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Trade and Balance of Payments of Thailand

by Supote Chimanmumntathum

I. Introduction

International trade has always played a major role in
the Thai Ecohémy since its opening to a large-scale contact with——~—w'em- ' "wyew!,
western countries_undefuxhe_Bowring.Treaty_in_lassﬁ_wThe aain T
occupation of most Thai people and hence their ways of life were
then much connected and.largely dictated by‘the‘mono-crop“in rice
farming. The_principalweconomic.growth in Thailand before World
~War II can be largely explained by a stable and rapid growth-in its
rice export. In fact, average rice-export*was—st111;48~pat_gsng_agh~1' s
the total Thai export~earnings during 1935-1939, Butzffter the World A —
War II, rice has begun to lose its relative importance.in both the

-

diversified Thai agricultural economy and.in.its shares of total values _
of exports. While rice export still averaged about 44.5 percent of T
total Thai export earnings during 1955-1957, rubber, tin, together

with some exports of maize and tapioca products provided about 30-34

per cent during the same period.

However, the most recent economic changes in Thailand can™
be said to begin in the late 1950's, The rapidity of these recent -
changes have also feflected in the changes of Thailand's external
trade positions. Though the main objective of this paper is to look
into the external trade and balance of payments position of Thailand,

it is, however, pertinent just to mention in passing two main factors, .



First, the recent iapidity in Thai economic changes was directly
;g%ated_topthe cumulative public investment in economic infrastructure
which in fact had been taking place slowly in Thailand since_the

early 1950's. The heavy governmental capital formation in highways,
intra-provincial road networks, ports, communication networks and
hydro electric dams (up to the early period of 197b's) has resulted
~in a higﬁef taﬁécity to produce and export for the Thai economy. The
second, major governmental rdle in fostering the rapid economic growth
in Thailand hés Béen thé financial stability (1955-1972) mealised as a
result of tﬁe gbbernﬁen£‘s conserva}ive monetary and fiscal policy'
working in the framework of the fixed exchange rate system (1955-

October 1978).

This paper intends to look into the recent external trade
situations of Thailand and its balance of paymeﬁts. Growth and
st;yctural change in the Thai economy willlfirst be briefly described.
Aféer that we shall discuss the detéiied pattern of Thailand's
exports and imports. Governmental policieérand other factors effecting
international trade will be discussed in the next section, Descriptions
of other flow items in the balance of péyments will follow. Following
the above discussions, we shall then move to analyze the Thai balance
of payments adjustments and make some economic policy recommendations.
The role of e;cﬁapgg rate in Thailand's balance of payments adjustmeﬁ;y
will pe stressed after an attempt to assess the equilibriuﬁ value of )

the Béht.



IT. Growth and Structrual Change in the Thai Economy

For the last twenty years or so, the Thai economy has
undergone a rapid growth and structural change. Durlng the 1960's
gross domestic product (GDP) at 1962 constant price grew at an
annual growth rate of 8.1 per cent. The simple growth rate per annum
of the whole economy fluctuated,in between 4,3 to 8.1 per cent in
the period of 1970 to 1976, The groyth rate fo¥ the periods after
1960's were therefore slightly lower. Nevertheless the continuous
high growth rate made it possible for the Tha1 per capita income
to increase despite the high growth rate 1n population. Hence per

capita at current price increased from Baht‘1989 in 1960 to Baht

3,527 and Baht 7,713 in 1969 and 1979 A:;t'e.spectively.l

When we looks into each individual production sector, we |
find differntial growth performances, giving rise to structural changes
in the Thai. economy. Table 1 gives the pertinent statistics. Production
in current prices are utilized not only because we are interested in
the relative changes 6f various sectors but ‘also because of the
difficulty‘ianinding an oppropriate price deflater for various

sectors across the board a in GDP.For the 1960's, agriculture as a

Ty

1 In real term, GDP per capita incresed much lower after 1971

because of the slower rate of real growth of the economy and
the higher base of GDP vhile the kigh populatign growth rate

of 3 per cent has not much declined from then.



. whole grew at annual simple growth rate of 8.7 per cent being 5.1

per cent lower than the national average. Almost all other sectors
grew faster than the agricultu;ai gector during the decade of 1960's.
Manufactﬁring'sector itself grew.by 20 ﬁgr cent during the 1960's.
But its growth rate increased to 28 per cent during 1969-1976. A .
number of other sectors grew even faster ospecially during the 1960's. .
The higher growth rates of non -agricultural sectors resulted,
thereforé, in the lower percentage share of the agricultural sector
in the total production during the 1960's. The share of agriculture
fell from 40 per cent in 1960 td‘SI per cent in 1969, Within the
agricultural sector 2 ifgélf,.padd? aiso lost its dominance. The
share of paddy (not shown in Table 1) in the total Thai agriculture
fell from 50 per cent in 1950 to slightly above 30 per eent in 1969,
But mainly due to the higher prices of rice and other agricultural
products as a whole from the early period of 1970's up to the létter'
ha;f_of 1974, the average growth rate in agriculture (21.18) was
éhéﬁrsiihgtly lower than the national average growth rate of 22.5
per cént during 1969 to 1976, The value share of agricdltﬁre in the
1976 total‘production was, therefore,.30.7 per cent coﬁparing‘to 31.3

per cent in 1969. Nevertheless; Thai agriculture has been much

2 The agricultural sector is definad in the Thai GDP to

include crops, livestocks, fisheries, and forestry products.



diversified since 1958, Beside paddy, major crops in the 1960's
included rubber, maize, kenaf tapioca products. Products which
become more important-during 1970's- especially -for exports include
sugér, various bean crops, sorghum, fruits products, tobacco leaves

as well as fisheries particularly sea-food (shrimp) for exports,

Returning to Table 1, we have also calculated the extent
of contribution of each sectoral growth to the growth in total GODP.
They are calculated because the contribution percentage, measured
as the ratio of each sectoral production change over the change in
GDP in the corresponding period, can render us an additional informa-
tion in evéluation of the relative sectoral pgrformancesf A slight
increase of value-added from a small base in the initial period can
.render éﬁaexcéptionally high rate of growth. In this connection,
‘we should nétice that a number_of productién sectors e.g. mining
" and quarf}ing, electricity and water supﬁly as well as bgnking,
insurance and real estate, were in the category of small initial
bases in 1960. They all grew at an astonishing rates especially
during the i960's. But their constribution ratios to the growth

of GDP during 1960's ranged merely from 1.6 to 4.9 per cent.

The structural change in the Thai economy can also be
seen from the relative expenditures on gross domestic products. The
relative ghﬁre of gross fixed capital formation (private and government)
increased remarkably from less than 10 per cent around 1950 to 14
per cent in 1960 and 13 per cent in 1967. Since then it has stayed

up and fluctuated above 20 per cent. In fact, it was 24,0 per cent



in 1970 and 27 per cent in 1977, The major source of-this rapid
rise in the domeétic sross canital fopmatipn has been the increased
private domestic saving'(redﬁction in private consumption). Foreign
sources consisting mostly of loans and credits haverprbvided 40-50
pér cent of the total domastic capital formation since fhe latter

half of 1960's,

The large increase;Ain domestic investment has heen
responsible Fof a high rate of récen; economic growth of the Thai
econémv and'its accompanying structural chanres. It has also given
rise to the recent change in the structure of Thai imports and more
indirectly the structure of exXpoTts. ﬁeJEpmpare the relative share
of investment to exports, ;e find that the share of capital fermation
in GDP has excecded that of.exports nf goodsrand services in almost
every ye&f‘éinéé“1963. This fact has a profound implication on the
adjusfﬁent prbcess in fhe Thai balance oF_payments which is subject

of section V below,

ITI. Pattern of "hailand's External Commodity Trade

Changes ih production structure are also reflected by

shifts in the compcsition of Thailand’s external trade patterns,

We will first concentrate on imports,



(@) Pattern of Thai Imports

The structure of imports may be classified according to
SITC (Standard International Trade Classification) codes or as
economic uses. Table 2 gives us Thailand's imports classified
according to SITC codes as adopted by the Bank of Thailand. The
average annual growth rate of each category of imports including
‘its contribution to the increase in total imports are presented

in Table 3.

It is evident from the sfatistics in Table 2 that prior to
1973 imports of Thailand consisted mainly of manufactured goods both
for consumption and capital goods. . Being a fooa surplus country,
Thailand's imports of food is small and infact has a declining trend.
Beverage aqd tobacco imports are also minimal fluctuating between 1-2
per cent of total imports. PBut imports under SITC 5 to 8 accounted
approximately 3 quarters of total imports before 1974, After 1973,
the sharerof mineral fuels and lubricants has jumped up from around
10 per cent to not less than 20 per cent mainly as a result of a
quadruéle price of oil in the late 1973 by the OPEC cartel. The
absolute value of import of fuels and lubricants in 1973 was Baht
4,661'miiiion consisting of Baht 3,572 million of crude oil and Raht
1,089 million of finished o0il products. In 1974, the total import
of fuels and lubricants jumped to Baht 12,571‘mi11ion consisting of
Baht 10,382 and Raht 2,198 million for crude oil and finished oil

produtts respectively. In 1977, the foiél imports of this category



increased to Baht 20,776 million contributing 28 per cent to the
increase in total Thai import during 1972-1977. The average annual
growth rafe of mineral fuels and lubricants was 111,49 per cent as
compared'fo the average total import growth rate of 68.34 per cent.
(See Table 3.) As a result, the percentage share of other categories
of imports declined significantly after 1972, Most evidently, the
combined share of manufactured products (SITC 5-8) has come to

fluctuate around 65 per cent.

