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PREFACE

This is the first part of a preliminary report on a study of the
Thai economy, The dual economy accounting system (System II, Table XIII)
discussed here has been developed by Douglas S. Paauw, Director of the
Center for Development Planning, with the assistance of John C. H. Fei,
Consultant.l/ Parallel studies of the Philippines and Thailand are being

conducted within this common framework. Eventually, comparative studies

will be made of the two econn 'es,

FORREST E. COOKSON

1/ D, S, Paauw, A National Income Accounting Framework for Open Du Dualistic
Econonies Fmeld Development - Planning Report ¥1, Center for Development
Tlarning, Natlonal Planning Association, Wash1npton, D. C., June 1936,




I. INTRODUCTIOM

Tnis paper is an introductory study of the Thai economy from a
viewpoint which emphasizes the characteristics of duality and openness,
Information about the Thai economy is organized within a nationzl income
acccunts framework in a manner designed to identify some of the important
structural cianges underlying the economic development of Thailand. A
detailed discussion of the accounting framcwork is presented in Part II,
This framowork is developed at two levels; an agaregative levcl charac-
terized by a sinple production sector and a level which disaggrepates pro-
duction into agriculture, industry, and government, Part III is a dis-
cussion of the aggregative level data. Part IV discusses the disaggrega-
tive level data.

Tae theory of economic growth is remarkably irrelevant to most
problems connected with the analysis of developrent policies.l/ The single
extart rrowth theory which sheds light on the inner dynamics of less=-
develoned countries rests unon the dual economy hypothesis; there exist
side b» side a traditional sector and a modern sector and the former.docs
not resnond ranidly to market forces. Consequently, development is charac-
terizerd by a cradual approach to an economically rational allocation of

rescurces betwecn the two sectors and the dynamics of development are to

1/ This can be seen by examining the most comprehensive modern survey,

T Hahn and Mathews, "A Survey of the Theory of Economic Growth,"
reprinted in Surveys of Economic Theory, Vol. II, Growth and Develop-
ment, St. Martin's Press, New York (1965).




1/

be found in the process of adjustment.” This contrasts sharply with the
undgerliying assumntion of most growth theory; i.e., that the growing economy
is adequately described by a series of equilibrium states.zj The usual assump-
tion is that~§he above disequilibrium is associated with surplus labor in

3
aariculture,  This is the most common, but not the only possible, mani-
festation of structural (i.e. persistent) disequilibrium,

The oreat difficulty with the dual economy theory is that it does not
include the role of international trade, The neat picture of the develop-
m2nt process that emerges €rom the analysis of the dual economy depends
rather strongly on the assumption that the economy is closed or at best that
the role of foreign trade in development is minor. For a large group of
countries, of which Thailand is one, this seems to be a very bad assumption.
Trc prob'em is not that the economic duality is an unsatisfactory approach,
but that it must be restudied from a viewpoint which includes the inter-
nationzl sector. This paper is meant to be a first step in this direction.

The economy of Thailand is studied to provide an understanding of how the

international sector interacts with the tasic duality of the economy.

1/ John C. H. Fei and Gustav Ranis, Development of the Labor Surplus Economy,

=  Irwin Press, Homewood, Tllinois (1904) chapter 2, section 2 and chapter
6, secticn 2,

2/ This assumption is evident from the usual growth model which takes the

™ agprecate productien function and the consumption function (or saving
function) as given and assumes that the demand for investment will be
sufficient or can be made sufficient. This contrasts with the Keynesian
aogrepate demand approach which takes the demand for investment and the
consumption function, while omitting the aggregate production function,

3/ Panis and Fei, op. cit., p. 10, 13 and footnotes on page 13-14,
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The duality of the Thai economy is one of its major characteristics.
Altkough en overwhclming percentage of the population live outside urban areas,
they contribute less than 50 percent of the national product. Roughly speak-
ing, 80 percent of the populati m prnduces 40 percent of the netional product;
which imnlicc that the ratio of the average labor productivity in agriculture
to that in <he rest of the economy is one to six.l/ Although such differences
in averaze labor productivity are not a totally reliable quide, if marginal
products werc equal it would follow that the marginal product of labor in non-
agricultural employrent would decline rapidly. There is no apparent reason
why this should be the case and available information on regional incomes indi-

2/ 3/

cate that there arc great differences in per capita outnut and wages.”

1/ From National Income of Thailand 1959-1965, NEDB/NID/January 26, 1966,
Prelimnary Fstimates (mimeo.). Table §: 1960 share of agricultural
cutpat is 38,31%; Statistical Yearbook Thailand Nurber 25, Table 14;
ap~izultural householas 74,65 of total population,

2/ Pecicral Gross Domestic Product, Office of the Natioral Eccnonic Develop-

T ment Toard, June 1965. Wejionmal per capita income in 1963: North 1,581
bait: Northeast 1,229 baht; Central Plain 3,988 baht: South 2,597 baht,

3/ DM2al vage estimates are not available, Information is available from the

T honszheld expenditure survey on monthly waze income and self employment
iurouse.  Sose lousehold Expenditure Survey, Southern Pegion, Eastern Rerion,
Nortaera Renion, Advance Report. Also Statistical Yearbtook Thailand
hurber 25, 1964, Tables 202 (pape 435) and 207 (page 445) tor Bangkok-
Thonburi end Northeast respectively: (in baht)

Towns Villages
Reaion Wapes Sel€ Employment Wapes Sel f~Fmployment
Banekok Thonburi 785,01 - - -
North Fast 405.01 565,08 64.80 121,57
Northern 224,53 503,77 73.92 210,66
Eastern 292,64 616.99 135.10 336,82

Southern 400.28 727.02 150,09 386.02
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The onen character of the Thai econory is apparent from the high ratio
of imports to cutput (20 percent) and of exports tc output (19 percent), not
to mention the importance of government revenves derived from import and ex-
nort taxes as well as the role of foreign private capital and foreign aid as
a source ot saving and forcien exchange and as a carrier of modern tachnology.

IT, ACCOLYTING SYSTEH

A, Lioroduction

A accounting system is simply a way to organize data in a way which
is most helpfnl to those who make use of the information, The accounting
system used here is of a national income type; hence, the data presented in
Parts TIT and IV rest upon official estimates of national product, The ag-
grecate system of accounts attempts to extend slischtly the information con-
tzined in the ofSicial accounts. The disaggregated system attempts to go
somewhat fartner beyond the usual naticnal accounts framcwork,

For the analysis of development it is vital to work within a general
equilibrium framework. That is, at least in principle, tle anaiysis which
embrac?s the entire economic system., Particular pirts o the economy may be
exam’ned in greater detail within this overall framework, but the ramifications
o particular economic events should be studied within the aeneral equilibrium
context. In what follows an attemnt is made to cover all the economic transe
acticns, and the system is basically a complete one,

The important distinction between stocks and flows must be kent in
mind in what fcllows., In the accounting systems discussed in this section,

all concepts are flows. That is, they represent money payments within an



annual period. At no point in these systems do stocks appear nor is the flow
of factors of production considered. It is of course true that some of the
flows af€cct stocks, but the stock concents do not themselves appear,

To put this work in context, it should be recallcd that any compre-
hensive analysis of an economy requires three components: (1) an accounting
system which in effect defines the variables; (2) relationships between
stocks and flows; and (3) behavioral hypotheses which describe how economic
decisinn-waking units behave. The study of developmeni requires recognition
of the importance of all three components, In this pape. we are concerned
only with the first of the three components,

B. Agprepative Level Accounts

This section reviews the basic national income concepts used. The
economv is divided into five nexuses: the production nexus, the income dispos-
ition nexus, the covernment nexus, the financial nexus, and the foreign nexus.
The five irterrelated accounts are presented in Table 1, Definitions of
symbcls uscd in Table 1 are civen in Table 2,

A aexis is a collaction of the results of economic decisions: e,f.,
the production nexus refiects the nroduction decisions made by the preductive
units of the economy; the income disposition or household nexus reflects the
decisions made as to factor supply and to disposition of money income., There
is neo necessary correspondence between institutional arransements and the
functions included within a nexus. A rice farm, for example, is simultaneously

involved in Yoth production and income disposition.

The usual concepts of gross domestic product are used., With a single



proeduction sector all inter-industry flows are supnressed, and the concept
of national pruduct is identical with the concept of value added by the
prodiuction sector,

1, Production nevus

The production nexus reflects all of the production decisions made in
the zconomy. For a sinele production unit it is always true that the fol-
lowine balarce equation holds:

Sales = Ya-<e payients + Profits + Denreciation
+ TIndirect taxes + Pzyments fer domestically
produced goods + Payments “or imports

If the talance equations for all production units are added together,
then on th2 laft-hand side one has the total value of sales in the economy
and on the »ight, among other things, the total value of purchases (i.e.
sales) of demestically produced intermediate poods. Subtracting this latter
from to”al sales one odtains the value of sales for final uses. The final
uses corresrond precisely to the purchase of goods and services by each of
the other four nexuses., In Table I these purchases are represented bv
private consumption C (purchases by the household nexus), invesiment I1 + I2
(purctascs by the financial or I/S nexus), exports E (purchases by the foreimm
nexus), and sovernment consumption G + P3.q (vurchases by the government
nexus). All of these quantities apnear on the right hand side of the pro-

duction nexus acccunt representing mon2y flows into the production nexus.



TABLE 1

ACGREGATE ACCOUNTING SYSTEM

PRODUCTION HOUSEHOLDS
W c T, y
P, I, c P,
P2 I 5 *pG
P B
3p
Prg C+P3q
M
D
T,
1
COVER T FAREIGN
pa T3 E "3p
G T, A i
e ’, S M
S, A AR
s,
1/5
A s,
I, s,
oR S
DS, D
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TABLE TI

DEFINITION O7 SYMBNLS

Inflow of foreign aid from foreipgn public sources (gross)
Private consumption

Nepreciation of capital stock

Dep* service, principal repayment, on foreign public debt (rross)
£Xports

Gcvernment collective consumption

Total investment in inventories and fixed capital

"rivate total investment in inventories and fixed capital
Public total investment in inventories and fixed capital
Interest on domestically-held governnment debt

Trmiorts

Profits of douesticully owned capital (including rents, interest, ctc.)
Prc€its of stats enterprises

Debt service, interest pavment on foreign public debt (net)
Profits of foreign owned capital

Thaee in level of foreign exchange reserves

Government saving

Private saving

Toreign savina (private)

Direct taxes

Indirect taxes

Yag?s



The other quantities in the balance equation give the total wage
nayments (%), the total returns to capital or profits (P1 + P2 + Psé + PSp)’
depreacintion (D), indirect taxes (Ti)’ and payments for imports (). (All
imports arz treated as intermediate goods but unlike domestically produced
interrediate gcods they originate outside the system,) All of these items
are on the left hand side of the production sector account and represent
outflows of funds to other nexuses.

