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The main purpose of thils study is to examine the
role of industrislization 1in the economic development of
underdeveloped countries with special reference to

Thailand.

Thailand's econony and her Infrastructure were

Immediately

o

seriously damaged by the Second World War.
after the end of the War the Government reconstructed the
infrastructure and restored foreign trade in order to make
the sconomy run.

As a matter of fact, Thailand is a predominantly
agricultural country and agricultural production still can
be increased by various possible means. However, the hign
rate of population growth, which Thailand 1s facing at
present, willl pose a problem for the agricultural sector in
absorbing the growiling labour force and in sustaining the
high level of per capita income. Industrializastion, with

higher productivity, will help to relieve the employment

vroblenm and contribute to the higher level of per capita

B The country may stimulate its industrislization by

laying down all the necessary infrastructure, by intro-

et
v
jon

ducing tax and tariff Iincentives, by promoting cottage a
small-scale industry, and by creating financial institutions

.

to provide the cepltal.
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sector in the econromic developnment o

period 1955-1965. The econony of Thailland had its first

of developnent during the early years of this

mnome

period. There had never been any econonic planning be

Cionael Zceonomic Development FPlan was started in
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1961, and covered the period 1961-1966
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largely upon a natural, lalissez-faire system. The enter-
prise of the population, coupled with a rich and undemand-

environment, has stimulated the production of a large

2

rice surnlus and other primary goods. Today, however, The
itional elenents of mnatural growth are losing
the fertile rice land hag been

hle teak forests have been cut and

regeneration will reguire decade

n

. Uncontrollied Lunmbering

by farmers end 1lllicit forest operators alike have Iincreased
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Purpose of the sStudy.

The purpose of This study is To dlscuss

industrialization and the role of goverwment 1
trialization of underdeveloped countries with

reference to Thalland.

2lso has necessitated government inter-

Xi

growth at
T be
the past.
step up the
{ econonic
g forest



CHAPTER I
ROLE OF GOVERNMENT IN ECONOMIC DEVELOPMENT

System of Economic Organization.

Prior to a discussion of the role of govermment in
the development process, it is advisable to consider the
ideological basis of economic organization, since the role
of government in economic development could assume different
forms under each system. As Buchanan sald:

There may be sharp contrasts in ownership and
control and also significant differences in the
distribution of income and wealth and in the system of
economic_incentives for supplying labour and risk-
capital.l

There are three possibilities of opinion of the
government according to its approaches to economic develop-
'ment.

1. Centralized planning.

‘2. Lalssez-falire.

3. Developing countries where there is "some"

planning and some degree of government intervention.

1., Centralized planning, in some cases 1t may mean

the philosophy of communist doctrine ( or totalitarianism)

1

Norman S. Buchanan and Howard C. Ellis, Approaches
to Economic Development (New York: The Twentieth Century
Ful’ld., Inc. ’ 1955 [] p. 680




in which the objectives of the whole economy are deter-
mined entirely by the command of the govermment. The main
goal of this poiicy is to maximize the rate of increase in
economic development without regard to the desires of the
population toward consumer goods. Consumption could be
kept within the level desired by rationing, therefore the
part of the national income left after the consumption,

can be converted to investment in capital goods. The State
may own almost all the means of production.

The problems of government appertaining to resources
are more in real terms rather than in money terms. Prices
and wages are set by the government.,2 From the character-
istics above, a government can have a balanced budget and
a stable currency within a closed economy.3 That the high
rate of growth in economic development in general and in
particular in industrialization can be achieved very
rapidly can be observed in Soviet Russia and Communist
China since the Second World War. However, the cost of
such development is the economic freedom of people--the
freedom of consumption cholices and the freedom of partic-

ipation in productive activity according to individual will.

2Stephen Enke, Economics for Development (Englewood
Cliffs, N. J.: Prentice-Hall, Inec., 1963), p. 536.

3Ibid.
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8
first\to demonstrate convincingly that government has not
only the ability but the responsibility to use its powers
to increase production, incomes and employment. HMoreover,
he argued that government can do this without violating
freedom or restraining competition. It can achieve more
prosperity by manipulating three main tools: tax policy,
credit policy and budget policy: Their use would have the
effect of strengthening private spending, investment and
production. However, the various roles of government can
be listed as follows:

1. Maintaining public services, law and order.

2. Influencing attitudes.

3. Shaping economic institutions.

4, 1Influencing the use of resources in more produc-
tive channels.,

S5« Influencing the distribution of income to avoid
extreme inequalities in income distribution.

6. HMaintaining a high level of employment.

7. To supplement private investment in certain
basic fields where--whatever the reasons--that activity
falls short of meeting the desired level.

To fulfill the above roles the government must
engage in these activities:

1. Creation of general conditions favourable to

economic development. In developing countries, due to the
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12
Low level of efficiency, "shortage of skills and

knowledge results in the limited capacity of their organ-
izational framework to absorb capital in productive invest-
ment.“17 Thus it constitutes a bottleneck and retards the
pace of economic development., Investment in social overhead
capital, therefore, can influence the use of resources--
either the human resources or other productive resources--
more productively, hence weakening the obstacles to economic
development,

A government also has to spend on public services,
either that which will contribute directly or imdirectly to
economic development--for example, national defence, law
and order, and the duty to supply money. Fallure to keep
the law and order; failure to avoid monetary chaos will
bring an instability of economy and political situation,
which will tend to hamper and seriously discourage private
investment.

2. Government civil service and organizations. To
attain the role, the government civil service at all levels
and regions must be in good coordination and cooperation,
lend all necessary help to the citizens, eliminate confusion

in procedure and 'red tape' as much as possible.

17
Hla Myint, The Economics of the Developing
Countries (New York: Frederick A. Praeger, 1965), pe. 173.



13
Particularly, more attention should be put on the rural
areas where the major population live and engage in produc-
tion and where the various facilities for economic develop-
ment are most lacking. In doing so, it is likely to
strengthen opportunity for rural peoples to increase their
productivity, and increase thelr income. Thus the increase
in their income tends to bring about equality of incone
between themselves and the urban dwellers. More fairer
income distribution will tend to increase effective demand
and aggregate consumption, thereby stimulating investment in
the industries so f‘avoured.18 Coupled with the services,
institutional building must be fostered. Various services.
cannot be done so effectively if there is a. lack of institu-
tions and equipment. These institutions, for example, are
co-operatives, irrigation stations, agricultural extension
service, banking, national planning board. Economic
development is based on a network of institutions and
assoclatlions of people of many different kinds. It is an
essential Jjob of the government to establish the right kind

of institutions or to provide the setting in which the

18 ,
) W. Brand, The Struggle for a Higher Standard of
Liging, (Illinois: The Free Press, 1958), p. 228,
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CHAPTER I1I

ECONOMIC STRUCTURE AND PROBLEMS

Situation at the End of the Second World War.

‘After the Second World War Thailand's foreign
exchange reserves were severely reduced. Therefore,
first there was the need to restore foreign trade which
had undergone considerable dislocation and strengthen
the country's balance of trade position which had deterior-
ated as a result of the war. Coupled with this was the
problem of fulfilling the obligations imposed by the Allies
for making avalilable quantities of rice at first freedof-
charge and later at low prices. Third, there was the
urgent need to repair the damage inflicted upon power
facilities, the Port of Bangkok, the railway system and
other means of communication. Overriding all these prob-
lems were the inflationary pressures which gathered
strength during the War through the heavy Japanese military
expenditure in Thailand and which become aggravated by heavy
government budget deficits after 1949 especially in 1952
(see table I).

There were two main phases of government strategy in
meeting these problems in the immediate post-war years.
These involved (1) foreign trade and foreign exchange

measures, and (2) measures to control rice exports.
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measures, resulted in a heavy drain on the central foreign
exchange reserves. The usual trade surplus was much

reduced and turned into a deficit in 1952 (see table T).

TABLE T

TOTAL VALUE OF TRADE AND MAJOR EXPORTS
(FILLIONS OF BAHT)

Merchandise Merchandise Balance of Major Exports
Year  Exports(fob) Imports(cif) Herchandise Rice  Rubber Tin
Trade
1950 4,833 L,648 + 185 2,253  1,3L7 381
1951 5,976 5,85l + 122 2,478 1,925 433
1952 L,735 5,678 - 943 2,703 Qg7 355
1953 L,558 6,017 -1,459 2,671 632 341
1954 L,510 6,671 -2,161 1,821 857 349
1955 6,521 7,289 - 768 2,632 1,705 L22
1956 7,480 7,562 - 82 3,086 1,859 507
1957 8,142 8,431 ~ 289 3,957 1,692 531
1958 6,LL6 8,215 -1,769 2,968 1,326 255
1959 7,560 8,988 -1,428 2,576 2,336 L3k
1960 8,614 9,562 - 948 2,570 2,579 539
1961 9,997 10,160 ~ 163 3,598 2,130 617
1962 9,529 11,348 -1,819 3,2L0 2,111 685
1063 9,676 12,655 ~2,979 3,477 1,902 7kl
196L 12,454 13,867 -1,413 L,h61 2,060 961

S0URCE: International Monetary Fund, International
inancial Statistic 1965/66 (Washington D. C., 1966},
. 252,

I
p
To safeguard the depleted gold and foreign exchange
reserves by using them onlvy for pavment of "essential®
consumption goods, the demand for which had been kept
unsatisfied during the war years, the government decided to
impose a system of comprehensive exchange contrecl. The

entire proceeds of a1l exports had to be turned over to the
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Population in
millions:

L5 .
LO ~

35 4 -7

- Predicted Growth

25 - k\\\
Past Growth

20 1

1055 157 150 161 163 165 167 160 171 173 175

FIGURE 1

POPULATION GROWTH OF THAILAND, 1955-1975
(RASED ON DATA FRCM TABLE TV)
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capital-output ratio (ICOR) of that country. Assuming the
incremental capital-output ratio (ICOR) in Thailand is 4:1,
which means that four units of net investment expenditures
yield one unit of output or that four per cent of national
income is required to be invested in order to obtain one
per cent increase in national income. If Thailand wants
to have at least a rate of increase of three per cent per
annum in its national income, it will have to undertake
investment equal to twelve per cent of national income
(assuming an ICOR of 4:1) merely to maintain the given
level of per capita income. Since ex post savings and ex
post investment are always equal, this would mean that at
least twelve per cent of national income must be saved
annually (assuming no foreign savings). Generally savings
is estimated to be about five to six per cent of national
income per year in underdeveloped countries or in a stagnant
econony where income per capita remains constant or declines.11
The rate of savings in Thalland is approximately ten per
cent of national income.12

If reliable information is available, both on the

capital-output ratio and on the amount of capital which can

11 . .
Charles P. Kindleberger, Economic Development, New
York: McGraw-Hill Book Company, Inc., 1958, p. 88.
12
A. Thammano, "Public Debt Management and Economic
Development in Thailand" (unpulbished Ph. D thesis, The
University of Oregon, Oregon, 1962). p. 17.
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be made available for investment out of domestic savings
and foreign aid, forelgn loans and foreign investment (if
available), it 1s possible to calculate the rate of growth
that the economy should be able to achieve by using the
formula.

AW/W = f{@— AL/L

Where AW/W i1s the rate of change in per capita
income, S/Y i1s the ratio of savings to national income
(local savings plus foreign savings), K/Y is capital out-
put ratio, and AL/L is the rate of change in population.

Assume that K/Y equals 4:1. The amount of domestic
savings plus foreign grants and foreign loans makes S/Y
equals to 12 Per cent. The rate of population growth

(AL/L) is 3 per cent.

Then A W/W . 12/100 _3/100
4/100

12/4 - 3
=0

There will be no increase in per capita income.
However, if population increases at a rate of two per cent,
per caplita income would rise at a rate of one per cent.
This also helps to explain that the lower growth rate of
population makes it easier to reach the increase in per
caplta income, hence improve the standard of living of the

people.
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The purpose of this chapter 1s to study the role of
industry in economic development. In order to illustrate
that industrialization is becomring more inportant for under-
developed countries the case for industrial development, the
concept of balanced growth, and the theory of economic
development with uvnlimited supplies of labour will be
discussed.

Although, this chapter attempts to show that indus-
trial development is necessary and can not be overlooked,
we must not make the mistake of regarding industry as more
important than agriculture Tfor most of the underdeveloped
countries are characterized by the rural nature of their
econony. Underdeveloped countries should not give first
priority to industrial development, on the other hand
agricultural development should be given the first priority.
The economic rationale behind this priority 1s that industry
needs a richer market for its products, therefore, develop-
ment of the agricultural sector will create That richer
market (more detasils will be discussed in the case for
industrial development and the concept of balanced growth).
Having mentioned the priority of economic develop-

ment in underdeveloped countries, we then can proceed to
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study the case for industrilal development.

The population of Thailand has expanded rapidly,l
especially in the agricultural areas. Such continued
increase will eventually place a straln on the existing
employment opportunities in the agricultural areas. Thus
Singer salid:

Dense population does indeed cause great poverty.
Since underdeveloped countriles are predominantly
primary producers, dense populations on limited areas
of land create a ialthusian _deterioration through the

Consequently other economic sectors have a respon-
sibility to provide employment for the growing population
of working age. Thus enmployment requirements have been
another reason why industrialization is an unavoidable need
from the view of Thalland's economilc development. Further-
more, because industrialization can help to stabilize
income, it is regarded in underdeveloped countries as a
remedy for economic problems such as low income level, low
employment and low output. Whether it acts as a supplement
to, or a partial replacement of, the production of raw

materials, industrialization contributes to stability

lpefer to Table IV.

ZHans We Singer, "Problems of Industrialization of
Underdeveloped Countries," International Sociasl Science
Bulletin, A Quarterly Bulletin Published by UNESCO,

Vol. &, No. 2, 1954, p. 221.
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because it involves a broadening of the country's economic
base. Although to diversify raw material production will
contribute to income stability, far greater stability will
be achleved by industrial development because it carries
diversification further, extending it into the area of
secondary production. Income stability becomes greater with
extension of diversification into the area of secondary
production because it facilitates the variance of the volume
of output by producers in response to changes in demand.

Industrial development not only stabilizes income; it
also helps to generate it. The reasons being:

l. With industrialization, more raw materials will
be demanded, which eventually will lead to a general
increase in the per capita income of the people in a region.

2. Production can sometimes be hampered by the lack
of market mechanisms in the underdeveloped countries,
Industrialization may help to provide efficient market
mechanisms.

An additional, and often hasically sound, argument
Tor industrialization is that it may improve the stability
of foreilgn exchange earning through diversification of
exports by the introduction of manufactured goods into the

normal export £1lows. -

“United Nations, Measures for the ZTconomic Develop-

ment in Underdeveloped Countries. (iew York: Department of

Economic and Social Affairs, 1951), o. 9.
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Purther, industrialization which allows the economic
production for domestic use of goods which would otherwise
be imported has as good a stabllizing effect; for this kind
of local manufacturing reduces demands on the country's
foreign exchange.

In order to support further the case for indus-
trialization we will discuss the concepts of "balanced

growth" and "development with an unlimited supply of labour.'

The Case for Industrial Development and the Concept of

Ralanced Growth.

¥Many econonists have accepted the proposition that
economic growth is a good thing and there is little doubt
about the fact that it is desired. MNoreover, all seem to
agsume that any geographic area, whatever its size or
resovrce and population endowment, is capable of economic
development. The fundamental problem in Thailand is similar
to all underdeveloped countries, namely, that productivity
is so low that the real national income of the inhabitants
on a per capita basis 1is less than one-quarter that of the
United States. Also, it seems to be agreed that the problem
of low productivity can be rectified by some amount of
capital accumulation in each geographic area. However, the
economy is locked in a "vicious circle'" in which the capital

ls neither supplied nor demanded, for as Nurkse has said:
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On the supply side, there 1is a small capacity to
save resulting from the low level of real incone.
The low real income 1s a reflectlion of the low
productivity, which in its turn is due largely to the
lack of capital. The lack of capital is due largely
to the small capacity to save. «.... On the demand
side, the inducement To investment may be low because
of the low purchasing power of the people, which is
due to their small real income, which again is due to
low productivity. «e.s.. The low level of productivity
is in itself due to the low level of capital employed
in the production process. Then the vicious circles
are complete.4

The problem we face is that of breaking out of this
viclous circle and establishing sustalned growth. HMany
econonmists including the United Natlons Hconomic Com-
mission For Asia and Far East support the doctrine of the
"Balanced Growth" theory, which they believe provides the
best solution for this dilemma of achleving sustained
growth in the underdeveloped countries, as 1illustrated by
their report:

Some degree of balance among the growth of the
different sectors must be maintained; if any of them
neglected, it may become 2 bottleneck to further
growth, as several countries in Tthe region have found
when they have put too great stress on either industry,

agriculture oxr overhead facilities to The detriment
of the others.

L

’Ragnar Nurkse, Problems of Capital Formation in
Underdeveloped Countries (New York: Oxford University
Press, 1953), p. 5.

5United Nations, FPormulating Industrial Develovnment
Programs, with special reference to Asia and the Far Zast,
(Bangkok: Zconomic Commission for Asia and the Far Zast,
19€1), pe 2.
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The term "balanced growth" can be found in three
different conbexts. These contexts may be distinguished
as the nontechnical context, the genersl technical context,
and the specific technilcal context.

1. In a nontechnical context the term 1is employed
to describe such concents as broadly based growth; growth
which diffuses its benefits widely among various classes;
and growth which entails very 1little disruption of the
social process.

2. In a general technical context, The term bal-
anced growth is often used to describe The balance between
ambitions, and the resources which are available to Ffulfil
then; or in a stricter sense, the balance between intended
savings and intended investment. If an investmnent employs
the resources avallable in such a way that inflation does
not occur, it is said to be balanced. (&4t times, however,
inflation may act as a stimulus to econonic activity, and
would then be desirable.)

3. 1In the context designated as a specific tech-
nical context, the term balanced growth refers to yet
another type of balance...that achieved between market size,

and the supply of capital. This concern with market-supply

GH.ﬁ. Singer, International Development: Growth and
Change (Wew York: McGraw-Hill Book Company, 1964),
pp. 39-40.
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belance 1is often a guestion of bhalance between different
sectors of the economy, for example, agriculture and indus-
Ttry. Another discussion which arises regarding market-
supply balance takes the form of an examination of the need
To create improvements which result in the more efficient
production methods which in turn create new markets.

These improvements can be achieved by the simultaneous
expansion of that economic infrastructure which is comprised
by health, transport, housing, education etc., as well as
by a more direct expansion... that of supplies of final
goods. These Iimprovements may also be achieved by broadly
based investment in production efficiency. In this case,
the infrastructure, external economies, and the total
supply of final goods exhibit simultaneous development, so
that increases in real income provide the necessary market
for the increased flow of final goods.

It 1s only with the specific technical sense of the
Term balanced growth that we are concerned in this treat-
ment of the subject. Let us, then, turn to a detailed
examinatlon of the doctrine of balanced growth in the
specifiic-technical context.

Rosenstein-Rodan was the first person who developed

this theory. 1In 1943 he published his ideas concerning the
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v

problem of Furopean reconstructlon alfter the war.! He
made two basic assumptlons: first, that a substantial
excess agrarian population existed and secondly, that the
optimum size of any enterprise requilred a sufficliently

large market area. He considered that there are two pos-
sible paths of industriaslization in Hurope; Tirst, a
vertical integration of a2ll eastern and south-eastern
Suropean industry which does not require substantial capital
asslistance from ocutside and secondly by taking the whole
area as one geographic unit assisted by outsilde capital
with the aim of developing a package of self-supporting
industry. The first was dlscarded as being too slow and
unreliable without substantial outside capital assistance.
contrast, the latter appears more advantageous in the

Iin

ense that 1t would result from industry's fundamental

9]

Tcomplenmentarity" whilch meant that the demand for the out-
put of the individual firm would be provided by the incomes
and material regquirements generated in 211l the other firms
in the unit.

The exanple cited by Rosenstein-Rodan is that of the

establishment of a shoe factory. This factory was

Zﬁosenstein—ﬁodan, "Problems of Industrislization of
Zastern & South-Lastern Europe,” The Bcononmics of Under-
development, ed. Agarwalas and Sing,{¥New York: Oxford
University Press, 1963), pp. 245-55.




established in a static and closed economy, and employed
one hundred workers who were formerly underemployed. The
wages of these workers would be designated as additional
income; however only a small portion of said income would
be used to purchase shoes. As there was no other source of
additional purchasing power, and as exporting was an impos-
sibility, there was no outlet for the remainder of the
output, so the shoe factory would fail.

According to Rosenstein-Rodan, however, this failure
would not occur 1f one hundred industrial and agricultural
enterprises of this type were established, with 10,000
rather than one hundred workers (as before these workers
would be formerly underemployed). These enterprises would
be created so that a variety of industrial consumer products
and foodstuffs could be produced and their productivity
level would of course be higher. Sach individval industry
provides a market for the products of the other industries.

Thus an additional Income would be created which
could be spent on the additional production, and thus the
success of the total investment would be assured.

