’s budget, the share of this budget going to agriculture had changed little.  More importantly, what the government has done to the agricultural sector often hurts rather than helps the farmers and the people who work in this sector.  For example, the government may promote the production of a certain crop that flops, or conduct a lot of agricultural research that has not been put to use.  The most serious mistake, if we could call our past experience that, was for the government to jump over the strengthening of the Thai agricultural sector through increased productivity and adaptability before moving on to industrialization.  Now the farmers in Thailand in the countryside have to fend for themselves through migration to cities to find work because there are not enough work or jobs to go around in the rural areas.  Only in the last few years that rural industrialization has shown some signs of success, and that may be because the costs of setting up factories and industries in cities have become so high that the industrial firms have no choice but to relocate to the countryside.  So, for those countries that are at the stage whereby the transformation from agrarian society to industrial society is taking shape, the strengthening of the agricultural sector must be in a high order of priority before it is moving on.

IV. Concluding Remarks

In this lecture, I have tried to discuss the pattern of economic growth of Thailand and its resultant income distribution.  I have shown that the fast growth in the last 40 years of economic development has brought about a drastic fall in the incidence of poverty in all regions of Thailand.  However, while the poverty was falling with the rise in the growth rate of GDP, the distribution of income of the Thai people had become more unequal.  The relationship between growth and income inequality fit well with the classic Kuznets curve which predicts the rising inequality as the economy expands.  In other words, the trade-off between growth and equity in the case of Thailand is very clear.  I have also tried to demonstrate that, indeed, the growth impact on poverty reduction was lessened by the incidence of high income inequality.  Had Thailand managed to achieve more equal income distribution during the periods leading up the economic crisis in 1997, the poverty reduction would have been greater, and perhaps the severity of the crisis would not be as much as it actually was.

I have then attempted to provide some answers to the questions: Why the rapid growth in the Thai economy had brought about increased income inequality.  We have looked at the historical and institutional reasons for such high inequity, and made a strong reference to the importance of land ownership and land reform issues, believing that the concentration of wealth through land ownership could be one of the major reasons for chronic income inequality.  I have also looked the overall development philosophy and strategies, the effects of some sectoral policies, and the lack of adequate social protection policies as major causes for high and sustained income inequality.  I have then suggested some lessons to be learned from the Thai case, including the promotion of pro-poor growth, the strengthening of the agricultural sector in the early stage to economic transformation, and the correction of the assets and wealth concentration.  

The policy recommendations based on the above situations are obvious.  The future growth must be pro-poor, or more pro-poor, if the faster and more sustainable poverty reduction is to be achieved.  To do that everyone involved in the decision making, the design, and implementation of development policies in Thailand must realise that equity issues are no longer to be relegated to policy of secondary importance.  Several traditional instruments to correct income inequality are already at the government disposal, be they tax and expenditure policies, and some more direct government intervention or safety net measures.  Perhaps a more important policy implication is not what policy instruments to be used to bring about greater income equality, but a necessary message that will startle our government leaders into action.  

Ten years ago, I wrote a paper on the rural poor in Thailand. 
 At the end of that study he had made a remark that once the government was strong enough, it should pay more attention to the provision of minimum guarantees for the welfare of the people and the problems of widening disparities in income distribution.  Once the welfare of the poorest group had received government help, poverty would no longer be a critical economic issue.  In its place, however, income inequality would need to be addressed.  This was a continuing issue that every government in Thailand must face.  What was said ten years ago is still valid today.  And what is valid in Thailand today, can also be valid in other countries in East and Southeast Asia.

� As the economic crisis had shown its effects in 1998, it was expected that this should also have negative effects on the income distribution of that year.  Instead, the Gini coefficient of 1998 stood at 0.511, lower than that of 1996.  This counter-intuitive result needs a serious explanation why it was so.  It is possible that the adjustments in income positions of the lower income groups were less severe in 1998 compared to the upper income groups in 1998, resulting in a relative improvement in income distribution (though the overall economic well-being had declined).  But in 2000, the lower income groups had found that their income positions had worsened more drastically while the upper income groups had managed to get back their lost income and economic welfare much more quickly, resulting in greater disparities in the final distribution.  Hence, a worsening Gini coefficient in 2000.


� This point may be challenged later.


� The 1st Plan was a 6-year plan covering the periods 1961 to 1967.  Subsequent plans were 5-year plans, including the current one, the 9th Plan, for 2002 to 2007.


� When 48.8 per cent of the employed people in agriculture contributes only 11.4 per cent of GDP, while 19 per cent of employed people in the industrial sector contributes 43.1 per cent, it is obvious that the productive return of workers in the industrial sector is much greater than that of the workers in the agricultural sector.  A simple productivity ratio between GDP and employment share in the agricultural sector was only 0.23 while that of the industrial sector was 2.27, almost a ten-time difference.


� Medhi Krongkaew in Medhi Krongkaew, Pranee Tinakorn, and Suphat Suphachalasai ‘Rural Poverty in Thailand: Policy Issues and Responses’, Asian Development Review, vol. 10, no. 1, 1992, pp. 199-225.
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