Th2 rajor conceptual difficulty in the above lies in the definition of
the houncaries between intermediate and final goods, This is a classic
problem in national income accounting and it suffices to note here that the
definjticas of thc U, N. Nationa! Accounts System are used in Thailand.

The economic concept underlying the production sector is the production
funciioin., Physically, the production function relates factor use (e.g., man
hours of labor and machine hours of capital) to output. The production units
pay wagaes, profits, etc, for such factors. As output grows the factor inputs
also rrow. This growth in inputs is only partly reflected in the accounting
sycter., It is possible to consider stocks of factors which can be drawn upon
bv the »roduction units; i.e,, there are potential man nours and machine
hours which can be called upon by the production sector. The stock of no-
tential rmachinc hours grows with new investment; the stock of pctential man
hours grows with growing population. These stock concepts are of central
importaince in the analysis of gqrowth, and it should be remembered that the
study of such stock concents is necessary. The conventional national ac-

countinn system implies that investment increases the stock of capital but



all other factors are either exonenous or can be treated as if they were
equivalent to capital,

The sum of the left »nd right hand sides of the production account
are of course equal,

W+ P + G+ P

+P,+ P, 4+ +‘-‘I+D+Ti=c+]’ + I 3g

1 2 3g 3p 1 2
Gross domcstic product (CDP) is defined as:

GIr = - 3 -
e H C Il + Iz + G+ P3g M

or using th: ahove equation

GIP =% «+ Pl + P2 + p3a + P3p + D+ Ti

Gross national product (GNP) 1is:

Gw

ial)] - -
@P - Py = Py

" )
W o+ " + P2 + D+ Ti

n

Net national preduct {NNP) is:

NWP = GNP - D

[

=M e D $+ P+ T,
1 2 i

National income (NI) is:

NI

NNP « T,
1

WP 4+ P
1 2

These are the standard definitions of the apgregate measures of production,

Tho above ecjuations relate them to the production nexus.

2. TIncome diswosition or hnuschold nexus

The incone disposition nexus deals with the way in which the private

domestic economy utilizes its resources. Income is received from three



sources: wage payments by the production sector, profits before taxes but
after depreciation, and interest payments on government debt owned domestice
ally. There is no concept of retained earnings by business firms or of dis-
tributed profits to owners of capital, Instead, all profits are considered
as paid to the household nexus. With available resources the househoid
nexus purchases consumtion qoods, pays taxes, and saves. These three
functions dJescribe the transactions between the houschold nexus and other
nexuses, There are no direct relationships between the household nexus and
the forcign nexus although there are indirect omnes which take place through
the finarcial and production nexuses,

Ceasumption covers goods and services purchased by households to bring
about welfare or utility for the individual. Note that consumption here is
private in the scnse that it covers goods and services consumed by the family,
Direct tioxes cover all income taxes, those on business profits as well as
personal income. Subsidics are negative direct taxes. Saving formally cor-
resnonds to tae purchase of financial assets from the financial nexus. This
savine ccvers both business saving (except for depre.iation) and personal sav-
ing. The bhalance equation for the household nexus is:

T. +C+5 =%a+P +1
d P 1

DG

The stock concept associated with the household nexus is the level
of financial assets. These financial assets are symbols of the ownership of
capital by individuals. There are a multitude of forms such financial assets
may tcke. liere there is no concern with the household's portfolio management

problem; i.e,, which financial assets to hold and in what amount. The only
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question of concern is the size of the total stock of financial assets owned
by housecholds (including assets owned by business firms and so, indirectly,
by the ouners of the business firm). Chanees in the level of the stock of
financial assets is just equal to private savings, Sp.

It is implicitly assumed that on the average private business de-
preciation or capital consumption allowances are apnropriate to cnable the
renlacemert of worn out capital, If this is so, then as long as this replace-
mert is takine place, the definition cf private saving riven hercin is ap-
prepriate.  If, however, the Jepreciation allowances do not correspond to
replaceqents of capital, there is a problem, Strictly speaking, it would
be preferable in this latter case to treat private profits as though they
included depreciation allowances and thus make private saving inclusive of
such allowances so that private saving corresponds to changes in financial
assets, If denreciation allowances exceed capital retirements, then the
value of the €inancial assets representing the ownership of such a firm
worll be increased through the securities market and this would be recorded
in the areater level of private saving in the schema presented here,

3., foevernment nexus

The concept of government used in the nexus is as the consumer of
collective consumption. The production of collective consumption goods and
services is located in the production nexus. The production nexus sells
such collective consumption to the government nexus. This definition of the
government nexus should be carefully noted. The production of non-collective

conswiption output by the government is not considered; however, when the



dual econory is studied this will change and production of collective
consurmtinn covernment will be exnlicitly treated.

The eovernment receives funds from four sources: (1) direct taxes,
(2) indirect taxes (3) profits from government enterprises, and (4)
foreion aid., Direct taxes (Td) are 7naid by business firms on profits and
by individuals on income., Such taxes are construed as a transfer of funds
irom houvscholds to the government., Indirect taxes (Ti) are paid on all
kiads of transactions carried out by business firms and individuals. The
third scurce of fuads, profits from povernment enterprises (Pz), represcnt
total ezrnines after depreciaticn allowances are subtracted; of course, the
enterprise may not return all of these nrofits to the Treasury. However,
it is not thc transactions between the enterprise and the Treasury vwhich is
relevant nere; this is simply an accounting transfer reflecting managzment
decisinns as to the disposition of earnings. The relevant concept is the
total carnings (after depreciation) of the enterprise; this represents a
measure of the tctal resources available to the government from its enter-
nriccs. Finally, foreign aid (A), or all loans and grants from foreign
public sourccs, is treated in a fashion parallel to the treatment of taxes
as a source of funds for the government. It should be noted that new loans
are treated as source of government funds but repayment of loans are trcated
as o drain on government saving. The reason for such an anproach is to
emphasize the total resources saved by the government, including foreign
borrowing, while keceping separate the changes in real capital (Iz) €rom

the chanaes in indebtedness (DSp).



The government disposes of resources throunh nurchases of a collective
consumption nctuve (G + p3q)' throuph paymeats of interest on domestic
borrowing, and through savine., The basic problem in treating the govern-
ment is the apnropriate valuation of purchases of collective consumption,
Since such gocds and scrvices are not soid to the public, the usual treat-
men” in national accounting is to value them at cost, where cost means
intsomediate goods plus wages and salaries. Interest on government debt is
treatad as a trarsfer payment (i.e., a negative tax). However in the view
tacen here interest on foreign aid debt (P3g) stould be treated as a
facicr payment, 2nd consequently represents part of the cost of production
of colleztive consumption. Thus the national accornts concent of the value
of collective consumption is adjusted to take this into account. However,
“interest on Jdomestic debt is treated in the conventional manner.

The goverrment nexus is comprehensive, All levels of government are
coverac and consequently transfers betwsen governrent units net out. The
parnent of nrincinal on foreign public debt is considered to be an invest-
meiit. ond so does not appear. The sovernment nexus account does not cor-
resyo.c to an expenditure budeet, An exemple of the latter for all govern-
ment tevels is given in Table ITI. Ir Table III, expenditures include debt
service of principal (DSP) and gross government investment (Iz). However,
governrent scvirp does not appear; it is a derived concept which does not
correspona te any expenditure. The definition of saving is made in order
to shcw the contribution made by the government in financing, from the govern-

ment nexus expenditures and receipts, the investment undertaken by the



rmoverament,

Underiying the flow concepts there are three stock concepts rclevant
to the systenm:

(1) The financial assets corresponding to government ownership of
some of the stock of productive capital,

(2) Nebts owed to foreimm public sources as a result of foreim
louns, Corresponding to these two stocks are their associated flows: net
irvestuent (12 less actual capital retirements) and net increase in foreign
indebtecness (new foreipgn aid loans less DSD).

(3) The level of domestic indebtedness, The associated flow concept
is aet povernment borrowing from the nublic and the central bank. This is
the differcnce hetween povernment investment (DSP' + Iz)‘on the one hand
and scvernment savine (SE)’ depreciztion allowances on government owned
capital, and decreases in Treasury money balances on the other,

4, Torcim nexus

Thz foreion nexus presents a summary of the relationships between
the duirescic economy and the rest of the worid; that is, the left-hand
side can be interpreted as sources of foreign exchange while the right-hand
sid2 represents uses of foreign exchance,

The sources of foreipn exchange are exports (E), foreign assistance
(A), and nrivate foreign investment (Sf) (equals private foreion saving).
The interrctation of the first two is straightforward, It should be noted
that the wny foreign aid is treated reflects the threefold nature of its role

in develowment: (1) as a source of foreign exchange, hence its presence in
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TABLE TIT

COMPRENENSIVE GOVERNMENT BUDGET

1. FEVENUES:

D2 (Depreciation allowances on gsovernment cwned carital)

2, T[LXPINDITURES:

3. DEFICIT

[0

Expenditures - Revenues

Borrowing from public
+ Rorrowing from Central Bank

+ Change in Trcasury demand deposits

See Tahle II for Symbol Definitions
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the foreisn nexus; (2) as a source of soverament revenues, hence its
prescace in the government nexus; and (3) as a source of saving since it
affccts the level of sovernment saving, The meaning of private foreign
savira is very involved. Depreciation includes that allowed for use of
foreiom-ownad capital, The profits of foreign-owned capital (Psn) do not
inciuvde dupreciation allowances. Consequently, if replacement of capital
by “ureimn-ownel firms proceeds at the same rate as capital consumption
allcwoncss, foreign private investnent (Sf) corresponds to new capital
asst.ts cwred by foreianers. However, if depnreciation allowances are greater
than vreplacement, part of excess funds (over what is needed for replacement
of czpital) may be transferred out of the country., These act as a negative
private foreion capital inflow and reduce Sf. A similar argument holds in
the onposite case. Foreign exchance may be used to €finance imports (M),
pay interest and principal on foreign public debt (P32 plus DSp), finance
the transfer of profits earned by foreign owned capital (PSp)’ and pvermit
incieases in foreign exchange reserves (AR). In the houschold and govern-
ment aexuses the balancing item is saving, but in the foreign nexus the
char.ge in foreinn exchanse reserves plays the role of the balancing iten,
The stock concepts in the foreign nexus are ownership of capital by
foreianers, outstanding indebtedness of the government to foreign public

sources of finance, and the level of foreign exchange reserves. The associ

ated flow concepts arc; private foreign investment (Sf); debt service of
principal, less new borrowing through foreign assistance; and the change

in foreion cxchange reserves.
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The balancing equation of the foreicn nexus is:

E + QF + A=Y 03 +Pp

a 3p * DSp + AR

This corresponds to the balance of nayments, The foreign nexus account is
earvan~cd in Table IV to demonstrate its relationship to the balance of
paymsnts,

