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ABSTRACT

Current dynamism of Thailand's manufactured export is
leading to a rapid change in the structure of exports and
production. At the same time, mainly because of the decline
of traditional agriculture and the concentration of
manufacturing around the capital region, the problem of
income disparities, which had been worsening over the last
decade, is Tlikely to get worse. This paper describes the
recent changes in the Thai economy, and the various
imbalances that exist. It examines the imbalance between
the structure of production and of employment, and the
related Tocational imbalance between production and
population. The paper also locks at the apparent imbalance
in the educational enrollment pattern in Thailand when
compared to other Asian countries. An analysis is given to
show that the enroliment pattern can be explained when
account 1is taken of the structure of employment and the way
the labor market functions. Finally, the paper discusses
some key issues for the future.

This is a product of the research undertaken as a part of
of the Nihon University President's Commissioned Project
entitled, "Sources of Economic Dynamism in the Asjan and
Pacific Region: A Human Resource Approach.” The paper was
presented at the Project's first meeting held on January 8-
10, 1988, at Nihon University Population Research Institute,
Tokyo, Japan.
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I. Introduction

With current rapid expansion of Thailand's manufactured exports,
and the general deciine of traditional agriculture throughout the
1980's, some fundamental changes in the pattern of economic growth are
under way. At the same time, there are major imbalances that
currently exist between the employment and population structures, and
the production structure. These have also led to apparent imbalances
in the structure of education in Thailand when compared with other
countries. This paper will examine recent changes in the growth
pattern, and the various imbalances; it will also highlight dssues
that have to be solved in the future.

Section 2 describes the changes in the pattern of economic
growth. In section 3, the imbalance between the structure of employ-
ment and of production is examined. The disproportionate share of em-
ployment in agriculture compared to the share of agriculture in value-
added has led to large disparities in incomes between agriculture and
non-agriculture, and the gap has been widening over the last decade.
Section 4 looks at the imbalance between the location of population
and the location of production. This has led to large and widening
disparities of incomes between regions. The need for the future is to
achieve a better balance of population and employment with production.

Section 5 examines the educational enrollment pattern in Thailand
in relation to the structure of the labor market. Compared to other
Asian countries, Thailand seems to have relatively low enrollment at
the secondary levels, and rather high enroliment in higher education.
This pattern is explained with reference to what is known about the
Tabor market and the rewards from education in Thailand. It is shown
that the apparent imbalance is related to the imbalance already
indicated on the employment side. Taking various economic structures
into account, the current educational pattern is easy to understand,
However, with expected changes in the future to correct the imbalances
discussed 1in sections 3 and 4, the educational structure needs to
develop in conformity with the other changes. Section 6 discusses
conclusions.



[I. Emerging Structural Change and Transition to NIC Statusi/

A prominent feature of Thailand's recent econcmic performance has
been the rapid growth of manufactured exports. 1985 was a significant
year for manufactured exports. It was the first year in which
manufactured exports surpassed agricultural exports in value. Since
that year, the boom in manufactured exports has been phenomenal.
Within two years, from 1984 to 1986, the ratio of manufactured exports
to agricultural exports increased from .97 to 1.63. With 2 continued
boom this year, the ratio will rise to over 2.

The rapid growth of manufactured exports has more  than
compensated Tor the decline of Thailand's traditional major exports,
i.e. the 5 major crops consisting of rice, rubber, maize, sugarcane
and tapioca. Table 1 shows exports in millions of US dollars by major
groupings; also given are the shares in total export, the yearly
growth rates, and the average growth between 1980 and 1986. The first
thing that can be seen is the rapid decline in the share of the 5
major crops in total exports, particularly over the last two years.
In 1981, the share of the major crops were 46.8 percent. In 1986,
this was 30.7 percent. The growth rate of major crops' exports has
been fluctuating almost yearly. This depends on commodity prices in
the particular year, and alse on production. As a result, between
1580 and 1986, the average growth of export of the 5 major crops have
shown a sltight downward trend.

While other crops have fared slightly better than the major
crops, the trend of their exports has been basically stagnant, only
registering an average growth of 1.7 percent per annum between 1980
and 1986, Another group with a downward trend (this time a rather
sharp downward trend) is the mining group. Again this reflects the
downward trend in world prices. In fact, all the groups that have
performed poorly are the group of primary commodities, reflecting an
adverse demand-supply situation 1in the world market for primary
commodities generally.

A1t other groups {except for the "others") registered an avarage
growth of 10 percent per annum or more between 1980 and 1986. The
fastest growth has been registered by "canned fish" (mostly tuna), and
its share in total export has increased rapidly from just 0.5 percent
in 1980 to around 3.7 percent in 1986. An important group in terms of
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Table 1.

Total Value of Exports

{Mi1lions of US Dollars)

Category 1980 1%81 1982 1983 1934 1985 1986
5 Major Crops 2778 3272 3167 2696 2993 2389 2696
Other Crops 247 286 348 275 275 286 274
Mining 599 448 359 246 247 226 128
Livestock and Fishery 281 331 359 356 372 383 595
Canned foods Exc. Fish 117 139 150 153 211 199 213
Canned Fish 29 50 72 91 156 191 322
Clothing 507 629 678 707 910 966 1323
Gems and Jewelry 183 229 227 314 311 313 499
Other Industries 579 537 500 504 666 644 839
Others 1164 1070 1067 1007 1253 1506 1881
Total 6489 6995 6929 6354 7397 7106 8775
Share 1980 1981 1982 1983 1984 1985 1986
5 Major Crops 42,8 46.8 45.7 42.4 40,5 33.6 30.7
Other Crops 3.8 4.1 5.0 4.3 3.7 4.0 3.1
Mining 9.2 6.4 5.2 3.9 3.3 3.2 1.5
Livestock and Fishery £.3 4,7 5.2 5.6 5.0 5.4 6.8
Canned Foods Exc. Fish 1.8 2.0 2.2 2.4 2.9 2.8 2.4
Canned Fish 0.5 0.7 1.0 1.4 z2.1 2.7 3.7
Clothing 7.8 9.0 9.8 1l1.1 12.3 13.6 15.1
Gems and Jewelry 2.8 3.3 3.3 4.9 4.2 4.4 5.7
Other Industries 8.9 7.7 7.2 7.9 9.0 9.1 9.6
Others 17.9 15.3 15.4 15.9 16.9 21.2 21.4
Total i00.0 100.0 100.0 100.0 100.0 100.0 100.0

Av.Gr
Growth 1980 1981 1982 1983 1984 1985 1986 80-86
5 Major Crops 7.7 17.8 -3.,2 -14.9 11.0 -20.2 12.9 -0.5
Other Crops ig.1 15.8 21.4 -20.9 -0.1 4.1 -4.1 1.7
Mining 21.2 -25.3 -19.7 -31.4 0.4 -8.6 -43.2 -22.6
Livestock and Fishery =5.7 17.7 8.5 -0.9 4.6 2.9 55.2 13.3
Canned Foods Exc. Fish 15,5 18.3 8.1 1.8 37.8 -5.5 6.7 10.4
Canned Fish 50,7 72.6 42,5 27.1 70,0 22.6 68.6 49.1
Clothing 8.9 24.1 7.5 4.6 28.6 6.2 37.0 17.3
Gems and Jewelry 6.7 24,7 -0.6 38.0 -0.8 0.4 5%9.6 18.1
Other Industries 57.6  -7.1 -7.0 0.9 32.0 -3.3 30.2 6.4
{thers 39.3 -8.1 -0.3 -5.6 24.4 20.2 25.0 8.3
Total 22.7 7.8 -0.9 -8.3 16.4 -3.9 23.5 5.2

Source: Calculated from Bank of Thailand Menthly Bulletin

Table 35.