Within the total manufactured imports itself, the share of
manufactﬁred‘godds has a continuous declining trend. . It was 49.0
.per cent‘in 1957 and became 40.0 and 28.0 per cent in 1965 and 1972,
After the oil price increase, its share went down to be around 25.0
per cent in 1977, The share of chemicals and -machinery combined
had a rising trend throughout the period starting at 42.0 per cent
.in 1957, TIt hecame 52, 62, 67 and 68 per cent in 1965, 1970, 1974

and 1977 respectively.

This pattern of imports and its changes can also be clearly
seen by reclassifying total imports according to economic uses.
Basing again on the data and classification of the Baﬁk of Thailand,
imports (totalling 50 commodity items) are classified into six
economic classes, namely,consumer non-durable poods, consumer duable
goods, intemmediate products and raw material chiéfly for consumer
goods and those for capital goods and other commodities. T@ble 4

presents economic compositions of the Thai commodity imports during

1957 to 1977.



From Table 4, we can see that the'ﬁhare of non-durable
consumer goods has a continuous declining trend. Being 28.97
per cent in 1957, it plunged down to 12.9, 8.07 and 6.73 per cent
in 1970, 1974 and 1977 respectiverly. Durable consumer éoods siightly
declined from 8.23 per cent in 1957 to fluctuate around 5.0 ﬁer cent
in the last four years. Tt then can he'&éfinifeiy conéluded tﬁat
the percentage shgro of consumer goods in the total Thai imports
had a dqwnward trenq‘during 1957-1977. ©m The contrary, the share
of the ca;bined“intermediate products and capital goods imports
rapidly rose ftqm 40 per cent in 1957 to 45 per cent in 1962, around
60 pér cent in 1970 and 1974,apd 55 per cent in 1977, If we include
some coﬁmodities é.g; vehigle;land parts in the definition of capital
goods, 3 the proportion of the total intermediate products and
capital goods would be 52.45, 54.18, 67.75, 66.14 and 63.05 per cent
in 1957, 1962, 1970 and 1977 respectively. The share of intermediate
products and capital goods declined mainly as a result.of rising imﬁort
bill -of petroleum products which are included in'the cétegory of
"other commodities'’. The last category 6f'impoffs‘haala share of
20.24, 22.69, 20.50 and 24.90 ‘and 33,60 vper cemt in 1957, 1962, 1970{

1974 and 1977 respectively.

3 Vehicles and parts are included in: the category of =

. "other commodities”. by the BRank of Thailand.
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r2) Pattern of Thai Export

Y]

The paftcrn 6? Thai exports Auring 105f arc presented
ma1n1y accordlnp to SITC codes in 1ab1e 5. Table 6 gives average
annual rate of growth among commodity clzsses together with their
respective contribution ratios to the total change in exports. '

Thai -export in 1957 and prior to that year consisted
mainly of food, crude materials related to agriculture and minerals,
mainly tin. The combined share of exports primary products (SITC
0-4) ranged from 66 to 96 per cent of total export earnings. The
share of food alone fluctuates between 45 to 58 per cent of total
exports, reflecting Thailand as an agricultural export and food- -

surplus country.

Manufactured goods was minimal beihg a couple per cent
in 1957 But the share of manufactu?ed goods in total exportqf.
rose sharply from 1. 45 per cent in 1964 to 11,02 per cent in 1966
After that it fluctuated hetween 13,18-16.78 per cent durlng 1968~
1977. If we comhlne all manufactured products (SITC 5-8) together,
its share in Tﬁailand's total export earnings would become
approximately a quarter after the early 1970'5. This is evident
from Table 5 in which it shows that manufactured products grew at
a much higher rate than the primary products resnlting in a declining
ratio of primary export products to that of manufactured export

products.
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IV, Factor Affecting the Pattern of External Trade

We have just completed a survey on the structure of
Thailandds external commodity trade with its changing pattern
| during 1957-1977. We can see that the ﬁattern of Thai imports
and eprrts were changing rapidly during this period; The
differential performances of imports and exports among different
commodity classes can be attribdted fo both theriﬁfernal and
external factors.  Given the endowments .of factors of production
.-and natural resources (supply) demand aiso play an important role

in shaping the trade structure.

On the‘import side, deﬁand for impdfts, given‘bther
:thlngs beinp equal, are a function of incomes, prices of the goods
imported and prlces of the 1mport competlnq goods It is logical
.to infer from the anel law that imcome elasticities of demands for
::maﬁdfactﬁred goods, are generally hidhéf than non-manufactured

goods espcxally food Tﬂis is particlarly trué for the food-Surplus
Thalland where people gvnerally have a relatively high food (rice)
consumptlon per capita, With a relatively fast-rising real pér
'dapxta 1ncome during the 1960's and early ]970'5 (about 3-5 per cent
per “annum w1th the faster rates of income increment falling between
‘ 1958 1970} the demand for manufactured oood should be growing
faster relatlve to the demand for food. These differential income
effects of demand growth has resulted, giveﬁ the supﬁiy rééboﬁses,

a highe;’proﬁortiOn of manufacturing sector in the Thai grdggfdomestic

products as mentioned above. Given all other thiﬁgé being equal, the
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differential import growth rates among variou§ commodity classes
are also not divorced from these long-run dAnd subtle differences
in income effects, ‘Table ? and Table 8 give some evidenceEEoﬁ
income and bfice elasticities of the demand for impbrté as classi-
fied bf SiTC‘éodés and by’ecgnomicfclassesi- Nomestit déﬁiﬁﬁrﬁ
arising maiﬁiy from fﬁe increase in population has aldo placed an

impinge on exportables particularly on rice exports.

Another equally'impoftani'fdétof directly exp}giﬂéng the
structure of imports and exports is the governmental intervention
in trade, production, and’ industrial ﬁromotion policigng_Theoretically
speaking, free trade implies that a country does ﬁot integfere“with
importation and exportation'of'cdmmodities. ‘ignoring the cost of
transport and assuming no price &iécrihinétion in international

commerce, free trade implies that same commodities have the ame

t

prices in all trading countries, Thiéqis.fhé WEIafanwn “1aw”ef‘
one price". Interventions in internationéi trade tgrough for
example an imposition of an import tariff or an export tax give a
wedge between the domestic prices and international prices for
the same commodities. For a small country facing an infinitely
elastic supply of imports and demand for exports, the domestic
price will be fully diverted from the given international price.
The non-uniformity of internatioﬂal trade taxes alter relative
doﬁestic prices which oﬁer time will yeild differential growth

rates of vaious production sectors. This inturn affects the

country's overall import and export structures.
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In the case of Thailand, various governmental interven-
tions in trade and in production have given-risé to various tariff
.and non-tariff barriers to trade and production, 4 The various
ways in which the Thai governemt has intervened in trade and

production are :

(1) Taxation and subsidization of trade and production.

These includes various rates of import tariffs, surcharges
on imports, business taxes, excise taxes, various forms and rates of
export duties especially the heavy export taxes on rice, loyalties
on mining productions, and various subsidization of trade and
production.- Particularly for exports, there are tax refunds or
drawbacks and rebates which have begun to be actively applied to

a number of export goods since 1371,

{2) Quantitative restrictions and controls on price,

trade, and industry.

Quantitative vestrictions and controls are placed on
imports and exports in different degrees under the categories of
approval, quota, and total ban., The Winistry of Commerce issues
a list of imports and export items subject to prior approval for

imports and exports.

For a detailed analysis of tariff and non-tariff barriers
to trade and production up to 1974, readers are advised to

read Narongchal Akrasanee and collaboraters. (1)
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Quantitative restricticns and coutrals ave placed on
imports and exports in different degrces wuader the categories ‘of
approval, quota, and total tan, The Ministry of Commerce issues
a list of imports and export items subjz2ct to prior approval for

imports and exports.

Import items under the "nppioval® 1i§t are mostly for
the purpose of prot, ting dozestic rroducers and permissions for
!thelr imports are wnot usually grantea, There zre however relative
few items under the approval list. There arc not much uses for

1mport quotas whjie cotriszthe dmporl bhans aive ceecasionally practised

on some specific covwditivg,  Joo cuzwnle, 4 complete import ban

ON SUZAT WAS AAUPLEG wwisang we. . 7L - 7= ik at the end of
1959 and early 1S60, ‘“heve w13 o cownlsle ban, for political

reason, on imports criyginag.dl Troc the toonlefs Republic of China
during 1959-1974. Moouiy vooemitiy o Frhvouaey Ise, 1978, the
government put termpov=iy boi on invormo oo L0 somnodizies which
are considered as luxury good:. “ae puipeze of  this last ban

is to reduce Thailand's deficit in iz balance of rayments,

Nirect export contruiv arve rustly set up with the
objective of ensurirg =dequate dorestic ouppiies and stabilization

of domestic prices mainly {or consvm Perndssions on export

items under the"appreoval' 1ist are normally granted except in a

period (year of domestic shnrtagez). Fxport quotas 2s well as

well as outright export ban are aiso adopted pericdically and
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occasionally. We can say that the government uses a quota system

and export han on a case by case basis and in an a&d hoc manner.