5. T:ie linancial or savine-investment nexus

The financial nexus summarizes the investments made by the oconomy
and the sources of finance for such investments. Implicit in this account
is the entive set of interrelated accounts of the financial system which
interyate the monetary system into the accounting system,

The sources of financing investrent are; private saving (Sp)’ govern=-
ment savina (S”), foreien saving (S€), and depreciation allowances (D).
These srurces fi-lance pgross investment in productive capital (Il'+ Iz);.,
recuctivn in foreien indebtedness (DSp), and changes in foreign exchange
res2ves (AF).  The balance equation for the financial nexus is a statement
of t.c cquality of investment and saving:

Sg + Sf + Sp +D= Il + I2 + DSp + AR

The financial system role is to provide a mecharism through which the
varicus parts of the economy can save a different amount of resources than
they iavest and cover this difference by buying or selling financial assots.
Thus the private sector invests I1 (gross) and saves Sp, plus the relevant
deprazciation on privately owned capital (Dl). The net position of the
private sector is:

- Sp - D) - 3¢



- 19

TABLE IV

BALANCE OF PAYMENTS

Cu.,roat account

Exmorts E
Tmoorts - M
w3 - D
F'ro7it Transfers 3p
n* n - D
Intersst Payments 3g

Capitai account

Forcinn assistance (loans and erants) A
Deut service on foreien loans - Dﬁr
Frivate fcreion investment SF

Balincine tavements

Charge in foreign exchange rescrves - OR



since Sp, Dl, and S¢ are the funds availuble for investment from private
demestic savine, depreciation allowances, and private foreien saving,

?
reanectively.  The net position of the domestic private sector is given by

¢}= rane expression, since the investment by private forciqners will equal

=+
H
1]

Timde they provide according to the previously discussed definiticn of

T2 government sector's net position is:

Iz & I)Sp - Sq - D2
whore 02 is depreciation allowances on government-owned capital. The net
positior of the sovernment, plus the net position of the private sector,
equa. tiie chauge in foreinn exchanze reserves (-4R). This corresponds to
the self-zvidert proposition that both the government and the private sector
can invest more than they save by running down the reserve position; or
aléernazivcly, both may save more than they invest if foreien exchange
recarvaes are increasine. However, when the foreign exchange reserves are

cor.s~zat, an excess of investment in one sector is financed by an excess of

szving in the other. Table V presents all the possibilities,
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TABLE V

NIRECTION OF INTER-SECTOR FINANCTAL FLOWS

PRIVATG GOVERNMENT AR
+ - +, 0
N + -
- - +
- e +, 0

A (+) means investment greater than saving and a (-) means investment less

thana saving.
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6. Detailed structure of financial nexus

This sector is somewhat different from the previous discussion
since it is not required to understand the subsequent discussion dealing
with the Thai economy, However, since intensive rescarch is presently
seing undertaken with regard to the financial nexus in Thailand, this
gection is meant to provide a detailed framework for relating this
1esearch to the overall study of small open econonies,

The financial nexus is divided into seven sectors: (1) households;
(2) business firms; (3) foreigners; (4) state enterprises;

{3} government (excluding state enterprises); (6) financial intermediaries
(zspecially important here are the commercial banks); and (7) Central Bank,
Tuble VI presents the details of the sub-accounts for each sector of the
finzncial nexus. If the seven accounts are aggregated, the result is the
firancial nexus account of Table I, A partial aggregation can be made to
cisrlay precisely the role of the organized and unorganized parts of the
tirsncial nexus (Table VIII), The implication of the view taken here is
thxt the saving is given for each sector and then the sector decision
m:kers choose how they will spread their saving among the various
aiternative assets.,

The household sector deals with saving by households (Spp).

Saving by business firms is treated in the account labelled business
firms. Available saving can be increased by borrowing from finaacial

intermediaries (ALI)' Available resources are then used to increase
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TABIZ V1
FINANCIAL NEXUS DETAILED ACCOUNTS
(See Table VII for symbol definitions,)

1i"USEHOLDS BUSINESS FIRMS FOREIGN
AJI Spp AM2 D1 AM3 Sf
A31 | AL1 A82 Spb AB3
Aﬂl ANZ Axlo AN3
AKlo I1 Axluo AX3
A?Iuo ALZ
Ax3
STLTE EﬁTERPRISES GOVERNMENT
A“d | D2 AM5 Sg
A34 AL4 AB5 AN
AU4 T T
IZ' 12"
DSp
4z
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TABLE VI (Continued)

FINANCIAL NEXUS DETAILED ACCOUNTS

f_{!:I_A_I\_I._C.IAL INTERMEDIARIES CENTRAL BANK
(N AB AN aM

) 7
[.,Mo- AL7 AL7 AZ

tly + Gl AR aY




AM
Al

AM

‘N

aM

Change
Change
Change
Change

Change

in
in
in
in

in

TABLE VII
ADDITIONAL SYMBOL DEFINITIONS

bank deposits by private households
bank deposits by business firms
bank deposits by foreigners

bank deposits by state enterprises

bank deposits by government (excluding state enterprises)

Total of all ABis

Depreciation allowances on privately owned capital

Depreciation allowances on government owned capital

Repayment of principal on foreign public indebtedness

Gross investment by business firms

Gross investment by state enterprises

Gross investment by government (uxcluding state enterprises)

Change
Change
Change
Change
Change
Change
Change
Change

Change

in
in
in
in
in
in
in
in

in

net loans by financial intermediaries to households

net loans by financial intermediaries to business firms
net loans by financial intermediaries to state enterprises
net loans held by financial intermediaries

discounted loans held by Central Bank

currency hcl1 by households

currency held by business firms

currency held by foreigners

currency hel. 'y state enterprises
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TABLE VII (Continued)
ADDITIONAL SYMBOL DEFINITIONS

AMS Change in currency held by government
:”5 Change in currency held by financial intermediaries
L4 Total of all AMis
tNl Change in government securities held by houscholds
512 Change in government securities held by businesses
ANS Change in government securities held by foreigners
AN4 Change in government securities held by state enterprises
Aﬂé Change in government securities held by financial intermediaries
AN7 Change in government securities held by Central Bank
Ad Total change in government securities
A% Change in foreign exchange resources
393 Saving by private households
;vb Saving by business firms
S{ Saving by foreigners
S, Saving by government
2
T Transfers from government to state enterprises
Axlo Change in private securities owned by households
Axluo Change ip private loans, dirgct investments to business firms
(unorganized market transactions)
Ax3 Change in private.securiyies, direct investments, loans by
foreigners to business firms
Ay Change in reserve deposits of financial intermediaries at

Central Bank

Az Change in government deposits at Central Bank
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holdings of currency (Aﬂl); to increase bank deposits (ABI) (in general,
all deposits with financial intermediaries); to purchase government
sacurities (ANI); to purchase financial assets indicating ownership of

zart of the stock of capital (Axlo); and to make loans directly to business

luo)'

Business firms have available retained earnings or business

tirms (AX

caving (S?b) and depreciation allowances (Dl). Additional resources are
z1ailable from increased sales of ownership certificates (securities)

t» households (Axlo) or forcigners (Axs); increased borrowing from
tinancia! intermediaries (ALZ); and direct loans from households (Axluo).
Th:se resources are used to increcse currency holdings [AMz); increase
tank deposits (ABZ); increase holdings of government securities (ANZ);

¢+ purchase capital goods (Il).

Foreigners have available the resources which they choose to bring
i%0 the country (Sf) and these are used to increase foreign-owned
c.uoyvency (AMS); to increasc foreign-owned bank deposits (AB3); to increase
f7vrlgn-owned government securities (ANS); and to purchase ownership in
basiness firms (AXS).

State enterprises have available depreciation allowances (Dz);
transfers from the government (T); and possible borrowing from financial
intermediaries (AL4). The financial resources are used to increase
currency holdings (AM4); to increase bank deposits (AB4); to increase

holdings of government securities (AN4); and to purchase capital goods

(1,,).
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AGGREGATION OF FINANCIAL NEXUS
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IRn ANt aM! Spb
™ AB! T
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AX.
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e — STATE ENTEPRPRISES
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Pc" Sf spb
8ot 8% ot
Axluo Axluo
Where
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' =2
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The government raises resources by saving (Sg), which includes
foreign assistance, and by borrowing money tihrough net sales of securities
(AN). These resources are disposed of through increases in currency
t.rdings (AMS ; increases in deposits at financial intermediaries (ABS);
‘ereases in deposits at the Central Bank (AZ); repayment of principal of
Zsreign loans (DSp); transfers to state enterprises; and purchase of
corrical poods (12,).

The financial intermediaries obtain funds through deposits from
n~uscholds, business firms, foreigners, state enterprises, and the
aqovernment (AB), and by discounting to the Central Bank (AL7). These
cusets are used to purchase government securities (AN6), to increase
h~1dings of currency (AM6); to make loans to households, business firms,
a..7 possibly state enterprises (AL6 + AL7); and to maintain reserve
brzuncas at the Central Bank (4Y)., The profits (changes in net worth) of
firizacinl intermediaries are included in the production nexus and
o rswquently influence private saving {S

pp
deetlnr in nrofits of a commercial bank will ceteris paribus lead to an

+ Spb); an increase of one

ir.rcase in private saving and thus to a dollar increase in bank deposits.
TLis dollar of bank deposits reflects the greater net worth of the bank.
("h2 same argument holds for the Central Bank,)

The Central Bank obtains funds from the issuance of currency (AM);
from reserve deposits of commercial banks (4Y); and from government
deposits. These financial resources are used to buy government bonds
(AN7); to discount commercial bank loans (AL7); and to increase the level

of foreign exchange reserves,
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The effect ¢ “ Central Bank operations in the system is now
easily seen, First, the Central Bank can set minimum reserve
requirements which serve to set a constraint on the freedom of the
financial intermediaries to arrange their investment portfolios, Second,
by buying government bonds the Central Bank can put arbitrary amounts of
purchasing power in thre hands of the government. Third, in highly
developed capital markets the Central Bank's role as a buyer or seller of
zovernment securities affects the price of povernment securities and,
consequently, the interest rates and the desired portfolios of financial
intermediaries, business firms, and households. Finally, the discounting
of commercial bank loans is a way of putting more financial resources
in the hands of the banks and of encouraging or discouraging the increase
in loans. Such operations will eventually lead to changes in investment
and saving and thereby affect the real part of the economy,

Table VIIT is an aggregation of the seven financial nexus sectors
into two sectors: one account is for business firms and state
enterprises; the other, for the rest of the financial nexus. These two
accounts show the interrelations between the production side of the
economy and everything else within the financjal nexus. Next we note
that the financing of business firms and state enterprises can come from
internal sources, organized financial markets, and unorganized financial

markets,
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We define AX as the total financing from organized markets:

10T

Ax = T + AL' + Axs - Ah" - AB"- AN' + Axlo

10T

where the symbols are as defined in Table VIII, That is, Ax10T is the

net flow of resources from organized financial markets available to

business firms und state enterprises for purchases of capital goods,
Internal financing is the sum of depreciation allowances and

tusiness saving:

D, +D, + 8

1 2 pb

Finally, Axluo’ the direct loans and investments by households, represent
the unorganized market contribution., The sum of these equals investment

in capital goods by state enterprises and business firms,

I) # Ipo = (D # Dy +Spp) + MXpop + MXpye

There is an additional complication which should be mentioned
here, It has been implicitly assumed that the use of unorganized market
financing is to finance the purchase of capital goods (consumer loans are,
of course, netted out). General production requires not only capital
goods but also working capital, If the currency holdings plus bank
deposits were just equal to their required working capital (inventories
are included in capital goods), the level of investment required would be
I

+ 12' + AM' + AB' + ON' (assuming that government securities are held

1
only as a form of cash less liquid than bank deposits).
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The organized market financing is given by:

T + AL' + Axlo + Ax3

The internal financing is given by:
D1 + D2 + Spb

end the unorganized financing is given by:

Axluo

Which set of concepts is appropriate depends on an analysis of the

flexibility and depth of the financial market.