In this case, the risk of not being able to sell the
output would be minimized and this would provide the initial
incentive to expand. Further incentives would be generated
dve to the firm's position as a growing firm in a growing

industry with its growing markets. Growth at a rapid rate



would be possible because the proposed Industry would
pernit entrepreneurs to take advantage of the "external
econonies’ available within the unit, but which would not
be available to individual firms because of the dlivergence

of Y"social marginal net product.”" As Rosenstelin-fodan

If the industrialization of internatilonal depressed
areas were to rely entirely on the normal incentive
of private entrepreneurs, the process would not only
be very nuch slower, the rate of investment smaller
and (conseqguently) the national income lower, but the
whole econgnic structure of the reglon would be
different.

1t should be noted that Rosenstein-Rodan was not
attempting to provide a general theory of economlc develop-
ment. He was referring specifically to an area in which
s framework of social over-head capital in the form of
railroads, canals, hydroelectric plants, universities, and

an industrial labour force already existed. Thus, it was

-

eft to Wurkse to provide a general theory of '"balanced

-

Towth."

6]

Hurkse proceeds on the assumptions that the domes-
tic market 1s limited due to mass poverty resulting from
low productivity, privaete investment is discouraged because
of the lack of a market, and conditions of less than

perfect competition exist. Additionally he assumes a gilven

o

®Ipid., pp. 250-1.



labour force egulpoed with an increasing stock of capital
a
and a great fund of unused technical knowledge.7
comes to the conclusion that "The solution seems To be a
belanced pattern of investment in a number of different
industries, so that people working more productively with
more capltal and improved technigues, become each other's
customers,”lo
In presenting the theory, Nurkse neither eliminates

forelgn trade nor relies upon 1t. 1t 1s inmplicit in the
theory that the balanced growth can take place leaving

=

existing forelgn

o
)
cf
ey

rade unchanged. The new industrial

production is to be domestically consumed. Uurkse said:

Je are in the classical world of Say's law. 1In
underdeveloped areas There ’s no deflationary gap
through excesslive gavings. roduction creates its
own denmand and:the size of bﬁb market depends on

the volume of production.ll
However, he makes a distinction between 'Vsocial

overhead capital’ and Y"direct investment!" in the goods

I e . .
7R. Nurkse, "Balanced Growth on Static Asumption',

Zoeonomic Journal, Vol. é6, June, 1965, pp. 365-367.

1Oua Murkse, "Balanced and Unbalanced Growth,!
Zouilibrium and Growth in the Jdorld Zconomy, ed. Harberler
and Stern (v@ﬂbIWdfe' Harvard University Press, 1961),
i@u 2"“!’70

. Nurkse, Problen of Capnital Formation in Under-

develovped ouqt ries (Mew York: Oxford University Press,
1953), pp. 3-9.
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producing industries. The function of government should
be to provide the social overhead capital within which the
balanced industrial unit can attain its full potential.
The "indivisibility" and "lumpy" nature of the large-scale
social investments, requires the infraestructure of an
economy to be built up shead of demand and, therefore,
government interference is warranted.

Therefore, it 1s apparent that the balanced growth
doctrine appliles only to the direct investment; as Nurkse
sald:

the casge for balanced growth 1s concerned with

establishing a pattern of mutually supporting invest-
ments over a faﬂou of industries wide enough to over-

come the frustration of isolated advance, 1in order

precisely to create a forward momentum of growth.

The particular factors that determine the optimun

pattern of diversification have to do with technology

physical conditions and other circumstances that Vulj

from country to country. There can be no standard

presceription of universal applicability.l?

In comparing Rosgenstein-Rodan's theory to that of

Hurkse it is to be noted that both assume limited suppliles
of foreign capital and the formation of a broadly based
industrial complex. Both of them presume an already well
developed infrastructure and existing but unused resources.

A minor difference is the assumption of a surplus pop-

ulation supply by hosenstein-Kodan and a fixed supply by

12 . 5
Nqurkse, B., "Balanced and Unbalanced Growth',

De 1T s Do 2520




Hurkse. The two writers agree that the existing agricul-

either by employing its previously unused resources or
increasing its productivity and, that, presumably, the
foodstuffs required by the new industrial workers would
exactly balance the demand created among the agrarian

population for the new industrial goods.

—

Having discussed the case for balanced growth, we

i

then come to the conclusion that it is unrealistic to
consider agricultural development and industrialization as
separate or conflicting. There is no simple choice bet-
ween developing either industry or agriculture; the two
sectors are interrelated and interdependent. Improvement
in the productivity of agriculture is one of the most
important means of promoting industrialization. AL the
same Time, agricultural improvements can not go very far
unless there is industrial development to take up the
released menpower and bto provide a solid technical bhase for
provision of the equipment and services essential for
modernized agriculture. In the short-run, the relationship
between agriculture and Industry may be competitive in the
sense That the assistance given by the State to one sector
of the economy may be at the expense of the other. But in
the long-run, which is of prime importance, it igs complemen-

tary. It has been demonstrated in the economic history of
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many industrialized countries that improvement in agricul-
ture Tostered and aided the evolution and growth of
industry. As Baver and Yamey said:

The leading industrialized countries of today were
once predoninantly agricultural, and economic his-
tories have traced the various ways in which a
prosperous and expanding agriculture formed the basis
for the current or subsequent establishment and
expansion of manufacturing.l3

If agriculture fails to provide food for growing

industrial and urban populations, then much-needed capital
will have to be spent on importing foodstuffs and develop=-
nent will be retarded. Conversely, if agriculture can
increase 1its productilon for export of primary raw materials,
then more foreisgn exchange is available to ald development
of the whole economy. A more prosperous agricultural
sector is also needed to provide a market for the products
of the new industries. AT the moment the poverty of
agriculturists, due to low productivity, and therefore the
smallness of The available market for manufactured goods
is probably the greatest hindrance to development. Any

improvement in agricultural productivity should act as a

stimulus to industrial development.

1 . . a - : -
3P.T. Baver and B.5. Yamey, The fconomics of Under-
developed Countries (New York: Oxford University Press,

1959), p. 235,
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. ii. Bostow, in discussing the preconditions for

P

industrislization, stresses The role of agriculture as a
supplier of food and materials, a market for industrial
products, and as a source of saving for The industrial

b L N . . .

sector. This important role of agriculture is further
illustrated by the following passage from a treatise by
the UN Department of Zconomic and Social Affairs:

The development of agriculture, simultaneously with,
if not in advance of, manufacturing is needed tTo
achieve steady economic progress and avoid structural
disequilibria which may later be the source of hard-
ship. Over-rapid and unbalanced growth of the indus-
trial sector, unaccompanied by complementary changes
in the agriculturael sector, may glve rise To phenomena
which in the long run are likely to retard economic
development--balance of payments difficulties,
inflation, excessive urbanization, the disruption of
accepted social patterns.lb

Hostow argues that rising real incomes 1in agricul-

ture, rooted in increased productivity, can act as an
important stimulus to new modern industrial sectors.
Gssentlially the same argument was made by Bukharin during

the industrialization debates 1n the Soviet Union during

the 1920's. He argued that improving the peasant economy

—Vd. W. Dostow, The Stages of Zconomic Growth
(Zngland: Cambridge University Press, 1962), pp. 22-24.

15. . T s PR

““United Nations, Process and Problens of Indus~
trislization in Underdeveloped Countries (New York:
Department of Economic and Social Affairs, 1955), p. 3.
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nd increasing the demand for industrial products could

: : : 16 . -
stimulate industrial advance. The Thal Government
envisages the same pattern of economic development.

Hence successful launching programs of industrial-
izatlon depends upon improvements that can be attained, the
lack of which would be likely to Jeopardize the success
of the new ventures. From this 1t follows that systematic
improvement (and therefore investment) in agriculture must
be a foremost Task of an underdeveloped country like
Thailand. The aim should be mutual self=-support between
these two sectors of the economy, whereby agriculture's
surplus population may be siphoned off into industry, as
agriculture, under the stimulus of great demand, becomes
more efficient and industry in Tturn raises the market for
agricultural products.

#urther, with reference to Tthe theory of halanced
development, 1t was the bitter lesson learned from the war
time shortage of goods and services that Thailand must be

industrialized, at least to the point of self-sufficiency

in a nunber of essential items in order to avoid repetition

,(‘
~“Alexander Arlic, The Soviet Industrialization
Debate, 1924-28 (Cambridge: Harvard University Press,
1960) 3 p“‘ ° 8"'230
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of such economic hardships. 1In addition, self-sufficient

17

development is importent for econonmic independence.

Priorities and the Problem of Balanced Growth.

The aim of all developnment nust be to guarantee that
the uvtilization of existing resources is directed toward
the achilevement of desired objectives. Development policy
should therefore be decided by the nature of the goals and
objectives set. Some such objectives are elimination of
unemployment, growth of per capita income, achievement of
balance of payments equilibrium etc. As all or most of
these objectives are necessary to the desired development,

the criterion for the establishment of economic policies

must be the comparative importance of the above objectives,

gliven the structure and systen of values of the specific

country dealt with.
A systen of priorities within this list of desired

objectives, must be established, for as a general rule the

C

resources which are available for development (especially
capital for investment) are not sufficient for the simults-

neous attalinment of all of the major goals set.

17
Simon Xuznets and Joseph J. Spengler, Zcononmic
Growth: BZrazil, Indils and Javan (Durham, W.C.: Duke

University Press, 1955), p. 65.
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In Thailand priorities are established within the

=

framework of comprehensilve development plans, and con-
stitute an essential part of the Mational Zconomic Develop-
mnent Plan.

Tt is a basic principle of rational development
policy Lo ensure the most effective use of existing
resources, particularly those in short supply (e.g.,
capital). However, as has been pointed out by Higgins:

"7t would be a mistake to choose priorities for investment
only on the basis of the lowest possible increuental

. . . - 118
capital-output ratios (ICOR = I /Y¥)."

Aather, one should
always select the investment yielding the maximum output
for the minumum outlay. The capltal-output ratio is use-

=4

ar too many gqualifications to be used as the sole

LELs Y

to
criterion in investment decisions.

#irst, it is very difficult to measure capital-
oubput ratiocs accurately; these ratlos only become reliable
if “the data has been available over a long period. This
ig not likely to be the case in underdeveloped countries,

due to statistical difficulties in computing both invest-

ment and output.

18 e e es s . . -
“TEenjanin Higgln Beononic Development: Probleums,

s,
Principles and Policies (Wew York: W.W. Horton & Company,
Inc., 1959), pp. 6L3-ChL.
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ship between cutput and investment is usually dubious. As
Professor ITverett Hagen has pointed out:

tleasurenent of ICOR for any given country involves

obtaining conceptually comparable wealth estimates for
at least two different dates, income estimates for the
ame davtes, and calculating the ratio between the
increment in capital and that in income. The dates
must be far enough apart in time so that the probable
margin of error in the estimate of capital and income
at each date 1s small relative to the increment

between the dates. But long income series are-availsble
for only a relatively few countries., Measurements of
the aggregate capital stock of various countries are
even less common, and are imprecise. For these reasons
the number of countries is smell indeed for which the
necessary set of estimates can be made without a
Teeling that The statistical margin of error present

renders the conclusion very doubtful.l9

Secondly, this ratio does not take into considera-
tion the duration of the investment, (i.e., the length of
time dvring which invested capital can be counted upon to
stay productive). Therefore, the time it takes for a unit
of equipment to become obsolete is an important factor.
If it wears out in five years and has to be replaced, it is
naturally a less profitable investment than another unit
of equipment which (although its capital output ratio may

be higher) can be expected to continue to function for

another twenty years. For instance, the creation of social

_‘l ® 6)4’2—}*!”30

19, .
“Ibid., 1
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overhead capital or infrastructure will inevitably involve
a very great expenditure of capital, with capital-output

. 20
any economic system.

ratios highes
The results of such investments are not 1likely to

oive discernible short term returns, but in the long run

they will have more than offset the original cost.

in underdeveloped countriles these soclal overheads

are necessary to further industrial growth, regardless of

heir exact capital-outout ratios (which are usually high).

ct
}..J
H

There is, however, practically no way to measure the output
of social overhead (such as dams and roads) with any degree
of exactitude.

As the capiltal-output ratio does not take into
accounts the influence of such additional factors as time
duration, it cannot be used as the sole criterion for the
establishment of a development program. However, in view
of the fact that capital availablility is of prime import-

ance in econonic development, the capital-output ratio does

20g35811v e Ieo wief, Studies of the Structure of
American Zconony (Hew York: Oxford UﬂlvefSWLJ Press, 1953),
De 219,

I'he studies show that transportation, communications
and public uvtilities Tend to have the highest capital-
output retlos, nezt come the extractive industries--
sgriculture, and Tishing--and the processimw of
mineral products, including iron and steel; finally conm
all the other industries including constructlion and
transportation equipnent.
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The maxinizing of the Zoclel Marglinal Productivity
would sexyve as a betbter criterion. The social marginal

category of invegtnment (the criterion
by which regources are allocated in the meanner most con-
ducive to high productivity) must be established on the

£ equilibriunm or "shadow prices," a concept

emphasized by Jan Tinkerzen in his book, "The Degiagn of

]

‘.._h

Developnent! who calls them "accounting prices.! The price
nust also account for 11 the direct and Indirect factors
of cogt and yields. As & matter of fact socisl margin
productivity is the criteria put forward by A.5. dahn.
According to this, one should try to maximize the soclal
marginal productivity of capltal. The objective of this
criterion, is the maximization of oubput not jJust in fields
in which we are Investing but for the economy as a whole.

Although rising industrial developnment and agricul-

)
y

®

tural productivity certainly contribute, both to eack
other, and (a necessary corollary) to overall econonic
growth, it is still extrenmely difficult to establish prior-

ities. for while balancing of agriculture and industrial
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development would seem a simple enough solution, in
realllfy, there iz elways, in all underdevel L countries
Che problem of limited resources, egpecially capital
TeSOUTCESs if allocation of these resgources is based on
the criterion of balance they may become so thinly spread
that they do not reach those certain ninimunm levels which
"8t be exceeded 1n order that income and productivity be
raised To any significant degree. As Singer writes:

The advantages of multiple development may make
jmterestiﬂﬂ reading for economists, bub they are gloony

news indeed forxr the undefjaveWODbd countries. The
initial resources for Slmu7tameous developnents on
nany fronts are generally lacking.<2

Therefore, 1t is impossible to avoid formulating
policies which encourage (at least in the short-run) rather
quite different rates of development in, for exanmple,
agricultural and industrial sectors. Nonetheless, some
consideration of bhalance is unavoidable in the sense of
"the minimizing of the waste of productive resources that
results when one sector of the economy acts for an unneces-
sarily long time as the effective limiting factor (bottle-

. o o 23
1eck) on the growth of other sectors.<”

22 s / - . - ..
~3A,u. Hirshman, The Strategy of sconomic Development

(London: Yale University Press, 1953), D. 53.

~
23& sley J. Coale and &dger 1. Hoover, Population
Growth and Zconomic Develovpment An Low 1ﬂcome Countries
rsey: Princeton University Press, 1953), De 119,

‘i

f 1
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Therefore, although at a2 flrst exanination the
principle of bhalanced agricultural and iandustrial develop-
ment would appear guite feasible, closer examination will
reveal the difficulty of executing it, especilally within
those countries whose ainm is the launching, rather-than

the sustaining of economic growth. A cholce is necessary

in any given developnent plan, the major objective of which
is the concentration of 1limited resources on those strategic
investments which will remove the restrictive bottlenecks

o
L

he gituation at home. Hconomists, adnitting their

o+

o}
cholce, divide into two groups regarding thelr opinion on
Che relative emphasls due to agricultural and industrial
investment. A; 2. Hahn, Jacob Viner, Coale and Hoover are
included in the group which contends that efforts to
increase Tood supply are of primary importance because of
the high demand and great need for additional food or
because the highest marginal socilal productivity of capital

lies in agriculture since agriculture is the largest sector

. . . 24
and employs the bilggest percentage of population. Thus

Coale and Hoover conclude for India that:

very substantial progress in that most backward part
of the economy (agriculture) is a prereguisite to
successiul development of the economy as a whole: and

S

2. - . - .
‘Harvey Lelibenstein, Icononic Backwardness and
sconomic Growth (Vew York: John wWiley, 1957), p. 261.
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that if one sector limits the growth of the other, it
is more likely to be a case of agricultural growth
limiting nonagricultural than vice versa.?

Within the second group are found several (such as
Albert Hirshman and Higgins) who, although they acknowledge
that it is necessary to ralse agricultural productivity,
conclude that only by giving top priority To the industrial-~
ization program can this be achlieved. Higgins argues for
this position that cunmulative improvement in agricultural
productivity can only be achileved through a public policy
which is designed to make labour comparatively scarce in
agriculture by simultaneously shifting to a more mechanized
and larger-scale sgriculture, and encouraging a rapid
industrialization rate. While acknowledging that this type
of policy demands heavy investment in both sectorsg--
industrial and agricultural--he also warns of the pitfalls
encountered when a country has no agricultural revolution,
and wnen the agricultural sector is neglected. Even so,

liggins' position requires a necessary emphasis on indus-

et
4o}

trialization, for without it, farm mechanization and the

absorption of surplus farm labour would not occur.
The points of view of the two groups are not

opposite, yet the position of the second group seems more

5 - .
Coale and Hoover, op. cit., p. 120,

il by
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open to attack; especlally if it is intended to apply in
the short run econonic planning of a country with an
agricultural structure and a high rate of population growth
like that of Thailand.

To be sure, it is highly improbable that any under-
developed country can afford, at any stage, to concentrate

its investments in the area of either agricultural

=y

all o
or industrial development. However, a shift of emphasis
from agricultural to industrial development only becomes
practicable when the agricultural sector has been able to
achileve and sustain a reliable surplus, or has at least
succeeded in reducing the food deficit to a magnitude which
expanding non-food nmight be expected to cover in the near
future. A report of the second group of experts on
programning technigues suggests that:

While emphasizing the importance of industry,
sssssss, We do mnot intend to imply any general priority
for its development over agriculture or other sectors
of the economy. The best composition of output is

determined by natural resources, the composition of
demand, and the country's trading opportunities.2

P

ZOUnited Netions, Formulating Industrial Develovpument
Programs, with special reference to Asle and the Far Zast
(Bangkok: Zconomic Commigsion For Asia end the Far Zast,
1961), ». 2.
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Hany underdeveloped countries such as Indonesia,
India and China are characterized by population pressure.
Zven though this case has not occurred in Thailand, however,
with the high rate of population increase it is worthwhile
to study the theory of Lewis' model. The purpose of
developing Lewls' model is to show that if a country has
severe population pressure on land, the way to solve this
problem 1is through the industrial sector. Development in
The industrial sector helps to release workers from the
agricultural sector which is overcrowded. This study will
proceed at Tirst to the study of the pure theory of Lewis!
model, and finally to the case of unlimited supplies of
labour with reference to Thailand.
For We. A. Lewis, a country with an unlimited supply
of labour is one where:
population is so large relative to capital and
natural resources, that there are large sectors of the
econonmy where tThe marginal productivity of labour is
negligible, zero, or even negative.<!

Therefore, the wage in these sectors is a subsistence

wage. The supply of uncgkilled labour is unlimited but the

m.. - - — . ey - - . - . .
27y, A. Lewls, "Zcononmic Developnent with Unlimited
Supplies of Labour, Studies in Zconomic Development,
ed. Bernard Okum & W. Richardson (lew York: rolt, &inehart

and Jinston, Inc., 1962), p. 281,
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supply of skilled labour can be limited owing to the
linmited scope of gpecific kinds of training.

Lewis postulates a dual economy with the following
characteristics:

1. A subsistence sector with such a large labour
ty of labour 1s zero or
negative (see figure 2). 1In thils sector, output per person
is lower than 1in the pitalist sector, because 1t 1is not
fructified by capital.

Wherever there is excess population, we nmust infer

that the marginal product is below average product. If the
population expands, the average level of consumption will
rop, because the additional labour contributes less than
the average worker has previously contributed and the
average product per worker 1is lowered.

The relationship which exists between total product
and total population 1is demonstrated in Figure 2. The

slope of the vector from the origin to any point on the
curve reflects the average product per head. 1t reaches
the meximunm at A (here the angle AQ0L is largest) and after

da

this point it declines with further Increase 1in population.

™

At B, the marginal product becomes zero (at B the average

may still be substantial).

product measured by ang
The merginal product will become negative and The average

product continue To be reduced if population increases

P - 3 T
beyond .
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2. A capital sector with the expansion potential

iy ital (capital widening) and enploying

or creatiling neyw ca

o]

more labour out of the profits it gains.

Let us now examine the relationship which exists
between the two sectors. As the capitalist sector expands,
workers will be drawn from the subsistence sector. The
wage rate pald for each additional labourer employed from
the subsilstence =ecltor is determined basically by the
ninimum reguirement for subsistence, which may equal the
average product per man 1in subsistence agriculture. If the
real wage in nonagricultural industry is not (at least)
equal to the average product on the land, the peasant farmer
will have no inducement to leave his family farm. In opder
to attract the surplus labour, Lewls suggests an additional

wage of some 30 per cent in the nonagricultural sector.



The process of econocnic expansion. The use made of

is the most inmportant single element in

i
o
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capitalist surpl
this process. If this surplus is reinvested in order to

create new capital, the capitalist sector will become

o

larger, so that a greater number of people are removed fFron

This in

o

cl
}ﬁ_

the subsistence sector into capitalist employmen

°

-,

turn nakes the surplus even larger, so that even more

capital is formed and so the process continues until the
2

@8]

absorption of surplus labour is complete.
During the first stage, when output per worker in
The capitalist sector is higher than wages per worker,

entrepreneurs enjoy a surplus which they save and invest.