Other instruments to control imports and exports are,
for example,

(a) the mixing requirement scheme (e.g. for tea and
gunny bags) forcing the importers to huy a specified percentage
of domestically produced tea and gunny bags for every certain

amount of their imports;

(b) reserved requirements for exports of certain products
(e.g. rice), requiring exporters to reserve a certain pércentage
of their exports to be sold to the government at a certain

specified price;

(¢) minimum export price requirement as well as

export standard controls.

n industry, the restrictions rest with the Ministry of
Industry. Jt is empowered to permit or ban new entry, the expansion
of existing firms, or establish the conditions for new entry,,as
well as fixing the requirements of local contents to be used by
manufacturers for the purpose of‘promoting local industries e.g.
in steel wires, electric wires,‘in milk, aﬁd in motorcyclies and

¢car assembly,

The ban on entry and expansion is applied if the domestic

market can be supplied by existing firms and capacity ir to prevent,
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at the regugstrof producers,.greater competition. fonditional
new entry are a;so aoplied to some products which are promoted
e.g, in fertiliier and ceramic products (mostly tiles). There
are also other conditions for entry in some specific industries
e.g. a certain per cent of equity must balong to Thais, and a
minimum sclae of plant. > These measures tend to reduce domestic

competition providing a longer life for am inefficient producer.

(3) Industrial promotion policies

Industrialization policy in Thailand canlbe said to
begiﬁ b& the promulgation of the 'A¢t on Promotion of Industries™
in October 1054, The nain insfrument used in industrial promotion
policy is the various forms of tax exemptions or reductions, for
example, exemptipn on import duties on machinery, accessories, and
equipment, exemption from or reduction of import duties on material
inputs, and exemption from corporate income tax for a period say

2-5 years.

The industrial promotion policy did not become very
effective until the establishment of the Roard of Investment
(BOI} in April 1959 to administer .the industrial promotion act

and the passage of a new investment law in 1967, The '"Promotion

5 For some det=ils, see N, Akrasanqe, (1), pp. 76-81,
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of Industrial Investment Act of 1960" was further revised in
1962. This new law classified industrial activities into 3
groups (A, B and ) supposély‘hcéording to their importance

and necessity to the Thai ecbnomy. The tights and benefits

to promoted firms.were similar to the old investment law except
that the reduction éf import duties on imported material innuts
were 100 per cent for group A, 50 per cent for group B, and 33.3
per cent for group €, each lasting for 5 years from the begining

of operation.

The investment act of 1962 was replaced by the Decree
of the National Fxecutive Council no. 227 and 329 in 1972,
According 6o the new Decrée, most of the non-tax privileges
were retained while other tax concesslons were different. The
promoted firm received on exemption from corporate income tax
between 3-8 years, The BOI was empowered, for instance, to fix
a speciél surcharge for importing of products similar to those
produced by the promoted firm at an appropriate rate not exceeding
50 per cent of the c.i.f. priée. Tn nddition, there were also
special tax incentives for promoted firms locating themselves in
the "promoted area.,” There were even more tax conéessions for
export‘promotion, including exemption from import duty, business
tax,.hnd export duty on imported inputsy_impcrfs for re-export
and eprrt of the products produced. The emphasis of industrial
promotion by the Board of Investment has changed, it is said,

from import substitution to export promotion. The last investment
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law is that of April 1977, which is still in use. I!Inder this law,
most investment incentives in the forms of import surcharge and
tariff concession on imports of capital and intermediate inputs
{up to 190 -and 90 per cent on an annual basis respectively) are
still in force. Fqually important, the BOI's decision committee
is raised to the ministerial level with the Prime 'finister as the
chairman of the committee. Thus, the political power of the BOT

has also risen accordingly.

(4) Credit subsidization and selective credit controls

The Rank of Thailand also applies selective credit controls
over commercial banks. Selective controls are usually pursued‘ﬁith
the objective of creating a sound banking practice but 1éte1y they
have been used for other purposes as well e.g; channelling more
credits to the agricultural sector and credit control for halance
of payments purpose. The latest credit control was taken oﬂ
February 1, 1978 to shore up the balance of payments deficit hy
freezing the credits of commercial hanks to finance companies
dealing in hire-purchase of motor vehicles. In this samé year the
Bank of Thailand also acquired commercial banks to ]imit credits to

firms dealing in hire-purchases of the so-called luxury goods,

Commercial banks in Thailand can borrow from the Rank
of Thailand in two ways i.e. by pledging government securities and

by rediscounting. 'Inlike the bank rate in the United Kingdom or
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the 1S discount rate, which are ﬁsed as instruments of monetary
policies, BRank of Thailand's rediscounting policies aim mainly

at promotlnq various exports (sxnce 1956), 1ndustrlal product .
{since June, 1963), salrs on cred1ts of some industrial goods

by manﬁfécfurefs (August 1964-1969), and agro-industries (since
April 1959), The instruments eligible For rediscounting are
'-export bllls of certain commodlbles and promlssory rates arlslng
from certaln 1ndustrall activ1t1es hoth agro-bus1ness and non-
agro bu51ness Through these red15count1ng Fac111t1es and through
commeréiai'bénks Ptporters are able to obta1n a work1ng cap1tal

at a subsidized interest rate (about 2 per cent) for a spec1f1ed;l;
period of tiﬁé usually nof‘exééedinp 180 days ~Since 1974, longer
sub51dlzed credit up to 3-5 years have bnen extended to eligible
firms whose industrial act1v1tles are cons1dered crucial to economic

development with backward and forward linkages.

Credit subsidization to various firms in various activities
Thgyewglsoﬂbeen,provided by the Industrial Finance Corporation of
Thailand (IFCT), a simi-governmental investment banking institution,
since 1959 and by the Small Industries Finance Office of the “Ministry
of In@u;t;y since 1964, These credits are subsidized at a nominal
interest rate of gpproximately 4-5 per cent compared to the 14-15
per cent rate.of interest charged by commércial banks in this

normal lending.
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From the above discussion, we can sec that though
tariff remains the most important tool in trade uand in
industrialization promotion in Thailand, the combined effects
of various covernmental intervention in trade and production
are relovant in the view of resource allocation. This combined
protective effect does not only gives rise to the present
structure of differential production among sectors and firms but aiso the
structure of imports and exports, Basing on the conce?t of
nominal and effective rate of protection, Dr.Naronéchi Akraséﬁee
and his collaborators made some studies on a chanping struﬁture
of industrial protection in Thailand in 1964, 1969, 1971 and 1974.°
Their studies indicated a level of protection which was not
prohibitive and in fact was generally lower in 1974, -For'example
in import-competing industries most products with the except1on oF
transport industries particularly car assembly and a wa other
products like metal furniture and.perfumery apd cosmetics, had a
realized nominal rates falling in hetween 13.0-33.0 per cent and.
a realized effecti&e Tate by the Corden method of 5.16-39.68 per cent.
For nbn-ihport competing indgstrigs which included mainly a2 number
food aﬁd beverage products fhﬁ realized nominal rates reduced from.
the averagé of 63.95 per cent in 1964 to 12.1 and -13.72 per cent
in 1971 and 1974 reSpectivelyf The realized effective rates also

declined during the same peroid with a number of rates turning to

6 See N. Akrasanee, (1), pp. 166-1790,
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be negative,

For exporfs, the structure of protectibn in all four
years were upfavournble. Average rates of both nominal and
effective protection were all negative, Nevertheless, for the
most recent few years, some industrial pfoducté have enjoyed
an impressive export growth, They include, for example, textile
products includine garments, household untensils of wood, precious
stones and 5éhel]ery , molasses, and canmned fruit (mostly pine-
apples). This rise in export of manufactured-products are due
to the obtained quotas from a number of markets in the developed
economies as well as the lagged responses to éiport promotion’
policies édoﬁted after 1972. The governmenf’also has adopted 2
rather vigorous (though not always consistent) export promotion
policies. With continuously vigorous export drive coupled with
some tax concessions on exports, we can reasonably see a further
eiport growth in industrial products resulting in long-Tun rise

of the ratio of manufactured exports to that of primary products.



22

V. The Balance of Payments, 1956-1977.

We have just analysed Thajland's pattern of international
trade, We should now come to the balance of trade and the balance
of payments as a whole. Table 9 gives the statistics for the

balance of payments betwecen 1957-1977,

{a) The Period of 1956-1972

It is mentioned‘eaflier that Thailand returned to the
use of fixed and single exchange rate system by abolishing the
multiple exchange rate system in August 1955, 'The adopfibﬁ of
the fixed rate with its devaluation and trade 'liberalization helped
to give a small trade surplus in that year. But Thailand bégan
to have a small trade deficit of Baht 33.5 million in 1956. Since
then the trade deficit in money terms grew consistently largér
swelling up to Baht 25,6 million in the year of 1977. Howevér
during this long time¥span,‘growth rates of exports and imports
were,,of course, different; Exports grew at an average annual rate
of 4.7 per cent during the earliér peroid of 1957-1960, while
import rrew at a slichtly Iower-rate of 4.2 per gent., This high
rate of the prowth of exports Qere mainly a result of agricultﬁrél
diversification‘resﬁon&ing to foreign demands and made possible by
the rapid development of the production capacity mentioned in the
introductory note above, This resulted, with the exception of bad

export year in 1958, in relatively low trade deficit for the period
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1857-19610 as a whole. There were balance of payments surplus in

1956, .1957 and 1960 and a balance of payments deficit in 1958.