7. An alternate set of aggregative accounts

In order to clarify the relationship between the detailed
financial nexus accounts and the aggregate accounts in this section a
different arrangement of the accounts is presented, Table IX presents
these accounts, and Table X gives the necessary new definitions.

The major change is the separation of retained earnings from
distributed earnings for both private enterprises and state enterprises.
Thnus, households have only distributed profits available for saving, and
the government has only the state enterprises' profits transferred to the
central government. As a result of this change, saving is identified in
the production account--business saving (Spb) and state enterprise

retained profits (Sgb)' Direct taxes paid by businesses must now be



listed in the production account, Consequently, profits transferred to

households are after corporate income taxes.

Household saving (Spb) is now that part of private saving which
arises outside of businesses. Government saving (Sgg) is Sg less retained
earnings of state enterprises, The significance of this presentation

is to identify more precisely the sources of saving in the economy,



TABLE IX
AGGREGATE ACCOUNTING SYSTEM

(Variant 1)
PRODUCTION HOUSEHOLDS
W c Ty | W
P, I, C Py
2 1, Son | 1g
Py, | E
Pyy | ©
M Pag
Dy
D,
Ty
S
52
Tan
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TABLE IX
AGGREGATE ACCOUNTING SYSTEM
(Variant 1)
GOVERNMENT FOREIGN
i T, E| Py
G
: Ta Al Py
"33 | Tab Sl M
%o P AR
A DS
P
1/S
1 Seb
I S
2 gg
R ob
Dsp Sph
S¢
Dy
D,
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TABLE X
ADDITIONAL DEFINITIONS AND IDENTITIES

Depreciation of privately owned capital

Depreciation of government owned capital

Private distributed profits, rents, interest

State enterprise profits returned to central govarnment
State enterprise saving

Government saving from central and local government budgets
Private business saving

Private household saving

Direct taxes paid by households

Direct taxes paid by business
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8. Agpregative accounting systems and development planning

Althouech the review of the aggregative accounting system in the
previous section is meant to provide backgroﬁnd for the presentation of the
data in Thailand, it is useful at this point to mention the use of such
svstems to develonment planning. If planning is properly comprehensive it
<}.:1d be possible for the planner to develop a set of accounts similar to
Uwse of Table I for each year of the plan period. That is, a minimum

- Aition for any satisfactory planning process is that it results in a
‘n.-ccast of the expected behavior of each nexus.

There are many methods by which this might be done. The simplest is
to begin with a projection of the expected growth of gross domestic product,
exvorts, and private foreien investment. Then, from available information
on the relationship between capital stock and output, the investment require-
ments for achievement of the target prowth rate are determined. The expected
private sector investment is then estimated and the consequent required
government investment determined.

From information on expected gross domestic product and investment it
is usually possible to project imports. Then, from imports and exports,
indirect ti'xes can be estimated. Profit transfers can be estimated from
the exnected private foreign investment., Depreciation can be estimated from
expected investment and existing capital stock estimates or from the past
relationship between output and depreciation allowances.

The forecagt of expected private investment should enable one to

iorecast the income payments (W + Pl) to the household sector. Similarly,
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novernment investment should indicate the expected profits of state enter-
prises, From household nexus income payments, direct taxes can be estimated,
Each of these steps may require quite complex analysis; the method for
reking the projections mst evolve from the efforts of skilled planners and
the availability of Aata., It is impossible to lay down a priori procedures,
At this point, a tentative assumption is made; i.e., that the ex-
voo1od inflow of foreign assistance and associated interest and principal
+-on:ents are known., The foreign nexus is now closed and the expected change
i he level of foreian exchanpe reserves is worked out. A second tentative
atsumption that the level of government consumption is known, is also made.
The production nexus now provides a residual estimate of consumption. Then,
from the government nexus, one determines the level of government borrowing
and interest nayments, and from the household nexus, the level of housechold
saving, The very procedure within the framework insures that the forecast
is consistent. However, the planner must now investigate the implied con-
sumption to see if it is consistent with past behavior of households. The
implications of different foreign aid inflows and different government con-
sumwtion orograms should be studied. Finally, the process is repeated for
di“fevent initial growth rates. On this basis several alternative fore-
¢uats of the ageregative accounts can be prepared. Associated with each
wit% ke a different growth rate, foreign assistance assumption, and govern-
nrii Antumation program. The result is a set of feasible alternatives,
ecte of wirich induces some degree of strain in the economy provides more

or i¢s3 ¢oncumption, or differently affects the foreign exchange reserves.
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Prom these alternatives the government can choose the variant which seems
mast suited to national aspirations. Most of the planning effort outside
o¥ rroiect propuration can be organized as a series of studies to supply one
ov more piesus of this agpregative accounts projection.,
fince the aggrepative accounts system is a small general equilibrium
v iom, cno i3 assured of comprehensiveness in its use. This comprehensive-
.2 ¢ne of the ost important characteristics of good development

“,une: A large number of the significant interrelations between parts
. =iz econcmy can be ecaptured within a simple aggregative framework, It
should be noted that this does not preclude a planning approach which studies
‘nunatrial sectors intensively. On the contrary, such an approach siwply
welps to refine the investment requirements and the import projections.

C. The Dual Economy Accounting System

The aggregative accounting system is now sectored to separate the
apricultural sector from the industrial, This accounts system is shown
in Table XI. The symbol definitions are given in Table XII, This set of
acccunts is then rearranged to arrive at Table XIII which gives an adjusted
set of accounts. Additional definitions are given in Table XIV, The
ac-ouats are consistent with the aggregative accounts of Table I. This
cuivilatsney is explicitly shown in Table XI. There is a basic change in
viuspeiit 1o these dual economy accounts insofar as the government is
2en0%0 ] ne Lotn a producer and consumer of collective consumption. Conse-
tavn ity Le readuction nexus has three sub-sectors: industry, agriculture,

ana govesnent, The income disposition nexus also has three sub-sectors:

L--




industry, acriculture, and government. The government sub-sector of the
incone disposition nexus corresponds to the sovernment as a consumer of
collective consumption at the agprepative level. Comhined, the industiry
ané agriculture sub-secotrs of the income disposition nexus corresponds

t> tie household or income disposition nexus at the aggregative level.
Cursequently, the nurber of nexuses is reduced to four for the dual econumy
accomting system,

1, Produg&ioa nexus (System [: Table XI)

The production nexus splits into agqricultural, industrial, and
governmetital commonents., It is necessary to distinpuish betwean flows of
goeds and servicss between these components and flows to other nexuses:

Yor ecci corporent of the production nexus, €lows to the other thres nexuses
¢an he distinaquished as can fiows to other componeats of the production
noxus er the domestic input-output flows,

The input-ocutput structure is exceedingly simple, Since there are
3°% s bl gross inter-sectoral flows (i.e., for each sector theve are two
flews a1f o with three sectors, six altoeether), there will be only three
art rloss oetween sectors, The three net flows specified here are: (1) the
flow irow apricultural production units to industrial production units (R);
{2 the flow frow aecriculture to gnvernment (Xg); and (3) the flow from

industrey to goveriment (Yg). If the input-output matrix is:

Agriculture Industry Government
Airicelture 0 3P X3
Tar ey r
mdust %5 0 X52

Government X5} ' X35 0
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TABLE XI

DUAL ECONOMY ACCOUNTING SYSTEM 1

e e e

1, Production Nexus

AGRICULTURE _ INDUSTRY GOVERNMENT
(W + Py)x| Cx=Xg+X (W + Py)y| Cy=Yr+ Yu Vg G + Py,
Tix I. Tiy Iy+Mi Py g
My, By 1y Ey Xy
R My Yo Y,
Xg My
R
D
P2
IDINTITIZ
Tyt Tyy = Ty
Mx+ MJ + mi + MR = M
Tt Iy + 14 z I
Bt Ey z B
C.-'% z C

2

A535F7 50 TE PRODUCTION NEXUS (TABLE I):

PRODUCTION
W+ Pl C
Ty I =1+ Io
M E
PBg G + P}g
P3p
Py
D
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TABLE XI (Continued)

2, Income Nexus

AGRICULTURE INDUSTRY. GCVERNMENT
= -

Tax (W + Pl)x Tdy (W + P1)y—P3p ing Tax

Yi ng YH w v c Tdy

Xy, g ipg P3g Tix

sy, Sg" Sg Tiy
A
Py

IDENTITIES

Td = de* Tdy

Sp H SL " Sr{'

C = XL + YL + YH + XH

Wg B ng-l- Wgy

AYREGATZ HOUSEHOLD NEXUS (TABLE 1I)

Peraed from agriculture and industry sub-sectors)

C i'DG
S
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TABLE XI (Continued)

AGGREGATE GOVERNMENT NEXUS (TABLE I)
(From government sub-sector)

G Ty
ing Ty
Pig A
S g P2
3. Foreign Nexus
Ex Mp
Ey My
A My
Se M,
Fyg
P3p
DS,
AR

"his is identical to ithe aggregate foreign nexus.