2
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figure 3 i1llustrates the process of the Lewils iodel,
whereln 035 represents the subsistence earnings, OW  the
current real wage rate in the capitalist secltor, WE the
pverfectly elastlic supply of lsbour, and ¥ 107,550 ete.,

the marginal productivity schedule of labour. Assuning

an initilial fizxed anount of capital, and assuning that

profit maximizatlon occurs where the marginal productivity
of labour equals the current real wage rate, then initially,
the amount of labour employed is OLq.

The surplus labour earns what it can in the sub-
sistence sector. The total produvct N PL70 is comprised of
wages (OWPL l) and profits, or the capiltalist's surplus
(WPNq) .

The process of expension is as follows: Reinvest-
ment of the initial surplus (HPEl) increases the amount of

Cixed capitel, and with technological improvement, thereby

he schedule of the marginal productivity of labour

~
o
-
[}
}_J-
3
ct

to, say, lpDp, and the demand for labour to OL,. The

29

expansion continues in this way.
To Lewis, profit constitutes the major source of
savings, so an increase 1n capitalist profit is an integral

e

and necessary part of this process. Ixpansion of the

29,
“Gerald

Sconomics (17

. lleler, Leading Issues in Developnent
Oxford University Press, 1964), ». 36.
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Lewls, op. ¢it., p. 290
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n ancient times reguired
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T aems

ve tools.

Therefore, 1f a community lacks capital, and if

there are unutilized resources available which can b

.
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to creating capitel, this step should be taken even thoug!

[}

itate The
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it means that money mnust be created to facil

Q

financing of extra employment. Thils process does not

involve & decreage 1in other output while the new capltal

just

which caused the use were Tinanced not by credlt creation,

but out of profits. The distinction between capital
financed by profit, and that financed by credilt 1is 1in the
immediate effect on prices and on income distribution,

rether Than in final effect on output.

fhe effect on price. A rise in price will occur

when the surplus labour is put to capital formation fin-
anced by new noney, because the amount of money increases,

while the output of consumer goods remalns constant for the

[

ime being. The fixed amount of consumer goods will be
distributed to the newly employed workers. The oubtput of
]

consumer goods 1s reduced in the neo-classical model, and

is forced to save. The

therefore the wh

output of consuner goods is not reduced in this nodel--

were is a forced redistribution of inconme, bubt not forced

=



The effect on distribution of income. The process

of inflation need not continue forever, it comes To an end

Ju

when voluntary savings increase To & po

i
egual the Inflated level of investmemtAB' The capitalists

nt at which they

b)

{
H

zet back the wnew money used to finance capitel forn-

ation, in the next round, in the form of a profit incresase.

?
Thus in a very short time profits, voluntary savings and
capital formation can be ralised to any desired level.

Jince the increase in profits will go to the capitalist

al national income received by other
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The effect of government financing. In this section

we willl examine the effect of governmental inflation-

financed caplital formation.

he money which the govermnment

spends will be regained in the form of taxes: the larger

the government's share of marginal incomes, the larger the

amount it will regain, and the faster its gain the smaller

{_lc
o

~

the effect on prices.”” Conversely, if the government gets
beck legss the price level will rise even higher. finally
however, when the output of products 1s increased, prices

i

7111 fall or cease to rise. Therefore, only when a
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government has assured itself that a large portion of the
increase in money income can be regained by itself, should
it comnsider deficit financing.

dae

A second point is that, from the viewpoint of

Lele

tal formation the ideal situation is that in which

O

ap

surplus money gets into the hands of those persons who will

reinvest it productively. Only one class--the industrialist

calss, can be depended upon to reinvest its profits produc-
. 3k o . . .

tively, and even this class may fail, in some instances,

to do so. The effect which an inflation will have on

secondary capital formation therefore depends firstly on

the size of the industrial class and secondly on whether

the majority of the benefit goes to this class. 1If s

country's industrial class is small, inflation will merely

result in speculation in commodities and land, and in the

hoarding of foreign exchange.

The final point to be noted is that of the relation-
ship between capital and output. If it is intended that
capital formation be financed by creation of credit, the
best objectives are those which yield = large income in a
short time. For example one would be ill-advised to use
credit creation to finance the building of a school; rather

it should be used to finance sonething which would give a
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guicker return, e.z., some agricultural programs such &as
fertilizers, water supplies or industrial plants, etc.

In summary, this model assumes an unlimited supply
of labour in the subsistence sector in which the marginal
productivity of labour is zero or negative. It means that
a certain number of labourers can be removed from the
subsistence sector without any adverse effect on the total
production in this sector.

The average subsistence real income in the agricul-
tural sector is given, and go also 1s the real wage in the
capitalist sector. It is not possible, by inflation or
otherwise, to reach a new equilibrium in which the
capitalist surplus has increased at the expense of elther
of these. If, therefore, the capitalists begin to {inance
capital formatlion out of credit, they lower the share of
others in GNF because a large part of the increase in
national income will go to them in the form of profit.
HJages would then be chasging prices continuously but for
the fact that, since output is growing all the time,
profits can be growing all the time without real income of
others being reduced absolutely. Hence the part of the
investunent which 1is financed out of credit 1s diminishing
all the time, until eguilibrium 1is reached.

llore invegtment implies more labour drawn from the

subsistence into the caplitalist sector. The second stage

ON
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is characterized by higher wage rates (because there are

no more unlimited supplies of labour; 1in other words,
supply function of labour becomes less Than perfectly

elastic); the higher ratio of capital to labour employed

;
in the capitalist sector and a total capital stock that

accunulates will increase so long as the capitalist sector
grows. During this stage when capital catches up with the
labour supply profits and wage rates are determined by the

relative marginal vroductivities of the aggregate stock of
£ o <o

capital and labour in the capitalist sector. As Viner

said:

Real wages do not stay constant beyond this point;
instead they rise as capltal formation occurs. Thus
the share of profits in the national income need not
continue to increase, and investment no longer grows
relative to the national incone.~

The Case of Unlimited Supplies of Labour and Thailand.

Thailand is not yet considered to be over populated.
With a total population of 30 million and an area of
514,000 square kilometres, the density is 58 persons per
square kilometre. The absence of any serious pressure of
population on the land 1s reflected in the availability of

A

a considerable amount of surplus rice and agricultural

A
35%cerald . lleier, Leading Issues in Development
Teonomics . (Vew York: Oxford Unlversity Press, 1964), p. 36.
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exports. Agricultural production could be increased by
extending the area of cultivation, irrigation, new tech-
nigues of production, fertilizers, etc. With more export
of agricultural products The country can earn more foreign
exchange, which it needs to finance the import of capital
zoods. PFrom the point of view that Thailland is not
considered to be a labour surplus economy, and that
agricultural production can be increased, industrialization

.

is not an urgent need and agriculture should have tThe first
priority to develop. An increase 1in agricultural produc-
tion, besides helping to increase natilonal income and
earning of foreign exchange, can also help to stimulate

the development of the industrial sector. If the indus-
trial sector produces no food, 1ts expansion increases the
demand for food, raises the price of food in terms of
industrial products, and so reduces profits to the indus-
trislists. This is one of the senses in which industrial-
ization is dependent upon agricultural improvement; it 1is
not profitable to produce a growing volume of manufactures
unless agricultural production is growing simultaneously.
Thig is also why industrial and agrarian revolutlons always
go together, and why economies in which agriculture 1s
stagnant do not show industrial development.

Although it is very reasonable for agriculture to

heve first priority for development, Thailand should not
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neglect industrial development. What 1is reguired 1is a
growing agricultural sector which can encourage and support
the development of a viable industrial sector. If substan~
tial improvements in the productivity of the agricultural
sector are considered desirable, Thailand must take
advantage of the modern capital-intensive technologies
available for agricultural production from the developed
nations of the world. From the standpoint of the labour
guestion, the adoption of these modern technigues would
regsult in the release of a considerable number of workers
from the agricultural sector (which accounts for 80 per
cent of the population). In future also there will be a
need for an expanding industrial sector to absorb a growing
labour force unless the present high rate of population
growth in Thailand (3 per cent per annum) is reduced.
Industrialization then, while perhaps not urgently
required at this moment, becomes an important, in fact
crucial, consideration in the long run. However, in view
of the econonic, social and political disruption which has
historically accompanied the development of an industrial

sector, there is a need in & country such as Thalland for

9]

proper recognition of these facts, when development plan
are conceived, with initial steps being taken Tar in advance
of the physical comnlitments assoclated with industrial-

ization.
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hdecources Fase.

Zeonomic prospects of a country cannot be gauzed
solely by cataloguing its known natural resources.
Eut resources in themselves are valueless unless the ey
harmonize with a complex network of other economic and
00“1&1 factorse.s... It is certainly wrong to dismiss

the resource (including energy) base as unimportant ;
while not determining whether or not industry shall

exlist, 1t does exert an influence upon the character
and intensity of any development that may occur.l

=

=
et

1le value of an economic resource is dependent upon

b

the terms of availability of the requisite complementa Ty
Tactors of production, as well as upon the strength of the
market demand for its products. In other words, the
physical gualities and the technical efficiency of a
resource are not the sole criteria of its value--rather the
environment of a resource, comprised in part by a network
of market influences, present and future, confers value
upon it. Thus resource values are inter-dependent, and it
is both misleading and somewhatb arbitrary to treat partic-

ular resources, or categories of resources, as though they

G

were isolated. Wational resources are reatly influenced

g2

1. - = e . - s . s e

“Alan Z. lount joy, Industrialization and Under-
developed Countries (London: Hubtchinson & CO. Ltd., 1963),
De 120,
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ate of Ttechnology, the policies

T

)

by such factors as the s

P

of the government and 1ts efficiency, methods of organiza-

tion or production and the general organlization of the

=

herefore be dealt with 1In a co-ordinated

cf

society; and must

)

Cilization planned for
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manmer, and thelr invectigation

ments. An important factor determining
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the possible rate of growth of an economy is this necessary
study of resources, and the establishment of possibilities
before needs actually arice.

datural resources give Thalland a large potential
for agricultural and industrilal producstion and theilr rapid
developnment is an essential condition for the achievement
of a self~-reliant and self-sustalined economy over the next
two or three plan periods. Horeover, for balanced develop-
ment it 1s necessary to assess availabilities, reguirements
and possiblilities in relation to each of the principal
regions within the country.

Thel industry, like agriculture, is striking in its
development and diversity. In part this can be attributed

o the broad base of domestic raw materials and manpower

ck

resourcese.

1. Haw materials. Thalland is an important producer

of numerous industrial raw materials, some of which are
currently exported in considerable voluen. Some other

industrial materials, now in more limited supoly,
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particularly agriculture and forest products, could be
vroduced readily as the incentive for an increased demand

the country. Conversely, however, some

p.l
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raw materials of importance in industrial developnent,
particularly in the fleld of metals and ninerals, have so
far not been found in Thailand and must be imported.

Agricultural products of interest which are actually
or potentially available in volume for industrial process-
ing Inclvude rubber; oilseeds of many kinds for both edible
and Industrial oills, numerous fibres including jute, kenaf,
cotton, and kapok; corn, tapioca, sugar-cane and a great
varlety of fruits and vegetables in large volune.

S
L

The Gulf of Thailland and the Indian Ocean offer
fishing grounds both of which may have a potential for
Turther exploration and developnment, particularly through
the use of larger boats and nore adequate eguipment, gear
and technical facilities now gradually coning into use in
deep sea fishing. Because of its great size and many
varieties of fish, the Indian Ocean undoubtedly offers
reater potential in this respect. Traditional in-shore
methods are used for the most part in the Gulf of Thailand
and thege are barely able to satisfy the nation's domestic

It 1s estimated that forests cover over 50 per cent

of the area of Thalland, and forest products have been of



considerable importance in the economy. The country is

self-gufficient in the production of lumber and exports
considerable quantities thereof, the most important type

heing teak. There are various other hard and soft woods

1

bamboo, and rattan, in substantial guantities, though o

=y

ered. Overcubtting without reforestation and

dA

widely scat
other wasteful practices have reduced availab le supplies

Tn some areas, however, conservation programmes of the

o

covernment are now in progress for the purpose of correct
this situation and developing forest resources. Such pr

arammes, including specific plantation planting of sonme

\C

9

) -

)

ten

species should provide wood, pulp material and other forest

products for potentilal industrial uses.

~

2. Human resources. Suman resources are one of

,,3

crucially important factors in the process of economic

development, for in the Tinal analysils, the success or

the

failure of a development program hinges on the avallabllit
of the people who plan, perceive and execube investment
decislions.

Phe human factor is very important in that 1t 1is
necessary to complement the supply of capital. Capital,
often called the key to developnent Tor underdeveloped
countries, cennot itself create development, but nmust be
suided by humans. The success of a country in industrial-

izihg devends to a large extent upon its humean resources

;)
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and their development potential. As Prolessor Luznets
said:

The major capit v04o@u

country is not its 1 U T ; t body
of ”“071e{~e 2me 858 ron tested findl t
capacity and training gf the population to use this
rowledge effectively.”

4 large supply of low~cost labour is one of the
prime resources of industry in Thailand. Broadly speaking,
labour is one of the major parts of The total cost of
production in many hranches of indusbries. The wide dif-
ferences in the wage rates prevalling 1n Thailand (see

Table I4) and in sonme developed countries has presented an
opporbunity to obtain cufficient saving in labour cost so

as to bring total cost of production down to a level

comparable with advanced cou mtries. The advantage of most
underdeveloned countries including Theiland i1s the avail-

2bhility of manpower (from disguised unemployment and
seasonal UQONUWQrwawc) nut is still short of a skilled

.

1abour Torce. In order that the supply of skilled la

matcehes the dem

e progrem to provide the required training. Dowever,

Slohavs
G iver
19 sses
iz (Mew
of )y ¥
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various steps have been taken by the government such as
opening many vocational schools and technical colleges.
These schools train their students in various branches of
mechanical trades such as electrical, automechanics, and so
forth. 1In addition to the government undertaking training
programs, many private companlies also train their workers
on the job. Owing to the lack of data, only the number of

graduate students from vocational schools can be given fron

Year Certificates Granted
1958 13,426
1959 15,270
1960 17,211
19€1 17,280
1962 17,311

SOURCLE: Iinistry of Zducation.

The problen of how to induce these workers to conme

.
.

O

to receive the training is not hard. As Jacob Viner sai

IT seems to be a common experience that it is not
difficult to train people to new methods, to the use of
ma cqwhery, to new pfoducts, once it 1s made clear that
cceptance of the training brings substantial and

p ompt economnic reward.

(D

Jiecob Viner, "The Economic Development,' The

nomics of Development, ed. A.l. Agarwala and S.P. Singh
(few York: Oxford Universiby Press, 1963), p. 1.
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objective of training

R

! should be pointed to a
varticuler purpose. However, 1in general, {lexibility
should be & key element in any solution which is adopted
to counterbalance the changeability which 1s inherent when
industrial development takes place, and the variety of
technical and professional qualificatilions regulired at ecach
stage. The choice of an unduly rigid solution will be
incompatible with the productive capacity and skill
reguired by the industry in terms of guantity and quality.

A second vpoint, which hes its origin in the condi-
tions discussed above concerns the necessity of maintaining
s close and direct coordination between manufacturing and
training programs so that policies can be adapted to the
constant change in manpower requirements that are talking
place 211 the time during the course of development.

Tt is also obvious that training programs of a tech-
nical nature are not a substitute for basic education, which
is being provided by a general school curriculum. Those
educational establishments, whose purpose is to provide the
whole population with a bread education, will do very well

in nurburing qualities like development of certain condi-

2bility to acquire new approaches and techniques as the need
arises. These are basic qgualifications for the staff of

many of the new industrial branches.
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Significant advances have been made, in Thelland,
in the fields of education, tralining and public health
which will contribute to the econonic well-being of the

country and the development of her human resouvrces. Com-

p.p

pulsory education has been extended from four years to
gseven years. School sgystems from the primary grades to
the university level have been expanded and inproved 1in
the plan, curricula, and teaching staffs. Humerous tecn-
nical and vocational schools have been established to
provide training for industry.

Therefore, although the labour force in Thailand at
present ls largely unskillled, there 1s an ever-growing
number, both in absolute and percentage terms, of skilled
and trained workers 1in the field of industrisl crafts.

A general Iindication of prevailing labour rates in
the Bangkok ares is gilven in the following tabulation of
representative hourly wages rate for work in certain broad
categories. The average wage in a number of the better
shops surveyed was actually somewhat below the mid-point

of the range shown in the table.
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RATES 1N

Job Categories Hourly Rate Hange
Bahts Cents(U. 3.)
PPt e 2.5 to L.0 12.5 to 20.0
Assembly and other Light Tasks 2,0 " 3,4 10.0 " 16.8

Service (Jarehouse men, Fork

P
= b

Truck Overator,fanitors, etc.) 3.0 ° 5.0 15.0 " 25.0
Welders e 7 6.6 22.5 7 33.0
achine Tool Operators h,0 % 8.3 20,0 ¥ L1.5
“Maintenance ilechanic,®irst Class 4.0 ¥ 3,0 20.0 " L0.O
Plumbers h,8 v 8.0 24.0 " 40.0
Carpenters, Blectriclans Lol " 8.3 20.5 " Ll.5

VOTR: 1 Baht = 5 Cents (U. 3.)

SOURCH: United States Operations iiission To
hailand.

Organization of labour unions is contrary to laws
currently in effect in Thailand and no unions exist at this
time. Relations between employvers and workers nave gen-
erally been harmonious and labour unrest is rare. A Thail
Government spokesman announced in Novenmber 1965 that the
status of the Labour 3Bureau of the Public Welfare Depart-

o

of the rapidly increasing number of workers in industry.

N

As a2 result of this change labour will probably be accorded

o
L

a2 greater freedon of organization.
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Characteristics of Thal Industry and Its Problens.

Broadly speeking as a country develops, The percent-
age contribubtion of the industrial sector to gross domestic
product should increase. The econony of the country should
not rely too much on the agricultural sector. 4s popula-

ople will De

ne

T

s

e

o

I_l
C
=

ion increases, a large percentaze

O’)

in the agricultural sector. Since the land cannot be

(ﬂ

extended indefinitely, the industrial sector will have to
play an increasingly more important role in absorbing the

growing labour Torce. The role of The agricultural sector
in the economy will decline as the country develops. That

can be seen from the

D

this has indeed occcurred in Thailand
following figures. The share of the industrial sector™ in
alland 1in her gross domestlc product has increased from
17.58 per cent in 1955 to 19.53 per cent in 1963 (see
Table ¥, Item 2; see also Figure 5). The share of man

facturing alone has not improved during the same perilod,

having contributed only 11.73 per cent of GDP in 1963 and

11.78 in 1955 (see Table X, Iten 2.1). However, the index
of growth of manufacturing has increased from 100 in 1955

170,82 in 1963 (see Table XI). Thus the rate of zrowth

oo . s . s
"Industrial sector are those activities in mining

and quarrying; manufacturing; construction; electricity,
gas and water.
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wes about 7.5 per cent vper annum. The index of growth of

the industrial secbtor has increased from 100 in 1855 to
190.57 in 1963. Thus, the rate of growth was 10.& per cent

DET anhniit,

in

manufacturing

(‘o

in comparing the rate of growth o
Theiland to some other countries in the same reglon,
Yol

makle 1TI shows that the rate of growth of manufecturing

in Thailaend was lower than in the others.

1
md
]

acturing slone to gross

i

Tn 1963, the share of manu
domestic product was approximately 12 per cent (refer to
Table ¥, Item 2.1), and provides direct employment to an
estimated 3.5 per cent of the active labour force. In

1950 there were only 290 factories, but by 1956 the number

@
=
®
i
®

of Tactories had increased to 2,805. 1In 1965 ther
approximately 110 types of industries with 27,336 factories
registered with the Ministry of Industry. wWith the trend

of increasing numbers of factories and various neasures to

&

encourage industrial development from tThe government,
therefore, it can be expected that the share of menufac-
turing and its growth rate should continue to increase 1in

the future

.

The general characteristics of most industries in

n

‘hailand are small-scale and cottaege industries which are
largely ancillary to agriculture and forestry, such as rice

1w mills, sugar nills, flour nills and weaving
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mills. There are s few large industries which employ more

than 50 workers, engaged in the manufacturing of cenent,

share in manufacturing proper is small in comparison with
the aggregate nunber of private establishments. Neverthe-~

less, its influence in industry is disproportionately

[
IS5
-

v the government stands alone in

ities. These utilities by Them-

C i
;.._1
n

\
v

the Tield of public u

n

selves constitute a very considerable volume of industrial

s also involved directly ox

e

activity. But the government
indirectly in a large number of commercial and other
industrial enterprises.