Puring the 1960's and up to the early period of 1970's ,
exports expanded at an average annual rate of 19-11 per cent while
impﬁfté greﬁ at a fev per cent higher ranving from 11-15 per cent.
Thése diffe}ent growth rates are small 1in percentage terms, But
in absolﬁte money terms the trade deficit per annum rose from a
few biliion Raht during 1960-1965 to about Baht 10-12 billien in
1968-i§§3. Tﬁese deficits in merchandise trade were normally more
than offset by tbg combined surplus in other accounts i.e. the
sefﬁice account, the transfgy account and the capital movements.
Tﬁére wefe, thus, continuances of surpluses in:the balance of payments
in ﬁost years from 1967 to 1973. The balance of payments were in
the reds gnly in 1969,_1970 and 1971, totalling all together Baht
3.9 billion, This combined deficit was, however, wholly offset
in money terms by the single surplus in the balance of payments in
1972. The lomng years of surpluses in the halance of payﬁents since
1955 enabled the Rank qf fhailand (central bhank) to accumulate a-
large sum of foreign exchange reserve. Thus, Thailand has been
borrowing long and lending short in the international capi;al

market .

Returning to other flow items in the Thai balance of
payments, the major items contributing to the surpluses in the

service account were the US military expenditure spent in Thailand
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in connection with the war in Yietnam and the eXpenditures from
foreign travellers in Thailand. !'S military expenditures in Thailand
wéré spent moétly in construction and maintenance of military air-
b%geg.‘ They produced much effects-on the Thai economy. Tpurism

élso accelerated in the latter half of 1960's, contributing at ieast
Baht I.O‘billion pér year to the Thai balance of payments siﬁce 1967.
It reacﬁed ahout Baht 3.4 billion in 1973 (11 per cent of total

yalue of merchandise export of Thailand in that year). The continuous
surplus'in the service account, therefore, bhegan marginally in 1960
and became increasing large in the latter half of 1960's, It feéched
Hﬁnd wés mainfainéd at a level of Raht 5.6 hillion for many yeafé up
to the firgt half of 1970's. The large surplus in the servicé trade
enabled Thailand to face a much smaller defecit in the current
accoﬁntlparficularly during 1960-15%73, 71t was, however, the

combined surplus in the balance of unrcquitéd tranfers (the
reéeipts 6f aids and grants mainly by the government) and the

capital movémehts, particularly the latter, whiqh outweigﬁted the
deficit in Thai current accounts during most of the years in 1956-

1973.

fapital movements, according to theé balance of payment
statistics published by the Bank of Thailand, are classified by
types of transactors (government and private), by types of
transaction, (direct investment, loans and ;regits, as well as
portfoiio invéstment]; and by duration.ofnthé Egyitai EISQS

(short-run and long-run).
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Direct foreign investment was negligibly small before
the year 1960. But.ﬁifh thé rush in the Board of Investment's issuing
of investment_promotion ceftificate under the investment promotion
of 1960 and théregfﬁér} fbréign direct investment as appearing in
the balance of payment, begaﬁ tﬁﬁrise’frOm Baht 0.16 billion in
1962 to Baht 0.57 billion.in 1966, and to Baht 0.9-1.6 billion in

between 1968-1973.

- While net long-term loans and credits (mostly suppliers'
credits resulting from the rising volume qf_trade and foreign direct
investment) for private as well as semi-governmental en£e£pfises are
larger and increase rapidly after 1960, net portfolio invéétment,
have always been small ranging in between Baht 100-200 million dhring

1967-1973.

Oﬂiprivéﬁérshort-terﬁGCapital flows, net flows are results
K s -
of advance payments on imports.(a debit entry in the balance of
payments), prepayments danhai exports and other short-term liabili-
ties to Thailand as well as nét changes in trade liabilities. The
net private short-term flows was first reported in the statistics

of the balance of payments in 1960 and did not become important

until 1973,

Net goveynmental capital transactions consist of net
official long-term loans (drawings less payments), net changes in
governmental long-term assets and long-term trade credits, Governmental

.. long-term capital movements did not provide a sizable net inflow
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until the latter half o;-;960's. The largest governmegtal_capital
inflows are loans from‘tﬁe Yorld Bank and some rich countries like
the United States, West Germany and Japan,i:These lodns are usually
for 1nvestment purposes but most 1ate1y (1“77 78} some loans are

also 1nternat1onally floated for the purchases of m111tary armaments

(b) The Perbid After 1972

The balance of trade has heen in bigeer deficits and
fluétuaféd widely compared to a relatively stable-deficit of
approximately Baht 10.0 billion bhetween 1968-1972, In money terms
the trade deficits ranped from Baht -10.5 billion to Raht 25 6
billion with the def1c1ts exceptlonagly large in 1975 and 1077
The large trade deficit in 1975 was ‘mainly a result of a bad
export year while import cont1nued to be large. Though export
increased rapidly in 1976 and continued to rise in 1977, it was
far below the rising 1mport bill resulting in a large merchandise

deficit of Baht 25.6 billion in 1977,

The service account. ééntinued to bring laféé surflus
averaging about Baht 7.0 b11110n per year during 1972- 19?5 But
after 1974, the surnlus dr0pped drastically mainly because of the
sharp decline in foreion (11S) military expenditures in Thailand.
Foreign military svendings in Thailand were Baht 4.2, 3,4, 2.6,

0.8 and 0.005 billion in 1973, 1974, 1975, 1976 and 1977 respectively.
The decline in this service receipt item has not yet heen adequately

offset by the rise in the country's receipt form foreign travellers
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despite the Thai government's effort in tourism promotion. The
decline- in the surplus in the service accoumt, therefore, gives

rise to large deficits in the current accounts especially in the
years of export slump.which happened in. 1975, Though the value of
export continued to increase in 1977 after a slump in 1975, import
also rose sharply in 1977. With rising import prices of manufactured
goods both intermediate and capital goods as well as the high-cost
of- energy import bill, there was a.deficit in the balance of current
‘account by Baht 23,2 hillion representing ©1 per cent of the total

trade deficit.

The cqrrenf account défiéits were normally, in the'past,
more than maderup by fhercombined'surpluséélih transfer and
capitai accouﬁts and }ielding surpluses iﬁigﬂe balance of payments
as a whole. This was still the case during 1972-1974. In 1972,
there was a serious downfall, except in Thailand, of international
food (especially rice) production. This world-wide shortage of
food (and of rice to be directly relevant to Thai export) sent
rice prices exorbitantly high which did not sutdue until the
" latter half of 1974, The value of Thai rice erports jumped from

‘Balit 2.9 billion in 1971 to Baht 4.4, 3.6 and 9.8 billion in

771972, '1973 and 1974 respectively. 7 the combired values of

s

Export earnings from rice in 1972 and 1973 would be

much higher had tHeAgbfernment not imposed stern .
quantitative restrictions. and rice export bans during
1972-1973.
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other ﬁajor agricultural exports eg., rubber, maize, tapioﬁa, and
sugar, as well as tin, also rose dﬁring this same time span. The
combined export prices vose more than enough to compeﬁéate for ;hé
.h1wh prices of petroleum imports, resu1t1ng in the gain from
.1nternat1onaT terms of trade during this few-year per1od Wlth the
relatively normal surplus in net service trade durlng 1972-1974
las.mentioned above and with the relatively large surplus in capital
liﬁ%low in 1974, the balance of payments turned around from a deficit
in 1969-1971 to Thailand's favor during 1972-1974. The balance of
payments surplus of Baht 8.0 billion in:1974 was, in fact,. the
largest in money terms-(aﬁd rather assurely in real terms as well)

ever achieved by Thailand's international economic relations.

Nevertheless, there were large deficits in the Thai balance_:
of payments after i974. The deficit was exceptioﬁdliy large in
1977 and almgst comparable to the large surplus in 1974, .Since thér
deficit in Thailand's halance of payments is ( at thewfime of thigr
writing ) preliminarly estimated to repeat the figuré of 1977':this
open up the auestlon of whether Thailand is now heg1nn1nn to Face a
balance of payments problem like so many econom1cally-develop1ng
countries and_a few developed countries. The balance of payments
has been unfivourable to Thailand for the four** consescutive year
which occurs mainly and clearly as a result of t§1 deterioration
of 1. international terms of:tfade, The main culprit is the high
price of petroléum imports. It is, however, doubtfui tﬁat the

present balance of payment deficits are chronic and are a result of
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the failure of Thai economy to adJust to the long-run structural
char ge occuring in the Thai economy and to disturbances or1g1nated
from abroad. This will be understood .better when we 1ook 1nto the

_‘market mechanism in the adJustment of the Thai balance of payments.

A

(c) Analysis of the Thai Balance of Payments

Historically, the ad;ustment mechanism in the Thai
balance of- payments followed closely the type under the well known
metallic (or1g1na11y 511ver and later gold) standard. Clven the
off1c1a1 parity (throuqh silver or gold and hence sterling before
World War I}, the conservaf;;e f1§;al and monetary management,
relatively low magnitude 6é:privaté and governmept.interﬁétional
capital flcwn,8 little fixed long-term contracts in business
activities and in factor hiring, the balance of payments adjustmént
was‘pgrmally-autOmatic'and-left to private hands. FExports usually
paid for imports. When export earnings rose, they oenerated an
increaseAiﬁ Thai ‘national incomes which, in turn, gave rise tb
increases in- imports. “n the cont;ary, when expor¥s decreased,
incomes in Thailand also dpcré;;;d through the mult1p11er process
which induced a reduction in imports. Though the adjustment was

rapid, it was smooth and did not produce much pains. This was

because private residents themselves automatically retrenched their

The priyate remittances by the oversea Chinese in Thailand
were 11nked to their business..earnings which in ‘turn

depended on Thailand's export earnings.
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consumption plans as they saw their incomes {or to borrow the
”‘monetarlst § stress on money, the1r cash balances) dwindled, But
the histor1ca1 fact, even prior to the ewrly 1950's,was that exports
consistently leaped ahead of imports giving rise to the consistent

“trade surpluses and hence, with little service an&'cépital flows,

the surpluses in the balance of payments.