(various issues),



both its growth performance, and because its share is already sizeible,
is the "clothing" group, including textiles and garments. This group
already has a 15.1 percent share of total export, and registered an
average growth of 17.3 percent between 1980 and 1986. A hypothetical
calculation shows that if "clothing" continues with this average
growth over the next few years, and if the "major crops" also continue
along their past trend, then in 1991, the last year of the Sixth Five-
year Plan, the export of clothing will surpass those of the 5 major
export crops combined. In fact, it may happen much socner than that,
a5 exports of textiles have grown by over 45 percent over the first 9
months of 1987 compared to the same period in 1986.2/

The rapid increase in manufactured exports has been widespread.
It is not limited to just a few large product groups. Currently small
export items are also expanding ranidly, and following the recent
trends, their importance will become more visible in a few years. One
group which is now very prominent in the export picture is the ‘“gems
and jewelry" group. Starting from a base of 2.8 percent share of
total export in 1980, the share increased rapidiy to 5.7 percent in
1986. This year this group is likely to register a growth rate of
over 60 percent. Shortly, its total export value is likely to pass
the one billion dollar mark. Another group which will become more
important over the next few years consists of toys and sporting goods.
These have registered an average rate of growth of 53.8 percent per
annum between 1982 and 1985, The growth rate between 1985 and 1986
was similar. While the current export value of this group is oniy 30
million dollars, the impact of an accumulation in a growth rate of
this size should not be underestimated. For example, if its rate of
growth continues at the 50 percent level yearly, then in just over 8
years, its export value will surpass the one billion dollar mark.

The recent excellent manufacturing export performance indicates
that Thailand has been abie to push strongly into the internat onal
export market. Thailand is also benefitting from the transition of
the other Asjan NIC's towards commedities other than the tradit-onal
labor intensive manufactured exports, such as textiles. The Asian
NIC's such as Korea and Taiwan have probably reached a point where
they are no longer competitive in most of these items. Korea is
turning towards more capital and technology intensive exports such as
automobiles, and Taiwan 1is currently dominating the world with
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"compatible" desktop computers. That Thailand has been able to fill
in the void left by these other countries is a good sign. We seem to
have been able to succeed in both the production of better quality
products at competitive prices, and also in getting the foreign
consumers to think about Thailand as a source of a wide vrange of
manufactured products.

0f major importance also has been the exchange rate policy that
has been followed in recent years. The baht/dollar rate has changed
relatively 1ittle since the end of 1985, with a slight appreciation of
the baht relative to the dollar of about 3.25 percent. However,
during that time the dollar has depreciated against the yen by 32.3
percent, the Deutsche mark by 30.9 percent, and even against the pound

sterling by 14.15 percent.él

Effectively, the baht has depreciated
against the currency of our average trading partners significantly.

Given the boom in manufactured exports, many are mentioning
Thailand as the leader of the second wave of the NIC's. On this
point, a comparison between Korea and Thailand is illuminating. Table
2 gives selected data for Thailand and for South Korea from 1950 till
1984. Included are data on population, population growth rate, GDP in
local currency, exchange rate, per capita GDP, average merchandise
export growth, and the share of employment in agriculture.

This series shows up some very interesting differences in the
historical development patterns of the two countries. The most note-
worthy difference is in the trends of the exchange rates. The rate of
exchange between the baht and the US dollar had hardly changed in
nearly 35 years! Of course if there was data for 1985, one would see
the baht/dollar rate rising to 27.2 baht per US dollar. However, this
is insignificant compared to what has happened to the Korean won over
the last 30 years or so. Ignoring the period between 1950 and 1955,
during which the Korean War took place, the won depreciated against
the dollar by 1,512 percent between 1955 and 1984, or an average of 10
percent per year. Even since 1965, the won had depreciated against
the dollar by an average 6 percent per year.

However, the exchange rate data cannot be interpreted without
reference to the differential rates of inflation that have taken place
in the two countries, and relative to their major trading partners.
Table 3 shows adjusted series of real exchange rate indices for the
two countries since 1960 to 1985. To adjust for inflation, we first
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Table 2. Selected Data on Thailand and South Korea

Thailand
Avg. %
Pap Per  Export I mploy
Year Population Growth GDP Ex.Rate <Capita Growth in
('000) Rate Bil.Baht (Baht/$) GOP (US$)  Agric
1950 20620 n.a. 26.2 22.34 56.9 n.a. n.a.
1955 23536 2.7% 38.1 21.64 74.8 n.a. n.a.
1960 27039 2.8% 54 21.18 94.3 3.9% 84.0%
1965 31359 3.0% 84.3 20.80 129.2 8.5% 82.1%
1970 36431 3.0% 136.1 20.80 179.6 2.4% 80.0%
1975 41869 2.8% 298.8 20.38  350.2 26.0% 78.1%
1980 46950 2.3% 684.9 20.48 712.4 24.3% 70.8%
1984 50400 1.8% 991.56 23.64 832.3 3.3% 69.7%
‘Korea
Avg. %
Pop Per  Export iZmploy
Year Population  Growth GDP Ex.Rate Capita Growth in
('000) Rate Bil.Won (Won/$) GDP (US§}  Agric
1950 20357 n.a. 2 2.50 49.1 n.a. n.a.
1955 21467 1.1% 113 50.00 105.4 n.a. n.a.
1960 25012 3.1% 243 63.75 152.5 12.9%  66.0%
1965 28705 2.8% 798 266.27 104.4 39.6%5 58.3%
1970 32241 2.4% 2672 310,57 266.9 38.2%  50.0%
1975 35281 1.8% 9951 484.00 582.8 41.5% 41.9%
1980 38198 1.6% 35380 607.43 1524.8 28.0% 34.0%
1984 40580 1.5% 67126 805.98 2052.4 11.2% 29.7%*
Note: * refers to 1983.

Source: International Monetary Fund, Year Book of International
Financial Statistics, 1986, for non-employment data. Emaloy-
ment data from IBRD World Tables, 3rd edition, volume 2; also
from IBRD, "Korea: Development in a Global Context", a World
Bank Country Study, 1983; and also from NSO Labour force
Surveys.



Table 3. Exchange Rates Adjusted for Relative Inflation Differences

Real Exchange Rate Index Relative to US

Korea Thailand
1960 100.0 100.0
1961 184.4 93.5
1962 181.9 90.4
1963 153.5 91,3
1964 197.0 93.2
1965 219.1 94.5
1966 204.3 93.5
1967 189.0 92.0
1968 181.1 94.5
1969 176.2 97.8
1970 172.3 104.2
1971 176.5 108.5
1972 184.3 106.7
1973 192.6 96.4
1974 172.6 83.9
1975 177.8 87.3
1976 162.4 88.9
1977 156.6 87.9
1978 146.5 87.3
1979 136.9 88,9
1980 149.1 84.0
1981 150.8 B7.5
1982 160.1 93.1
1983 169.5 92.6
1984 179.7 98.5
1885 196.2 114.6

Source: Calculated from data in International Monetary Fund,

Financial Statistics, 1986.



construct an index for each, giving the price index for each country
relative to that of the US.E/ We then deflate the nominal exchange
rate of each country with respect to the US dollar by the series, and
calculate an index of the real exchange rate with respect to the US
dollar since 1960. If the value of the index increases then this
means that the currency is depreciating against the US dollar, and
vice versa, if the index decreases then the currency is appreciating
against the dollar.

Looking at the series, we can see that the Thai and Korean real
exchange rate took a different path in the first half of the £&0's.
The won depreciated against the dolTar by over 100 percent between
1960 and 1965, while the baht appreciated against the doilar in real
terms between those two dates. The massive depreciation of the won
against the dollar between 1960 and 1965 had obviously been an impor-
tant source of the phenomenal growth of Korean exports, which grew by
over 38 percent per annum in dollar-value between 1960 and 1975, and
by 28 percent per annum between 1975 and 1980.

For Thailand, exports grew fairly slowly between 1960 and 1970.
[t was clear that the real appreciation of. the baht against the doliar
since 1960 had contributed to this. Then between 1970 and 1980,
export growth picked up sharply, with an average growth of around 25
percent per annum between 1970 and 1980. This was partly because of
increases in commodity prices in the 70's, wpartly because of the
higher rate of inflation during the period due to the increase in oil
prices, and alsg may have been due to the temporary real depreciation
of the baht against the dollar between 1570 and 1971 due to lower
inflation in Thailand compared to that in the US. Between 1980 and
1984, exports became sluggish again, due to the declining trend 1in
commodity prices and the over-valued exchange rate at the time, even
with the slight devaluation in 1981. A second devaluation at the end
of 1984, and the policy since 1984 of staying very much with the
doTlar (as indicated above) seemed to have been the push necessary to
get exports going again, and starting from last year, exports (parti-
cutarly manufactured exports) had obviously responded.