Several provincesg in the Horth are known for their
silk, teak carvings and lacguer wares. I1n the Northeast,

there are such industries as sugar refining, gunny bag

res and rubber

P
.-\,

production and silk manufacturing. sSllverw
processing industries are found in the South. FProvinces
along the eastern coast are mainly engaged 1in The produc-
tion of tapiloca flouvrs, sugar and plywood. Snall-scale

d cottage industries which use much famlily labour account

of Tthe indus

for about 25 per cent of
establishments in the country. Some of their products such

as silk, silverwares, lacguerwares and carvings are

1]



expvorted. These small establishments are handicapsed

particularly by a lack of modern production processes and

Promotion, Ministry of Industry, has taken several meas-
ures to assist these industries. Thesge include the
nformation and technical advice. 4 plan to

Cinancial assistance through commercial

onjunction with the iLoan O0ffice for

sSmall dustry Development, Devartment of Industrial
Promotion) was launched in larch 196L.

The government has increased 1its efforts to encour-
age The establishment of new industries and the modern-

izetion of existing ones. This is because the government

realizes the importance of the industrial sector whicl

®

can contribute to the progress of the nation in the fubure.
The views of the govermment of the need

Industrislization may be summed up in the following general

meet a variety of needs. A4As well, the economy must he
diversified, internsl trade developed, and a basis for
some neasure of economlce independence established.

-

Zeononic indevendence here re

f

W
o

exrs

©o

inevitable vagaries of international price fluctuations,
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shipping hottlenecks, monocpolistic practices, boycotts

blocksdes,

of the country 1s based Too

exclusgively on primary exp

—_y ~ . - R 3 2~ ey
nrices become s0 great as to be 4isastrous.

in national incone and wealth, partly because 1t makes

©
o3
L

into consuner

producer goods. This expands the range of products.
L, Industrialization also improves the country's
balance of payments, by producing import substitution

soods. At the same time some of the products can be

exported to earn exchange. Thus balance of paynent
and Torelgn exchangs position can be roved, and the

4

be more stbable.

5. Industrialization also raises the average 1nc

of the populstion, thereby expanding the government's

sovrce of revenue from dutlieg and Taxes.

€. Industrialization is necessary where there 1is
a rate of vopulation growth and where disgulsed

, I 20 of 1
Eooqomlo Jeqelopment, prepared for
on Adninistration (Stanford,
egearﬂh, Tovember, 1957), p. 147.



provides the surplus population with enployment and income.

It is necessary too, in order that skills and experilence

A

has vpreviously depended upon forslgn countries, can

.

gradually liberate itself from restrictions Imposed on
consumption by such barriers to the import trade as guotas
and shortage of forelgn exchange.

But we must keep in mind that, although industrial-
ization is economically feasilible for very large and
-

diversified countries, a country such as Thalland would not

be able to attain the same degree of gelf-sufficlency but

rather, would suffer for the attempt. It should therefore
1imit its industriaelization to a judicious selectilon of

industries, based on the country's resources, as well as
marikets at home and abroad.

Some current trends and problems. It 1s an accepted

fact that general displacenment of agricultural activity by

onagricultural activity usually accompanies econonic

(J
~ - 4.6 4_.- ] L3 Y s R s = JE SR § .
development ™ as ntioned earlier. Thailand is no exception.
“liigu The Foundation and Process of

i el Kchenigue, S
ndustrial Deve?onnent in ueruo Hico (Santurce: Fuerto
“100 Plenning Roard. 1961), D
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Changes in the econonic structure of Thailand are grad-

vally emerging. The sgricultural contribution To gross
domestic product declined from 42.00 per cent in 1955 to
35.06 per cent in 1965, while the combined share of indus-

try (mining and quarrying; manufacturing; construction;
electricity, gas and water) increased from 17.58 per cent

to 19.53 per cent during the sane period (see Table X).

AlTthough manufacturing 1s still somewhat associsted with

agriculture, it had begun to form an independent econonic

C

base. This upsurge of 1industry stems from the fact that
the gain from industrial pursuits exceeds the gain from

agriculture. In 1959, the annuval average income per worker

Ci

in agriculture was only U. 3. 182, while in industry,
including mining, it was about U. 3. 664,

Although the structural change and the rate of
industrial growth in the past are significant, some prob-
lems did exist. The fact that in many branches of indus-
try, firms are too small to operate efficiently possess a

~n

me. jor problem for Thal industry. There a

w
O]

a few large-

)

scale Tactories such as cenent and sugar, put these still

o

face the problems of technical knowledge, new research and
new technlques of production. These problems lead to the
low efficiency of production and unduly hisgh cost of

ustries which are comparatively new,

Qu

production. HZven in

for example those producing motors, tires and car assembly,



Thai market which is limited in size. In
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O}
t
o
N
[O]
H
ot

A
o
W)

deternined by number of

[«

fact the size of market 1is no

nut rather by the purchasing power of the

neople. One cannot say that the Thal market 1s bigger thah
the Canadian market, even though the population of Thail-

land at vresent is 30 millions conpared to 20 millions in

Canada. Low purchasing power results in both a small
formation of capital and small investnent. Therefore, the
scope offered by the small market for the development of
capital and economic advances in large-scale production,

is limited. Too, the shortage of essential personnel
(managerial and administrative people, and trained clerical
workers) and the shortage of capital to buy expensive and

zood machines, has resulted in the furthering of low

(o]

productivity.
The problem of the obsolescence or Insufficiency of
equipment is another problem. Iany Thail firms are not

sufficiently mechanized, or are equipped with old machines

which are not as efficient as new modern ones. Further

7A,Ea Vount joy, Industrialigzation and Underdeveloped
Countries (London: Hubtchinson & Co., Ltd., 1963), p. 101.

B. Jount joy, "Problems of Industrialization:
 Exanple,’ Indian Geographic Journal souvenir,
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1

complications occur because those plants wi

1ich are nodern

and well-equipped are likely to be handicapped because
they are dependent upon components and materials waich
must come from less efficient suppliers {such as gunny bag
factories snd the paper mills).

Given these unfavourable conditions, 1t 1is not sur-
priging that low productivity and the resultant high costs
and selling prices which make thelr products uncompetitive
characterize large segments of Thail industry. The only
areas in which it has been demonstrated that Thal industry
is cepable of producing at competitive prices are those
brenches of industry based on local raw materilals which do
not require exbensive processing or when the production is
labour intensive and economy of production is not that
important. Si1lk and silverware industries are exanples of
this latter type.

“rom those problems mentioned above, therefore, 1t
ig evident that industrial development has until the
present been rather limited. It could be assuned that the

rete of further industrial development will largely depend

upon the government's ability to overcome three main

1. Deficiencies in power, transportation and

cornunicat ions.



2. The insufficlency of domestic capltal.
3. The shortage of skllled technlicians, modern
technigues of productlon and new equipment, and managerial

personnel essential To profitable operation.



Teconomic development is a complex process, in which
various economic and noneconomic factors have to be closely
interwoven in order to achieve its goals viz., increase in
per capita income and high level of employment. Ihis
chapbter attempts to give some general recommendatlon for
the long-run economic development of Thailand. The recom-
mendation will bhe made under these headlngs.

1. Developnent of infrastructure and soclal overhead
capital.

2. Development in the agricultural sector.

3. Development in the industrial sector.

b, HRecommendations for the financing of sconomic
development.

1. Development of infrastructure and social overnecad

canital. One of the main obstacles to economic development
of Thailand is the inadequacy of the infrastructure and
soclal overhead capital. There are insufficient roads,
rails, water and air transvortation, power, and good educa-
tion systems, etc. Development in the infrastructure and
social capital overhead is the base needed, Iin other words

it is a »rerequisite for other sectors of the economy to

begin their development. AS Higglns sald:
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(%

ithout
frastruc-

rconomic development cannot take place wWi
31p97 aocbmuW@tWOW (i.e., investment in infzr
ure and social capital overhead), the coustru
risabtion systems, buillding dans, bridges, or factor-
s, shios, and harbors--all the 'produced means Ol
Further DroaJctloﬂ” a2ssociated with high 1evels of
productivity .~
The government must, therefore, concentrate more on
the infrastructure and social capital overhead projects.
oreover, investment in these projects involves a large
amount of funds and the direct returns in the short run
are rather small. Therefore, these investments are not
attractive to private entrepreneurs. Yet development in
every sector of the economy 1s reguired as a prerequisite

of economic climate i.e., various basic facilities. The

are also much 1in excess of marginal

)
[}
|.J)
}_h
<t
0
V]

marginal social
private benefits, so that it 1s apt for the government to
undertake investment in these projects.

As a matter of fact, development in the infrastruc-
ture and socizal overhead capital in Thailand has received
the largest amount of investment in both the First and

Second five Year Plans as illustrated in lable XIi1l.

1Jengaﬂ1 Higg as, gconomlc Develooment: Principles,

oo ——OO

Problems, and Policies (New York: . d. Norton & Company,
nc., 1959), D, 204,
2 /- ——-

1 . lfeler, Leading Issues in Jevelopment
Tew York: Oxford Unilversity Press, 1964 )

G
sconomics

Do !'»‘!,)»1,3 o
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DAV ELOPHIENI D ZXPANDITURSS BY SECTOR
19“1~1 66 ama 1967-1971
Hillions of U. 3. 3
First FPlan ISecond Plan
&) (2) &) (L)
1961-63 196h-86¢ 19€1=66 _1961-¢7
S 7 oM % | g1 %M %
Agriculture and
Cooperatives 80 14 150 15 230 15 565 273
Iindustry and ¥ining 50 8 €0 & 110 6 55 2
Power 120 20 20 S 205 13 145 é
LTransport and
Communications 160 27 350 34 510 32 €65 29
Community facilities 85 15 190 18 270 17 520 21
Health 20 3 50 3 70 L4 110 b
Zducation 35 € 40 9 125 3 250 10
Unallocated L0 7 Lo L 30 5 130 7
Total 590 100 11,020 100 | 1,600 100 2,500 100
SOURCZ : ational Iconomic Development Board, National
L conomic JeveTooment Plan 1961~ 7906 and 1967-1971 (Eeport

to The COW41ttec of Mational Zcononic pevelopment Foard,
Bangkok: Watlonal Economic Development Roard, 19€7), p.t.
Table XIIT shows that the total amount of investment

in the developing of infrastructure and social overhead

capital (transport and communication, community facilities,
health and education) accounts for 74 rer cent and 68 per
cent of total investment during the first olan (1961-E€)
and the second plan (1961-67) respectively (columns 3 and
by,

Lransport and communications have recelved the big-
gest investment in bhoth plans, 32 per cent and 27 per cent
in Tthe first and second plans respectively. The writer
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with this investment because transportation and com-
municatlon in Thailand are still seriously underdeveloped.

The lag of transportation and communicatlons has led to

regional inequalities and endangers the politicael security
3
of the country.
It is also interesting To note that the amount of

invegtment 1n Transportation and communications has been

oo

reduced from 32 vper cent in the flrst plan to 27 per cent in
the second plan, while at the same time investment in
education has been increased from 3 per cent to 10 per cent.
The writer supports this increased investment in educatilon

because human resources are the most important factor in

o
L

economic development. If the citizens of a country lack

education and training, new technigues, necessary for fur-

ther advance of economic development, can not be introduced.

A

Ag HFeler saild:

Zeonomic growth does not only depend on the amount
(or percentage) of investment. It depends on the
character and abililities of the people, especially on
their capacity to learn and apply improved methodg of
production, aQ? on the numbers and gqualities of their

L

°7’1bI'°"O.E‘°"leU.Io o

J . . ~ T .
Ifhere 1s evidence of communist infiltration along
the frontiler and in some remote areass which are far from

the government's control due to the difficulty in trans-
portation and communlication.

o]
t
0
N

Heler, on. cit.,
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Zducatlion and training will be the key to solving
This problemn.
1t 1s also a Tact that education systems, both
primary and secondary, and higher education in the prov-
inces outside the capital, still lag behind that within the
capital. People from the provinces who want to learn will

have to come to the capital. But the cost of this is

prohibitive. Therefore, many able people have to drop out

because they cannot afford 1t. The writer would like to
recommend that the government should attempt to expand the
educatlonal system to cuter provinces. In particular, the
ablishment of more primary and secondary schools should
be vndertaken in the rural areas in order to provide a good
Toundation education. Wider distribution of the benefits

of education will provide greater opportunities for social

=
il

advancement and more active participation in the nation's
development efforts.

Although the short-run return from investment is
indirectly productive, i.e., returns from investment infra-
structure and social capital overhead are rather smzll and
slow. levertheless they generate a better distribution of

o

benefits of developument which will prove more beneficial

i
s
¥
(0]

to the overall economy in the long-run.

2. Development in the agriculfural sector. Agri=

culture 1is the largest sector in the Thai econony absorbing



about B0 per cent of the labour force (see Table VII) and
accounting for the greatest contribubion to the GNP of
Thailand (see Table “). 1t is, therefore, the backbone of
the countrv's economy. Rice is the major crop of Thailland
and st present earns more foreign exchenge than any other
exnorlTe.

Agriculture received development funds second To

transportation and communication in both development plans
periods in Thailand (see Table ¥ITII). Huch remains To be
done in agriculture, however, the followling are general

recommendat ions which will help to accelerate the rate of

-

agricultural development in Thailand.

2) Transportation and dams which provide water

supply or flood control are baslc for agricultural develop-

ment. The government should establish these facilities
wherever they are necessary.

b) As discussed earlier, developument in agriculture
ig nampered by the lack of a market to dispose of the

products, especially in the field of cash crops. The
government could help to develop markets by creating
Tarmer's markets in various reglons and providing Ttrans-

acilitie

Y
0

portation and storage if it is necessary. 1In
fact, the big markets in the country for agricultural
products are in the sectors outside the agr ricultursal sector,

i.e., the industrial sector and tertiary sector which are



concentrated in the cities. Therefore, varlious farners'
maritets should join with The central farmers' markets in
the citiles. Hence the demand and supply of products can
be adjusted to match esach other.

Another market for agriculbural products is tThe

B

in the export market, however, the government should help
ts Tor some other cash crops such as malze,

jute and cotbton. Success in Tinding markets as outlets for

these crops could bring forth an increase in farmers' incone,
for the farmer can grow these crops after the rice season 1
OVEeET.

production in other areas. Farmers have a cholce anong rice,

Increasing yvields of agricultural productlion can
be secured by new methods of production and the use of

B

dern machinery. As wrltten

I__).
ch
e
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H
»
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C
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experts:
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is made
The best way to do This 1s via a community develop-

farms. The governnent should

ment progran and demonstration

Fal

use trained agriculturists To educate and train the farmers
to use fertilizer and new technigues of production. The

fertilizer only

if they see that revenue from increased yilelds is 1n sxcess
of the cosgt of fertilizer and the new methods of production.

Therefore, demonstration farmsg could play an important role

in securing acceptance of these innovations. To esncourage

If fertilizer is bhetter obtained by importing, the govern-
ment should lower oxy remove The duby on this fertilizer in

order that it could be sold more cheaply. To upgrade the

rural agriculturist and the farmer, the government should
estabhlish more agricultural Training schools in various
regiong where they are suitable.

d) One of the most important problems facing many

farmers is the lack of financial resources. Sone Tarmers

-

JUnited W“Elono, Problemns of Long-iferm Sconomic
Projectbs: With Special Reference Lo Lconomic Planning in
Agla and the Par sast, deport of th hird group of experts
on programming technigues (YVew York: Economic Commission
Tor Asla and the Far Bast, 1963), p. 30,



should establish wmore credit institubtions designed to solve
these problems. 3Such institutions could be in the form of
agricultural cooperatives, agricultural credit companies or
agricultural banks. These Institubions should provide ea
terms with a2 low rate of interest to the farmers in order

Tto encourage them to undertake investnent In agricultural

3. Development in the industrisl sector. T[he

Tndustrial sector will becone more Iimvportant for the Thal

of populatlion growth that Thailand is facing now. The

recommendatlions given here will be general and discussed

O]

¢

very briefly due to the fact that thev will be discussed in
a later chapter.

The main emphasis of industrial development in

[
3

Thalland should be along lines related with agriculture,

order to utilize the agricultural product as the raw

€}

material. On the other hand the agricultural sectbor zlso

can uvutilize the iIndustrial product such as fertilizer

-

various machines, and farm equipment that can be usged in the

2ricultural process. Thus both sectors supporxrt each other.
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Furthermore, emphasis should be placed on industry
which will produce for import substitution rather then for
export. it will be a great mistake if the government
attenpts to earn more foreign exchange by emphasising
export industry. There are many countries which have
started their industrialization long before Thailand.
Therefore, these countries have more experlence, more

advanced techniques of production and higher productivity.

will be very difficult

<

Japan and flong Kong are examples. 11

~

for to compete in the international narket.

.r‘.

Cl
n

thai product
The export industry should be encouraged only in fields
that really have cost advantages or already have a Trep-
utation in the world market, such as Thal silk, etc.

The government should also provide cheap electric
power and other essential services, including the training
of the labour force. The government must analyse the
demand for power, the kind of services, and the type of
labour that will be needed in the process of industrial
development in the future. This will avoid bottlenecks

and help the development process go along on a smooth path.

i, HBecommendations for financing economic develop-

ment. Development according to the previous recommendalilions
--infrastructure and social overhead caplital, agriculture,

industry--will certainly involve enormous anmount of capital.

4

The higher the rate of investment the country can alfford,



the higher the rate of economic growth which will be
achieved. The problem faced now is where to find th
financlial resources.

inancial resource for economic development may
come from two major sources, il.e., domesbic sources and
external sSources.

Domestic sources.

2) Voluntary savings. The major source of financlal

resources for economic development is voluntary savings in
the country. However, in most underdeveloped countries
including Thailand it is doubtful that a high enough level
of domestic voluntary savings can serve the large amount of
investment needed. It is recognized that voluntary savings
in underdeveloped countries are rather low owing to low
levels of inconme. Not only are voluntary savings low, butb
they have been used in unproductive and wasteful ways such
as hoarding of gzold, etec. The higher income group which
hag o higher ratio of income usually spends its income in
luxury and conspicuous consumption, which Hurkse calls the
Tdemonstration effect,” i.e., it Tries to emulate the
stendard of consunption in the advanced oountries.é Vol-

untary savings will aid growth significantly 1f the higher

level income groups are entrepreneurs who usually reinvest
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thelr »rofits while seeking further profits.

fact that in Thailand among the higher level incomne group

there is a small group of landlords who are not likely to
use thelr savings in more productive ways in the country.

o

Although the level of savings is low and some are
unproductively used, the government must attempt to trap
nose savings and mobilize them into more productive uses.

Voluntary savings even though they are low might well prove
to be the critical margin in permitting a take—off.7
in order to encourage savings and mobilize them into
proper channels, improvements in the financial institutions
and securities markets, such as savings and insurance
institutions, the creation of relisble specialized credit
agencies, or banks, or cooperative, and so on, will have to
be undertaken. The government may take some part of those
savings to finance its projects by borrowing from the
financial institutions or directly from its citizens by
selling bonds, etc. Another way that the government can
ralse 1its funds is by taxation. However, in using taxation
to raise revenue the government must be very careful about
the effect of tax on the private economic activities. 1n

general the tax must not discourage private investments in

buginess which will contribute to economic development of
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the country. On the ot!

er hand the Ttax shouls

to encourage private investnment In business which is con-

sidered to be necessary To the nation. Taxes shouvld welgh

TN 2 1

r onn that psrt of Income which is used on unnecessary

e

heavil

N

or luxury consumpbtlon, socislly unproductive investment or
foreign exchangze hoarding. In financing the government's

s

share in economic de

opnent, the government chould con-
promise between The two alternatives above rather than
stregs one sgide.

Governnent borrowing from the privete sector does not
place as great a burden on the econony as borrowing abroad.

However, the govermment still has an oblligatlion To pay back

-

the wmoney including interest. n the process of returning

the money the government may borrow again or may print more

,-

money. 1f the goverrnment has Incurred a great amount of

debt, 1ts citizens may begin to dist:

‘“3

ugt its ebility to

repay and thus contribute to inst

;__J.

pbility in The econony.
The government can not rely on taxing alone, for

generally low levels of income can not promise to increase

nue of the government enough to finance all the

ot
ey
®
3
®
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®

government's projects. Therefore, the method of government

Tinance must lie between the two alternatives of taxing and
borrowing. How much the government should borrow and how
mucn 1t should ftax depends on the sbage of economic develop-~

ment and the financisl institubilions and securities markets.



b) Forced savings or inflationary finance. The

government way inance economic development by printing new
noney oxr by borrowing from the Central Bank. This orocesgs

have To reduce the volume of physical consumption, thus

8 . , . .
creating forced savings  equivalent to the total reduction.
The govermment then can take this forced saving to finance

econonic development. Although this method is the easy way

for the government to finance sconomic development, the

griter would not recommend this nethod. A lesson can be

]

learned from the past experilence of some underdeveloped
countries such as China, Argentina and Chile in which

;J ELI‘ °

o

inflation occurred after the Second lorl
1T may be true to & cerbtain extent that noderate

Inflation may induce the producer to work harder to increase
his money income, even though his real income level will not
have increased. Furthermore, increases in money prices may

1,

induce The producer to increase oubtvut and sales, and the

taxes. However, if inflation continues for any length of

oy

time, the stimulating effect will wear of

o
L

rapidly.
‘hailand should not attempt to launch its develop-

ment by inflationary methods. Once inflation starts, it




veually tends to become more and more serious and
becomes hyperinflation. In underdeveloped countries,

unlike developed countries, the output is more rigid, in
other words the supply side is rather inelastic due to there
being no excess capacity. Therefore, the expansion of out-
put can not be made sufficient to meet the pressure of
rising money demandeg Underdeveloped countries are nore
prone to inflation than developed countries. HFurthermore,
it is more difficult to check inflation in underdeveloped
countries because administrative and economlic mechanlsms
required to check inflation such as Tinancial institutions
and securities markets are less developedolo Sinancing by
the inflationary method will result 1in less conflidence in
government money, difficulty in the balance of international
trade, speculation and hoarding of land, gold, and foreilgn

Py

exchange, laclk of donestic saving as well as forelgn
investnent and nore capital flight. There is an adverse
effect on The neople who receive Tixed income. All the

above are conslidered as obsbtacles Lo economic developnent

It is, therefore, recommended that the government should not

attempt Tto use this method to finance economic developnent.
O o . P . e v - .,., -
“United Nations, ¥ethods of Financi Hecononic Devel=
in Underdeveloned Countri Hew Department of
Zceonomic and Socilal Affairs,
10,
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1T appears that in Thailend as well as in most o
underdeveloped countries, domestic savings cannot provide
finance 211 the econonic development

. to

Qu

projects. Therefore, capital from abroad is neede

= ‘1 JLR S
& The

1 capital may tak

s

supplenent local capital. Fore

orm of Toreign loans, foreign private investment and for-

elgn ald, each of which will be discussed briefly below.