4. Tinancial or I/S Nexus

I, Sy,
I, S’
My Sg
DS, D
R Sp

This is identical to the aggregate financial nexus.
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TABLE XII

SYMROL DEFINITIONS FOR DUAL ECONOHY

"age and profit payments from apricultural production

Wage and profit payments from industrial production

Yage payments from government production of collective con-

cumption

Governmen’. wage payments to rural households

Covernment wage payments to industrial households

Indirect taxes paid by agricultural productive units

Indirect taxes paid by industrial productive units

Imports of agricultural roods for consumption

Imports of industrial eoods for consumption

Imnorts of capital goods

Imports of intermediate goods

Sales
Sales
Sales
Sales
Sales
Sales
Sales

Sales

of agricultural goods for consumption

of industrial goods for consumption

of agricultural goods for investment

of industrial goods for investment

of agricultural eoods for exports

of industrial goods for exports

of agricultural goods to industry for intermediate use

of industrial goods to government for intermediate use
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TABLE XII (contd)

xg Sales of agricultural goods to government for intermediate usc
X, Consumption of aericultural goods by industrial households

YL Consumption of agricultural goods by agricultural households
YL Coasunption of industrial goods by industrial households

YH Consumption of industrial goods by asricultural households
Tay irect taxes paid by agricultural households

Tdy irect taxes waid by industrial households

SL Cavine by aericultural households

SH' Saving by industrial households

(nei.er syubois defined in Table IT)



DUAL ECONCMY ACCOUNTING SYSTEM IT

- 40 -

TABLE XIII

1, Production Nexus
AGRICULTUR.] INDUSTRY GOVIRIMENT
Ve Vy Yg G + P3g
X M
g8 R Ey
EX R Ya
Hx Xa Mi
M
y
TIENRTTILS
Lo T X Ky I, Ya 2 Yy, Yg+ Yy+ Mi Vg = Wg + P3g
';:fl = Yd = Ya"'My"Mi
v, = ”""Pl)x* TLx vy = (W + Py )y"' D+’Piy+92
2. . nnome Nexus
oo JALHICULTURE INDUSTRY GOVERNMENT
1y ng Yp \’»’y Ty
Ty, Ty
Pip
IDENTITIES
I'L= Tix'i- de TH- Tig-l- Tdy Sg"ﬂ Sg- A+ P38
SH= SH'+ D
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TABLE XIII (Continued)

3, Foreign Nexus

Ex Mg
B, M,
Q M,

Yy

IDENTITTES

QES;?+A—P3-DSP~AR

. Dirangial Nexus

Ix Sy,
Iy SH
Mi S g '
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TABLE X1V

SYMINL DERINITIONS FOR DUAL ECONOMY IT

vﬂ Value added by agricultural production

ia Dalss of aericultural eoods to demestic buyers

Xd Szles of domestically produced agricultural poods to domestic buyers
V}, Ve lv. added by industrial production

?L 5:42z of industrial noods to domestic buyers

Yd Sc leg o€ domestically nroduced industrial noods to domestic buyers
V? Valvue added by aovernment

ﬁt ~ndustrial housecholdine saving including denreciation allowances

T, ‘ax burden on aericultural houscholds

Tﬁ Tax burden on industrial households (net)

Sq' “overnment savine concept (Sg - A+ Psq)

9 Balance of payments adjustment equal to deficit on balance of trade

(S€+A-P3-DSP-AR)

Other sywbols as defined in Table II and Table XIT
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Then
P Xt Xy
Xg = Xy3 = X33
Yo = X3 " X33

The aericultural sector makes final sales of agricultural goods for
corsumption (Cx); for investment (Ix); and for exports (Ex); i.e., to
e~ch ¢f ihe other three nexuses, All other sales of poods are to other
zoL: 6] the production nexus (R and Xg). Earnings are used (1) to buy
# .5, sryvices of labor and capital (W + Pl);é (2) to pay indirectl
toxes (Tix); and (3) to purchase imports which will be consumed directly
(?/f. "N trcatment of imports needs further explanation. If an agri-
¢:' a1 1Tm uses an import as an intermediate good, it purchases this
wa, 3 ivea an importer (in the industrial sector), and this transaction
i a ncpative contribution to R, But if an importer buys an agricultural
evcd ond sells it for consumption purposes, the value of the sale is
cnnted as part of Cx’ purchases from agricultural production units,

Trade zad transport markups of the importer, however, would be an inter-
mediate nood purchase by the agricultural production units. Hence, it

i3 the latter who must pay for imports of agricultural goods for immediate
coreamntion.

The industrial sector sells goods for consumption Cy, for investment

(Iy + Ni), and for exports (Ey)' In addition, intermediate goods are

sold by agriculture (netted out in R) and to the government (Yp). Payments
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1/
by industry cover wages and profits (W + Pl)y + Pz,-' indirect taxes (Tiy)’

depreciation allowances (D), and purchases (net) of intermediate moods from
agriculture (R). Finally, imports for three different purposes are purchased:
(1) for immediate consumption (industrial goods only) (My); (2) for
immediate investment (Mi); and (3) for intermediate use (MR). This type

of import may be resold to the povernment or to agriculture but such trans-
actions would be recorded throuch the inter-sector flows.

The government sector, as nart of the production nexus, sells col-
lective consumption eoods to the government, as part of the income disposi-
tion nexus. The value of such goods is set so as to equal the costs of
production plus interest on foreign public loans. It is assumed that the
state enterprise produces goods which are not collective and so should be
included ir ‘the industrial sector. Similarly, sales of government enter-
priscs are allocated to industry, not to government. The costs of production
are just wage payments plus purchases of intermediate goods (xg and Yg).

The sector concepts are related to the aggregate concepts through
the indentities listed in the production nexus of Table XI: First, total
wages and private profits ( (W + pl)x + (W + Pl)y + Wg) include profits on
privately owned foreign capital. Second, total indirect taxes are just the
sum of the indirect taxes paid by the two non-government production sectors.
Third, total imports are equal to imports for consumption (Mx + My), invest-

ment (Mi)’ and intermediate poods use (MR). Fourth, investment goods are

1/ P,, previously defined, represents profits of state industrial enter-
prises.
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either imnorted, produced in the agricultural sector (Ix), or produced in
the industrial sector (Iy). Fifth, exports originate in either the agri-
cultural or industrial sector. Finally, total non-collective consumption
is the total consumption of agricultural and industrial goods. Using these
relationships, the aggregate production nexus account of Table I can be
obtained by adding together the three sector accounts.

2. Income Disposition Nexus (System I: Table XI)

The income disposition nexus has three sectors; agriculture, industry,
and povernment, It is a crucial assumption in the accounting system that
agriculturr’ households do not receive income from industrial production
units and that industrial households do not receive income from agricultural
production units, This is a very strong assumption and probably needs modi-
fication for countries where landlords make their homes in urban areas.

The econowist usually assumes that income is treated by the household the
same way, renardless of its origin. In order to allow shifts in the rela-
tive importance of agriculture and industry to influence the evolution of
savint in the economy, it is useful to identify household income with the
sector of tae production nexus from which the income originated. This pre-
suproses that the household obtains its income from only one source, In
Thailand, where land is largely owned by the farmer, this is not too bad an
assumption. However, it is one which requires further investigation.

The agricultural households receive wages and profit payments from
agricultural production units (VW + Pl)x and from the government (ng). That

is, some households, where the wage earner is emnloyed by the povernment, are
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desipnated as agricultural and their wages become part of the income of
agricultural households. Household income is used to pay dirasct taxes
(de), to purchase industrial consumption goods (YL), and to purchase agri-
cultural goods, including production for subsistence, (XL) and for saving
(s,

Industrial households receive wases and profits from industries
((x=+pr

- P, ). The payment of profits to private forcigners has been

1y
subtracted from wase and profit payments to industrial households. Part

3p

of ~overnment wage payments arc to industrial households (wgy) and all of
povernment interest payments on domestic debt (iDG) are attributed to in-
dustrial households, This income is used to pay direct taxes (Tdy)’ to
purchase industrial consumption gonods (Y“), to purchase agricultural con-
sumption ¢oods (XH), and for saving (S”f).

The aqovernment household purchases collective consumption noods from
the sovernment production sector. To finance such purchases the government
has taxes (Td + Ti), “preian assistance (A), and nrofits of sovernrent
enterprises. These resources are used for payment of interest on govern-
ment debt (inG], purchases of goods from the government production sector
(G + p3g)’ and for saving (Sg).

The three sectors of the income disposition nexus can be readily ag-
arenated to form the government and household nexuses of the aggrepate
account, This is done by using the identities of Table XI listed in the
income nexus, These identities are all straightforward definitions of the
ageregate variable as the sum of the relevant agricultural and industrial

variables.
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3. TForeipn Nexus (System I: Table XI)

The foreign nexus is just the same as in the agsrepative system, ex-
cept that imports are broken down into four categories: aericultural con-
sumption eoods (Mx); industrial consumption goods 03); investment goods
(Mi); and intcrnediate soods (MR). Exports are broken down into those
originzting in asriculture (Ex) and those originatine in industry (Ey).

4. Financial Nexus (System I: Table XI)

The financial nexus is essentially the same as the aggregate financial
nexus. Private saving (Sp) is separated into that originating in agricultural
households (SL)and that originating in industrial households (SHf). Invest-
ment Is divided by the point of production of the capital good: (1) in
the aericultural production sector (Ix); (2) in the industrial production
sector (Iy); or (3) imported (Hi).

5. A Transformed Systenm

The dual accounting system described above will now be rearranged to
show some different aspects of the dual system. The essential point of this
rearrangement is to suppress some of the detailed financial flows,

6. The Production Nexus (System II: Table XIII)

The anricultural sector earns resources by selling goods for final
domestic use (Xa), for export (Eg), and for intermediate uses (net flows)
(R and Xp). These resources are used to vurchase imported agricultural
goods fo; immediate consumption (Mx) and the remainder is value added or

gross product oripginating (V.). In addition it is useful to define the

contribution of domestic production to domestic final use (Xd). This equals
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domestic final use (Xa) less imports for immediate consumption (Mx)' Value
added is the sum of wages, profits, and indirect taxes for agriculture,
It is assumed that all deoreciation allowances are allocated to industry,
The industrial production sector earns resources by selling goods
for final use (Ya)’ for export (Ey), and for intermediate use (qu. These
resources are used to purchase imports (MR + Mi + My), to pay net for pur-
chases from agriculture, and the remainder is value added (Vy). The contri-
hution of domestic production to domestic final use (Yd) equals total
domestic final use, less imports for final use (My + Hi). Value added in
the industraal sector is the sum of wage payments by state enterprises and
nrivate firms, indirect taxes paid by industrial sector firms, profits of
industrial firms and state enterprises, and depreciation allowances. The
government production sector is the same as for the first system, except that
value added is defined as government wage payments plus interest payments
on foreign loans,

7. The Income Disposition Nexus (System II: Table XIII)

The agricultural households receive the value added in agriculture
(Vx), plus part of government wage payments (ng). This is used to finance
consumption of agricultural goods (XL)' and industrial goods (YL)’ to pay
taxes, both direct and indirect (TL), and for saving (SL).