In 1950, Thailand had a higher level of per capita GDP than South
Korea. By 1960, per capita GDP in Korea was 62 percent higher than
for Thailand. However, this is probabiy i1lusory, as the won may have
been highly over-valued against the dollar at this time, with the
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hyper-inflation as a result of the Korean War. Between 1960 and 1965,
the won depreciated against the dollar by 318 percent. The result was
that GDP per capita in dollar terms became higher for Thailand again,
with a Jlevel of 129.2 dollars for Thailand and 104.4 dollars for
Korea., However, the massive real depreciation of the won against the
dollar between 1960 and 1965 was decisive in pushing Korea on the path
of accelerated export-led growth between 1960 and 1980. Within 10
years {from 1965), per capita GDP in Korea was 66 percent higher than
in Thailand. Within 15 years (in 1980), the differential increased to
114 percent, and in 1984 the difference was 146 percent.

Currently, Thailand is probably at the stage that Korea was at
around 1975. The nominal per capita GDP in Korea at that time was
582,8 dollars which is lower than the current Thai level. But with
the inflation that had taken place since 1975, the real per capita GDP
in Korea 1in 1975 was slightly higher than the current Thai Tlevel.
Population growth rate in Korea for 1975 was also similar to that in
Thailand today. Export performance was also similar, if we take into
account the structure of exports. Although Korea exports were growing
at around 40 percent per annum in dollar terms in 1975, 90 percent of
its exports were from manufacturing. Currently in Thailand manufac-
tured exports are also growing at around 35-40 percent per annum.é/

The share of GDP from agriculture was s1ightly higher in Korea in
1975 compared to the current Thai situation, with the share of
agriculture 1in GDP (at factor cost) for Korea of about 24 percent in
1975, compared to around 19 percent for Thailand in 1986. One major
difference between the Korean situation in 1975 and the current Thai
situation however lies in the structure of employment. Whereas in
1975, the share of agricultural employment in Korea was 42 percent, in
Thailand the share was about 67 percent in 1986,§/ and this was in
spite of the fact that the share of agriculture in GDP was higher 1in
Korea in 1975 compared to the level in Thailand in 1986.

It is this predominant influence of agriculture on the employment
prospects of the current Thai labor force that makes any talk of
Thailand reaching so called "NIC" status in the near future seem
irrelevant for the majority of the popuiation. At the very same time
that manufactured exports were booming in 1986 and 1987, agriculture
was going through two very bad years in succession due to two succes-
sively severe droughts. Even ignoring the droughts, the period since
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the early 1980's has been a dismal one for traditional agriculture in
Thailand.

The dectine of traditional agriculture in Thailand is reflected
in the rapid decrease in the share of crops in GDP, (see Table 4), In
1982, value-added at current factor cost from crops made up 18.3
percent of GDP, by 1986 this had fallen to 12.71 percent. Only 10
years ago in 1977 it was 22.1 percent.zf

Within the crop group, the five major agricultural export items--
rice, rubber, maize, sugarcane and cassava--are predominant. They
accounted for 63.7 percent of the GDP from crops in 1986, In fact,
these major crops together with fruits and vegetables accounted for
85.5 percent of GOP from crops in 1986. The importance of the 5 major
crops has remained at about the same level as in 1975. In 1975, these
major crops accounted for 63.9 percent of total vaiue-added from
crops, a figure almost exactly the same as in 1986 (63.7 percent). Of
course, within these 5 crops, there have been major changes, with the
share of paddy declining in general, and those for other crops fluc-
tuating depending on what happened to their prices in particular
years. Nevertheless, a prominent feature of the development over the
past 10 years is that these major crops as a group have accounted for
a very stable share of GDP from all crops.

The fortunes of these major crops over a period of time are
dependent on their price trends, and within a particular year, are
also dependent on the vagaries of the weather. On the 1last point,
1987 will be the second consecutive bad year for the major crops in
aggregate. In 1986, real GDP growth for agriculture was -0.7 percent,
with the decline coming from crops, where the growth rate was -2.2
percent.  Other sub-sectors showed good growth, such as 3.8 percent
for livestock and 6.4 percent for fisheries.gf The drought in 1987 is
Tikely to cause a decline in real value-added in agriculture for the
second year running. When compared with industrial performance and
manufacturing exports, the difference is overwhelming.

The major source of the decline in traditional agriculture since
the early 80's was the trend in commodity prices. Table 5 shows the
recent trends in average export price per ton of the 5 major agricul-
tural commodities; rice, rubber, maize, sugarcane and tapioca. The
data are given for 1980 to 1986, and for the first 9 months of 1987.
A11T of them showed a declining trend between 1980 and 1986. The
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Table 4. Gross National Product at Current Factor Cost
by Industrial Origin

1982 1986
Mitlions % of Millions % of
of Baht GDP of Baht GDP

Agriculture 188,147 24.7 182,311 18.7
Crops 139,423 18.3 124,375 12.7
Livestock 23,596 3.1 26,653 2.7
Fisheries 14,141 1.9 17,555 1.8
Forestry 10,987 1.4 13,728 1.4

Non Agriculture 574,075 75.3 794,783 8l.3
Mining and Quarrying 12,092 1.6 19,983 2.9
Manufacturing 133,123 17.5 178,311 18.2
Construction 41,611 5.5 54,668 5.6
Electricity and Water Supply 14,682 1.9 28,128 2.9
Transport and Communication 62,451 8.2 101,096 10.3
Wholesale and Retail Trade 124,209 16.3 146,242 15.0
Banking Insurance and Real Estate 56,476 7.4 83,748 8.6
Ownership of Dwellings 8,703 1.1 13,002 1.3
Public Administration and Defence 37,349 4.9 49,139 5.0
Services 83,379 10.9 120,466 12.3

Gross Domestic Product (GDP) 762,222  100.0 977,094 100.0

Source: Table 3 in NESDB, National Income of Thailand, 1986 edition,
Summary Tables.
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Table 5. Export Price per Ton for Major Crops

{Banht per ton)

Rice Rubber Maize Tapioca Sugar
1880 5,968 27,145 3,314 2,853 £,586
1981 8,697 22,962 3,243 2,625 8,557
1982 5,948 17,429 2,943 2,527 5,861
1983 5,798 21,235 3,192 2,961 4,124
1984 5,618 21,969 3,227 2,527 &, 205
1985 5,545 19,663 2,768 2,112 3,623
1986 4,491 19,867 2,308 3,021 3,708
1987(9m) 4,683 22,133 2,298 3,316 ¢,344
Growth -8.12 -3.62 -4.68 -0.94 -13.48

(80-86)

Note: Average growth 1980-1986 calculated by log regressions.

Source: Bank of Thailand, Monthly Bulletin and "Economic Situaticn in
First 9 months of 19877,

average expori price per ton of rice fell by around 8.12 percent per
annum, rubber fell 3.62 percent per annum, maize 4.68 percent, tapioca

.94 percent and sugar 13.48 percent per annum between 1980 and 1986.
In 1987, partly due to the shortages created by the drought in 1986
and partly to increases in world demand for some commodities such as
rubber, export prices for all major crops except for maize increased.
However, even though prices have picked up in 1987, it can be seen
that the prices of all major crops, except for tapioca, are still well
below the levels in 198C. Tapioca is the major exception, since the
nominal average export price in baht terms is at the highest Tevel

ever.g/
The prospects for the major crops will depend a great deal on
future price trends. Here the picture is also fairly gloomy, with

most forecasting agencies such as the World Bank still expecting no
majoy improvements in price trends. Diversification towards currently
minor crops is a possibie answer, but significant replacement of the 5
major crops may be difficult. Diversification has been talked about
for many years, but as we have seen, the share of the 5 major crops in
the value-added of all crops has been remarkably stable over the last

10 years or so.
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Looking at the future development of the Thai economy, it fs
clear that the industrial sectors, and particularly manufacturing,
will play a leading role. Whether Thailand can sustain the very fast
growth of manufactured exports achieved over the last few years
remains to be seen, particularly with the present uncertainties
regarding the worid economy, but many see the the recent export
performance as indicating that Thailand may be moving along the same
path as that taken earlier by the current Asian NIC's. However, an
examination of the present structure reveals a number of imbalances
that raise pressing issues concerning the spread of benefits of deve-
lopment. There are large imbalances between the structure of
employment and the structure of production; and between the locational
structure of population and of production. These lead to large income
disparities, which unfortunately have been widening over the last
decade, with indications of a worsening trend. These imbalances are
discussed below.