" But as mentloned above, Thailand began to have a trade
deficit from around the middle of 1950's with the size of def1czt
growing rapidly and con31stent}x larger after 1964, The reasons were
due to the Changing eéonoﬁip‘situations<both in Thailand and abroad
as well as the economic policies of the Thai'goﬁerﬁﬁent.  iquarticu1ar,
the government has been pursuing economic developméﬁf and.iﬁvestment
promotions policies emﬂhasizing mainly the increése in national output
_;(ﬁational income) even ﬁp to the present development pfan; ‘As a.
result fhere‘has beén é structural change in the Thai econony as
described ahove. There has been a rise in the relaiive-share of_:
domestic investment particularly,since‘1964. If we assume that
investment responds to the level of rising income,'ﬁow.then will
the adjustment mechanism in the balancé of current accountg he
different? Theoretically speaking, when exports rise inéomes also
rise causing not only imports bﬁt also investments to rise along with
them. The rise in infeStments in the process further increases incomes
and hence imports. The increase in exports may thus~generate the
1ncrease in imports (probably lagged by a year or so) more than the

1n1t1a11y autonomous increase in exports caus1np a trade balance
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defécit, This is possible in the case of Thailand where import
contents of domestic investments are as high as 37-35 per cent,
The high Thai marginal propensity to import with respect to
income alsq helps in the process in the halance of payment. A
decrease in autonomous exports also by itself reduces income

and induced investment and hence imports. 1t then still can be
concluded that the characteristic. of automatic self-adjustment
in the trade balanqe from the autonomous changes in exports are
still operating in Thailand as evident most vividly and recently
in 1976. ‘hen exports rose sharply (36 per cent) from a.bad-
export vear of.19?5, imports rose only 19.9 per cent in 1976 and
35.2 per cent in the following year of 1977. Nevertheless, with.
domestic‘investmentpresponding:;p the:fluctuating level of income
m@huﬁfnm@mgghammmwsumﬁs,mewmmuc

adjustment of trade balance may not be exacfiy complete,

4

The above analysis,of course, assumes that all investments
dépends,pn the level of income. PRut large part of Thai domestic
investment éan also be surely considered autonomdus -especially the:
construction of‘economjc infrastructure by the government. Fven -
here, thg.market.adjus;mgnt process in.the Thai balance of payments
can be favourable. When investment falls, inc-me also.falls through -
the Keynes:.a multipli.r pror2ss., Tmporis wili te induced to decrease
alut.z with income, in addicion t¢ the criginally v L ONOMOUS decrease

in investment-goods imports mentioned abave. Hence. there is an
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improvement in the Thai balance of trade.9 . But when investment
rises, the trade balﬁnce tends to deteriorate. The domestic in-
vestment boom and slack have, therefore, resulted in the deteriora-
tion and imprbvement in the halance of trade respectively. The
real probiéﬁ'is of course that any reduction in income as a result
of domestic investment slump may not economically or more so
politihally welcome.r The government may then be compelled to
intervene by usipg discretionary fiscal or monetary measures to
counteract the reduction iﬁ income. If this is the case, the
smooth and automatic equilibrating process in the external balance
is, therefore, hampered. This is, oﬁ course, the dilemma between
the desired tigh rate of economic growth and the improvement in
the external balance. The conflict afises‘f?om using only one

policy instrument for the two economic goods or objectives.

The above. analysis of the adjustment méchaniSm is based
on the assumption of zero-capital flows working under the fixed exchange
rate system. We aiso mention carlier that the current-account
deficits are normally more than flllnd up hy the net capital
inflows. Rut thls assumes that there 1s no connection between
the deficits in the current account (more narrowly the deficit

in trade halance) and the capital inflows, which is really.

We of course LESume imlicitly here that ne investment

is not affecting directly exnorts, otherwise. the reduc-
tion of investment in export 1ndustry may cause export

to fall offsetting the tendency to balance-of-trade

improvement,
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erroc neous It can be safely argued that all of the capital inflows
into Thailand (the bulk of which are_private'infldwé) éié autonomous .
These'inflows are lured lérgely by the free-economic-enterprise system
Ain Thailand and as a result of Thai government's ecoﬁoﬁ#gzdevelopment
efforts and its industria}lpromotion policies. These autonémous
inflows give rise to an increése in imports of goods and.seryiceg;
tending to worsen the balance of current account. This is the

normal and necessary aspect of the interaction of capital flows

and current accounts well knoﬁn go students of the theory of

the balance of payments. Hdnééaf& tfansfers from abroad'ﬁave
resulted, through income and price effects, in real transfers e
of gbods and services. “This exﬁlains substantially Thailaﬁd's
sust;ined and consistent excess of goods imported over those.
exported. Looking froﬁ this view point, the nef effect of

capitél inflows on the Thai overall balance of payments can be
considered minimal.10 - the con;rary, capital-inflbhs are the
culprifS‘givihg:rise to much of the trade deficits. Neverﬁheless,
here aggin, there may be a dilemma. Whgn foreign capital ihflows
£all (fbr whag ever reason) ,imports will also fall according1v
giving no serious problem to the Thai overall balance of ﬁé?ments.
But the fall in foreign capital inflows may trigger a fﬁliﬁin |
domestic investment, which‘may be unacceptable to the govéfhﬁent.‘

10 0f courds, ther are other benefits and costs to be reckon
with particularly in the case of foreign direct investment
before a definite conclusion can be reached as to the

deg}rability of foreign capital,
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If the government steps up its'expenditufe to compensate for this

r . . .
fall. This will hamper the balance of payments adjustments.’ Wiht

b

no reduction in imports and a short-fall in foreign capital inflows,

the balance of vayments will.turn. sour.

e

{d) Ecoﬁéﬁic Policy Toward the Balénce of Payments = - Cri
. 0]

Having understood the market mechanism of adjustment in
the Thai balance of payments, we now trun 'to 'the question of how
the Thai government solve its perceived balance of payments problem.

Has the Thai government ever attempted, with intention, any monetary

naﬁdffiséal'policies.affeqtingﬁaggregate domestic absorption and hence

A

;“Béiance of payments. The answer has been "no"{1 Adjustment in the
, |- :

Thai balance of payments has;ﬁsfmally been left to the working of
the free market. W"hat the government has usually dpne to shore up
its perceived balance of payments erisis is to raise,on an ad-hoc
basis, tariff rates, imposing quotas and bans and other restrictions
aimed at reducing imports, eg. tariff increases on July 1, 1971,
and in February and March of 1978. “The trouble with the ad-hoc
increase of tariffs and the use of direct restrictions on trade
is that they usually do not produce lasting effects on the balance
of payments especially 1if it isaccompanied by a government deficit
bddget financedﬁdifectly fééﬁ credit—c;;?tﬂgn through borrowing

11 For the automatic role of government budget in the

adjustment process of the balance of payments, see

Siamwalla, A., (6 and 7). -
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from the Rank of Thailand, e&specially sinée the year 1968 with

an exception aof 1974 and. 1975...The. rise in domestic prices from
the government's fiscal deficits from credit creation will offset
the initial effect pf‘tariff increases.]z- But tariff increases
have also the effect of reducing volume of trade and deprive some
of the country's gain from exchange and specialization in produc-
tion. In addition, ad-hoc tariff increases on selective import
items and selective-quanti;ative contrQ1s on trade for the purpose
of the balance of payment certainly give rise.tp differenﬁ?hl
nominal and effective rate of pretection among various production
séctors. Though the awerage level of tariff protection is generally
®ot high the adyverse side effects of tariff-rate increases are not

fully realized by Thailand's high-level policy makers.

Ye have. just explained the inahility of tariff devices -~ -
and trade restrictions to solve the balance of payments defigits)
What should thea be the approp}iate policies and measures taken - ... .
to solve the balance of payments problem if Thailand faces. it.

There are of course different alternatives.

An apnroprlarc pollcy deallno w1th the balance of payments

PR

under the fixed exchﬂng@ rate system is to deFlate or slow down
the economy. -In fd&t}”with high impoff;confent of the ddmeétic

R ITRRET

L 1

e P

12 < This statemnrt should not be taken asc contrary to the

ohserved 1ink between external pricés and domestic’ prices
in Thailand. Being a small and:open economy adopting i:“"
rather faithfully ‘a’ pegged exchange rate system up to = °
1978, domestic price and business fluctuations in Thailand
wefe {still are) invariably linked to world prices and
business fluctuations abroad.
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investment in -Thailand and high marginal propensity to iﬁport with
respect to :income, any change in autonomous exports and investments
should bring an automatic self-adjustment in the Thairbalanée df
payments. The policy-makers can help the adjustment p‘z‘ocessﬁlaﬁiawr
ease the pains from this adjustment process by making both facﬁﬁr
and commodity prices as flexibhle as ever. Administrative commoaitf
price fixing usually practiced for political purposes shouldzéé |
looked upon with a grain of salt. Thailand is lucky in the sense
. : S
that labeur unions ‘and, to a lesser degree, trade unions'hafe not .
generally and .really been strong enough to start a process of coSf;

push price inflation which has frequently paralysed some western

industrialized countries.