The industrial households receive the value added in industry (Vy)’
plus part of povernment wage payments (wgy). This is used to finance con-

sumption of agricultural eoods (XH), and industrial goods (YL), to pay

profits to private foreign investors (pSp)’ to pay taxes (T"), and for



saving (S”). The treatment of taxes is slinhtly different, Taxes paid by
industrial households are direct and indirect taxes as before, plus profits
of novernment enterprises less interest on domestic government debt. The
latter two items essentially enable one to use TH as the total net demand
on industrial households of the government, Saving (SH) includes depreci-
ation allowances which here were allocated to industrial households rather
than directly to the financial nexus as in System I or the agpgregated system.

The pgovernment household receives income from the industrial and
agricultural households and uses this to purchase collective consumption
(€) and to save (Sg'). Governinent household saving (Sg') does not include
foreiom assistance (A) but it does include interest payments on foreign
loans.

8. The Foreipn Nexus (System II: Table XIII)

The foreign nexus account is presented to emphasize exports and im-
ports, Foreign exchange is spent to purchase imports and is earned from
exports, The account is balanced with a net item, Q, which summarizes all
other transactions of the foreign nexus. This balance item is defined as
private foreign investment (Sf), plus foreign assistance (A), less profits
of private foreisn capital (p3p)' less interest payments on foreign public
debt (PSQ)’ less debt service of principle on foreign public debt (DSp),
less chances in foreimn exchange reserves (AR).

9, The Financial Nexus (System II: Table XIII)

Expenditures on capital goods are carried just as for System I, but

financial investments are omitted. However, the saving components are now
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defined in a different way, Saving by agricultural households is just the
same as in System. I,but saving by industrial households now includes deprec-
iation allowances which were listed separately in System I, Government
saving is now defined to exclude interest payments on foreign debt fiom
government consumption and to exclude foreign assistance from government
revenues, Finally, the balance item in the foreign nexus account replaces
private foreign saving., All tae financial flows and investments are netted
out in ¢ + Psp.
YITI. THE THAI ECONOMY 1957-64: THE AGGREGATE STRUCTURE

A. Tniroduction

In this part, a prcliminary discussion of the aggregative structure
of the Thai economy is made. From available economic data the Table II
agoreaqative accounts have been pieced torether, The aserecative accounts for
the period 1957-1964 enable us to draw some conclusions about the important
forces underlying the economic development of Thailand. (Revised national
income data are available only from 1957 onwards.) It will be recalled
that the approach to the analysis of growth can concentrate on factor inputs
and how they increase through time or, alternatively, the analysis can con-
centrate on the shifting structure of the economy. This latter course is
the one pursued in this section.

The data is presented in summary form in Table XV. In Table XVI,
the ratios of the flows in a given year to gross domestic product in that
year are civen, In Table XVIY, various averages of the ratios of Table XVI

are given. Tables XVIII through XXXITI nresent the accounts year by year,
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both in absolute and ratio terms,

First, a brief discussion of sources and methods is presented,
Second, the structure of the Thai economy in 1964 is reviewed in detail,
Herc the important structural characteristics of the economy are examined.
Third, the structural trends of the economy are examined for the entire
period. Finally, the implications of these trends and the present structure
for the medium term growth of the Thai economy are briefly examined.

B. Methods

The basic material from which the information is collected are: the
national income accounts for 1957-65 (to be published by the National
Incorz Division cof the Natiornal Economic Development Board); the Bank of
Thailand's Annual Reports; the budeet information provided by the Budeet

Burcau, as well as published data in The Budget in Brief, for various years;

the foreion trade data from the reports of the Customs Bureau; and, finally
the various publications of the National Statistical Office, esmecially The

1964 Statistical Yearbook,

Consumpticn, depreciation, and investment estimates are all taken from
the national income accounts, as is the value of gross domestic product.
Exnorts and imports were determined from balance of payments data. Interest
paymeats and sovernment purchases of collective consumption are basically
taken from Bank of Thailand reports and the national income accounts.

Private nrofit transfers are available from the balance of payments and
state enterprise profits from material made available by the National

Economic Develorment Board., Indirect taxes were found from records of the
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TABLE XV

SUMMARY OF AGGREGATIVE DATA
Million Baht

1957 1958 1959 1960 1961 1962 1963 1964

38,506
110
+240
+10
253
9,448
4,980
1,783

1951
340
35,013
5,681
1,452
7,133
8,733
4,188
4,198

38,101
110
+230
-80
150
8,709
5,410
1,830

1658
360

36,426
5,216
1,438
6,654
7,187
4,223
4,143

40,764
230
+196
=60
136
9,601
5,840
1,930

1959
380
38,240
5,759
2,046
7,805
8,329
4,187
4,127

46,223
150
+200
=101
99
10,2356
6,570
2,158

1960
582
40,771
6,771
2,539
9,310
94545
5,396
59295

49,820
114
+223
=130
93
10,979
6,870
2,458

1961
540
44,312
6,667
2,983
9,650
11,221

5,281
5,151

(Symbol definitions in Table II)

53,685
197
+231
-133
98
12,236
6,840

3,007

57,943
226
+234
-194
40
13,602
7,220
3,738

63,350
150
+301
-222
19
15,232
8,130
4,558



- 59 =

TABLE XV (Continued)

SUMIARY NF AGGREGATIVE DATA

1957 1958
3,253 1,665
100 250
211 127
2,497 2,253
1,365 866
30 531

220 -402
15,868 47,305

(Million Baht

1959 1960 1961 1962
2,374 5,170 5,298 6,166
230 300 330 360
977 323 354 293
3,080 2,546 3,386 3,901
1,887 1,354 1,343 2,196
630 709 508 740
132 950 1,646 1,295
50,485 55,937 59,887 65,132

(Symbcl definitions in Table II)

1963 1964
7,258 9,094
430 450
354 603
4,041 3,811
2,073 1,670
1,515 1,475
949 1,437
69,065 74,444
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TABLE XVI

SUMMARY OF AGGREGATIVE DATA AS PERCENT OF GDP
100% = 1000

1957 1958 1959 1960 1961 1962 1963 1964

W+P1 839 805 807 826 832 824 839 851
P2 002 002 005 003 002 003 003 002
P3p 005 005 009 004 04 004 003 004
P38 000 002 -C01 -002 -002 =002 =003 =003
P3 005 003 003 002 002 002 000 001
M 206 184 190 183 183 188 197 205
Ti 109 114 116 108 115 105 105 109
D C39 039 038 038 041 046 054 061

1957 1958 1959 1960 1961 1962 1263 1264
Ty GOT 008 008 010 009 011 011 011
c 763 7170 157 728 740 124 129 723
I1 124 110 114 121 111 141 167 164
12 032 030 041 045 050 047 054 063
I 156 140 155 166 161 188 221 227
B 1590 152 165 171 187 167 164 191
G 092 090 083 097 088 090 087 091
G+P38 092 088 082 095 086 088 084 088

(Symbol definitions in Table II)
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TABLE XVI (Continued)

SUMMARY OF AGGREGATIVE DATA AS PERCENT OF GDP

100% = 1000

A07 1958 1959 1960 1961 1962

Sp 071
ipg 002
DS, 005
Sg 054}
A 030
Se 001
AR 005

035
005
003
088
018
011
-008

047
005
019
079
037
012
003

(Symhol definitions in Table II)

092
005
005
046
024
012
017

088
006
006
051
022
008
027

094
006
004
060
034
011
020

1963
105
006
005
059
030
022
014

1964
122
006
008
051
022
020
019



“ASLE RYZI

iverazes orf Ratios
(1000 = 100%)

1957/58/59 15€3,/€1/52 19%3/64 1237/58/53/60 19€1762/63/64 Wenle Peried

817 827 845 819 837 628
003 003 003 003 003 003
005 004 004 005 004 005
-001 =002 =003 -001 -003 =002
004 002 001 004 001 003
193 185 201 191 193 192
113 109 107 112 109 111 .
039 042 058 039 051 045 2
008 010 011 008 011 010 '
763 731 726 155 729 742
116 124 166 117 146 132
034 047 059 037 054 046
150 171 225 154 200 178
169 175 178 170 177 174
088 092 089 091 089 090
087 090 086 089 087 088
050 091 114 061 102 082
004 006 006 004 006 005
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1957/58/59 1960/61/62 1963/64 1957/58/59/60 1961/62/63/64

009
074
028
011

000

(Symbol definitions in Table II)

- aaa

070 =1

005
054
027
010

021

Asud X711 (Continued)

007
055
026
021
017

008
067
027
009

004

006
057
o217
015

020

Vhole Period

007
062
027
012

012

-29-
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Table XVIII

Thailand 1957

GDP = 45868

(A1l Figures in Million Baht)

PRODUCTION GOVERNMENT
W*P, =38,506| C =35013 G+ Py, *4,198| T; = 4,880
Py = 110| I, = 5,681 ipg® 100 T4= 349
Py, = 240| I, = 1,452 S, T2.497| P, = 110
Pg, = 10| E <8733 A =1,365
T; ° 4,980 |G+Py, = 4,198
D = 1,783
M = 9,448
HOUSEHOLDS FOREIGN
T, = 340| W+P, =38,506 E =8,733 DS, = 211
C =35,013] ipg= 100 A =1,365| Pg, = 10
Pgp = 240
s, © 3,253 M =9,448
s;= 30AR = 220
s/1
I, =5,681 | S, 73,253
I =1,452 | 5, 72,497
Ar= 220 |s;= 30
DS;S 211 | D =1,783
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TABLE XIX
Thailand 1957
GDP = 100%
PRUDUCTION GOVERNMENT
WP, = 839 C = 763 G+Py, = 092 T; = 109
P, = 002 I; =124 ipg = 002 Ty = 007
P3p = 005 I, = 032 Sy = 054 Py = 002
Pyg = 000 E =190 A = 030
T, = 109 G+Py, = 092
D =039
M = 206
TTOUSEHOLDS FOREIGN
Ty = CO7 WP, = 839 E =190 [DS, = 005
C =763 ipg = 002 A =030 | Py, = 000
Pyp = 005
S, =071 Sp =001 | M = 206
AR = 005
s/1
I, =124 Sp = 071
I = 032 Sg = 054
BR = 005 Sg = 001
DSy = 005 D = 039
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TABLE XX

Thailand 1958

GDP = 47305

(A11 Figures in Million Baht)