I1I. Production and Employment Imbalance

The first imbalance that wiil be examined is that between the
employment structure and the production structure. The comparison
between Thailand and South Korea in the last section revealed the
similarity between Thailand today and South Korea at around 1975. One
exception that was pointed out was the very high share of employment
in agriculture in Thailand compared to the share of GOP from
agriculture.

Table 6 shows that in 1985 68.4 percent are employed in agricul-
ture while the share of GDP at factor cost in agriculture was only
19.2 percent. This high share of employment in agriculture together
with the low contribution of agriculture to GDP meant that value-added
per man in agriculture was only 838 baht/month. This is about 8 times
less than that in manufacturing, and over 10 times less than in
"other® industries, and transport and communication. It was 5.7 times
less than in trades. This disparity is so striking, and it is worth
reflecting that the average value-added per man (at current market
price) in all non-agricultural sectors was about 8,806 baht per month,
or 105,672 baht per year. If one further assumes that the share of
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Table 6. Shares of Employment and GDP at Factor Cost
by Sector and Value Added per Worker: 1985

Value-Adced

GDP Employment per Worker

(Percent) {Baht/Month)

Agriculture 19.2 68.4 838
Manufacturing 17.9 8.0 6,656
Other Industries 11.1 2.9 11,439
Trades 14.6 9.2 4,752
Transp & Communic 10.2 2.0 15,221
Services 27.1 9.5 8,542
Total 100.0 100.0 2,954

Source: GDP data from NESDB, National Income of Thailand, 1986
edition, Employment data from NSO Labour Force Survey, July-
Sept, 1985,

population primarily dependent on agriculture was about the sarme as
the employment share,lg/ then it turns out that GDP per capita in non-
agriculture works out to about 52,862 baht, or about US$2,049 (25.8
baht/$), i.e. comparable to that of South Korea, and about 52 percent
less than that in Taiwan.li/

The difference between the share of employment in agriculture and
the share of agriculture in GDP in Thailand seems to be unusual when
compared to other countries. Table 7 gives some agricultural indica-
tors for low, middle and upper-middle income Asian countries. Columns
(a) and {b) give the employment share in agriculture for 19802 and
the agricultural share in GDP for 1982 respectively., It can be seen
that apart from South Korea, Thafland and the Philippines had the
second Tlowest share of GDP from agriculture at 22 percent. The
employment share 1in agriculture for Thaildnd is however the Ehird
highest at 71 percent after Bangladesh and China. If we divide the
share of agriculture in GDP by the employment share in agriculture
(the third column}, it can be seen that the ratio for Thailand is .28,
which is much liower than the value of .42 for the second lowest
country, the Phifippines, andlexactly half the average level of .56

for all the countries: in the table.
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Table 7. Agricultural Indicators {Selected Asjan Countries)

(a) (b)

Percent Agric

Lab.Force Share
in Agric in GDP Ratio
Country (1980) (1982) (b/a)
Bangladesh 75 a7 .63
Burma 53 18 .90
China 74 37 .50
India 70 33 A7
Indonesia 57 26 .46
Korea, Rep 36 16 .44
Malaysia 23 23 1.00
Pakistan 55 31 o6
Philippines 52 22 .42
Sri Lanka 53 27 .51
Thailand 71 22 .28

Source: IBRD World Development Report, various issues.

There appears to be two main reasons why there is such a dijffer-
ence between the ratio of employment in agriculture and the share of
agriculture in GDP in Thailand. The first is the past ready availa~
bility of forest areas which could be converted to arable land. This
was the main destination for migrants from the rural areas in response
to the population pressure. Instead of migrating to the urban areas,
rural migrants would go to the forest areas (often illegally), and
settled down to cultivate the land, and in effect took ownership. As
a result one found that up until the late 1970's, the rate of expan-
sion of cultivated area in Thailand was between 3-4 percent per annum,
and was in fact greater than the rate of population growth in the
rural area. The land/man ratio in agriculture had actually been
increasing up until the late 1970's.

A second reason is the very high proportion of farm households
who are gwner cultivators in Thailand. In 1981, data from the socio-
economic survey give the proportion as 83.3 percent of all farm house-
ho]ds.lé/ This is likely to be a factor working against lTarge scale
migration into the urban areas. The marketability seems poor for rural
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land sale and purchase; thus, owner cultivators who wish to sell their
land and higrate to the urban areas may only get rather low prices for
their land. This would increase the opportunity cost of migration.
Migration from seif—cu1tivating households would therefore be Tlimited
to a few family members such as sons or daughters, and may be circula-
tory in nature, rather than a wholesale movement of all the femily
members.

Another factor often mentioned as an explanation for the very
high share of empioyment in agriculture in Thailand is the widespread
retiance on non-agricultural work to supplement farm income throuchout
the year, and particuiarty during the dry season. Thus, while a
person may be classified as an agricultural worker, the proporticn of
time that he or she spends on non-agricultural work may be substan-
tial. This 1is however presumably also the case in other countries,
and data are not readily available for a comparison. Also availabi-
lity of non-agricultural work may be severely limited in some parts of
the country, as evidenced by the very large seasonal unemployment
problem in Thailand.1¥

The above imbalance between the employment and production struc-
ture suggests Tlarge income disparities between agriculture and non-
agriculture. For 1985, even assuming that all value-added in agricul-
ture goes to the agricultural households, and that those in agricul-
ture obtain additional dincome from work in non-agriculture and
transfers equal to 75 percent of what they earn in agriculture, it is
stil] the case that the average earning would be below what they would
earn if they worked at the 59 baht per day minimum wage Tevel
prevailing in 1985 (for most municipal areas).

Other data sources also confirm the existence of large ircome
disparities between agriculture and non-agriculture. Data from the
1981 Socio-Economic Survey give a difference in per capita household
income between agricultural and non-agricultural households at zbout
1:2.3, and wage data from the Labour Force Surveys also give a wage
differential in favor of non-agriculture at arcund 2.l§/ What s
worse 1is that the major data sources are consistent in showing that
the income disparity between agriculture and non-agriculture has been
widening over the last decade. This is apparent whether we Took at
the trend in value-added per worker, the trend in wages, or data from
the Socio-Economic Surveys. One good sign is that while the dispirity
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of incomes had worsened the incidence of poverty appeared to have been
reduced (at least between 1975/6 and 1981).1%

With the expected poor price outlook for the major crops, the
tendency 1is for the income disparity between agriculture and non-
agriculture to continue to worsen unless there is a major shift of
employment out of agriculture. It s unlikely that agriculture can
continue in future to support the share of employment anywhere near
its current level. In & recent detailed study of the main c¢rops using

a non-linear programing model of the agricultural sector,lz/

it was
found that if real wages in agriculture were to vremain unchanged
during the period of the Sixth Five Year Plan (1987-1991), then the
demand for labor in agriculture during the peak agricultural season
would only increase by around 0.5 percent per annum, and this is far
below the expected increase {around 2.4 percent per annum) in the
rural Tlabor supply, assuming migration patterns continue along the
past trend. It was concluded that three things are likely to happen:-
(i) a fall in real agricultural wages and incomes, (ii) an increase in
under-employment in agriculture, and (iii) an accelerated shift of
employment out of agriculture much faster than had happened in the
past.

0f +the three adjustments above, the latter would seem the most
preferable, as it would be a move in a direction correcting the
imbalance between the employment and production structure discussed
above. A further push in this direction also stems from the fact that
new tland for expansion of cultivated areas is no longer abundant;
since the late 1970's the cultivated area had only been expanding at
around 1 percent per annum. There are, however, major policy issues
that have to be resolved regarding the locational aspects of popula-
tion and employment for the future. This has to do with the current

regional imbatance, and is discussed in the next section.