“oreign loans. Forelgn loans are the major

)5

vternal source of underdevelowved countries for obtaining
capital. Usually foreign loans take the form of contract
between govermment and financial institutions such as the

International Bank for Heconstruction and Development or the

Amerilcan Zxport-Inport Bank, or government and government.

1t must be borme in mind that foreign loans are a burden on

T -

the borrowling nation. Therefore, in obtaining the loan,

the government must take into account the country's current

and future ability to repay such loans. Since interest on

Torelgn loans is a fixed annual burden on the balance of

payments, excesgive Toreign borrowling may be a serious

,_

.

handicap to the country. This is especlially True in the
case of Thailand which has only four me jor exports if the

world market for these exports is unfavourable in any vear,

a more gerlous burd on the balance of payments will result.



b) Foreign private investment. Foreign private
investment may take the form of direct private invegtmnent

.
¥

1e cepital,

control goes along with ©

C

¥

investment, in which the money is only lent

e &t present. Frivate

regources, l.8.,
Toreign capital, but more importantly, new technology,
industrial discivnline, advanced nmanagenent, and modern
organization. Therefore, This is qguite beneficial Tor
underdeveloped countries where there is a lack of technology
and menagerial skill.

private investment in many underdeveloped countries occurred

markets

and indirect enmploynent

industries where
impact is very low. The examples are investment in rubber
plantations or investment in oil. The writer recommends

foreign investment in

foud
4
{
o
S
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o

that more encouragement be gzi

enterprises which will serve internal nmarkets. I'any pro-

deslrable in Thsiland, cere nust be
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finsnce. This kind of foreign capital does mnot pose any
purden such as repayment or interest charges on the rec~
ipient country. foreign aild has been given by international

she purpose of helping
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organizations and by rich v

by war. Another purpose

countries which have been dana

countries. The aid comes sonetimes in the form o

[t

n the comstruction of highways, damns, sanitation facil-

‘._h

tieg, etc.
Foreign aid is the most beneficliel kind o

ence that a country can receive since there is no burden

L

associsted with it. The govermment should not depend Too
mch on Tinancing its development projects from this source

because the amount and future avallability of 21id depends

€]

on the donor countries. Fforeign loans and forelgn privat
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investments also pose some burdens and problems if ap:
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voluntary savings should be the maln source
economic developnent of The country in itha

hag * hced economic development
i.2., more finances come from domestic Than
as can be observed from Table LIV below.

130
for financing
iland, the

as

Mlrst Plan second Plan
First Second
Period f{: er icd
1961 ~-673 oL =66 19¢67-71
Amount % A0 U nt % Amount %
Domestic Besources
Central Government 275 L7 545 5L 1,500 60
Public Bxpendltures 75 13 75 7 250 1G
Local Governments 35 5 70 7 150 é
Total 385 65 690 Eé8 1,900 76
Foreign Besources
Grants 95 16 80 & 175 7
T.0ans 110 19 250 24 L25 17
Total 205 135 330 32 £00 201
Grand Total 590 100 1,020 100 2,500 100
SOURCE: Hational Zcononic Development Board, Hatilonal
Scononic Development Plan 1961-1966 and 1967-1971 (Report
to The Commi of Mational Zcononlc Development Board,

19 67) EH

Do



ment
domestic resources, 66.5 per cent against
from foreign resources. Horeover, in the

130
develop=-
from
33.5 per cent

Second Plan,

(19€7-71) more Tinances will come from domestic resources,

nanely, 7¢ per cent against 24 per cent.
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in underdeveloped countrizs economic vrogress must
involve industrial development. However, owing to limited
factors of production such as suitable natural resources or
capltal funds, some form of government selection and assist-
ance 1is necessary if manufacturing is to be developed to
bring forth a greater national output. Some examples of
government selection and assistance that might further this
objective would be: tax and tariff incentives, promotion
of cottage and small-scale industries and establishment of
an industrial finance corporation.

This chapter attempts to spell out these measures
that might help promote the vrocess of industrial develop-
ment. The analysis of these measures, especlally on tax and
tariff incentives, will be mainly theoretical. These
reasures will also be examined with reference to Thailand

and a few other countries.

Tax and Tariff Incentives.

Incentive in this context may be defined as a reduc-
tion in, or exemption from tax or custom duty on the
"favoured activity as against that currently imposed upon

it. 1Incentive therefore constitutes necessarily an immediate
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reduetion in govermment revenue to be compensated by an
expected expansion of the national economy and ultimately
by a resulting increase in total tax revenue from such
broadened economic basis.”

Govermment intervention in the form of taxes and
tariffs can influence an industry and certain factors of
production in the country. A policy of incentives can be
judged only by its impact in the broad context of economilc
development. Thus, the rationale of incentives, elther tax
or tariff type, is not only to foster production in an
industry but to introduce a change in the industrial struc-
ture and thereby eventually transform the economic environ-
ment and raise the level of productivity as a whole.

Tax Incentives.

One of the most important instruments in industrial
development policy 1is the fax system. Tax incentives may
help to direct financlal resources into manufacturing indus-
try from other economic sectors, increase the efficiency of
available production, and channel industrial investment into
those branches of industry which are most likely to meet
industrial development needs as a whole--rather than into

sectors which have 1little or no development merit.

o

1. . - . -

“United Nations, The Effect
Trade and vaestmeﬂt (New York: De
Socisl Affairs, February, 1950), p-.

Taxation on Foreign
artment of Zcononic and
17.

oL
ep




Thus, as stated by the UN Department of Zconomic and
Social Affairs, the main purposes of a tax volicy designed
to encourage industrialization are:2

a) to bring about an increase in investment in both

0ld and new industries and, conversely, to discourage

speculative investments in unproductive activities, and
b) to increase the productivity of the wvariocus

factors of production engaged in secondary industry.

The process of industrial development usually calls
for a large volume of investment. These investments may
take the form of machinery, equipment, buildings, raw
materials, labour and so forth. Private entrepreneurs,
owing to the risk involved, are frequently reluctant to
undertake the needed investument, even if Chey are finan-
cially in a position to do so, eépecially in underdeveloped
countries which are prone to political instability and
which frequently have an unstable price system. However,
government interventilon in the form of tax concessions with
the aim of offsetting deterring risks, becomes one of the
Possible ways to stimulate investment. This position rests
upon the premise that these policles publicize, enhance and

improve the country's investment climate for both domestic

and foreign investors by indicating the favourable

2. . o s =

United Natlons, Processes and Problemns of Indus-
trialization in Underdeveloped Countriss (New York:
Department of ZEcononic and Social AfTairs, 1955), 52.

I
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disposition of the government toward private investment,3
4 good example of one country which is using tax incentives
very successfully in her industrialization 1is Puerto Rico.
Thailand should be able to take advantage of tThis example
in her industrial development. However, the various tax
systems and their effect must be analysed in very great
detail, because a system that is valid in one country may
not be valid in another owing to different circumstances.
Heller and Xeuffman wrote:

Thus, the adoption of tax incentives in one country
on the grounds that these devices have been success-
ful in another, without a thorough comparative analysis
of the many and perhaps unique circumstances in which

these incentives have operated, 1s probably misguided.

Tax incentives operate on both income and property

taxes. They may take the form of tax exemption, tax allow-
ance on depreciation, and straight tax credit on reinvested
profits,

1. Tax exemption. Zxemption from a variety of taxes

could be granted to selected taxpayers on a complete or

partial basis. Since income tax is one of the heavy burdens

3Jaok Heller and Kenneth M. Kauffman, Tax Incentilive
for Industry in Less Developed Countries (Chicago, Illinois:
Commerce Clearing House, Inc., 1963), p. Lo

@Hilton C. Taylor, Industrial Tax-Bxemptilon in Puerto
Rico (#Madlson: The University of Wisconsin Press), 1957.

5

Heller and Kauffman, op. cit., p. 4.
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of manufacturing enterprises, allowling for tax exemption
should improve the prospects of commercial profitability
and encourage private investment. It should serve, there-
fore, as a major instrument in attracting private capital
A i 6
and technology.

Temporary tax exemption may conflict with the govern-
ment's need of revenue, especially for those underdeveloped
countries which derive a substantisl part of their revenue
from business income tax (and custom duties) rather than
from personal inconme tax.? This dilemma of the tax policy
was stated by the UN Technical Asslstance Administration:

It is apparent that tax policy faces a basic dilemms
in its role as an instrument of capital formation for
economic development. On one hand, high levels of tax-
ation are mnecessary to finance the part of the
developmental process which falls in the government

sphere..... On the other hand, the lower the taxes
the greater will be the inducement to private investors..

CTeodoro Hoscoso, Address before the International
Industrial Development Conference, San francisco, October
17, 1957, cited by Willianm H. Stead, Fomento~The Zeononmic
Development of Puerto Rico (Jashington, D. C.: National
Planning Association Pamphlet, 1958), p. 113.

7‘I‘his sitvation is a common one because in many less
developed countries the ma jority of workers are in agri-
culture, from which, due to low income and high illiteracy,
it is not feasible for the government to draw significant
taxes. This narrows the ma jor source of tax harvest to the
business community (and the professions) .
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..o Take the risk assogiated with invegstment 1in
industrial development.©

Tax exenptions are a neans of increasing government
revenue, because by attracting new investment, they help
to build up industrial investment which will be taxable at
a future date.

Tax exemption is an attraction to the investor in
that it allows him to undertake investment which normally
would be considered marginal.

Generally speaking, tax exemption should be based on
thege principles:

2) The adoption of income tax exemption should be
closely related to the stage of industrial development. IT
should be allowed only in the initial stage of the indus-
trialization process, owing to the fact that in The initial
stage industrial profits are not at a normal level.

b) Tax exenption should be selective and limited.
Tax exemption for new investment is a policy which has to
be handled with care if it proposes to obtain the maximun
benefit for a2 country; "it should be introduced only where

it is quite certain to encourage investment that would not

D]

Oon . . . s . A

United Matlons,'fa*es and Fiscal Pollcy in Under-
developed Countries (New York: Technical !/ sistance

Administration, 1954), p.lO.



138
otherwise take place:'9 However, it should be allowed only
to the development of new and necessary industries and
industries whose development is of importance in the
national interest. This could be measured by the contribut-
ion of the industrial firms to the economy as a whole. The
purpose of this requirement is to make sure that tax exemp-
tion has been selective in the proper channel. The criteris
for judging the value of a firnm should be according to the
levels of investment and employment.lo If the amount of
investments of two industries considered for tax exemption
are more or less the sane, priority should be given to the
firms which will employ a large labour force. The employ -~
ment of local labour or local raw materisls should also be
taken into consideration.

Because the purpose of this tax exemption is to

and 1is not for a permanent subsidy, the length of exempt ion
must be limited. The veriod of tax exemption usually varies
from country to country and it also varies among different
kinds of industries according to their importance and

necessity. It should be noticed that too short an exemption

9. . . s . . .
jbengamlw Higgins, Zconomic Development: Problens,
ies (New York: . W. Norton & Conmpany,

Principles and Polic
Inc., 1959), ». 515,
10, .
Taylor, op. cit., p. 105
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period may not be so abtiractive to industries whose profit-
ability is very low in their initial years. 1In general,
the practical period ranges from five to ten years which 1s
the time required by most industries to reach a good earning
level.

The problem facing most countries is to determine
the starting date of the tax exemptilon status in order to
meximize the benefit of both sides, the new enterprise and
the govermment. In Thailand, for example, tax exemptlon is
allowed for five yvears beginning with the first year when
sales and income are recorded. The industries which are
entitled to tax examption are specifically enumerated in

11

t Promotion of Industrial Investment Act of 1962.

»-:
+
D

In Peru, exemptions for periods of three, five, ten
and fifteen years a2ll begin with the regular functioning of
the plant.

In Israel, tax exemptions are arranged to commence
on that date when the enterprise first earns a net profit.

In Jamaica under the Jamaican Industrial Incentives
Law of 1956 the practice is different in that the entre-
prenevr hes a choice of two methods of exemption. The first
method of exemption lasts seven years starting from the date

of production. The second method is a four year exemption

11, ; .
"See Appendix C.
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period from a date chosen by the entrepreneur which is not
more than three years from the time the plant first went
into production.

We have seen that the commencement date of tax
exemption has varied in different countries. The writer
would like to recommend that the tTax exemption pexriod should

Fad

start from the date the project is approved for exenption.
This will maxinize incentives to get the plant operative

as quickly as possible in order to maximize the operation
during the period in which the tax exemption can be enjoyed.
One important thing should be borne in mind. In an under-
developed country, the need for infrastructure and socilal
overhead capital is severe. The government 1s solely
responsible for the creation of social overhead capital and
infrastructure. The major source of revenue to the govern-
ment 1s from business taxation rather than income tax.
Therefore, the sooner the exempt flirms start their operation
with the early validity of the effective date of exemption

the sooner the government will recelve income from those

The case for the Tax exemption date starting from the
first year the firm gains a net profilt can be criticized by
the fact that the firm may delay operations or work below
full capacity in an initial slack year in an éttempt to make

no profit during thils year. When the prosperous year comes



the firm will operate with full capacity in crder to make
profit as high as possible and this profit will be subject

o tax exemption. The government will not be able to rec-

o

eive the revenue as soon as desired.

c) Tax exenmption should be considered as part of a
comprehensive program. Tax exemptions are not the only
device to stimulate the growth of industrial development.
Therefore, they should be harmonized to various projects in
the comprehensive program of industrial development, in
order to prevent any conflict among pro jects and among
incentive devices.

a) Tax exemption should be as automatic as possible.
Tn most of the underdeveloped countries there are acute
shortages of skilled technical personnel. 1f tax exempt-
sions are to be used more effectively, "a more aubtomatically

wl2 in

operating statutory pattern 1s more appropriate.

order to restrict bias on the part of government officlals

to a minimum, it is therefore imperative that the terms of

. e s oaa . o 13

eligibility be precisely defined.
Tn addition to tax exemption, the normal tax on

business profits should not be too high. Too high a normal

124 .
12y611er and XKauffman, op. cit., pe 9.

i

173.- . S A - . .
+Jturray D. Bryce, Policy and ‘ethods for Industrial

velopment (Yew York: HceGraw-H1ll Zook Company, Inc.,

£5), pe 214,

et LW}

=Y
>
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tax reduces the profits and may permit too 1little margin to
be able to attract investment. On The other hand, a tempor-
ary period of exemptilon will not sufficiently compensate

the entrepreneurs for the risks involved.

Tt is very difficult to say what level of taxation
becomes & serious barrier to industrial investment as 1t
involves a variety of other factors such as economic climate
and infrastructure, condition of demend and supply, and so
forth. However, it is obvious that any significant level
of taxation on profit has some negative effect on invest-
ments. It has been argued that any level of taxation higher
than 30 per cent 1s likely to be a hindrance to invest-
ment.lu (In Thailand such taxes range from 15 to 25 per
cent.)l5 Aigh tax rates not only discourage investment
from local entrepreneurs, but Tthey also discourage forelgn
investment, which is detrimental to underdeveloped count-
ries where capital is so badly needed.

Export taxes are frequently levied by underdeveloped

countries as a revenue device but without adequate

T, - .
1%7nis percentage is based on the mean average of

corporation income tax rates of various countries. Cal-
culated from data in Zxpanding Private Investment for free
Torld Teonomic Growth (Washington: United States Govern-
ment), 1959.

15

See Appendix D.




consideration of their effect on industrial Iinvestment. It
is generally believed that such tax would be paid by the
foreign purchaser of the exports but this is possible only
when the country has a great economic advantage in producing
export goods which have an inelastic demand 1in the world
market. In most cases, due to:the fluctuation of the prices
in the world market, the underdeveloped country, after
imposing a tax on exports, has to pass the burden to the
producer at home at a cost which eventually reduces the
profit margin of his operation. It can be seen that while
sometimes tariff protection is the traditional way To help
infant industries for the domestic market, it 1is of no

help to export industries. Thus exemption tax on exports
could help to increase the volume of exports and encourage
more investment in export industries.

Judging from the above argument, income tax exemption
seems to be the wise incentive which is appropriate for
export industries; and it 1s equally well suited for meeting
the requirements of domestic industries. Therefore, there
is considerable evidence that tax exemption is one of the
most important factors influencing Tirms which do decide to
invest.

2. Tax allowance achileved by permitting accelerated

depreclation. This form of tax incentive is only given To

the investments of approved industries. 1t changes the
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normal time basls of depreclation deduction which formerly
was pernitted on fixed capital. The concession allows {ixed

to be written-off earlier than would otherwise he

Q
©
e}
e
ct
1\
e

osgible, and charged as an expense to reduce taxable net
income and conserve capital in the cruclal early years.
However, over the number of years, the total amount
of tax paid will be the same, since the tax will be
increased when The depreclation allowance is reduoed.lé
This 1s bhecause the total amount of depreciation will bhe the
same elther under the concession of accelerated depreciation
in the early yvear or at the normal rate. Therefore, it is
only egquivalent to the postponement of the tex liability.

1

But 1t still benefits The investor in the sense that he can

. . 17 o
vge the interest-free loan™' equal to the amount of the

tax differential in the initial period.
In thils way, high-prilority projects can be accorded
the privilege of accelerated depreciation, while low
priority projects can be required to extend depreciation
over a longer vperiod of time. The higher the vprofit return

and the qulcker an invegtment is written off, the sooner a

This assunes a flat or uniform, rather than
progressive, corporate Tax rate, and would be only approx-
imately true where a progressive tax prevails.

Heller and Xauvffman, op. cit., p. 156,

b ut)
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firm or industry assumes liability for regul vaymnent.

B

Although tax allowance on accelerated depreciation is only

a postponement of Tax vayment, it enables the investor to

shift the burden of tax from the difficult early vears to
later yvears of sounder financial position.

g

is an exarmple of a country which uses depreci=-
ation allowances in order to stimulate investment. Jew
companies in Israel are allowed to devpreclate their capital

i

equipment at double the normal rate. This hich rate of

amortization allows for the write-off of 70 per cent of

such equipnment in four years and the entire write-off of

]
fte
o}
3
@
s
o
bt
S
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vears.

3. 3Straight tax credit on reinvested profits. GCen-

erally speaking, taxes will always be a heavy burden on an

industrial enterprise--taxes reduce the profits of the

enterprise. A tax exenmption on the part of profits that
will be reinvested can increase the entrepreneur's capital

fund Thus, such a measure helps to increase investment

and the growth of industrial development. As noted by the
United ¥ations Department of Zconomic and Social Affairs:

ustrial developnment may be stimulated by means
ay concessions on reinvested nrofits in the fornm
her an exenption from income tax on the armount

e
9]
eit
ploug?g% back or a reduction in the tex rate or the tax
se.~"

rrocesses and Problems of Indus-
eloped Countries (llew York:
and Soclal Affairs, 1955), p. 53.
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e rate of tax reduction on reinvested oprofits

<
C

could be varied according priorities of the project or
hese gllowances are generally tiled to
the acguisition of selected assets in the year of acqui-
sition. An Iimportant characteristic of these reinvestment
allowances is the way in which the allowances are linited.
For example, in Taiwan reinvestment allowances are 25 per
cent of the taxpayers' income in the taxable year in which
vires the asset qualifying for this allowance. In
Argentina, however, the allowance percentage varies and it
is dependent upon the priority of projects. Sowme countries
have taken a broader approach toward the percentage of
allowances permitted. An example of this broader approach
1s Peru where taxpayers engaged in the manufacture of
necessary articles are allowed to take a specified percentage
of their profit and set it aside in 2 reinvestment fund or
reserve. Thils reserve must be channeled into investment
within three years or else it will be returned to taxable
income for the year in which it was earned.

The policy of tax credit on current income for
reinvestment should be umore effective in Thailand as well as
other underdeveloped countries when compared to developed

countries. The reason 1s the absence of a well organized

capital market and the lack of capital which tends to nake
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it more difficult for the entrepreneur to have access to the
funds for his investnent.