PRODUCTION GOVERNMENT
W+P; = 38,101 C = 36,426 G+Pyg = 4,143 | Ty = 5,410
P, = 110 I, = 5,216 ipg = 250 | Ty = 360
Py, = 230 Io = 1,438 S¢ = 2,353 | Pp = 110
P3p= 80 | E = 7,187 A = 866
T; = 5,410 |G+Py, = 4,143
D = 1,830 |
¥ = 8,709
HOUSEHOLDS FOREIGN
Tq = 360 |W+P = 38,101 E =7,187 |DSp= 127
C = 36,426 ips = 250 A = 866 | Pye= 230
P}G" -80
S, = 1,665 M = 8,709
S, = 531 IR = -402
s/1
I, = 5,216 | S5, = 1,665
I, = 1,438 | S, = 2,353
AR = ~402 | Sp = 531
DS, = 127 | D = 1,830
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TABLE XXI
Thailand 1958
CDP = 100%
PRODUCTION GOVERNKENT
Py = 002 I, =110 ipg = 005 | T4 = 008
P3p= 005 I, =030 Sg = 050 | Po = CO2
P3g=-002 E =152 A =018
T,‘_ 114 G+P38 = 088
L =029
M 104
HOUSEHOLDS FOREIGN
T, = 008 W+P, = 805 E =152 [bS = 003
C 770 iDG = 005 A =018 P3g=‘002
Sp 035 Sf =011 |M = 184
iAR "-008
s/1

I, = 110 Sp = 035

I, = 030 Sg = 050

R = ~008 Sp = 011

Dsp = 003 DS = 039
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TABLE XXII

Thailand 1959

GDP = 50485

(A1l Figures in Million Baht)

PRODUCTION GOVERNMENT
V4P, = 40,764 C = 38,240 G+P3g = 4,127 | T3 = 5,840
Pr = 230 I; = 5,759 ipg = 230 | T3 = 380
Pyp = 196 I, = 2,046 Sg =3,980 | Pp = 230
Py. = -60 E = 8,329 A =1,887
Ty = 3.040 | G+Pyp = 4,127
D = 1,930
M: = 9,601
HOUSEHOLDS FOREICN
Ta = 380 | WP, = 40,764 E =8,329 | D5, = 977
C = 138,240 ipg = 230 A =1,887 Pyg = 196
P3p= =60
8, = 2,374 M = 9,601
S = 630 | & = 132
s/1
I, = 5,759 |5, = 2,374
I = 2,046 | S, = 3,980
AR = 132 |8, = 630
DS, = 977 |D =1,930
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TABLE XXIIT

Thailand 1959

GDP = 100%
PRODUCTION GOVERNMENT
W+P1 = 807 c = 7157 G+P3g = 082 Ty, = 116
F, = 005 I, =114 ipg = 005 | Ty = 008
PJP = C24 I, =041 Sg = 079 Pr = 005
P3G = «~00) E =165 A =037
T, - 116 G+Py, = 082
D - C36
M= 130
d0USTROLDS FOREIGN
Td = 608 W+Pl = 807 E = 165 DSP = 019
c = 157 iDG = 005 A = 037 P3p= =001
P3g= 004
SP = 047 S¢ =012 M = 190
AR = 003
'?T
I1 = 114 sP = 047
I, = 041 Sy = 079
AR = 003 Sf = 012
DS, = 019 D =038
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Table XXIV

Thailand 1960

GDP =55937

(All Figures in Million Bzht)

PRODUCTION GOVERNMENT
VIE, t13,223) € =40,7M1 GPgg =5,205 T; =6, 055
¥ 150/ I; = 6,711 ipg = 300 Ty = 582
P3,= 2000 I, = 2,539 Sy 2,546 P, = 150
Pgg® - 101l E = 9,545 A =1,354
T; = 6,085 G¥Py, = 5,205
L = 2,158
M =10,23§
HOUSEHOLDS FOREIGN
Tq = 582 W*P; = 46,223 E =9,545| DS, = 323
C =40,771| ipg® 300 A =1,354| Pgg= -101
P3g,= 200
g, = 5,170 M  =10,236
sg = 709|OR = 950
S/1
I, =6,771 | §,=5,170
I, =2,539 | S, = 2,546
Ar = 950 | ;= 1709
DS_= 323| D=2,158
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TABLE XXV

Thailand 1960

GDP = 100%
PRODUCTION GOVERNMENT
W+Pl - 826 c = 129 G+P3g = 095 Ti = 108
P, = 003 Il = 121 ipg = 005 Tq = 010
Py, = 004 I, = 045 Sg = 046 Py = 002
P3g = =002 E =171 A = 024
T{ - 108 G+P3g = 095
1 03¢
M = 133
HOUSEHOLDS FOREIGN
Tq = 9010 W+P; = 826 E =170 DSp = 006
c = 129 ibG = 005 A = 024 P3g = =002
Pip = 004
Sp = (92 Sf = 013 M = 183
AR = 017
s/1
I; = 121 Sp = 092
Ip = 045 3, = 046
AR = 017 S¢ = 013
DSy, = 006 D = 039
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TABLE XXVI

Thailand 1961

n

GDP = 59887
(A1l Figures in Million Baht)
PRODUCTION GOVERNMENT
49,820 | ¢ = 44,312 G+P3g = 5,151 T3 = 6,870
114 Il = 6,667 Td = 540
223 | I, = 2,983 ipg = 330| P = 114
-130 | E = 11,221 Sg =3,386| A =1,343
6,870 G+P3g =
2,458 5,151
10,979
HOUSEHOLDS FOREIGN
540 | W+, = 49,820 E =11,221 Dsp = 354
449312 iDG = 330 A = 1,343 P3g= -=130
P3p= 223
M =10,979
5,298 5, = 508 | &R = 1,646
I1/s
I, = 6,667 S, = 5,298
I, = 2,983 sg = 3,386
6R = 1,646 Sp = 508
DSP = 354 D = 29458
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TABLE XXVII
Thailand 1961
GDP = 100%
PRODUCTION GOVERNMENT
W+P1 = 832 C =740 G+P3g = 086 ’l‘.1 = 115
P2 = 002 I1 = 111 Td = 009
P3p = 004 I2 = 050 iDG = 006 P2 = 002
PBJ = 002 E =187 Sg = 057 A = 022
Ti = 115 G+P3g = 086
D = 041
M = 183
RO"JSEHOLDS FOREIGN
m = y = = = 006
a 009 W+P1 832 E 187 DSp
C = ifi i = = = -002
¢ 740 ing 006 A 022 P3g
P, = 004
3p
S = 088 M = 183
P
Sf =008 | AR = 027
1/s
I. =111 S = 088
1 P
AR = 027 Sf = 008
DS_ = 006 D = 041




- 74 -

TABLE XXVIII

Thailand 1962

GDP = 65132
(A11 Figures in Million Baht)
PROTZUCTION GOVERNMENT
W+P; = 53,685 C = 47,151 G+Py, = 5,300 | T; = 6,840
P2 = 197 I1 = 9,186 iDG = 360 Td o 728
Py, = 231 I, = 3,040 5, = 3,901 P, = 197
P3g = -133 E = 10,986 A = 2,196
T, = 6,840 G+P3g =
D = 3,007 591 -
M =12,236
HOUSEHOLDS FOREIGN
Td = 728 W+P1 = 53,685 E =10,986 Dsp = 293
C = 479151 iDG = 360 A = 2,196 P3g= -133
P3p= 231
M =12,236
S 6,166 Sf = 740 | R = 1,295
1/s
I1 = 9,186 = 6,166
I, = 3,040 = 3,901
AR = 1,295 = 740
Dsp = 293 = 3,007
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TABLE XXIX

Thailand 1962

GDP = 100%
PRODUCTION GOVERNMENT
W+P1 824 c a 724 G+P3g = 088 Ti = 105
P2 003 Il = 141 iDG = 006 Td = 011
PBg =002 E = 169 Sg = 060 A =034
Ti 105 G+P3g = 088
D 046
M 188
HOUSEHOLDS FOREIGN
Ta 01l W+Py = 824 E = 169 fDS:p = 004
C 724 ipg 006 A =034 P3 = =002
P3 = 004
M = 188
SP 094 Sf = 011 |AR = 020
1/s
Il = 141 Sp = 095
12 = 047 Sg = 060
AR = 020 Sf = 0l1
DSp = 004 D = 046
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TARLE XXX
Thailand 1963
GDP = 69065

(A11 Figures in Million Baht)

PRODUCTION GOVERNMENT
WP, = 57,943 c = 50,335 G+Py, = 5,828 T, = 7,220
P, = 226 I, =11,518 ipg = 430 Ty = 180
Php = 234 I, = 3,731 B, = 4,041 P, = 226
Pyy = 194 = 11,357 A =2,073
T, o= 7,220 | G4Py = 5,828
D = 3,738
M = 13,602
HOUSEHOLDS FOREIGN
T, = 780 +P; = 57,943 E =.11,357 D3, = 354
C = 50,335 ipg = 430 A = 2,073 Pyp = 234
Pyp= 194
5, = 7,258 M =13,602
’ Sp = 1,515 AR = 949
s/1
I, = 11,518 5, = 7,258
I, = 3,731 Sg = 4,041
BR = 949 S¢ = 1,515
DS, = 354 D =3,738
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TABLE XXXI
Thailand 1963
GDP = 100%
PRODUCTION GOVERNMENT
WeP; = 839 C =729 G+P3g = 0B4| Ty = 105
P, = 003 I, = 167 ipg = 006 Tq = O11
Pyp = 003 I, = 054 Sg =059| Pp = 003
Pzg = 003 I = 164 A = 030
Ty = 105 | G+Py, = 084
D = 054
M o= 197
HOUSEHEOLDS FOREIGN
m - ! - 0 = h =
3 0= 011 V+Pl = 839 E 164 Dgp 005
¢ = 1729 ipg = 006 A =030 P3g= 003
P. = =
l3p— 003
5, = 105 Sf a 022 M = 197
AR = 014
s/1
I =167 S =105
1 P
I = 054 S = 059
2 g
AR = 014 S, = 022
DS = 005 D = 054
Y
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TABLE XXXII

Thailand 1964

GDP = 74444

(A11 Figures in Million Baht)

PRODUCTION COVERNMENT
WPy = 63,350 C = 53,856 G+Py, = 6,539 | Ty = 8,130
P, = 150 I, = 12,190 ipg = 450 | Ty = 850
Py, = 301 I, = 4,708 S; =3,811 [ Py = 150
Pyg = 220 E = 14,206 A =1,670
Ty = 8,130 | 6Py -
D = 4,558 6,539
M = 15,232
HOUSEHOLDS FOREIGN
T4 = 850 | WP} = 63,350 E  =14,206 | DS, = 603 .
¢ = 53,856 ipg = 450 A =1,670 | Py, = 301
P3p a =222
M s 15,232
S5, = 9,09 Sp =1,475 | R = 1,437
s/1
I = 12,190 Sp = 9,094
Io = 4,708 Sg = 3,811
AR = 1,437 S¢ = 1,475
DS, = 603 D = 4,558
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TABLE XXXIIT

Thailand 1964

GDP = 100%
PRODUCTION GOVERNMENT
Wep, = 851 C =723 G+P3g = 083} T, =109
P, = 002 I, =164 ipg = 006 | T, = 011
Py, = 004 I, =063 sg = 051| P, = 002
Pzg = =003 E =191 A =022
Ti = 109 G+P3g-
D = 061 088
M = 205
HCU3BHOLDS FOREICN
Tq = 011 W+P) = 851 E =191 DS, = 008
cC = 723 ipg = 0C6 A =022 | Py, = =003
Pyp = 004
M = 205
Sn = 122 Sg =020 {AR = 019
S/1
I, = 164 5y = 122
I, = 063 Sg = 051
AR = 019 Sp = 020
DS, = 008 D = 061



Ministry of Finance, the Budpets in Brief, and the Statistical Yearbook.
This allowed the wages plus profits items to be estimated by residual.