IV, Regional Imbalancelg/

Apart from the imbalance between the employment and production
structure, another equally significant imbalance exists concerning the
locational aspects of population and employment, and that of indus-
tries. This imbalance leads to a great deal of disparities in incomes
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by region. The problem is, of course, not independent of the dispar-
ity between sectors of production, and is partly the combinaticn of
the sectoral disparity and the Jocation of industries across recions.
Here one also finds some extreme differences which are worth high-

lighting.
Table 8 shows the distribution of GDP {at current market grice)
by sector and region for 1985.lg/ Also given are the population

distribution, and GDP per capita. The difference between the Greater
Bangkok area and the rest is remarkable. {The Greater Bangkok area
includes Bangkok-Thonburi and the 5 surrounding provinces of Samut
Prakan, Samut Sakhon, Nakhon Pathom, Nonthaburi and Pathum Thani).ZY
Per capita GDP in the Greater Bangkok area was 58,963.2 bhaht in 1985,
This was over $2,150 at the 27.2 baht/dollar exchange rate in 1985.
While the Greater Bangkok area contained 15.56 percent of the total
population, it accounted for 45.54 percent of GDP. Per capita GDP in
the Greater Bangkok area was 4 times higher that in all the other
regions except for the Central Region, where it was 2.75 times higher;
it was 7.29 times higher than in the Northeast. Taken in isolation,
it can be said that the Greater Bangkok area is certainly of NIC
status, and has been for some time.gl/

The Northeast lagged far behind the other regions. It contained
34.88 percent of the total population while its share in GDP was only
13.99 percent. Per capita GDP for the Northeast was 64.6 percent less
than for the North, 82.3 percent less than the South, 164.7 percent
Jess than the Central, and 629.5 percent less than for Greater
Bangkok.

Of the other regions apart from the Greater Bangkok area, the
Central region had the highest per capita GDP at 21,394.7 baht.  Next
came the South at 14,736.8 baht, and then the North at 13,304.1 baht.

The distribution of GDP by sector across the various regiors is
also illuminating. Of course, the share of agriculture in the Greater
Bangkok area 1is very small. For the other regions, the share of
agricultural GDP was highest in the Central region at 28.13 percent.
The North and the Northeast had very similar shares of agricultural
GOP at around 23.5 percent, while the Scuth had 18.74 percent. For
services, it can be seen that the distribution of GDP across regions
is very similar to the distribution of total GODP across regions. This
meant that the share of GDP from services within each region is rather
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Table 8. Gross Domestic Product (at Current Market Price)
by Region (1985)

(Mi1lion Baht)

Kingdom
Agriculture 178533
Industry 316697
Services 546124
Total DGP 1041354
Percapita GDP 20148
Population (Mil) 51.68
Low Shares (Percent)

Kingdom
Agriculture 100.00
Industry 100.00
Services 106.00
Total GDP 100.00
Population 100,00
Column Shares (Percent)

Kingdom
Agriculture 17.14
Industry 30.41
Services 52.44
Total GDP 100.00

N-East
41721
20611
83365

145697

8083

18.02

N-East
23.37
5.51
15.26
13,99

34.88

N-East
28.64
14,15
57.22

100.00

North
42302
242495
68799
135395
13304

i0.18

North
23.69

7.67
12.60
13.00

19.69

North
31.24
17.94
50.81

100.00

South
33462
15367
43126
97955
14737

6.65

South
18.74
4.85
9.00
9.41

12.86

South
34.16
15.69
50.15

100.00

Central
50221
54693
83209

188123
21395

8.79

Central
28.13
17.27
15.24
18.07

17.01

Central
26.70
29.07
44,23

100.00

Bangkok*
10827
201730
261625
474182
58963

8.04

Bangkok
6.06
63.70
47.91
45,54

15,56

Bangkok
2.28
42,54
55,17

100.00

Note: * Bangkok here includes the Bangkok Metropolitan Area and the
5 surrounding provinces.

Source: NESDB, GDP by Province, 1985.
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similar. This is borne out by looking at the column shares, where it
can be seen that the share of GDP from services was around 50 percent
in all the regions, although the Greater Bangkok area and the
Northeast had a 1ittle more than 55 percent, and the Central region a
lTittie Tess than 45 percent.

For industries, almost two thirds of total GDP originate from
the Greater Bangkok area (63.7 percent). Given the large diffe-ence
between the value-added per worker between industries and agriculture,
the concentration of industries around the Greater 8angkok area is an
important source of the difference in per capita GDP between Greater
Bangkok and the other regions. Also the industries and services
around the capital region tend to be more capital intensive than
elsewhere, and this would accentuate the difference in GDP per casita.
In the other regions, the Central region had the largest share of GD?
from industries, 17.27 percent; the other regions all had a share of
less than 8 percent.

Data from the 1981 Socio-Economic Survey confirms the large per
capita household income differences between regions. Average house-
hold 1income per head in the Greater Bangkok region was about 21,500
baht per year. This was about twice the national average of 10,974
baht. The per capita household income in the Greater Bangkok arei was
over three times that in the Northeast, about twice that in the North
and South, and about 80 percent higher than in the Central region.

As with income disparity by sectors of production, all major data
sources confirm that the disparity of income by region had worsened
during the past ten years or so. Table 9 shows the index of real per
capita GDP for the various regions from 1975 to 1985. Also shown ave
the average rates of growth per annum for the whole period, and for
the sub-periods 1975-80 and 1980-85. Whether one looks at the whole
period from 1975-1985, or at the two sub-periods, it turns out that
real GDP per capita in the Greater Bangkok area showed the fastest
average rate of growth among ail of the regions.

While the 1985/6 Socio-Economic Survey is not yet publicly
available, Medhi Krongkaew {1987) showed that regional income dispari-
ties has worsened between the 1975/6 and the 1981 Socio-Economic
Surveys. Table 10, reproduced from his study, shows the index of per
capita household income by region reiative to the mean for the
Kingdom. It can be seen that whereas in 1975/6 the per capita house-
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Table.9. Index of Real per Capita GDP by Region
(1975=100)

Index of Real per Capita GDP by Region

Kingdom North N-East Central South Gt.Bkk
1975 100.0 100.0 100.0 100.0 100.0 100.0
1976 105.6 104.6 98.9 109.7 105.2 107.5
1977 109.7 101.5 94.0 113.2 113.9 i15.4
1978 117.G 110.2 104.3 117.7 118.0 i22.4
1979 120.4 113.1 107.4 115.0 120.1 130.2
1980 121.2 114.3 111.1 115.8 i15.7 132.4
1981 120.6 117.9 103.6 124.7 109.6 129.8
1982 121.0 114.9 107.3 125.3 105.0 130.2
1983 i24.9 119.4 114.8 121.7 114.3 132.7
1984 i29.9 122.0 113.1 128.7 110.0 141.4
1985 131.0 125.4 113.3 127.9 107.6 144.2
Growth 75-80 4.06 2.82 2.51 2.62 3.31 5.82
Growth B0-85 1.84 1.72 1.22 1.61 -0.75 2.00
Growth 75-85 2.40 2,14 1.62 2.09 0.20 3.15
Note: Growth rates are trend growth vrates computed by Tog

regressions.

Source: GDP per capita from NESDB, Gross Provincial Product, 1975-85,
Consumer price index from 1977-85 from Bank of Thailand,
Monthly Bulletin; extend to 1975 wusing GDP deflators from
Gross Provincial Product.

hold idncome in the Greater Bangkok area was 82.2 percent higher than
the national average, 1in 1981 this had increased to 95.9 percent
higher. Apart from the Greater Bangkok area, only two other sub-
regicns showed an improvement in their relative income position; the
Lower North and the Lower South. A1l other regions suffered a
decline, and this was particularly severe for the Lower Northeast, the
Central-Middle and Central-West regions, whose indices all fell by
more than 10 percent.gg/

Looking more closely at the trend in real per capita GDP, (Table
9) reveals that while income disparity between the Greater Bangkok
area and the rest worsened, all regions showed increases in real per
capita GOP between 1975 and 1985. The Northeast registered a trend of

1,62 percent per annum growth, the North 2.14 percent, and the Central
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Table 10. Subregional Income Disparities
(1975/6 and 1981}

1975/6 1981

Index of Relative Index of Relative

per Capita per Capita

Subregion Household Income Household Income
Upper North 76.9 75.5
Lower North 91.8 104.2
Upper Northeast 69.2 64.0
Lower Northeast 69.6 62.4
Central West 125.2 110.7
Central Middle 131.5 117.2
Central East 100.9 96.1
Upper South 100.0 95.4
Lower South 34.4 91.9
Greater Bangkok 182.2 195.8
Whole Kingdom 100.0 100.0

Source: Table 5 in Krongkaew (1987).
Data from NSO, Socio-economic Survey, 1975/6 and 1981,

region 1.61 percent per annum. The case of the South is odd. Even
though population growth rates in the South is still rather high, this
in itself does not adequately explain the fall in real per capita GDP
that occurred between 1980 and 1985, and which led to only a small
trend growth in real per capita GDP between 1975 and 1985. The expla-
nation probably lies with the very high prices for rubber around 1980-
81 (See Table 5).