Export promotion policies which have been adopted since
the early 1970's-is now beginning to yield some positiveh;esults
which is clearly seen the most recent surge of manufaéfuréd exports.
This policy should be consistently and Vigof&urly pursued because
the best way to ﬁay for imports is the exports of both goods and
services, Now the lqng-drawn gas price negotiation is completed for
certain welié of natural gas found in the_gﬁlf of Thailand, the
government should ensure a quick and smooth private investments to
bring the natural gas to uses. This will, in the long-run, not only

save foreign'exchaﬂég_by éubstituting Thai natural gas with some of

{1

the petroleum imports, but also can give r:se to changing ‘interna-

tional comparative advantages in certain Thai products for more exports.
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Moreover the government itself may continue to seek
long-«term capital inflows from hbrdadlfor ?urposes of building
and extending basic infrastructures to increase the country's
cspacity and flexibility to ﬁroduce. Private domestic investment
including those foreign capital participating in domestic in-
vestment should also be more carefully and selectively induced
by using the criteria of social cost-and lienefit analysis
together with its implication on'foreign exchange earnings_(or

savings).

(e) The Role of Exchange Rate

~In the discussions above, we assum~ a fixed exchange
rate system for Thailand. In fact, this assumption is verified
for Thailand which can be said to have faithfully adoﬁted from
August 1955 up to 1978 an adjustable-peg system under the In-

13 The

ternational “fonetary Fund's Article of Agreements.
exchange rate is of course the price of a currency against
another currency. The exchanpe rate is thus the link between

the domestic prices of goods and services of among trading

countries. In this conmection, an exchange rate has a rale to

13 Though Thailand &id not declare its parity of the Baht
vis-a-vis gold (or in effect the US dollar before 1971) until

Nctober 1963, it had adopted a single exchanpe rate system
during the middle of 1955 to the middle of 1978. After a

relatively short period of linking the Baht to a basket of
currencies, The Bank of Thailand has adopted a daily fixing
of, the Baht against the U.S. dollar.since November 1, 1978.
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play particularly in the adjustment of current account of a small
open economy like Thailand. Lowering the value of the Baht would
encourage,eipdrts and discoufage‘impgrts with more or less no
liéhange in its barter terms of trade, " With given sets of price
.eiastiéifieé of the demaﬁé'fofiThéi'exports and its demand for
imports, we can easily show that the balance of current account
will tend ﬁo {ﬁprove in the ioﬁg-runi say after 1-2 ibaré. But
instead;éf concéntraﬁing ourselves on this issue, we will look

at the ekﬁhange rate from another angle. We will attempt to
‘figure out whether the Baht is'ovef¥é1ued or undervalued in
relation to its free equilibrium rate., In short, we are attempting
to find out the free-trade “shadow exchange rate" of the Baht in

terms of the !'1.S. dollar.

As described above, tariffs and export taxes and lately
the differential rates of business tax (indirect tax) imposed on
imports and locally produced goods as well as q;her trade restric-
tions give rise to a structure of protection in‘Thailénd. We

shall assume that all barriers to trade will be dropped

14Lohering the value of the Baht by say 10 per cent is

egiivalent to a uniform import tax by 10 per cent coupled
with a uniform export subsidy by the same amount., The

daily-fixing exchange rate system is, therefore, a blessing

giving the Bangk df :Thailand an extra instrument to influenze

the balance of payméﬁts., Naily exchange rate fixing gives
more flexibility to the Bank of Thailand in changing the
value of the Raht wﬁénevet required by making it less
political. '
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and the market for Thai foreign exchange will go to equilibrium.
The year used for the calculation of the shadow exchange rate is
1976. The general formula adopted for the calculation of shadow

exchange rate is

drt - Mt - .xt.
Tt thx - “t m
where dry . the dévaluation required tolkégp‘the
e | balance.;% current account_i%:eqﬁilibrium
Jwt = ‘vélgg of imports'at the effgétiv%:exchange
Crate | |
Xt ‘.= ?élge 9f eXpoTts at the_ef%§ctiy?.exchange
;ate | | |
i o .l=. exchanée rate.eiasticity of the demand

for Thai exports

) .= ~ exchange rate elasticity of Thailand's

demand for imports

The ahove formula can take account of the met cnpifél
inflow by simply adding the net capital inflow to the numerator.
This of course assumes that capital inflows into Thaildnd are not

affected by the level of the exchange rate.

The above formula for the shado. exchange rate requires
the knowledge of the effective exchange rates facing both exports

and imports. With the valueS'bf”éxporté and‘iﬁports, exﬁort duty,
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royalty (mostly for tin export), and import tariffs collected in
1976, the aveérage effect;ve exchange tate for exvorts and imports
deviating from thg_average;nominal rate of Raht 20.49 per "3 .
dollar in that year can éﬁ%ily be obtained, Tﬁe average effective
exchange rates for iﬁﬁorfs and exportS‘arePfoﬁhd to he Baht 23,052
and Baht 19,584 per IS doilar respectively. We can choose to
assume a value for the exchange rate (price) elasticity of the
demand for imports in order-to bring ﬁs to the value of iﬁports

at that level of the effective exchange rate for exports. Exports
are ﬁivide@ into ricé énd aon-rice exports with additional assump-
_ tions-ﬁf.tﬁe values of thé price elasticities of the demand for
ﬁhd:supply of Thai exports, we can then proceed to obtain vaious
estimates on the shadow exchange rates of the Paht. For example,
if we assume that the ekchange rate elasticity of the supply of
rice export is zero (completely inelastic), and that average
elasticity of supply Qﬁ non-rice exports to exchange rate varies
in hetween 0,5 to 2.5, wé then can obtain, with the additional
assumption of the price elasticity of the demand for import being

equal to -0.5, the shadow exchanges as follows:

(a) Tn the case of no-capital inflows, the shadow
exchange rates varies from 7.5 to 20.1 per cent above the average

nominal rate of Baht 20.4 per dollar prevailing in 1976,

(h) TIf we take into account of the net capital inflows -
all of which are assumed autonomous, the equi]iﬁrium exchange rate

will be about 3.3 to 8.8 per cent higher than Raht 20.4 per US dollar.
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The calculation under (b) is of course more realistic
since capital inflows are taken into acéount.: Nevertheless,“if
we assume that in a long-run of more than one year, the supply
of Thai rice export will not be entirely inelastic. Relaxing
.the Qompiete inelasticity of rice export supnly with respect to
price then causes the levels of the calculated equilibrium rates .
to be generally lower than those above if the_pfice elggticity;,.
of demand for Thai rice exports exceed one (elastic), >q§nqg,if
we take the highest value of the elasticity of non-rice export
supply to exchange rate to be 1.5 (middle value of 0.5 and %,5
as mentioned. above) and assume non—zero,price“elastigigyuoft;he
supply;of rice export tocether with the elastic export_§¢m§g§, \
for Thai rice, we will certainly obtain a more realistic shadow
Aéxcﬁéﬁg rate nof'significantly differéﬂf'?ragnthé minimum
ovefv;iﬁaticn of the Raht (3.3 per cent under fhe:tﬁj calclilation

abbve).

The preliminary exercisz of shadow exchange rate
calculations above tends to lead us, to 3 conclusion that the Baht
was: not overvalued in 1976, If it was, it was sligh; probably
about a couple per cent, There is after all_anothér piecerof.'
market: ievidenee tending tq iconfigm.oyn estimate above. It is
the small discount of Raht (premium for the US dollar) in the
forward market. . The differential rate of interest among various

financial instruments between Bangkok and the major- financial
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markets ran probahly about 1-3 pef centlin“{076%!whilc the forward
_ discount. for the Baht plus 511 aﬁﬁiniﬁtra£iv§,costs was not
exceeding 1 per cent. If the value of the Baht was in doubt,
spgqulators must have pushed the Raht to a much highef forward
discount exceeding the narrow interest.rate differential prevailing
in 1976. These wha disapree with our Qstimate may argue that the
forward market in Thailand is sméli and.does not really give much
indi;ations as to the strength or weakness of the Baht., But the
market is just a sub-market of the total foreign exchange market
in Bangkok which is, in tﬁrn, closely linked with important-
foreign exchange markets abroad. Th; ébsence of speculation .-

against the Raht indicated that our estimate was rather correct.

. Tt
The analyéis of this .paper seems to lead us td a not-too-
pessimistic outlook for the present prospect of the Tﬁéi Ealéﬁce
of pavments. Despite the recent continuous deficits in the F;iaﬁce
of payments since 1975, the official exchanggireserve held by the
Bank of Thailand as at Jume, 1978 is still €2,161 6 million

representing about 5.7 times the balance of nayment deficit in

15

1977.77 . With the help of large acciinilated short-term interna- -

tional reserve helping to ease the piesent deficits, the appropriate

long-term policias—ﬁf—uintnmg-d;high—im-ofirowth with no

15 Total country's net reserve stood, however, at $1,198.6

' mi;lion, Private. foreign doubt has increased sharply
"in 1976 and since the latter half of 1977,
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long- run oalance of paynent problem'are to fac111tate or at least

not to hamper the market adhustment process wh1ch,has heen worklng
rather effectively 1ngthe Thalaeconomy *Fxport promotlon p011c1es
should be continued. Interest rate pol1cy, part1cular1y on’ sav1ng,
should now be recon51dered and adJusted upward to make the real rate
moregagtractlve to savers. More foreign capitals should also be.
sougﬁti?or projects wh;ch are economically sound. The criteria of
projecélselection and evaluation basing for example on the domestic
resouiee cost technique of foreign exchange earned or saved should

. be applled In the end the exchange rate can be made more flexxble
| to provide an add1t10na1 flexlblllty in adJustlng directly the
balance of payments. In fact the relatlvely mere flex1bllity of the Baht
_;15 not only desirable the help to 1nsulate somewhat the Thai economy from" .
l fore1gn price fluctuatlons;_.But it 1is 1nev1tab1y the‘result of

the coglapse of the Bretton Wood< system after 1971 and fhe OPEC

g Jcarteiks oil‘price hike.‘ We ‘also wqgld likejfo conclﬁde the ﬁaper

by caufiehing rea&ers'that future economic growth in Tﬁaiiand and
_continued ‘capital inflows to help maintain the-high rate of domestic
1nvestment also hlnge on the implicit assumptlon that there is a

contlnued polltlcal stability in the country.