Sirilarly, in the government nexus account, foreiem assistance is
avrilable from the balance of payments and direct taxes from the same
sources as indirect taxes. (Government saving is estimated as a residual,
as is nrivate saving, The foreign nexus essentially corresponds to the
balance of payments, With four nexuses in balance, the financial nexus
is necessarily balanced.

Tae Thai national income accounts in fact present three official
accounts: (1) an estimate of pross domestic product, by adding togcther
a value added zstimate for each sector, This estimate of the gross domestic
rrocuct is used here as a reference in determining the relative importance
of the different flows. (2) the consumption estimate. This is used
directly in the system. (3) the investment estimate., This is also used
dirsctly in the system, By and large the GDP value added by industry esti-
wav.. i3 the most detailed calculation and reflects the most raw data,

Thus the level of output of the Thai economy is known reasonably well,
e prot-lem of deterrining the structure of the economy is more difficult,
V2 otiewpt made here is only a first step, and it should be possible to
wO'na the estimates, The importance of being familiar with the structure
v the economy was previously pointed out., For development planning it is
absolutely vital to attempt to visualize the way the economy will develop
unde1r different plan decisions., To do this requires some knowledee of the

structure of the economy and the effect of development on the structure,
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Consequently, it is strongly believed that the Thai National Income
Division should work toward the objective of prescntine a morez comprehensive
ricture of the structure of the economy. In particular, there is sreat
el for Information on waces, interest, rents, etc., to fill out the in-
core side of the production nexus.

Tne data presented here are in current prices, The accounts balance
beciuse th:cy are in morey terms, Jf a real (constant price) value for a
flow is required, then one must decide which of the price indexes is most
apnronriate. However, uanless the same deflator is used for all flows, there
is ne lonper any reason for the accounts to balance. On the other hand, the
strecoure in a sinale year can be studied throush the ratios of the flows
‘o rocs Jdomestic product, Subssquent analysis will distinguish between
i~ 1 price chanpes for certain flows.

C. 7he Thai Economy, 1964

In 1964, private consumption was 72,3 percent of gross domestic
[-rywe ., fevestment was 22,7 percent, exports 19,1 percent, and sovernment
«' - wiao 3,8 percent. The level of investment is extremely high and
7w s “ae substantial development effort being made. Exports obviously
~»» o+ ¢1cacdl role in the economy, reflecting the deep involvement of the
s o 7 wita the rest of the world, Of the investment 27.7 percent was
Cat, 2, tiac rovernment and 72,3 percent by the private sector,
The production nexur disposed of its resources by payina 85,1 percent
~€ ©D" as wages and private profits. State enterprise profits were only

0.2 percent of GNP, reflecting their small role in the overall performance



of the economy, Similarly profits on private foreien capital were only
0.4 percent of GDP, reflecting the small pcrcentape of preduction capital
owned by foreigners. Government interest payments on foreian debt were
actually negative, representine the larre earnines on Thai official holdings
of foreipn securities. Indirect taxes amounted to some 11 percent of
GDP and depreciation allowances to some 6 percent. This latter fiesure can
be interpreted by noting that the ratio of depreciation allowances to GDP
equals the average capital output ratio dividecd by the average lifetime
of capital goods. For a capital output ratio of thres, this implies an
average lifetime of 50 years. In an economy heavily devendent upon anri-
culture this is not an unreasonable fioure. The final outlay in the pro-
ducticn sector is for the purchase of imports, over 20 percent of GDP.
Anain this illustrates the very immortant role of international trade in
the Thai economy,

The qovernment nexus shows first the importance of different sources
o€ financina, Indirect taxes are the most important, representing some 11
percent of GDP; next is foreign assistance (2.2 percent); third, direct
taxes (1.1 percent); and finally, state enterprise profits (.2 percent).
In ralative terms, indirect taxes provide 76 percent o€ government resources;
foreigm assistance, 15 nercent; direct taxes, 8 percent, and state enter-
prise profits, 1 percent. As is usually the case in less-developed countries,
indivect taxes arc the dominant source of governmental resources. However,
the figures also indicate the importance of foreien aid as a provider of

povernment resources. Since indirect taxes in Thailand depend heavily upon



imports aad zxports, the foreign nexus has a strong connection to the
acve:nment nexus,

Turning to the disposition of government resources, the dominant
iten, as would be evpected, was purchase of collective consumption (8.8
ncreent of GDP), A small amount represented interest payments on govern-
ment bonds and the remainder, sovernment savicg, This shows a sianificant
governmeni saviag capacity - 5.1 percent of GDP. llowever, recalling that the
nct contribution of foreiaon aid was 1.4 percent of GDP (foreign assistance
less debt service of principal) rovernrent saving from domestic sources of
reverue was 3.7 percent of GNP,

The household nexus data indicate that the income available to busi-
ness firms and households was 85,7 percent of GDP. Of this 72.3 percent
repsresented consumption; 12,2 nercent saving; and 1,1 percent direct taxes.
Hence, disposible income was 84,6 percent of GDP, and the average propensity
to save cut of disposable income was almost 16 percent., This, of course,
irclrdes savina by husiness firms.

The foreian nexus reveals the openness of the economy, hoth in terms
o ‘mrorts (20.5 percent of GDP) and exports (19.1 percent). Foreign
assistance and private investment amount to 4,2 percent of GDP, These
forcion exchance resources allowed the economy to finance repayment of debt
servica (9.5 percent of GDP), profit transfers (0.4 percent of GDP), and an
ircrease of foreipn exchanee reserves (1.9 percent). The substantial in-
creases in foreign cxchanwe reserves indicate that the economy was not

narticularly short of either resources to finance investment or foreign
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exchanpe. The angregate data for the foreinn nexus supaest the main contri-
bution of forcign assistance or private foreign investment might lie in
the accomranyinn~ skills that are essential to the execution of the projects.

Finelly, tucrning to the financial nexus we see that the total supply
of szving amounted to 25.4 vercent of GDP., Of this, sliphtly less than half
came from private saving, slightly less than a quarter from depreciation
allowancas, one-fifth from government savinn, and less than one-tentir from
private forzig¢n investment., A different picture emerges if we define
foreign s~ving as forecign assistance (gross) plus private foreien investment.
Then government saving was 11.4 percent of total saving, and foreign saving
16.5 »ercent of the total, A further adjustment is required to include
denreciation allowances., We assume that 20 percent of depreciation allow-
ances oricinate in state enterprises, This may be an overestimate since the
averaze lifetime is lonper in the types of productive activity encaged in by
rnos* statc enterprises., Furtherrore, total governrent fixed capital forma-
tion has averaged not rore than 25 percent of total €ixed capital formation.
With this denreciation figure, government saving as a ratio to GDP becomes
4.1 pe~cent (sovernment savine as defined by the government ne:xus less
fereion aid nlus state enterprise depreciation allowances) or 16 percent of
totnl saving,

In sunmary, after allocation of depreciation allowances, the govern-
ment provided 16 percent of total saving, 156.5 percent of foreign saving,
and 69.5 percent of private saving. It must be recalled that this concept

of saving includes financing increases in fore. .1 exchange and repayment
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of the prirzipal on outstandine public debt. If these '"investments' are

rexeved, then the financial nexus account appears as follows:

(GDP = 1000)
- S =
I1 = 164 ap 122
= = a4
IZ 063 SH 02
Se = 020
D= 061

Allccatine; depreciation allowances and shifting Foreign assistance to foreipm
saving, thc account would anpear as follows:

(GDP = 1000)

I, = 164 5. ' =171

1 p

I, = 063 S,' = 022
S.' = 034

In the Iatter formulation, of the saving available for purchases of capital
eoods and inventories (22,7 percent of GLP), the bulk came from private
savia1 (75 percent of total 'real' investment); foreign sources provided
15 pevcent, and the rerainder (10 percent) came from the government, Yere
the covernment's contribution to savine in the strict sense appears smaller
but yet sieonificant.

We can casily show the relative importance of borrowing and saving.
The private sector provided savinss cquivalent to 19,1 percent of GOP. This

came from private domestic saving (17.1 percent including depreciation) and
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foreign private saviaer (2,0 percent). However, onlv 16.4 percent of GDP
was Imi2sted in the nrivate sector, the remainder going to tihe government.
Censeruently, there was a transfer of savings equivalent to 2.7 percent of
(e “rom the private sector to the government. The government provided
savines representing 2.2 nercent of GDP from the internal resources, plus
1.2 pereent of GDP from foreian assistance (where principal repayment has
been netted cut). Tovether with the transfer of private savings, these
firaaced rovernment investment. In relative terms, therefere, 35 percent of
gover.meit investment was Financad from internal government sources, 22
pevcent by rereien aid, and 42 percent by borrowing from the private sector.
These estinates ave made acter allowing the government to increase foreign
exchaupe reserves, that is the increase in foreian exchanae reserves is
treeted as a soverrment exnenditure.

In summary, we draw a few observations. First, the Thai economy
rerains predominantly private sector-oriented. The rost significant contribu-
tions to saving and investment arise out of the private sector, At the
ager2rate quantitative level, of course, the strategic role of anvernment
activity teuds to be obscured. Nevertheless, this should not deter onc from
reccynizing the central role of the private sector. The cconomic development
of Thoiland is ultimately dependent upon the quality and extent of private
entreyprencurship,

Second, the economy is closely tied to the international economy,
Imrorts and exvorts arve both sipnificant parts of qross domestic product,
and novernment revenues are closely linked to imnorts and exports. Further-

more, foreinn assistance is a sipnificant component of government investment.
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t1tLonmyh urivate foreiem saving is a relatively small part of the financing
of + "vate invastment (12 percent), it is no doubt an important device for
the trensmission of special skills and entreprencurshin,

riLally, it shovld be evident that at the aggregate level the Thai
cconcay is Jominated by the consumption behavior of the population, and the
investrent behavior of the entreprencurs, It is in the evolution of these
ccromic vaviobies that one must lcok for the sources of Thai economic
acyeloprent. e next turn to an examination of the dynamic behavior of the

ecoromy drring the past eight years,