The shove arguments regarding various measures of

tax concessions seenm to suggest that taxation affects

iy

industrial development through its impact on the level o
investment. High tax rates tend to discourage investment.
Tigher corporate taxes would reduce the profit margin which
could discourage the entrepreneurs from taking risk in
further investment. A higher tax on export goods generally
reduces the producer's incentive by forcing him to bear the

burden of such tax unless the country possesses a gresater

comparative advantage in the production of the export goods.

+

o encourage investment in Thailand, the present
taxes imposed on profits are attractively low. The rates

range from 15 to 25 per cent--which are considered relatively

fulat o)
low when conpared to sonme other countries such as Slerra

s . . . 1
Leone, Ghana and Nigeria, where the rate is 45 per cent. ?
Furthermore, the Investment Act of 1962 provides special tax
20

arrangements for both local and foreign investors. This

should help to create a2 more favourable climate for invest-

ment. However, it must be recognized that the tax incentive

19. - . : - R .
“John F. Due, Taxation and Zconomic Development in
Tropical Africa (Cambridge, iassachusetts: The M. I. T.

Press, 1963), p. 48. 3See also Appendix .

20
See Appendix C.
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alone will not be such an effective incentive if the
country has not been able to offer other inducements such
as low-cost labour, social overhead capital, good govern-

nent, stable currency and so forthe

some Comparisons of Tax Incentive Technigues Used in

Various Countries.

Among various kinds of tax incentives and tariff
incentives, Iincome tax exenption has been used widely and
successfully in many developing countries. Puerto Hico is
a good example of a country which uses 2 tax exemption
program very successfully in her industrial development.

in Puerto Rico and Thailand, in order to Tind out how

successful they were in both countries.

]
A

=

e efforts to develop industry have long been made
in Puerto Rico and an industrisl tax exemption statute had
been enacted as early as 1919, and was succeeded by various

. - 21 . . . .
revisions. However, the act of tax exemption on a broad
and comprehensive scale was commenced in 1947 and finally
was replaced by a new act in 1954. This act provides relief
Trom property and license taxes, as well as 2 ten year

A

income tax exemption for each grantee. Exemptlon from

21
Taylor, op., cit., . 8.
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payment of property taxes, however, is dependent on the
amount of investment. If investment is below U. 3. § 1
million the exemption from property tax is for Tive years;
it increases gradually to the full ten years when invest-
ment exceeds U. S. $ 10 million. Under this law dividends
are exempt for the first seven years of operation if paid
hin fifteen yvears of the date of establishment. The act
of 1954 also includes a provision for existing firms, 1if
they are among the designated industries that are eligible.

The existing firms in the list of designated indus-
tries may receive btax exemptilon as soon as the first new

22

eligible firm begins To operate.

The main purpose of the tax exemption in Puerto Hico
ig to attract investment in industry from mainland U. 5. A.
This tax exenmption law is under the sponsorship of PRIDCO
(Puerto Rico Industrial Development Company). Under the
Industrial Aid Program PRIDCO also undertook the building
of factories which were later made avallable under liberal
terms for purchase, lease, or lease with optilon to buy, and
it also developed other services for new enterprises.

General characteristics of the Tax Exemption Aclb.

Iin order to understand and get some idea of the tax exemp-

tion in both countries it 1is reguilred to know the

221pid., p. 22.
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characteristic of the Tax Txemption Acts.

Tn Puerto Hico, the Tndustrial Tax Exenptlon Act

}

provides exenption from three msjor tax levies.

A. Tncome taxz exemptions that include the fol-

1. Tndividusl, corporate, or partnership income.

2. Dividend or profit distribution made o
regidents of Puerto Rico, and to those nonresidents that
are not taxable elsewhere on the sane income.

3. Income recelived from the lease of real prop-
erty that is used Dby an exempt firm.

B. There is a property tax exemption that covers
hoth the municipal and the central government levies and
includes:

1. Property employed in the developnent,
organization, construction, establishment, and operation
of an exempt business.

2. Real property leased to an exenpt firm.

C. The exemption that applies to all municipal
levies, such as license fees and exclses.

These three fields of exemption have been consldered
as a very good subsidy to the entrepreneur willing to invest
in Puerto Rico, and it is likely to promise a good return
from investment behind the subsildy.

froadly speaking, in the whole pattern of exempt
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taxes, the income-tax-exemption predominates ss the single
most dominant advantage for a grantee.

A point will now be raised concerning number (2)
of section A, i.e., dividend or profit distribution made
to residents of Fuerto ARico, and to those nonresidents that
are not taxable elsewhere on the same income. It is clear
that the dividend paid to the residents of Puerto Hico will
receive the full amount of the tax exemption, but the div-
idend paild to a non-resident will have full exemption only
1f the dividend income will not be taxed under income tax
of the reciplent country. If it is taxed in the recipient
country, the income received by a mon-resident fron a
dividendkwill be subject to a Puerto Rico dividend tax
which amounts to 30 per cent if it is a corporate dividens
and 20 per cent if it is a dividend of an unincorporated
firm. This tax is justified by the fact that the Puerto
Hican Govermment does not wish to forego tax revenue which
will be taxed anyway in a Toreign country. The Puerto Rican
Govermment does not feel it fair that income generated in
its country should be subject to a2 tax in sz foreign country.

The exempt tax structure of Thailand is rather narrow
when compared with that of Puerto Rico. Tax exenption is
only allowed on income tax, in other words, tax exemption

is allowed directly on profit only, as can be seen in the

following quotation:
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A mnew promoted industry (not applicable to expansion
of an existing industry) will be exempt from income
taxes for a period of five years beginning wigh the
first year when sales or income are recorded.<l
There 1s no tax exemptilon on dividends, on property
or on any municipal levies, such as license feesg and

exclses.

The achievenments of the tax exemption programs in

Puerto 2ico and in Thailand. The basic objective of tax

as elsewhere, l.e., alming to encourage investment in
industry with a view to increasing national income and per
capita income. It is recognized that tax exemption in
Puerto Hico has been a very successful program and it has
brought forth an increase of mnational economic growth and
employment. 1In order to assess the successfulness of tax
exemptlon 1t 1is desirable to anslyse the change in the rate
of gross domestic growth during the period covered by tax-
exemptlon. Horeover, it is also desirable to compare the
growth rate of the manufacturing sector with that of some
other sectors. The final step is to analyse the growth in
the exempt sector alone. The analysis of the growth in this
sector 1s based on the available data and material which, at
this time, is available in one country but not available in
the other. This problem shows the difficulty in comparing

the same thing in the same period. Therefore, in some cases

23

2]

ee Appendix C.
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the analysis can be done only in one country if the data
in another country is not available. However, the writer
will try to give a Judgment of the analysis as closely as

possible for these two countries.

TA T TR T
TABLE XV

THDUSTRIAL ORIGIN OF GROSS DOMESTIC PRODUCT
Year GDF Agriculture Menufacturing

Puerto Rico (Million Dollar)

7 % :
1oup(1) €26.6% 100.0  149.8 100.0 77.9  100.0
1951(1) 909.6  1b5.1  176.L 117.7 107.5  137.9
1953(2) 892.6 100.0 171.6 100.0 166.7 100.0
1963(2)  2,359.7  26L.3  210.5 122.6 521.6 312.8

Thailand (Hillion BRaht)
1955(2) 39,488  100.00 16,568 100.00 4,647  100.0
1963(2) 7,650  171.4 23,722 143.1 7,938  170.8

NOTZ: * Data are NDP (GDP are not available)

SOQURCES: (1) United Wations, Statistics of National
Tncome and Exvenditure,(New York: Statistical O0ffice, 1954),
Do LLS-

(2) United MNations, Yearbook of National
Accounts Statistics (New York: Department of Zcononic and
Social Affairs, 1965), v. 356.

Anslvsis of gross domestic, agriculture and manufac-

turing growth. Table XV shows that, in Puerto Rico, during

1947 to 1951 net national product increased by 45.1 per
cent, agriculture increased by 17.7 per cent; at the sane

time manufacturing increased 37.9 per cent, which is equal
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to 9.4 per cent of average increase per year. ODuring 1953-

A\

b

1963, gross nabional product increased by .3 per cent,
agricultural products increased Dby 22.6 per cent and manu-
facturing increased by 212.8 per cent or at the average of
21.2 per cent per year OVeEr a period of ten years.
The data above indicates that manufacturing has been

increasing its share of mnational product because its rate
of increase 1s oubstripping some of the other sectors. The
average rate of increase 1in manufacturing in the first
period is slower than the second period owing to the first
returns from this new promotional approach, which were not
very impressive either quantitatively or qualitatively.
Only 10 new factories were established during 1947/L38, and
106 more during 1949 to 1951. Iloreover, most of tThese firms

ere small and labour-oriented. The second perilod began

after 1951, when more new firms using capital intensive were

L, the total of newly

Ut

established. By the middle of 19

he efforts of the industrial

ct

established factories, through
development program, was 374 factories. All together from
1947 to 1948, 554 wnew factoriles have been established, and

2h
they operated under tax exempt status.”

l\)

l
iL

“iilliam H. Stead, Fomento-The Zconomic Development
of Puerto Rico (iashington: Habional Planning Association,
1

958), pe 75
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For Thailand, Table {V shows that between 1955-19¢&3

)

aross domestic product increased by 17.4 per cent, agricult-

ural product increased by 43.1 per cent, manufacturing

product increased Y 70.5 per centb or 8.8 per cent of the
average increase over the period of 3 vears.

The data shows thet the growth rates of the manu-
facturing sector in both countries are higher than in the

agriculturasl sector, however, the average growth rate of
manufacture in Puerto Rico is still higher than in Thal-

land. The increase in gross national product of both

,_1_

countries was the result of the increase in the product-

ivity of various sectors of tThe econony egpeclally in the

N

industrial sector which follows a shift in oubtput and
employment from the low productlivity sector (a2griculture)
to the higher productivity sector (industry).

12lvsis of the exempt sector. The data discussed

1. B

previously shows that manufacturing hes increased its share
in national income. FHowever, the income generated by the
manufacturing sector arises from both tax-exempt and mnon-
tax-exempt enterprise. 1In order to say that tax exemption
ig an effective instrument in promoting menufacturing, it
is reguired to analyse the result of income and enployment
generated under the exempt activities. Owing to the lack

of date concerning income generated by the tax exemption

firms, the only way to estimate this 1s by using the amount
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of total investment by these firms and the incremental
capital output ratio. The incremental capital output ratio

Investment ncome Per capita 1ncone mual Average
1norease Increage 3 Fer capita
Tncone

4 \ Y &

(% me) ($m.) ($) (%)

(1) (2) (3) (L)

Puerto Rico 307 L 113.33 19 .29 5,47

Thailend 14772 49 .00 1.55 0.22

NMOT®E: %1 The estimate of total invegtment in tax
exempt Tirms between 1949~ 1958, (9 years), from Wational
Tax Journal, Vol. XIII, YWo. 1, uaroh 1960, p. 343.

#2 The estimate of total investment in tax
exempt firms between 1959-1G¢66 (7 years), from Table IV.

*¥3 Total population in Puerto Bico at the
end of 1958 was 2,299,000, in Thailand at the end of 1966
Was 31,506,000,~~1r 1 National Demographic.

In Table XVI, the figures in Column (1) revresent
the aggregate investment by exemnpt industries over a perlod
of nine years in Puerto Hico from 1949-1958, and a period
of seven years in Thailand from 1959-196&. Column (2) is

2 e . - .

5*ehgam1w Higgins, Zconomic Development: ProbTems,
Princinles and Policles (lew York: . J. Horton & npany ,
Inc., 1959), p. 6L6.
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DETAILS OF DOMESTIC & FOREIGN REGISTERED CAPITAL
(ESTABLISHMENTS WHOSE AGREEMENTS HAVE ALREADY
BEAZN CONCLUDED AND PROMOTION CZRTIFICATES

RECEIVED), 1959 - 1966

Serial
Humber Hationality 100% Thai or Foreign Joint-Venture
Establishments Hstablishments Total
(1) (2) (3) (4) (5)
Registered  vper Registered ner Registered ner
capital centage capital centage capital centage
(Beht) % (Bzht) % (Baht) %
1 Thailand 027,206,243 86,66 1,025,724 ,0A7 51,90 1,952,930,710 66, 5C
2 Javan 119,930,000 11.20 291,925,000 15.62 411,855,000 14,07
3 China - 172,020,608 9,20 172,020,608 5.8
L J. S. A, 10,000,000 0.93 123,056,091 6.60 133,456,091 4,50
5 England 1,000,000  0.09 27,943,250 1.50 2 ,9&3 250 1.0(
6 Federation of '
Germany - - 25,828,000 1.38 25,828,000 0,87
7 Malaysia e - 26,753,330 1,473 26,753,334 0,91
8 Dermaxrk - - 9? LHOL 000 1,20 22,004,000 0,74
9 India 12,000,000  1.12 4,083,850 0.22 16,083,850 0.5
10 Australia - - 1# 599, 750 0. 78 14,599,750 0.50
11 Ltaly - - 11,727,000 0.62 11,727,000 0.3
12 Switzerland - - 9,578,400 0,51 9,578,400 0.3
13 Isrzel - - 7,000,000 0.37 7,000,000 0.2°
14 Portugal - - 6,341,000 0,34 6,341,000 0.2
15 Holland - - 6,247,750 0.33 0,247,750 0.2%
16 Indonesia - - 6,000,000 0.32 65,000,000 0.2¢
17 Hong Kong - - L,749,500 0,25 4,749,500 0.1¢
18 Burma - - 3,750,000 0.20 3,750,000 0.17
19 Argintina - - 3,000,000 0.16 3,000,000 0.1«
20 Philinpines - - 850,000 0.04 850,000 0.07
21 Austria - - 100,000 - 100,000 -
22 Other Nationality - - 75,377,000 4,03 75,377,000 2.5
Total 1,070,136,243 100 1,869, 549,000 100  2,939,685,243 100

10TE: 3rd column showing registered capital of the vartnership or
company in which share holders are of the same nationality.

Ath column showing registered capital held by Thai or foreign

nationals whose

Sources:

canital are registered logether 2s a
vartnershin excluding Jjoint ventures.

Devision, Bangkok, 19656,

company or

Board of Investment of Thailand, Research and Statistics
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the aggregate rise in annual income calculated fron the

incremental capital output ratio of 3:1. Column (3) is per

capita income calculated by dividing income by total pop-
ulation. Column (4) represents the average increase in per

capita income.
Prom Table VI, it can . be concluded that tax exenmp-

tion program in Puerto Rico 1s more successful than the one

Thailand, for 1t has generated a substantial increase 1in

i

o

per capita income up to U. S. § 49.29 with the average
increage of U. S. § 5.47 per year. Although the result of
tax exemptlon program in Thalland helped to increase per
capnita incone, 1t was rather small when compared to Puerto

Aico, in other words it has not been contributing as muct

to national income as is the case in Puerto Hico. The gain

in terms of income generated by the exempt program depends
on the total amcunt of IiInvegtment that was attracted by the
programn of tax exenptions. The wide range of dirferences in
the results of both countries is caused by the wide differ-
ence 1in total investment undertaken in those two countries.
Investment undertaken in Puerto Hico over a 9 year period
was U. 3. § 340 million while in Thailend it was U. S. § 147
million over a 4 year period.

The rationale behlind the wide difference in attract-

o

ing investment by the tax exemption program cen be justified

U

by the fact that:



1. Puerto Rico has a unigue economlic background
of advantage in that it has a very close esconomic tie with
the United States:; "Puerto Rico is the only area in the
world that has the singular advantage of belng within the
tariff area of the mainland United States but not subject
to federal taxes.

2. Puerto Rico is close to the United States which
is the world's biggest capital export country, and with the
free movenent of people, goods and money between both o
them, therefore, it ls easier for Puerto Hlco to attract
investment from mainlsnd U. S. A. Also a larger percentage
of total investment in Puerto Rico belongs to the people
from United States rather than the local people.

3. The tax exemption program in Puerto filco 1s more
comprehensive and broader than in Thalland in the sense
that it offers greater subsidies to the entrepreneurs. For
example, the exemption in Puerto Rico allows for the exist-
ing firms of favoured industries but in Thailand it 1is only
21llowed for the new designated industries. It is not

applicable to expansion of an existing industry. The period

of tax exemption offered is also longer than in Thalland:

ZéTaylor, ov. cit.,p. 5. :="The fact that federal
taxes are not levied in Puerto Rico may be ratlonalized on
the principal of no taxation without representation; Fuerto
Sicans are American citizens but are represented in con-
sress only by a Resident Commissioner, who has no vote.”
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it 1s 10 years in Puerto Rico and it is only 5 years in
Thailand. The longer Tthe period of tax exemptlon offered

he entrepreneur, the more benefit they will recelve

r

in the form of profit return. Profit 1is a major factor in
determining the 1investunent decislon.

Another important factor that the new lrms under

tax exenption generated was an increase in employment as a
result of new investments which were undertaken. Unemploy-

ment and disguised unenploynent have always been the Dbig
problen for most uvaderdeveloped countries. The increase 1in
nanufaecturing investment not only brings Torth an increase

in ewmployment in both countries but also results in rising

of

productivity. In Puerto Rico the total employment gener-

egtimated to be about 35,000

n
)

ated by the tax exempt firms 1

workers at the end of 1958, which was about 4L per cent of
Py

manufacturing employment and €.3 per cent of total employ-

while in Thailand employment generated under the tax

t
- A o= - Lo e Z1 )i Q 27
exenption program at the end of 1964 was 40,813 workers
(see Table XVII).

In appraising the tax exemption vrograms it is also

appropriate to analyse the structure of The exempt industries

wing Tto the lack of date on employment in manuf-

acturing and total employment in the whole country,
enployment in the exempt sector can not be calculated as a
percentage of enmployment in the manufacturing sector and as
a percentage Iincrease of total employnent.
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both in terms of ownership and nature of the firm. 1t has
been observed that the majority of investment attracted by
the exenption program came fromn meginlend U. 3. 4. in the
form of direct investment rather than loans to Puerto
Hicansgs. 1T 1is the main purpose of the exempt progran in
FPuerto Rico to draw capitzl from The mainland s much as
possible in order To industrialize her economy. Fuerto
Rlico, with the limited amount of land and the increasing
pressure of population, needs industrialization very bhadly.

Among the Puerto HZicans, who are mostly engaged in agric-

g a lack of industrial know-

e

ulture and commerce, there
ledge, moreover, capital resources in Puerto Hico are

limited due to low average per eapita income. Therefore

the success of industrialization depends on the ability of
the government to atiract mainland entrepreneurs, with their

: . 28
capital, technological skills, and market connections.

The second facet of the structure of industries under
the exemption program in Puerto HEico is the nature of the
firm in the export industries. iost of the products are
sold in mainland U. 5. A. Therefore, it can be justified
that the tax exemption program has a substantial influence

ructure of the Puerto Rican economy from

ft
3
<
E)
o
3
o
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)
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ct
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N
ct

one which 1is agriculturally orientated




industrial raw materials export oriented. The result of

this is to make the Puerto Zican economy sensitive to indus-
trial fluctuation in U. 3. 4. in the future.

as for Thailand, more than 50 per cent (€6€.53) of

total investment, under the promotion of
between 1959-196€, belongs to the Thal cibizen (see Table
LVITI, Column 5). The rest of this ig investment fron
various nations, of which Japan has the biggest percentage
(14.01%) among them. It is the writer's recommendat ion

that, the promotion programn in Thailand should put more
concentration on drawing capital resources from the local
people rather than from foreign countries. The rationale

of this argument is as follows:

1. Thailand is s predominantly agricultural countzry
in which agricultural products still can be increased by the
introduction of modern techniques of cultivation, irriget-
fertilization, etc. The population to land ratio is

ion,

not severely high, and in any case industrialization is not

as urgently needed (refer to Chapter ITI, v.87)

}

2. SBavings in Thailand are not that low in comparison

C

to some other underdeveloped countries as can be seen in
Table XIX which shows the most recent data yet published.
However, these savings have not been drawn out to be
effectively used, for nmost of savings were kept in the form

of unproductive capital such as gold, jewels, land
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speculation,etc. Foreover, the higher income group 1is prone
to spend part of their income in consplcuous consumption,
whereas they should be saving more. If the govermnnent tTries
to educate or persuade the people to save and to invest
their savings in a productive way, it can be expected that
the capital fund for investment in industry from the local
people can be increased, and less capital will be needed
from foreign countries.

3. Too nmuch forelgn investment in the country may
lead to the loss of political and economy policy will be
under the control of the capital owner country which often
leads to hesitation when laws are passed or particular cases
are examined. Any couﬁtries in this world should have the
right to run their own policy and also 1t 1s the pride of
the country. Although Puerto Hico has been succegsful 1in
using the exempt program in various respects, such as
increase in per capita income and employment, there is
1ittle evidence that local investors have played a large
role. In Thailand, even though the success 1s less, the
1ocal investors have been more involved in using domestic
capital in order to promote the economic growth of the
nation. Furthermore, the country will face the problem of
capital outflow when foreign companlies send the profits or
repatriate to their homeland. This case will cause the

pressure on balance of payment of the country.
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Le It is remarkable that most of the investment in
Puerto Rico comes from mainland U. S. A.; however, Puerto

Ue S A. are still under the same country. But
for Thailand if any foreign investments exist, this means
that they come from other countries which finally will pose

the problem as in number three above.