During the second period from 1980 to 1985, real per capita GDP
growth slowed down for the country as a whole, with an average crowth
of 1.84 percent compared to a rate of 4.06 percent achieved between
1975 and 1980. This was because the declining trends in commodity
prices, the world recession, and the somewhat over-valued exchange
rate up until the end of 1984, 1ied to a period of relative low crowth
in Thailand. However, a good sign was that the differential in the
rates of growth of real per capita GDP between Greater Bangkok and the
other regions was Tess in the period 1980-85 compared tc between 1975
and 1980. In the earlier period, the rate of real per capita GDP
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growth in the Greater Bangkok area was over twice as high as those in
all the other regions except for the South. In the latter period, the
growth rate differential between Greater Bangkok and the North,
Northeast and the Central areas had narrowed considerably.

While the rate of widening in income differential between the
Greater Bangkok area and the rest of the Kingdom appeared to have
slowed down in the first half of the 1980's, the recent rapid growth
of the manufacturing sector due to very good export performance, and
the poor agricultural growth performance and prospects, s 1ikely to
lead to another period of rapid widening of the differential. The
reason is simple. If one looks at the Tocation of the major manufac-
tured export sectors, <these are predominantly located in the Greater
Bangkok area. The regional distribution is even more extreme than
that for all industries as a group, of which €3.7 percent are located
around the capital area. For example, in 1984, over 90 percent of the
value-added from the textile industry was from the Greater Bangkok
area, this was also the case for Garment, Leather Products, Furniture,
Integrated Circuits and Electrical Goods, and Toys and Sporting Goods.
For Jewelry, it was around 82 percent.gﬁ/

For the future, major policy choices have to be made. From the
last section it was seen that the current imbalance between the
employment and production structure is Tikely to lead to an
accelerated shift of employment out off agriculture. In this section,
we saw that the locational distribution of the manufacturing sector is
highly concentrated around the capital area, and this is the sector
that should be the main source of growth for the future. The
conclusion would seem to be that one can expect a rapid increase in
the flow of population and employment into the Greater Bangkok area
without major policy initiatives from the government.

V. Educational Imbalance and the Labor Market

The importance of education, both for the individual and for
economic development, has long been recognized. Education dis an
important part of "human capital". Apart from 1its non-pecuniary
benefits, the economic returns to education is an important incentive
determining the demand for education. Thus, there is a close Tink
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between the Tlabor market structure, which determines the economic
rewards from education, and the observed educational pattern.

The pattern of educational enrollment in Thailand seems rather
odd when compared to other Asian countries. Table 11 shows the gross
enrollment ratio at the primary, secondary, and tertiary levels for
selected Asian countries. While primary enrollment is almost
universal for most countries, for Thailand there is a striking con-
trast between the secondary and tertiary enrollment ratigs compared to
other countries. At the secondary level, Thailand lags far behinc the
Asian NIC's and some other ASEAN countries. The gross secondary
enrcllment ratic in Thailand was around 30 percent in 1984, This
compared with 94 percent in South Korea, 91 percent in Taiwan, 71
percent in Singapore, 53 percent in Malaysia and 68 percent in the
Philippines. On the other hand, at the tertiary level, the enrollment
ratips in Thailand compared well with the other countries, with a
gross enroliment ratic at the tertiary level of 22.5 percent in 1984
compared to 26.1 percent in South Korea, 12.5 percent in Taiwan, 11.8
percent in Singapore, 6.1 percent in Malaysia and 29.1 percent ir the

Philippines.
To understand the Thai educational pattern, it is necessary to
examine the situation in the labor market. The first important fact

is that most of the better educated workers are employed by the piblic
sector. Table 12 shows the importance of the public sector for the
employment of the better educated. For those with elementary educa-
tion and below, only around 2 percent are employed in the public
. sector. The ratio rapidly increases to 22 percent for those with
secondary education. For vocational education, 41 percent are
employed by the government, for university education 56 percent, and
for teacher training 84 percent.

In the public sector, the pay scale is closely tied to the educa-
tional qualifications of the workers, with the result that there are
clear increases 1in pay with education. This is the normal pattern
that one would expect from various regressions measuring increases in
earnings with education that have been carried out in many
countries.gﬂ/

For private employees the situation is not so clear. It is now
common practice to view labor markets in LDC's as consisting of two
broad segments, the "formal" and the "informal"” sectors. The formal
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Table 11. Gross Enrollment Ratios for Selected Asian Countries

(1984)
Levels of Education

Primary Secondary Tertiary
Thailand 97.0% 30.0% 22.5%
South Korea 96.0% 94.0% 26.1%
Taiwan 100.0% 91.0% i2.5%
Singapore 115.0% 71.0% 11.8%
Hong Kong 105.0% 69.0% 12.8%
Indonesia 118.0% 39.0% 6.5%
Malaysia 99.0% 53.0% 6.1%
Philippines 107.0% 68.0% 29.1%

Source: IBRD World Development Report, 1987.

part 1is theoretically characterized by wages that do not clear the
market and barriers to entry, while the informal market is viewed as
close to the standard text-book model with market clearing wages, so
that in effect the informal sector acts as the absorber of last
resort. The main probiem in analyzing the returns to education in
such a context is that with segmentation, and rationing of formal
sector jobs, the standard human capital regressions can lead to rather
biased estimates even if dummy variables are put into the regressions
to capture different segments of the market. The difficulty is that
there can be "selectivity" problems, if, for example, unobserved
ability attributes influence the probability that an individual can
enter the formal sector, and also affect the pay that the individual
receives.gé/

In a recent study of the Thai labor market using data from the
July-September 1984 Labour Force Survey, which inciuded specially
designed additional questions to yield information on the place of
employment (Sussangkarn, (19871}, wages of private and government
employees in the urban areas were analyzed controlling for possible
selectivity biases arising from labor market segmentation.  The study
showed that there are high rewards to education in the "formal" part
of the Tlabor market {the Government sector and the 1larger private
firms), but very little rewards to education above the primary level
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Table 12. Share of Government Empioyment by Level of Education

Government Share

Employment Total Government
Elementary and Below 441058 23036440 1.91%
Secondary 320901 1448770 22.15%
Vocational 229319 554562 41,35%
Teacher Training 440623 524750 83.97%
University 244674 434412 56.32%
Total 1676575 25998934 6.45%

Source: NSO Labour Force Survey, July-September 1984,

in the "informal" sector. In fact, none of the education variables
were significant at the 10 percent level in the wage equation of the
informal sector, while all of these variables were highly significant
in the formal sector wage equation.

Table 13 gives a sample of the predicted wages for private
employees in Bangkok from the estimates, where the insignificant
educational coefficients in the informal wage equation were taken to
be zera. The pattern shows very large rewards to education ir the
formal sectors for both males and females. Given the zero educational
return in the informal sector, the wage differential betweer the
formal and the informal sector rapidly rises with the Jlevel of
education. For males, the pay for those with less than primary educa-
tion are almost the same in the formal and informal sector. The
differential rises to 27 percent for those with completed primary
education, 93 percent for secondary education, and 308 percent for
those with university education. For females there are generally
higher differentials between the formal and informal sectors. Even
for those with less than primary education, the differential wes 31
percent, and this rises to 431 percent for those with university
education. One finds greater male-female wage differential in the
informal sector, and this may reflect the predominance of more physi-
cally demanding jobs in this sector to which females are more of a
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Table 13. Predicted Private Wages in Bangkok
Male, Female--Formal, Informal
35 Years 01d, 10 Years Experience, Non-Migrant

(Baht per Month)

Male Female

Formal Informal Formal Informal
<Primary 2,051 2,032 1,706 1,298
Primary 2,579 2,032 2,146 1,298
Secondary 3,915 2,032 3,258 1,298
Vocational 5,264 2,032 4,380 1,298
Teach 4,367 2,032 3,633 1,298
University 8,285 2,032 6,894 1,298

Source: Sussangkarn (1987), Tables 3.13 and 3.14.

disadvantage. It may also simply reflect greater discrimination
against females in the relatively uncontrolled informal market.