December; i978{



Table 1

Gross Domestic Product by Industrial Origin, ) '
Relative Sectoral Shares, Rates of Growth, and Their Contribution to the Change in Production,

1560-1976
Value added in 5illion Baht| Share of sectorél value Corrent Annual Contribution to
ial . (at current prices) | added in GDP (per cent) simple growth rate | the increase gross
Industria : ; " A B domestic product
origin (per cent) (per cent)
1266 1969 1976 | 1960 1969 1976 | 196069 1969-76 | 1960-69 | 1969-75
Agriculture 21,5 40.3 102.0 | 39.7 | 31.3 | 30.7 8.7 21,8 25.2 30.3
Mining § quarrying 0.6 2.5 4.7 1.1 1.9 i.4 31.7 i2.5 2.5 1.0
Manufacturing - 6.8 20.1 60.5 | 12.5 15.6 18.2 20.0 28.7 17.8 19.8
Construction 2.5 8.2 17.8 | 4.8 6.3 5.3 22.8 16.5 7.6 4.7
Electricity and 4 :
water supply ¢.2 1.4 3.9 0.3 0.1 1.1 60.0 25,5 i.6 1.2
Transportation and T { o :
communication 4.0 7.6 19.9 | " 7.3 5.9 5.9 5.0 23.1 4.8 6.0
Wholesale and e . : ‘
retail trade 3.2 22.4 57.7 1 15.1 17.4 ©17.3 | 17.3 22.5 15.0 17.3
' Banking, insurance : ' : E -
and real estates | 1.1 4.8 - 15.7 2.0 3.7 4.7 1 33,6 35.5 4.9 5.3
Ownership of Dwelling 1.5 |. 2.6 | 4.8 | 2.7 2.0 1.4 7.3 12.0 1.4 1.0
Public administration
" and defence 2.5 5.7 13.8 .6 4.4 4.1 12.8 20.3 4,2 3.9
Service 5.2 13.0 31.1 9.6 10,1 ‘9.3 15,0 19.8 10.4 8.9
Gross domestic : - ' - '
' product (GDP) 54,0 128.6 321.9 [100* _ 100* 160* 13.8 22.5 10G,0 100.0
Per Capita GNP 1,989 | 3,527 7,713 &

* Errors due to rounding
Source: National Economic and Social Development Board.



Table 2

Thailand's Imports Classified by Commodity Groups, 1957-1977

Bank of Thailand, Montaly Bulletin, verious issuss.

DU 4 Miscel~
y - I:u;;:?‘?l:s B?_vemge C;::ZV :i?mng:;;’:iev eLCheniic#l Manu(fi‘ac- ¥achinery ;1:;3;:2- Others f::ia;ro-
voYear [ niition | FO0d tbb:::lgo rials cation joil and 23(1;35_ | 3 tured dacts
Baht) fats'" goods
- ® | @ | @ ] 0 (5) (6) @i @ e | 69

1957 8,537 | 8.1 2.4 0.9 | 10.9 0.2 8.8 36,9 22,3 5.8 2,5 76,3

1958 8,237 | 9.5 2.4 | 0.9 10,9 0.3 9,2 36,0 | 23,0 5.7 2.3 74,2

1959 8,988 | 9.0 1.9 .8 10,5 .| 0.3 10,3 35,0 25.0 5.4 2.6 75.7
1960 9,622 | 8.2 1.1 | 1.5 10.7- | 0.2 10.1 34,2 24,8 5.4 3.1 74,5

1962 | 11,504 | 6.6 .31 1.8 10.6 0.2 10,3 33,7 27.4 4.9 1.9 76.3

1964 | 14,2537 6.1 1.5 2.0 10,22 0.2 10.4 30,5 31.7 4.8 2.0 77.4

1966 | 18,504 | 5.3 1.6 2.8 10,12 0.1 11.6 29,6 31,4 5.2 1,7 77.8

1968 24,103 4.6 2.0 2.6 - 8,3 0.2 11.9 25.9 36,6 5.6 | 1.7 80,0

1970 | 27,009 | 4.0 1.1 5.2 - 8,6 0.1 |.13,0 23.9 35.3 5.0 3.3 77.2

1972 { 30,875 | 3,9 2.0 ‘_6.7 10,1 0.1 | 15.4 21.1 31,5 6,2 3.0 74,2

1974 | 64,044 | 2.8 1.1 6.7 19.6 |, 0.1 14.5 18,8 32,0 3.2 1.1 68.5
C1976 | 72,877 | 3.1 0,9 7.2 22,9 0.2 14.4 16,4 29,4 | 3.9 1.5 64.0

1977 | 94,177 | 2.7 1.1 7.9 . | 22,17 | 0.3 14,2 16,4 9.7 4.0 1.6 64,3

Note total imports includes gold imports but excludes military imports
Source



Table 3
Rates of Growth of:Commodity Imports and Their Contributions to the Increases
in Total Imports, 1957-1977,

-

o teverages| .. . Mingral, Animal - |Manufac- lancous
Year Total Imports -Food |and ruce 1 fuels and | and Chemicals |tured Machinerymanufac- Others
o - tobacco | PATOTIASy i rica- ivegeta- goods tured
“tion [ple oils goods
and fats
©) (1) (2) (3 {4 (5) (8), (7 (8) (9)
1957-60 4.23 4,32 ~15,59 31.08 3}48 1,75 9,72 1,48 8,44 2,10 1.48
(8.29) | (- 8.75) (6.35)] (8.94) (0.09); (20.27)| (12.90) (44.51) ] = 2,85 8,66
1960-66 115.38 . 4,05 2.90 44,05 | 13.78 5.0° 1 19,96 | 11,20 23,77 | 13.82 | 0,27
' ( 2.15)) ( 2.1D (4.25)) (5.54) (0.06)] (13,13)| (2£.68) | (38.39)| (4.87) | (0.05)
1966-72 - 11,14 4,01 17.62 49,77 11.06 12,82 20,36 3.15 11,25 16,71 32,31
( 1.89) ( 2.53) (12.57)| (1G.04) (0,16} (21,14) (8.37) (31.65) (7.74) | (4.89)
197277 68,34 21.45 14,25 51:31 111;49 106.§5 36,26 27.54 37.53 19.80 | 12,05
{ 2.05) ( 0.68) (8.41)| (27.89) (0.38)] (13,62} (14.17) (28.380) (2.99) | (0.87)
Note : The figures in the pgrentheses are the sectoral gontribution ratios to the change in

total imports,

Source _ : Vank - of Thailand, Monthly Bulletion, various issues.
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S s Table 4
, Structure of Thai Imports by Economic classes, 1957-1977
. 3 :_5-f"- g A
SRLE S | Year
- Comiiodity Class- -~ |- - y9qq 1962 1970 1974 1977
o % % % % %
1. Non - durable consumer goods ' .. 28,97 24,80 12,90 8,07 6.73
2. Dursble goods 8.23 | 7.15 7.5 | 5.03 | 5,07

3. Intermediate products chiefly ;“. _
for consumer doods: - Gl 10.27 11,87 15.27 | 20,10 | 17.06

4, Intermedig#é.produéts chiefly

for capital goods 6,82 5.75 9,60 10,37 11,46
5. Cdpital goods : 23,43 28,27 34,26 | 30.93 | 26,08
6. Other commodities 22,24 22.69 | 20.50 | 24.90 | 33.60
7. Total” " ‘ S 100 100 100 100 100

* Errors due to rounding

LY

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



Table 5

Thailand's Total Exports and shares of Exports classified

by Commodity groups, 1957-1978

Total Beverage! (ide- | Mineral 22:2?1:6- . gManufac- . Zii:e;i:g: Primary

Year expgr:s Food togggco material gggci:;onoil and Chemlcalstured Machinery factueed Other Products
fats goods goods )
(million | (0) (0 (2) (3 4) ) | (6) N (8) ) (0-4)

Baht)
1957 7,540 55,09 1.43 37.73 0.11 0.14 1,33 0,01 0.34 0.49 94,36
1960 8,614 45.41 0,23 49,95 0.02 0.09 1,11 0.01 0.16 0.70 95,61
1962 $,529 49,34 0.36 44,25 0.17 0.08 1,66 0.03 0.25 0,94 94,12
1964 12,339 57.97 0.66 35.75 0.04 0.03 0.12 1.45 0.05 0.25 0,77 94,47
1966 14,0589 50,45 0,85 33.78 0,3 0.09 0.07 11,03 0,10 0.24 0,82 85.52
1968 13,679 51,26 1.49 26.58 0.10 0 0.12 13,18 0.06 0,25 1.84 79.46
1970 14,772 47,08 1.39 28,85 0,30 0.09 0.22 14,81 0.10 0,38 3.18 77.72
1972 22,491 49,85 1,26 21,36 1,19 0,04 0.33 15.45 0.20 1.47 4,92 73.70
1974 49,799 55,50 0.92 18,29 0,77 0,08 0,67 16,01 0.62 2.69 2,07 75.56
1976 60,797 58,27 1.16 15.73 0.19 0.06 0.44 15,35 2.02 4,00 1,74 75.41
1877-78] 71,198 56,55 1.30 15,39 0,02 0.03 0,42 16,78 2.40 3.86 2,09 73,29
(1 20,012 48,01 0.80 17,70 0,02 0 0.40 21,01 2,84 4,12 2,25 66,53