DOVESTIC NET SAVINGS IN COUNTRIES
(PEk CENT OF

Year Domestic Net Saving
otal Government Private
Burna 1960 10 L. 5
Ceylon 1960 b 2 2
Taiwan 1960 13 7 €
Fed. of Malaya 1959 13 5 8
India 1959 11 1 10
Japan 1960 29 8 20
Korea, South 1960 & L 2
Pakistan 1960 2 0 2
Philippines 1960 L 2 2
Thailand 1960 13 2 11

SOURCE .

United Natlons
Accounts Statistics (New York:

Social Affairs, 1961).

A
29

Projections:

» Yearbook of National
Department of Xconomic and

United Nations, Problems of Long-term Sconomic

dith Special Reference to Zconomic Planning in

Agsls and the FPar Zast.

on programming techniques (Wew York:

neport of the third group of experts

Leonomic Commission

for Asla and the Far Zast, 1963), p. 63.
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Ifhe second facet of the industrisl structure under
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The exemption vprogram in Thailand

1

Fverto Rico, for Thailand industries is notb export industry
but the main purpose is for import substitution. Fost of
the products are so0ld in the Thai market. It would be nore
difficult for I'hailsnd to put the main purpose of indus-
trial program into export industry like Puerto Kico. FPuerto
2ico exports the products to U. 3. 4. in which there is o
tariff and any barrier. For Thailand unlike Puerto Zico

o sekl in other countries in which there

s

her exports have
are tariffs and various barriers. lloreover, 1in that part
of the world Japan is the most advanced industrialized

country and has been marketing her products in all

areas, therefore, the competition is rather high and there

o
Cy
©

]
0
-
[

is very little chance for Thailand to compete wit
1t 1s noticeable from Table XVII that most of the
investment under the exempt program in Theiland falls into

Group € which has the lowest priority in the Act, in other

words, industries which have less necegsary and less

—

significant contribution to the econony of Thailand. There-
fore, it indicates that the program of tax exemption has not
been following the direction desired. If these investments
vere to be in Group & and Group &, then more would be con-
tributed to the economic development of Thailand could be

expectad.,
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Ceneral Aecommendation For The Tax Zxemption in Thailand.

The previous discussion shows that the tax exemption
program operated in Puerto nico has contributed a great

desl to the increase in national income and in employment.

in Thailand, even though the program has contributed to an
increase in national income and employment, the rate of
increase is rather low when compared to Puerto Hico. so0me

o
L

ndation can be given here to promote the tax

brief recon
exemption orogran in Theiland in order to achleve the maxi-
mum purpose, i.e., increase national income and employment
via the increment of investment.

1. Tax exempbion should be measured from the date
the project is aporoved for the period of five years.
2. Dividends paid during the exempt perlod should

4

be subject to the dividend tax, coupled with o tax allowance

on profit reinvested, for this will encourage more reinvest~

3. Tax exemption in Thailand should cover the
desirable industries that are already existing but that want
to expand their operation.

L. The tax exemption program should try to avoid the
creation of monopoly unless the production of one firm is
sufficlent for the demand. At the same time it should not

encouvrage Tirms that produce the same product in which The
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product may overwhelm the market demand, snd lead the firms
to produce at lower than full >apacity which will cause
economic waste,

5. 1In case the new firms are engaged in assembling,
which 1s the new thing in Thailand and mostly belongs to
foreign companies, tax exemption should only allow exemp-
tion to firms that will vroduce a substantial increase in
the value of the products, which are likely to be in the
form of labour and raw material. The value added should be

~ 30

at least 25 per cent of the total cost.

Tariff Incentives.

Besides tax incentives, btariff incentives also have
a significant effect on the promotion of industrial develop~
ment if vroperly arranged. It isg widely used in most
countries which are seeking to dndustrialize. Tariff
incentives could be considered in two different contexts,
One is tariff exemption on capital goods imported; a second

one is Tariff protection for home industries.

1. ZIariff exemption on capital goods imported. It

e

is true that most of the underdeveloped countries have a
shortage of capital goods=--machinery and tools, equipment,

locomotives, power plants and other installations that are

Taylor, op. cit., p. 53.



169
reguired for industrial development. And they nust be
imported from the more 'advanced' countries. Therefore if
& government has a special tariff exemption for the invest-
ors, it should be able Lo encourage more imports of capital
goods 1n order to stimulate industrial growth in the country.
Tariffs constitute an inportant part of revenue to
the government in nost underdeveloped countries. However,

a temporary loss of revenue from tariff exemptions on
capital goods could be more than offset by the tax revenue
after the industries have developed and become taxable.
Therefore, if a country wishes to gncourage private indus-
trial develoopment, it should not discourage or limit such
investment by imposing a tariff on capital goods. However,
tariff exemptions on these goods should be simple32 in order
To maximize the sattainment of the objective; namely, that
the country wishes to import ss much industrial sguipment
as possible and will not increase the cost to private
investors unnecessarily, in order to mgintalin incentive in

industrial development.

JlUnited Hatlons, "Population Growth and the Standard
of Living in Underdeveloped Countries,” United Nations POp=
ulation Division, Rernard Okum angd Richard V. Richaerdson (ed.),
Studies An Economic Development (New York: Holt, Rinehart

Jinston, Inc., 1962), p. 207,

3ZSimple in this context means: (a) simple in
avoilding complicated classifications of different types of
capital goods according to some priority need; (b) simple
in avolding unnecessary complication and '"red tape on the
vert of the intended importer of needed capital goods.
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tariff exemption 1is allowed to promoted
industries on import of machinery, parts, components and

cecessory equipment regquired or on raw materials which are
not produced locally
In Zcuador, in 1

196k the goverwn:
trial

ent passed the Indus-
Developunent Act which was designed to
incentive for private

nt By thi
ndustries were allol

red Tull oxr pa
import dutie

;_h

ons
Act =

on new machinery and its spare parts.

from
leo allowed a 20

The
per cent reduction in sales
a period of three years

)

tax for
or all

new

industrial enterprise.
in 1959 the governnent

in rerv,

lation which was de

n

instituted legis-
igned to promote new and
industries. 7The !

d. necessary
Act also pern
Tion from

ted full or partial exemp-
import duties on new mechinery and eguipment not
in competition with

imilar domestic products, and on ra
naterials and intermediate

soods not produced
2. Tariff nx

protection.

in Peru.
nece

j =}

4

Another universally accepted
ntive for industrial development is the protective
tariff '

« 1T is used by most countries in their initial
stages of industrial development to improve the vrospects
of commercial prof n
surf

investment. Tariff protection has
been used successiully by such countries as the U. 3. A.,
Canada and Japan. For exanple,the cbjective of
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ective Teriff of Canade was written in 1921:

i

pro

£

The objectives of the protective system in Canada
have been and shouvld continue to be:-
() To diminish, as far as possible, the import-

atlon of goods from forelgn countries which can be
produced at hone.

(b) To fecilitate the importation of raw materials
which can not be produced at hone

(e) To encourage the exportation of Canadisn
materials as finished products.

(a) To Ee Cenada self-~contained by developing and

e2b} ing thin her boundarilies all legitimate an

iv will give occupation to her people.’)

dy be seen, the chiefl justification for

the use of tariff protection in the industrialization of any
3t
country will be the infant industries argument. This

argument raises the point that initially, & country is
unable to produce an originally imported product at compet-
itive cost owing to the lack of trained workers, experience
and so forth. Therefore, average production costs are
likely to be highe... This obviously tends to make g new

7 particularly vulnerable to price competition from
older establishments in industrialized countries, especially

from those which had previously marketed part of their

output in the country in question. Hence the ability of

.cturers' Associlation, The Tariff,
ian Manufacturers' Associlation, 1921.

Charles P. Kindleberger, International Economics
(Homewood, illinois: Richard D. Irwin, Inc., 1958),
De 217
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established foreign producers to undercubt a new domestic

@)

expansion.
Under these clrcumstances 1t is in the interests of

o

the government of that country to grant tariff protection
against foreign competition to ensure the establishment and
development of the new local industry through profit incen-
tives. The cost of industrial development to the country
is not the absence of customs duty received by the govern-
ment, but rather the high price the people have to ray for
the locally-produced goods. But what of the temporarily
increased prices paild by the consumer? It is reasonable to
assume that in favourable instances, once domestic manu-
facturers attain a sufficiently low cost of production level,
prices can be reduced to even below the level of import
prices.

Tariff protection for infant industry is a useful
and effective means of achieving profitable industrial-
ization only as long as it remains temporary. However, too

high a teriff could be unsuitable and unfair for the con-

sumers who have to buy the vproducts with higher prices

) i

1 ions, "Process and Problems of Indus-
on in Underdeveloped Countries (Mew York:
conomic and Social Affairs,.1955), p. 27.
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unduly long due to the prolonging of tariff protection.

.

The most important point which should be carefully taken

account 1ig to avold tariff protection becoming a

into
permanent one. This 1s because, once an industry ig started
with the aid of tariff protectilon there tends to be lacking

the

(partly, owing to th

incentlive to become efficlent and self-realizing

la of competition).

;\_.

o

Another aspect of tariff protection arises here:

Where embargoes or very high dutles are reguired for

the protection of a local industry, the burden on the

econony as a whole reguires careful scrubtiny, for ...
its excess costs may constitute an appreciable handi-
cap to all those activities, including other
manufacturing establishments, which directly or
indirectly purchase its high-priced product. In such
case, this form of reaction to keen competition from
foreign factoriles may tend To make the local industry
an inmpediment to further industrialization. Up to a
point cheap imports are an advantage in maintaining 6
levels of living and in keeplng industrial costs low. 30

Also, 1f 1t is the case that the industry cannot

survive without the protection after a reasonable period of

time, say five to ten years, the cause must be due to

inef

ficiency or some Iinherent cost disadvantages. Any such

industry should be discouraged, unless it is necessary for

defence or other strategic reasons. 37 However, for this
36 . o . . !
“~United Watlions, "Processes and Problems of Indus-
trialization in Underdeveloped Countries (lew York:
Department of Bconomilc and Social Affairs, 1955), p. 27
37wurrav D. Bryce, Industrial Development: A4 guide
of accelerating economic growth (MNew York: icelGraw-Sill
EBook Con p Ny, .L”lCa, 1960) Do 81’
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case, direct subsidization should also be brought into
consideration. finally, it is important to avoid creating
a Ttariff pattern that may offend a nation who is a good
trading partner to the extent of inviting retaliatory
tariffs against goods which the developing nation exports.

in attracting cavital for investment in industries,
a protective tariff serves a dual function: it draws into
industry capital which would be expended in less productive
domains, and above all, it opens the door for an inflow of
foreign capital which otherwise would not come to the

country.

]
®

riff protection has another beneficial side effect
in That 1t may serve to strengthen the foreign exchange
position of a country, first, by attracting foreign capital;
second through import substitution (since these protective
industries normally would produce goods which formerly had to
be imported); and third, by producing goods which are
exported.38 Because rapid developnent, which entails
importing capital goods, imposes a strain upon the foreign
exchange position, therefore it is reasonable to encourage
industries which are foreign exchange earning, i.e., export
industries, and forelign exchange saving, i.e., substitutes

for imports. By this policy, consequently, it will nelyp to

38
““United Vations, op. cit., p. 58.
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improve the balance-of-payments of the country. foreign

exchange is important for buying capital goods for further

g

industrisel development. Therefore, in underdeveloped
countries, shortage of foreign exchange is one of the main
e
s

foctors which retard the rate of industrialization.

Protection should be limited. In theory tariff

protection should be kept to a minimum and remain flexible
in application for the earliest possible removal, for many
branches of Thai industry require some degree of protection
in their initial development. Besides, there are instru=
ments of policy other than tariff protection which tThe
sovernment should not lgnore if it is anxious to initiate or
accelerate industrialization at home. Therefore, a much
that of making imports difficult To purchase by imposing a
high tariff.

The government must ensure that more efforts should
bevspent in establishing an efficlent network of communi-
cations and transport, providing sufficient power, and above
2ll, creating adequate opportunities for general and tech-
nical education. 1In addition there exist such specific
measures. as provision of credit facilities, direct financial

2id, etc., which may benefit particular industries.
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But although tariff protections in themselves are

ipdient incentives for industrial investment in an under-

which would not otherwise have been ventured. Thus
unenploved or underemployed or less productive enployed

factors may be directed into industries which, directly or
indirectly, may succeed in ralsing productivity of labour,

and also in diversifying the econony and in laying the
L1

foundationa for subsequent industrial growth.
Tariff protection entails short-term losses by

aociety if the "excess cost" (i.e., higher price) is greater

o

than the normal gain. Then it would reduce total welfare.

ik

Tt is desiraebls, therefore, to balance the social cost with

maxinum social advantage, ~ and keepithe extent and duration

T S e

of the burden on the consumer to a minin
protection sustain, to the detriment of the community, an

unsuitable or inefficient industry. However, it 1s evident

[ A

thet the least harmful systen would be one of temporsry
Lo, .
“Ibid., p. 68.
1]
“Ibhid.,
LLZ T3 e o 1 ) J, T e & e o 1, o O
Stanford Hesearch Institute, The Hole of Small-
Facturid in 4 | elopnen ore“ared for
ationa 1 Venlo Park
t v

(1
)7 Do .,.‘-!»?.



development Tariffs granted on 2 highly selective bhasis in

nelir bhecoming pernanent.
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The definition of small-scale Industry suggested by

a U report in 1950 on "The Development of ianufacturing

Industry in Zgypnt, Ilsrael, and Turkey" as manuf

nploying Ten or more persons were considered

.
n
[0}

then that were considered to be small-scale industries.23
hile There is no clear~culb delfinition of a cottage industry,
we Take the term to apply to manulfacturing concerns in which
production 1s cerried on by the owner himself with the

sslstance of his Tamily, relatives or & few pald enployvees,
In no case will Tthe Term be applied To a concern where more
Than nine persons are employed.

in trying to plan for Industrial development, most

underdeveloped countries face These problens:

1. Assimilation of a growing population in the
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Tment o bour personnel made redundant
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by Innovation in and sophisticaltion of industrial and
agricultural production techniques.
Since the lack of complementary resources such as

.

addition to seasonal unemployment,) long-term--improvement
in employment levels can be expected to follow expanded
capital formation. The capital-intensive nature of major
industrial undertakings, however, tends to limit the
possibilities of increasing employment in this direction,
thus forcing relisnce on cottage and smell-scale industries
which require only small capital investment.
Industrialization 1s normally presumed to reguire a
high degree of capital intensity and to result inevitably
in an increase in unemploynment of a technological kind.

This may be unavoidable to some extent in a country where

seasonal and disguised unemployment is of a considerable

C

anmount, as in Thaliland. Yet the cruclal problem of develop-
ment in such a country 1s that of fuller and more effective
utilization of existing labour resources in order to develop
new sources of capital more directly related to the specific
econonlic environnent, resources and labour skills of the
area in question. Thus the emphasgis in the industrisl

development of such areas should be placed on utilization of

abundant labour resources rathexr than on the role of gcerce
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capital resources. Cottage and small-scale industries seem
to glve good promise for this content. As the UN Department
of Zconomic and Soclal Affairs observes:

Cther things being eqguzal, therefore, in most under-

developed countries it is labour-intensive rather than
capital-intensive industries that would appear likely

L

to possess the greatest relative GOﬂn@uwblve advantage,
even when the productivity of labour lis somewhat lower
than in the more advanced countries.

Cottage and small-scale industrilies can be Justified
on Tour malin grounds:

1. The usuval pattern of concentration on non-conplex
products makes Intensive technical training of workers
unnecessary. Therefore, even the presence of low order of
technical skills tends to pose no serious handicap. As
observed by Stanford HQesearch Institute:

It 1s reasonable to suppose that more training and

Xuerlenca are requlred for those who manage large

rather than small plants. In underdeveloped areas the
scarcity of managerial talent is very acute.l

Ll United Mations, Processes and Problems gg indus-
trialization in Underdeveloped Countries (xew York
Department of sconomic and sSocial Affairs, 1955),
pp. G9-70.

L5 stenford Research Institute, The Bole of Small=-3cale
Yanulfacturing in Economic Development, prepared for The
International Cooperation.mdmlalotrauicm (lienlo Park,
Californis: Stanford Research Institute, Hovember, 1957),
Pel5l,
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2. Cepital regquirements are han that reguired
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in large-scale units due Tto the utiliza
builldings and the uvse of uncomplicated and 1Inexpensive

machinery. As Singer saild:

A large=-scale unit will involve the growing up of
subsidiary economic complex and overhead investment
around it and will require heavy investment in urbaniza-
tion of a fixed pattern. The establishment of small-

cale industry keeps The situation much more fluwid.
There is no doubt that an industrilial pattern based on
large-scale industries and industrial complexes involves
more irreversible decisions than does a multiplying of
the developpgnt islands with emphasis on small-scale
industries.*0

Broadly speakling, a common characteristic of all

underdeveloped countries 1s thelir extreme shortage of

17

capital.
Cottage industry is a system of self-employment.

Fe
There 1s an elenent of self-employment in the sense that
enmploynment of the owner and his famlly members will be
carried up to the polint where marginal productivity of

labour falls to zZero. By contrast, wage employvment in

arge-scale units is only carried to the point where

]..J

marginal productivity of labour 1s egual to marginal labour

ilonal Development: Growth.
11 Boolk Company, Inc.,

4o Singexr, Internat
and Change (Mew York: MceGraw-Hi
19¢ék), p. 205.

Stanford Research Institute, op. cit., p. 151.
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cost,”™ (i.e., current wage employment) . rnerefore, with an
abundant labour force, supply tends to be in excess of

e

demand, and hence part of the labour force will remain

unemployed unless there are adequate self-employment
Opportunities.
L, Cottage industry creates employment where labour

s already available, thus obviating the need for reloc-

‘..h

ation of workers and all attendant problems. By being
centered on the home, it utilizes the dynamics of a family
organization, while not interfering unduly with other
family-group activities, (e.g., domestic tasks, seasonal
agricultural employment). 4is Singer said, "lhe most
tangible expression of unutilized resource is in the avail-
%)
able spare time of people.'

It is possible ﬁo distinguish between three main
typves of cottage and small-scale industries, that is:
self-sufficient, handicraft and satellite.

1. Self-sufficient cottage and small-scale indug-
tries are characterized by a highly labour-intensive

production process in which the workers employ their spare

time in production of commonplace products for everyday use.

1.8

Lo, ~ s .. . A
S« G. Peitchinis, The Zcononic of Labour Zmplov-
nent and Jages in Canada (Toronto: 1 cGraw--ill Book Conmpany,
ince, 19¢L), p. 202,
43

Singer, ov. cit., p. 202,
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Hand-loom weaving provides an example of this variety of
cottage and small-gcale industries while such sctivity may
be considered vpreferable to ldleness its generally ineffi-

cient and time-consuming nature means that 1t affords only
limited prosvects for economic advanceunent.

2. The handicraft type of cottage and small-scale
industries are more specialized, seeking to utilize the
skills of local craftsmen in the manufacture of products
based on native arts. Frovided that a sultable labour force
is available and that markets can be found, such industry
can result in growing incone and employment.

3. The satellite variety of cottage and small-scale
industries exists within the framework of a wider industrial
complex dominated by large-scale industrial concerns. These
cottage and small-scale industries are parts of a larger
industrial venture, their function being limited to a

pecific process rather than to the production of completed

products. Japan provides a good example of such a systen

cottage and smell-scale industry level being ultimately
linked to a relatively small number of large enterprises at
the centre of the industrial complex. Obviously this
variety of cottage and small-scale industries, with produc-

41

tion wholly responsive to the needs of the large industrial



production units at the centre, can operate only as a

Q

rge~-scale industry.

©

complement to 1

5
)

Q

Cottage and swall-gcale industry for the Thail

goconomy. As an underdeveloped country which lacks capital,
a high level of technology, exXperience management personnel
and an abundant labour force; therefore, cottage and small-
scale industry can play a significant role 1in the industrial
development process.

Thailgnd, as a developing country, suffers most of
the problems characteristic of such a country. The rapid
rate of population growth has brought with it the problems
of disgulsed unemployvment, and unemployment, and greater
difficulties in achleving higher per capita income. Higher
income can only follow the higher productivity which is a
direct result of the expansion of the scale of production.
for Thailand, There 1s a limited scope to this expansion,

a restrictlon imposed by the various elements of under-
developed countries. This is a dilennma, as stated by the
Hinistry of National Development:

We must turn therefore, to look somewhere for a
strategic point to strike. 1 believe that we could
have found the soclution in the small-scale and cottage
industries. Higher productivity could be increased in
a small-gcale Tactory in the same manner as in large

ones. Jith proper external assistance in technological
innovation, marketing and financial investment it
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to be efficient and conbtribute to the

for promotion of the cottage and swall-scale
industries, the Thal Government has made an application to
the UN Specilal rfund, during the Flrst-flve Years National
Teonomic Development Plan (1961-196¢), for helping in
setting up 2 Cottage and Small-Scale Industries Service
Institute designed to give comprehensive assistance to
cottage and smallmscale‘industriesc It is proposed that the
Institubte should be located in Bangkok with branches later

on at five regional centres. The Institute will provide

-

technical extension services To cotbage and small-scale
industries. It will carry out surveys and prepare techno-
econonmic reports on possible cottage and small-scale
industries and make these avallable to prospective entre-
preneurs. Freparations are being made for The establish-
ment of tTthig Institute in anticilipation of assistance fronm
the UN 3pecilal Fund.