While the above has indicated that education appears to yield
high rewards in the formal part of the labor market and very Tittle in
the informal sector, the analyses were confined to employees (private
and public) where wages and other data on the place of employment were
avai]ab1e.g§/ However, most workers in Thafiland are not employees.
In 1984, only 6.4 percent of all workers were public employees and
18.3 percent were private employees. By far the vast majority of
workers are own-account and unpaid family workers (including most of
those in agriculture).

The difficulty in analyzing the impact of education on the
earnings of self-employed workers is that most household surveys do
not have adequate information on the value of other productive assets
such as capital, and self-employed income are partly the returns to
these other assets, also there is usually no information on costs of

production.  Fortunately some very careful work has been done +to
analyze the impact of education on farm productivity in Thailand; see
Jamison and Lau (1982}). While the analyses were not based on a

nation-wide sample and were limited to farm households around the
Chiangmai area, the findings were very interesting, and together with
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the above findings for employees yield a consistent picture for the
understanding of education and enrollment benefit patterns in
Thailand. '

After performing many multiple regressions on almost all combina-
tions of the variables, the main finding of Jamison and Lau was that
having 4 years of completed primary education generally had a signifi-
cant impact on farm productivity. This was true of toth those using
relatively modern farm technologies {"chemical farms"), and those
using more traditicnal technologies ("non-chemicat farms"). The
situation for education above the primary level is different. There
is some evidence for significant productive effects of more then 4
years of primary education on the more modern farms, but this was not
always the case. For the more traditional farms the regresszions
clearly rejected the hypothesis that more than 4 years of primary
education had any significant impact on farm productivity.gz/ Given
that most of agriculture in Thailand is still very much based on
traditional technologies, except in the more advanced agricultural
areas, this finding suggests that for the majority of farm households,
more than primary education does not pay very much.

Given that employment 1in agriculture accounts for around 70
percent of total employment, the findings of Jamison and Lau appeir to
mean that for most workers, there is little economic benefit in pro-
ceeding beyond primary education. This view is reinforced when our
own earltier findings on the lack of significant educational effects on
wages of employees in the informal sector is taken into account. Only
in the formal sector is there a clear benefit to getting educated
beyond the primary level.

As the Tlevel of education increases, one finds that a higher
proportion of workers at that particular Tevel of education are
employed in the formal sector. As was already clear from Table 12,
even just Tlooking at government employment {a part of the formal
sector), as the level of education increases a higher proportion are
found in government employment; an exception is the teacher training
group, but this reflects the predominance of the government as the
supplier of education in Thailand.

These findings can be interpreted as follows. The expected
reward for education is roughly the weighted average of the rewards in
various forms of employment, including seif-employment, the formal
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market for employees, and the informal market for emp]oyees.gﬁ/ Those

with relatively low Tlevels of education are mostly employed in
agriculture and in the informal sector, and thus the rewards to educa-
tion in these forms of employment will have the greatest weight in
determining the average expected reward to education. As the level of
education increases, the formal sector becomes more important in
determining the rewards to education as more and more are to be found
in the formal sector. It is likely that this will Tead to the rewards
for education rising faster and faster as the level of education
increases. Formally, suppose we just assume that a worker can either
end up in the formal or the informal sector, also assume that BF(E) is
the 1ifetime discounted benefit for an amount of education E above the
primary level in the formal sector, B8l is the {lifetime discounted)
benefit in the informal sector (assumed to be independent of E), and
P(E) is the probability of an individual with education E getting into
the formal sector, then the expected benefit, XB(E), is given by:gg/

XB(£} = P{E).BF(E) + (1-P(E)).BI

Assume that P'(E) > 0, BF(EY> BI, and BF'{E) > 0. Then,

XB'(E) = P'(E).{BF(E)-BI) + P(E).BF'(E) >0, and

XB(E) = P"(E).{BF(E)-BI) + 2,P*(E).BF'(E) + P(E}.BF"(E)

XB"{E) will be greater than zero if P(E} and BF{E) are approxi-
mately linear, or do not show too much concavity.

The situation on the cost side of education in Thailand would
tend also to make the net benefit rise more rapidiy as the level of
education increases. Subsidies are highest for higher education, and
costs are relatively high at the secondary Ievel,gg/ see for example
Sussangkarn, Ashakul and Myers (1986), chapter 6, also Chutikul (1987)
and Nitungkorn (1387). In the rural areas, where accessibility to
formal sector jobs may be much more difficult, the net benefit may
actually be negative for most educational levels above the primary
Tevel, and particularly at the secondary level.

The above discussions shed 1ight on the enrollment pattern in
Thailand. For most people, there is no real benefit to getting educa-
tion beyond the primary level. Secondary enroliment are therefore
relatively low. As the level of education increases, however, the
probability of getting a formal sector job (particularly a government
job} rises rapidly, and for those with relatively easy access to
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higher .education the net payoff to getting educated right up to the
tertiary level is high. Thus, while enroliment at the secondary level
is low, there -1is a great demand for continuation on to the higher
education level, and this explains the rather high enrollment ratio at
the higher educaticn level in Thailand.

Clearly the apparent imbalance in the educational enroilment
figures in Table 1l are related to differences in labor markel and
employment structures in the various countries. We 1learned from
section 3 that the share of employment in agriculture in Thailand is
very high when compared to the share of value-added from agricu ture.
To some extent, this reflects a heavy reliance on rather tradifional
farming practices, with relatively little capital inputs, 1lead ng to
low value-added per head in agriculture. From the Jamison and Lau
study, this would tend to lead to Tow demand for education above the
primary level among farm households, and this helped to explain the
relatively Tlow enrollment ratio at the secondary level in Thailand.
It is interesting to explore this line of reasoning in a cross-country
context.

Using cross-country data on 66 low, medium, and upper nedium
income countries, the following regression could explain the relative

enrglliment pattern at the primary and secondary levels fairly we?]:gl/

SCON = .6043 - .534%SEMAG + .0961*RSVSE
(11.16) (-8.2) (1.603)
Adjusted RZ = .5756

Here, SCON 1is the ratie of secondary enroilment to primary
enrollment in 1980. It is taken as an indicator of the tendency for
individuals to continue their education above the primary level.
SEMAG is the share of employment in agriculture in 1980. RSVSE fs the
ratio of the share of value-added from agriculture to the share of
employment 1in agriculture. It is an indicator of the difference in
value-added per worker between agriculture and non-agriculture.
Higher RSVSE indicates a smalier gap between the value-added per head
in agriculture and in non-agriculture.

The regression is consistent with what we have learned from the
above discussions. Countries in which the share of employment in
agriculture are high, generally are the gnes with low continuation to
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the secondary level. The significance of SEMAG is very high, and in
fact through various regression experiments using alternative vari-
ables that werer tried, this varfable is the most significant 1in
explaining the tendency for continuation on to the secondary Tevel.
RSVSE is almost significant at the 10 percent level and has the
expected sign. Countries with relatively more even distribution
between the share of employment in agriculture, and the share of
value-added from agriculture, tend to have higher continuation beyond
the primary level. In general, countries with higher RSVSE are the
ones with higher value-added per worker in agriculture, and one would
expect these to be the ones using relatively more modern farming
technology. If the findings of Jamison and Lau were true for many
countries, then the cones with the higher RSVSE's will tend to show
greater return 1to secondary education in agriculture and hence more
incentives for individuals to continue beyond the primary Teve].gg/

It is also interesting to see what this equation predicts about
the secondary enroliment ratio in Thailand compared to the actual
ratio. From the equation, the predicted secondary enrollment ratio in
Thailand turns out to be 24.5 percent compared to the actual value of
29 percent. The difference is not too large, but it is interesting to
note that the predicted value is actually lower and not higher than
the actual value. Thus, 1t appears that Thailand has just about the
expected ratio of secondary enrollment given its very large share of
employment in agriculture and the large difference between value-added
per worker in agriculture and in non-agriculture, with if anything a
slightly higher ratio than to be expected.

The analyses in this section show that the enroliment structure
in Thailand can be understood fairly well if we take into account the
employment structure and the way the labor market works in relation to
the rewards for education. The tow enrollment at the secondary level
is mainly due to the predominance of employment in agriculture
together with the fact that the rewards to education in agriculture is
very Tlow or non—existent.gé/ What appears to be an imbalance from
Table 11 1is so because of the very high share of employment in
agriculture 1in Thajland, and is related to the imbalance between the
employment and production structure discussed in section 3 above. The
rather high enroliment of higher education is also explainable from
the structure of the labor market, 1in which the better educated are
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mostly employed in the formal sectors, with high returns to education.
While most people do not continue on to secondary education, most that
do set their sights on higher education and do not generally desire
secondary education for its own sake.