Source Bank of Thailand, Monthly Bulletin, various issurs.
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Table §

Rates of Growth of Commodity Exports and Their Contributions
to the Incresse in.Total Exports

Miscell-]

Beverage inetdl Animal Manufac- aneous
: Total 88| Crude- |Mimetal ong vege-| . e .
Period Exports Food and aterials fuels and able oilsChemlcals tured | Machinery| Manufac-| Others
*p tobacco {"2-CT1215 jubricant , goods tured
and fats

. goads
1957 - 60 4.741 - 1.94 | -25,61 17,08 0 25,92 ~ 9,09 - 1,65 -i5.38 21,62
(-22,53) [(~ 7.72) |{135.75) (O (- 0.65) | (~ 0.27){ (- 0.46)} (- 1.11) | (2,23)
1962 -~ 66 10.61 13,64 6.40 1,78 |Intinity 91,66 6,25 253,47 233,33 23,80 | 15.30
(58.38) | (1.75) | (8.38) | (0.91) | (0.20) | €0,05)[ (26.61)] (0.25)( (0.36)| (1.02)
1966 - 72 9,92 5,58 22.58 0,15 73.00 - 5,12 96,96 20,55 34,44 | 146,07 141,02
(48.82) | (1.95) (0.51) | (2.60) | (-0,04) { (0,76)| (22.86) (0.36)] (3.,55) {(11,79)
1872 - 77 43.31 51.82 45,33 25.60 | -18,51 37,77 60,26 48,77 723,04 | 145.6 6,95
(59.64) 1 (1.32) | (12.63) ~(<0.51) | ( 0,03) (0,46} (17.39) (3.41 (4.96) | (0,79)

Note Figures in parentheses indicate contribution ratios to the increase in total export

Sourcg : Bank of Thailand, Monthly Bulletin, verious issues,

-
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Table 7

Elasticity of Thai Demands for Imports by Commodity Classes.

Elasticity
Commodity Classes

Price _;ncome

1. Food | 0.587 0.174
2. Beverage and Tobacco 0,311 0.680
3. ‘Crude - materials = | 0:176 1.682
4. Mineral fuels and lubricant 0,218 |U 1,221

5. ;pimél ana yegqtable oils ané . - | _

fats 0.423 w"o.'_s_u'/

6. Chemieals , o 7 %; 0.864 ‘i.éi?
7. Manufactured goods = - | % 0.432 | 0.475
8. M#chinery | b 1204 0.281

g. Mf#cellaneous manufactﬁréd |- | -
go{a_ds o - 1.306-
Total 0,807 0,912

Source : Bank of Thailand, unpublished,



Table 8

Elasticities of Thai Demands for Imports by Economic classes

_ Elasticities
Commodities classified by
economic classes Price Income
1, Raw material 0.535 1,06
2. Capital goods 1,454 0.756
3. Consumer goods 1,148 0.904
4. Services 1,3496 1.789

Source : Bank of Thailand, unpublished,
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Tabie 9
Thailand is Balance of Payments, 1959-1977

T o m o

Balances 1956 1957 1958 1960 1962 1964 1966 1968 1969
Trade balance -33.5 - 406,24 -1,163,0 -956,3 | - 1,962,6 -1,960,6} -4,479,4 | -10,650,0 -11,297,7
1. Exports, f.o.,b. 7,481,7 8,067,3 6,412,7 8,541.5 9,434,5/ 12,165.,0¢ 13,817,2 | 13%,227.6| 14,267,2
2. Imports, c.i.f. ~7,515,2 | =8,473.5( 8,075.7 -9,498,2{-11,397,14-14,125,6-18,296,6 | -23,877,6( ~25,564.9
Balance of service account| -291,7 -366,3 18.3 114.2 508.4 732,6| 4,105.9 6,148.5 5,554.,4
1. Receipts 553.3 739.3 854,0 1,037.9 i,617.6 2,262,1| 6,199,1 8,209.9 g,385,3
2. Payments -845.2 | -1,105,6| -835.7: ~§23.7 -1,109.2 ~1,529,5| -2,093,2| ~3,061.4| -3,430.9
Balance of current account --305.2 -772,5{-4,644.7 | -1,474,8 ! -~1,454,20-1,228,0 -373,5 -4,501,5! -5,343,3
Unrcquited transfers {net) 373,5 529,3 5011 936,3 910,9 775.1 963.9 ‘1,547,5 1,187,2
1. Private -186.7 ~195,3) -27,2 65.9 106.0 130.9 216,3 140.4 89,2
2. Government _560.2 724,0 528.8 870.4 804.9 644,32 747.6 1,407.1 1,098,6
Capital movemsnts (net) 303.8 483.,0 310.3 402.3 1,495,8 1,643.,6| 1,518,8 2,444,0 2,897.%
1, Private long-term 230,2 419,1 363.1 389.1 1,500,6/ 1,377.5 1,114.3 2,052,0 2,729,4
1.1 Direct investment 50.0 50.0 70,0 60,5 156.6 374,2 570.6 1,239.7 1,057.5

1.2 Loans, credit : 1 :

and others 180.2 369,.1 293.1 328,2 1,334,0] 1,003,3 543,7 812,3 1,671.¢
2. Private short-term - - - 59,6 5.6 36.3 354.6 96.8 186,0
3. Government 73.6 63.9 -52,8 ~46.4 -95,8 229.8 49,9 259,2 -17,8

SDR's ) - - - - - - - . -
Errors and omissions (net) -53.9 -80,5 431,2 6G19,.2 342.4 239,6 1,195.2 959,.1 357,7
Overall balance 298.2 159.3 -402,1 949 .7 1,294.,91 1,430.3 3,304.4 449.1 -913,8
Monesary movements -298.2 -159.3; 402, -949,7 | -1,294.9]-1,430.3| -3,304.4 -449,1 913.8

A



Table 9

Thailand's Balance of Payments, 1959-1977

Balance . 1970 1971 1972 1973 1974 1975 1976 1977
A, Trade balance -12,244,8] -9,935,0 -8,884.6 -10,802,4|-14,302,2| -20,161.2[-11,084.0 | -25,607.1
1, Exports, £.,0.b. 14,269,7| 16,698,0 | .21,750,2( 31,232,5| 49,002.4| 44,364.5| 60,361,2| 70,463.4
2, Imports, c.i.f. [ 26,514,5 |~26,633.0 | -30,634,8|-42,054,9 ~63,304,6] -64,525,7(-71,446,11 -96,070,5
B. Balance of service account 6.036.21 5,404,1| 6,583.1 6,836,4 7,600.7! 6,160.8] 1,642,5 2,405.2
1. Receipts 10,094.8] 9,899.6'| 11,322.8/ 12,723,1] 15,642.2| 16,551.6] 13,993,3| 14,7717
2. Payments -4,058,6| -4,495,5 | -4,733,7| -5,886,7|~ 8,033.5 -10,396.3 -12,350,8 | -12,366,5
C Balance of curreat account -6,208,6% -4,530,9 | -2,301,5{- 3,956,{] - 6,701,5 -14,000&.4 ~ 9,442,414 -23,201,9
D Unrequited transfers (net) 1,011,7 904.1 1,238,8 .2,968.8{ 4,916.9 1,632,111 464.,5 801,9
1. Private 57,4 131,1 630.7] 2,398,9 4,375.6 1,134,5 100.8 443,3
2. Government 954 ,3 773,0 608,1 569.9|  541,3 497.6 363,7 358,6
E. Capital movements (net) 2,478,8] 1,733,1 3,643,2 2,937.63,39,054.7 7,754.7| $,263,6| 13,854,1
1. Private long-term 2,223,3| 1,440.5 3;435.8 988,8{ & 7,483.6] 5,309,0| 4,121,2
1.1 Direct investment 7 890,5 880,4 1,427,1 1,604,9 “’3,8@6.3 1,744,8] 1,614,1 2,163,0
1.2 Loans, credit and others 1,332,8|  560,1| 2,008.7] -615.1 5,007.3| 3,564.2| 2,507.1] 5,636.0
2. Private short-term ~ 183.4 154.8 309,1] 1,292,4 2;1,i3;.3 2,600.3{ “2,778,5[ 5,113.6
3. Government 72.1 137,8 -101,7 654,4] 79,8 745,41 2,363.9 840.9
F SDR's - 298.2 320.7 - - - - -
E Errors and omissions (net) 66.1 1,266,2 | 1,090.3| 1,076,2 741,9| 1,755.6| -368,5 1,008.
¢ .overall balance -2,652,0| =-335.2| 3,991.4 p64,2| 8,012,0| -2,858,0 -82,8| -7,537.0
I . Monetary movements 2,652,0 335,21 - -3,991.4{ -864,2| =8,012.0{ 2,858,0 82,8]  7,537.9

Source

Bnak of Thailand,

Monthly Balletins,

various issues,

€S
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