Implications of the Indisn experience for the Thal

dottage and gmall-gscale industry oprogranm. The cottage and

small~scale industriles of Thalland could proceed along the

same line as the highly successful smell-scale production

0 . . e a .

5 P. Sarasin, inister of Nationsl
address on industrial development policy a
Chamber of Commerce, Bangkok, 1965.

evelopnent, an
S Am

D
t th erican



units--especially handloonm and textile industrieg--of
ndia, Hong Hong, and Japan.

The Thail program of cottage and small-scale industries
should attempt to achleve effective organization as Indla
has done. India had divided her cottage andr small indus-
tries into three main areas each of which has a committee
appointed by the Central Government to direct its affairs.
Thailand should adopt a similar scheme and attempt to divide

her cottage and small-gcale industries into various areas,

s,
e

gach ares headed by a committee to direct its affairs.
poggible division of Theiland's cottage and small-scale
dustries might be:
1. Textiles (cotton and silk)

2. Silverware, bronzeware and n61710wa1631

1

Vegetable oll
~ Iatches

Mats.

The Indian program has been successful in absorbing

surplus labour. Considerable employment has been generated

37 . . .. . . -
e 1s a Torm of oxidized silver with inlaid
)

Tell
and engraved NS
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by Tthe Ambar UharkhaB progran (see Table KZI). The Iindilan
handloom industry has also provided fuller employment to

handloom weavers, and part-time e oyment

Q
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to about 1 million spinners, besides whole time employment

to carpenters, blacksmiths, etc, who repalir eguipnment.

ZHPLOYY

1956-57 195758 58-59

Spinners! families s, 7h2 100,000 100,000
Weavers' families 5,000 3,000 4,000
Other ¢, 528 7,000 7,000
Total 57,270 110,000 111,000

SOURCE: uovarnﬁent of India, Second Five Year Plan
Beport, Planning Commission, April, 1960, p. 103.

The Thai Government should introduce a program to
acconplish the same end. The government should encourage
the export of the cottage and small-scale products especi-
ally Thai silk, gilverware, bronzeware, nellloware ang

handicrafts products.

“Government of India, Third Flive Year Ilan, Planning
Commission, June, 1960, p. 19¢.

By
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Another important srea where Thalland should imitate
the Indian program is in the establishment of industrial
estates in order to promote small-scale industries. In
order to establish an industrial sestate the government
should find large tracts of land on good slites which are

far from any residential area, easlly accessible by trans-

he necessary utilities such as power
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and water. If possible, the government should provide
factory bulldings or workshops for lease or sale by instal-
~ment. This will help the small industrialist who 1s having
difficulties in obtaining land Title and help relieve the
Tinencial problem.

Furthermore, an industrial estate can be used as s
centre for a variety of activities which are beneficial to
the developnent of small-scale industry. It provides an
excellent locatilon for advisory and information devices,

financial institutions, training progranms, and many commuon

facilities which can be useful to a group of industries.

industrial Finance Corvoration (of Thailand)

The” development of the manufacturing sector is often

agsoclated with its need for substantial capital investment.

One of the major obstacles to development in manufacturing
is the absence of appropriate institutions to provide the

funds needed either by mobilizing the availlable savings in



hence discourage their sale in competitilve markets, thereby

retarding the growth of industrial development.

¢

Ygny countries,

have established such

of technical services. iThese

institutions are sometimeg named Indusbtrisl Developnment

ations or Industrial Finance Corporations such as The
Tndustrial Development Cornoration of Burma and Industrial
finence Corporation of Thalland.

The Industrial Pinance Corporation 1is a dynamic
institubtion which performs the role of a catalytic agent in
the industrial sector. The basic task of the corporation
is to promote private entervprise, bring forth existing

opportunities for industrisal investment, and creste Tavour-

"‘D’

able conditions for the development of managerial and
entrepreneurial skills, i.e., provide funds and various

+ -

cechnical services fostering capital and entreprensurs

p
"J

ion, structure, range and scops of
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activity of an Industrial Finance Corporation varies fron

one country to the next, on the economic circum-
stances of the country and its aims and objectives con-
cerning economic development. Hevertheless, since

underdeveloped countries have some common feature such as

low savings, unorgenized capital market, lack of entre-
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services, Industrial Finance Corporations are reguired to
perform basically the same functions evervywhere.

Industrisal Ffinance Corporstion of Thailand. Capital

markets in all underdeveloped countries including Thailand
are underdeveloped. In other words, the capital market is
more restricted when compared to that of more advanced

countries like the Unite:

1s that the ability to’absorb new security issues is limited

IThis makes 1t difficult for the small and mediun~sized firms
to acquire needed funds. Certainly thev can borrow from

to pay higher

private commercial banks, but they will have
rates of interest, owing to the risk the banks have to take

since these firms are not in a position of oubtstanding

credit and reputation. Joreover, althouzh funds can be
obtained from commercial banks, they are in the Torm of

short-term loans. This is due to the convietion of the

banlks that since demand deposits require & hi igh level of

liguidity, they should invest on the shortest possible term.



‘here is no serious shortage of capital (especially
short-term) for the large firm in Thailland. In part, this

funds for thelr investment by selling bonds or
stoek to the public. Furthermore, large [{irms usually have
& zood credit position and general reputation. Therefore,
they are able to borrow from the private banks at relat-
ively low rates any time they need capital.

in order to make funds available to entrepreneurs,
varticularly those in small and medium~sized {irms, The
government of Thailand set up the Industrial finance
Corvoration of Thailand (IFCT) on October €, 1959. The Act

was subsequently amended on December 11, 1962 and on July

12, 19€3. The IRCT is privately-owned and 1is somewhat
) IS b

-

equivalent to a development finance company or a development
bank. The main purpose of establishing the IFCT is not

only to make funds available to the investors, but also to
offer financing facilitiles which are more attractive in

terms and conditions than those which are generally svail-

able from other financisl institutions. It will be able to

encourage increasing industrial sctivity in Thailland by

assisting in the establishment, expansion, and modernization

)

of private industrial enterprise and encouraging private

investment in manufacturing and other Iindustries. The

SRR
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specific objectives of the IFC

1. To assist in the establishment, expansion, or
modernization of private industrial enterprises.

2. To encourage the participation of private cavpital,
both internal and external, in such enterprises.

¢

To pursue the above objectives the I17CT may, among
other thin -

2) Provide finance in the form of long-term ox
medium-term loans, with or without security; purchase or
subscribe for shares or other securities; acquire any other
interest;

shares or other

iy

b) Underwrite issues o
securities;

c) Guarantee loans from other private sources;

d) Borrow funds, either in Thailand or from
abroad, for 1ts business;

e) Furnish administrative, managerial and tech-
nical advice, and assist in obtaining adninistrative,

managerial and technical services to private industrial

) Engage 1tself in such other things as may be

incident or conducive to the attainment of its objectives.

541ndustrial Finance Corporathﬂ of Thailand, 10T
ouarterly Resume, auvarterly Issue (J Uly-beoueﬂber, 19¢67),
prepared aﬂd compiled by Project Planning & Acsearch Jebart—
ncn; of IrCT (;aﬂgkoz: Government Printing O0ffice, c?),
Ta Co
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The IFCT was registered in 1959 as a limited company

and started its business in 1960 with an authorized capital
of baht 100,000,000 (U. 3. § 4,807,693), of which €.1

million Baht have been paid up. 1In addition to that, the

a

government advanced a long-term, interegt~free loan of

15 million Baht to it, with the transferred surplus earn-

ings from the liguidation of the government owned Indus-
trial Bank. EForrowlng Trown the government added up to

total funds of 36,821,667 Paht at the end of 1960 (see
).

In 1962 the corporation was reorganized. This led

-

m -, RV a4
Table XX

the number and total of loans granted, the Corporation felt
the need to obtain additional capital funds. The govern-
ment advanced a further loan of 20 million Baht at a low

Table XXII). In

-
S
Lot
\O
O
Do
Patan
[9)]
0]
0]
=

rate of interest

}_.l
\O

63,
2

negotiations were completed to obtain loans of 57.2 million

Baht from the Xreditanstalt fuer Wiederaufbau (XfW) of

dest Germany, and loans of 52 million Baht (U. S. §

2,500,000) from the IBRD (see Table ¥XIV).
In 196k, the IFCT called for capital shares to be
paid up to 30 milliown Baht, roughly 43 per cent of these

shares being owned by the Thai investors, 13 per cent by

the International Finance Corporation affiliated with the
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Jorld Bank,”” and LU per cent by foreign investors. 1o
sheres are owned by the Thail CGovernment.
In 1965 and 1967 the government granted loans of
30 and 20 million Baht respectively. Therefore, as can be

seen, very large additional funds are being secured (see

financial situvation and the result-

ing operatlions.

-

1. Analysis of the financisl situatlon. 4s

rentioned earlier, 56 per cent of the shares belong to Thail

"]

citizens while 44 per cent belong to foreign investors.

[
(D
—

Among the forelgn investors who hold shares, approximately
half are commercial and investment banks in the United
States, and the rest are commerclal and investment banks in
other countries. In the light of the ownership, the corp-
oration is guite safe from foreign domination as long as
the majority of the share owners are Thal ciltizens. 3l1nce
the IPCT is private share holding, a precaution will have
to be taken in order to prevent inlitial or subseguent
concentration of voting vower. 1f the voting power 1s

concentrated in one or a few owners, 1t nmight lead to

55,

Under article 1¢& of IFCT Regulations, these shares
S

1
are considered to be shares held by citizens of Thailand,
thus making the total Thai holding 56 per cent.
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rfrom the Thal Government Baht
o -}i-

0

(December 31) 14,959,105
(y/L!’f,Bél)
i (1,758,053)
i 534,493
i 71,500
i 70,000
" 55,000 13,357,65L

BANGEN

@]

[N IS IV N S )

o e e e e
NONO DD NG
NN ONCN ON CN O

)

1960 (April) 15,000,000
50 years at no interest

1962 (Novenmber) 000,00
first 20 yrs. at no interest
next 20 yrs. at 2 %
last 10 yrs. at 5 %

1965 (3eptember) ] 30,000,000
15 yrs. at € %

1967 (April) 20,000,000
30 yrs. at & %

fotal Baht Borrowings 98,857,634

HoTE: # = After liguidation of the government-owned
Industrial Bank (IFCT's forerunner), the Thai Government
transferred the Bank's assets (cash plus the Bank's out-
standing loans to private enterprises) to IFCT in the form
of a loan, and appointed IFCT as the Bank's '"recelver in
equity". Amounts in subseguent vears as shown in the sane
column represent IFCT's collections of loan Tepavmeﬂts net
of all expenses and of one repayment to the Bank's creditor
in 19&2.

SOUECE: Industrial Finance Corporation of Thailand.
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Forelgn Currency Borrowlings

19€3 (December)

1964 (Harch)
Loan from
15 yrs. at 55 % (adjustable)

52,000,000

(U. 5. § 2,500,000)

Total

109,200,000

g
p—_

D Loan after

Lesgs: uvnutilize B L
' limit

Thailand,



A TRT T ST
TABLE XXTIV

LOANS UlDZR SIGHED AGHOEZHFEINIL

Mi1llions of Baht

Year Wo. of Loans Total amount Eaht Currency Foreign
Currency
1960 1 2,000 2.000 G
1961 7 ¢.800 9.800 0
1962 11 13.400 13.400 -
1963 13 18.300 18.300 0
196h 6 19.105 10.655 G.450
1965 12 L7 193 25.775 21.723
19€6 29 99.450 9 .250 30.200
Total 79 209.553 149,180 60.373
19¢7
lst Qtre. 5 5.900 5.900 0
2nd Qtr. 5 19562 19.562 0
Srd Qtr. 5 28.94L 28.944 0
Total oL 263.959 203.536 60.373

SQURCZ: Industrial #Finance Corporation of Thailand.
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Committed Loans

(#1111 ions of Raht)

B9

Metal Mining
food

Tobacco
Textile

WJood

Paper & Paper Products
Aubber Products

Chemical & Chemical Products
Won-Metallic Mineral Products
BPasic Hetal Industries
Metal Products

Machinery

Blectrical Machinery & App
Transport Zguipnent
¥iscellaneous Manufacturing
Construction

Storage & Warehousing
Personal Services

-

iances

A DBROADER GHOUP CLASSIFICATION

Mining
Yanufacturing

Construction
Storage
Services
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collusion with the possible result that the IPCT will wnot be
ahle to schieve its objectives. However, participation by

forsign groups in the IFCT's equilly will place at the

el

TRCT's disposel foreign exchange resources which will be

used for the financing of the forelgn exchange component of

capital goods from abroad.

Broadly speaking, the IFCT should start on a strong
finsncial basis in order to strengthen its financial pos-
ition and enlarge its services so as to give the widest
scope possible. However, how much in the way of resources
are needed will depend on the scope of the functions that
it will perform,the state of the country's econony, and 1its
capital market=56 That is to say, the resources of the
corporation should be equal to the tasks which it must
perform.

Although the corporation should have a strong fin-
ancial basig, it must be borne in mind that the debt fron
such a Tinancial basis imposes a fixed charge, and corpor-
ations may find it difficult to meet the interest obligat-
ions on the debt, at least in the first few years of

operation. However, to determine the financial basis, the

. Agarwal, "Industrial Development Bank - A
Fodel for derdeveloped Countries,” Indian Journal of
Geonomics, Vol. XIV, Ho. 176, July, 1964, p. 279,
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Jorld bBank has suggested a debt-equity ratio of 3:1 for

57

Turkey, Indla, Palkistan and Iran. This ratio is a good
basis to establish the financial position, but in fact the

ratio will very, devending on the circumstance and state of

-

the economy in each country. The financial resources of

the IFCT at the end of 1967 were approximately L:1 by the

11), slightly higher than

[d

debt-equity ratio (see Table L

what the World Bank suggested to Turkey, India, Pakistan

he reason that the Corporation's debt-equity ratio

R

]

is high may be that the Corporation did not have to pay as
much of the burden as it should have because a large amount

of resources came from the government in the form of

[}

free~interest loans and low rate interest on long term loans

(see Table XIV). Thus it may be concluded that the stabus
of the IFCT either in the form of ownership or in the form
of financial positilon at the end of 19¢7 was a sound one.

2. Analysis of the operations. The corporation did

not immediately achieve as much as wag expected of it, for
the scale of its operation was very limited. In the
eighteen months of its existence only eight loans were nade

r 11.8 million basht (U. 8. $56,500),
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2. 8. Joshi, '"The Developument B
111, Yo. 1, July, 1960, D



201

Toans have

iecreased

il

I bheR T

er O

loans

n of locans &

e
<3
0]
.

T
p]

productiv

S
l\_,y P




202

In addition to direct loans, the IFCT also nade
avallable a loan guarantee service. Ry the end of 1966,
approved guarantee loans of 20 million baht had been given

Another polint which should be mentioned here is that

more than half of the loans in 1S€6 were to borrowers in

rural Thailand, CThus indicating a chang pattern of loans
over previous years, when two thirds of IFCT loans went to
enterprises in the Greater arez. ‘This shift illust-

of the govermment's polilcy to concentrate development
efforts in the outer provinces. iore development in the

uter provinces is badly needed if the country is to avoid

G

political crisis caused by the 1mbalance of regional develop=

purpocse of

necommendation In regard to the mein

e}

the 1I7CT, which is to encourage investment in industry and
to promote economic development in Thailand, the writer
recommends that:

1. <The IFCT should coordinate its activity with the
actlvity of the Board of Investment in encouraging invest-

ment to promote industries that receive orioritvies in the



f industrielization, which are designated by the
Tosrd of Investment to receive some allowances such as incomne
tax exemption and free duty on machines, etc. T
conld supplement its activity by offering long term low rate

unpromnoted industries) to such promoted enterprises. Thus

it will create more incentive for investment in that enter-

prise.
2. In order to supplement the government policy in
developing outer provinces, the I#CT could do the same thing

by offering a long term lower rate of interest to the
entreprenevur who will undertalke investment I1n the outer
provinces. loreover, the low rate of interest gilven to Tthe
entrepreneurs may vary among the provinces in each reglon
in order to stimulate investment in some particular region.
Por instance, at present there is an uvrgent need for devel-

o
L

opment in the northeastern part of Thailand because this
ares is far behind the other parts of the country. In

order to stimulate industrial development in thils area, the

)

TRCT should offer loans with a lower rate of interest than
ziven to some other areas of the country.

3. Besldes the renting duty, the underwriting of
igsues of shares, the guarantee of loans and the provision
of technical services to private enterprise (as already

prYal D

mentiloned under the Title of speclal objectives ol IrCT on



Paze 1069), the corporation should also undertalke the
regsearch and surveys of profitable investment opportunity.

In doing so, a heavy expenditure will be incurred by the

corporation. However, because the corporation 1s a privately

ovmed company, the result of research and survey will be of
benefit to the public. Therefore, the writer would like To
recommend that the govermment should contribute to the cost
of research and survey which is carried out by the corp-

oration.



Purnoge of the studv. The purpose of this study is
to exanmine the role of the industrial sector in economnic
developrment and the role of government in the industrial-

-y

ization of underdeveloped countries with special re

The role of government in economic development. The

role of governments in economlc developmnent in underdevelown-
2d countries 1s nuch more actlve than that of governments

in advanced industriaslized countries. Since in vnder-
developed countriles there is a shortage of capital and

to initiete and continue the
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process of economic development. Government involvement

o

in the process of econonic development has increased

steadily in most underdeveloped countriss since the end of
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various underdeveloped countries are engaged in long-term
gconomnic planning. Thaliland started her First Five Year

Hational Scononic FPlanning from 1961 to 1966, and at

present 1g engaged in The Second Five Year Plan fron
1967-1971. ZAven though Thailand is planning her economic



The government secbor in Thalland 1s keved to The free

to support tThe

enterprise svstem with

sctioms of private enterprise and create a good environ-
ment for its operation.

Teonomic vroblems. Thailand was seriously damaged

by the Second dorld #ar in her econony as well asg in her
and ports. The country was also facing the problems of

halance of payments deficlt and the depletion of forelgn

the infrastructure and to restore forelgn trade.

s
n

the OO”"’LTY 2bout 51!4’9000

square kilometres. It has a population of about 30 million

2t the present. The density of population is approximately
58 persons per sguare kilometre. Over 80 per cent of the
opulation 1s ployed in the agricultural sector and only

.

-~

2.5 per cent is employed in the industrial secto

Industrial and Agricultural development. Lconomic

developnent in Thailand is following The doctrine of
"halanced growth' between the agricultural sector and the

indusgtrial sector. However, gince Thailand 1s predomin-

antly agricultural, the agricultural sector receives first

riority in development. furthermore, one of the most



nre-conditions of industrial development 1s the

scohievement of a rvate of increase in agriculturel product-
ne zaricultural sector in order that some part of the
product may be supplled to the industrisal sector which does
not oroduce food.

Yowever, in view of

£ enploynment and income will arise in the

:
o
ct
10}
!.—I
2,
0
c

future when the agricultural sector can not absorb all the

manpower and can not be productive enough because of the

o

limited supply of leand. As this occurs, ind lustrislization

will become more important in the process of economic
AT iy

~ .

development of Thailand. Industrislization not only makes

pogsible an increase in productivity, but

©

lso helps to

bsorb the growing labour force.

[

©

Genersl recommendations. The purpose of these

zeneral recommendations is to provide a gulde for The
econonic development of Thailland--to expand more rapldly
and with greater stability.

+“ .

Zeonomic development, in order to begin and grow in

the country needs a favourable economic

)

various regionsg o

kinds of public utilities). Therefore,

o
}_J
‘ .
5
d.
®
o~
}__.h
o
®
L]
o
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1
i

infrastructure and social overhead

o

-

-

rst basic need.
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O
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o
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Asgriculture is the main sector in the Thal econonmy.
Its rete of growth can be increased by various means such
as improving production by introducing new technigues.
Inprovenent in water supply, transportation, marketing and

agricultural credit are also necessary.

Industrial developnent can be stimulated by tThe
int uction of tax and tariff incentives designed to

country. Cottage and smell-scale industry can play a sig-
nificant role in industrial development because they
require less capital and can function with a lower level of

roduction technigues than large-scale Industry. Since

lack of capital investment is a main obstacle for indus-

oF
H
’__Jn
o
}_I
O

evelopnent, an Industrial financilal institution 1is
necessary in order to provide funds for the entrepreneur.
Developnent according to the recommendations above

involves a heavy anmount of ceapital. It is not recommended,

however, that the government try to use inflatlionary methods
to finance economic development. The major part of fin-

ancing should come Trom domestlc sources, supplemented by
xternal sources.

Filnally, successful development will be determined

by the efforts of both The govermment and business comnmunity

to uvpgrade their standards of organization, co-operation

and plain honest adminlstration.
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