VI. Issues for the Future

As Thailand takes the path towards a more rapid industrial
growth, it 1is clear from the analyses of the previous sections that
the Jssues concerning the balance between the employment and produc-
tion structures and the balance between the Tocational distributien of
population and of production needs to be carefully monitored and
planned. Only by following a development transition that will correct
the current imbalances will the benefits of economic development be
spreaded out more evenly.

By default this will happen, as people will adjust and move to
wherever the economic opportunities are. The process may be a slow
one, but if agriculture continues to stagnate, and disparities widen
continually, more and more people will move into the Greater Bangkok
area. The government does not seem to be in a position to simply act
passively. Given the past imbalances, it is 1likely that changes witll
cccur quickly, particularly given the current dynamism of manufactured
exports.

A three prong approach appears to be called for.

1. Further infrastructure development in the Greater Bangkok
area, particularly in the 5 surrounding Changwats.

2. Developments of alternative growth poles to the Greater
Bangkok area focusing on labor intensive industries.

3. Rural development programs to ease the hardship in the rural
areas for those in backward areas who cannot easily relocate
due to various factors.

These three approaches should not be thought of as alternatives.
A1l are necessary. In fact these are schemes that are already in
government plans. The real questions are really ones concerning size,
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and appropriate mixture of the different approaches. One thing that
is c¢lear is that the widening of the current imbalances and implied
income disparities should not be allowed to accelerate. This can lead
to serious problems concerning social stability, and also political
stability. What is also clear is that agriculture cannot continue to
support the very large share of employment as at present. Similarly,
the poorer regions such as the Northeast cannot continue to support
such a dis-proportionate share of the populatfon as at present.

Human resource investment through education also cannot be
ignored. While section 5 showed that the education pattern is
explainable with reference to the employment and labor market struc-
ture, the latter is part of the current problem of imbalances that
have to be tackled. Major changes are underway. The sources of
employment for those with relatively better education are already
changing with the policy, effective since around 1984, to limit civil
service growth to only 2 percent per annum, down from almost 10 per-
cent per annum since around the mid 70's. The current rapid growth of
manufacturing should help ease the transition toward a Tleading role
for the private sector as the absorber of the better educated. With
movements of employment away from agriculture, there is likely to be
more and more demand for secondary education. Finally, education
planning must be consistent with policies concerning population
redistribution.
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10,

11.

12,
13.
14.
15,
16,

Notes
This section is mostly from sections 2.1 and 2.2 in TDRI (1¢87).

From Bank of Thailand "Economic Situation in First 9 Montrs of
1987".

This 1is as of the middle of November 1987. By the erd of
December 1987, the US dollar has further depreciated acainst
other major currencies.

Using the inflation rate of the industrial countries as a group
rather than the US inflation rate would Jlead to a similar
pattern.

According to the IBRD World Debt Table, (1985-6 edition), even
the ratio of long-term external debt to GDP is similar. Ir 1975
Korea had a ratio of long-term external debt to GDP of 29.8
percent, whereas the ratio given for Thailand for 1984 was
26.1 percent. This latter ratiog is however somewhat Tower than
the 32.4 percent estimated by TDRI for Thailand in 1984, {See
TDRI {1986}, Table 2.5). However, whichever estimate js taken,
the ratios are indeed similar.

Based on preliminary data from NSO Labour Force Survey, July-
September, 1986,

Calculated from NESDB, National Income of Thailand, O01d Series
1870-1984.

Preliminary data taken from Bank of Thailand, Monthly Bulletin,
June 1987.

Export volumes for tapicca are however dependent on quotas from
the EEC, the major importer of tapioca.

This is Tikely to be an over estimate of the population prinmarily
dependent on agriculture, since the participation rate 1in
agriculture is higher due to less time spent at school of rural
children.

The comparison with Taiwan s the more meaningful one since it
has a very low share of agriculture in GDP, while the share of
agriculture in GDP in South Korea was still 14 percent in 1985.
The most recent year for which data are available.

NSO, Socio-Economic Survey 1981.

See Sussangkarn (1987}.

See TDRI {1987), also Jitsuchon (1987).

See TDRI {(1987), section 2.3.1, and Krongkaew (1987).
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17.
18.
19.

20.

21.

22,

23.

24.

25.

26,

27.

28.

29.
30.
31.

32.

Pongtanakorn, Sussangkarn, Katikarn and Chalamwong {1987).
This section is mostly from section 2.3.2 in TDRI (1987}.

Regional GDP at current factor costs are not published by the
NESDB.

If one just looks at the Bangkok-Tonburi area in comparison to
the rest, the differences would obviously be more extreme.
However, for problems regarding location of industries, it is
more useful to look at the greater Bangkok area as many
industries are now being located in the 5 surrounding provinces.

Because GDP at current market price contains net indirect taxes,
and much of it originate in Bangkok, it will over-state
the differential between the Greater Bangkok area and the rest.
However, even if we subtract all indirect taxes for the Kingdom
from the GDP of just the Greater Bangkok area, the differences
are still very 1large. In this case, per capita GDP in the
Greater Bangkok area came to 45,360 baht in 1985, This will
still be over 3 times larger than that for any other region
except for the Central region, where it will be 2.1 times higher.

Data on wages also show that over the last 10 years or so real
wages in Bangkok had been increasing faster than that for all the
other regions. See TDRI {1987), Table 2.19.
From NESDB, Regional GDP data tape for 1984,

For Thailand see Blaug (1971), and more recently Priebjrivat
(1984) and Block, Chutikul and Poapongsakorn (1986),

For extensive discussions of selectivity problems and biases in
estimations see Maddala (1983).

The analyses were also confined to only the urban areas due to
unavailability of crucial data on the place of employment for
those in the rural areas.

See Jamison and Lau (1982}, Table 6-2.

The expected reward should also take into account possible
periods of open unemployment.

Ignoring periods of unemployment.
Including both monetary and accessibility costs.

Data are from various issues of the World Deveiopment Report. T-
ratios in brackets.

The simple interpretation here of course ignores all the supply

factors that can influence availability of secondary schools, and
the costs of secondary education. In fact, these supply factors
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33.

may also be correlated with the share of employment in
agricuiture, so are part of the reason why SEMAG is so highly
significant in the equation.

The lack of reward in the informal market for employees of ccurse
also contributes to the ltow enrollment.

- 36 -



-

References

Blaug M. 1971. "The Rate of Return to Investment in Education in
Thailand", A Report to the National Education Council on the
Third Educational Development Plan.

Block P., S. Chutikul and N.  Poapongsakorn. 1986. "Public Sector
Employment in Thailand: Civil Service and State Enterprises”,
Background Paper for World Bank Economic Report on Thailand.

Chutikul S. 1987. "Education Policy in Thailand: Problems and
Perspective", Paper presented at the International Conference on
Thai Studies, ANU, Canberra, July.

Jamison D. T. and L. J. Lau. 1982. Farmer Education and Farm
Efficiency, The Johns Hopkins University Press.

Jitsuchon S. 1987. "Sources and Trend of Income Inequality: Thailand
1975-6 1981", Masters of Economics Thesis, Faculty of Economics,
Thammasat University.

Krongkaew M. 1987. "The Current State of Poverty and Income
Distribution in Thailand", Paper presented at the International
Conference on Thai Studies, ANU, Canberra, dJuly.

Maddala G. S. 1983. Limited-dependent and Qualitative Variables in
Econometrics, Cambridge University Press.

Nitsungkorn S. 1987. "The Problems of Secondary Education Expansion in
Thailand", in Mitsuo Ezaki (ed.), Development Planning and
Policies in ASEAN Countries, Center for Southeast Asian Studies,
Kyoto University.

Phongpaichit P. 1986. "General Employment Situation in Thailand",
Background Paper for World Bank Economic Report on Thailand.

Pongtanakorn C., C. Sussangkarn, K. Katikarn and Y. Chalamwong. 1987.
“"A  Study of the Impact of Agricultural Product Price Changes on
Labour Absorption in Thaj Agriculture: A Non-linear Programming
Approach", Paper presented at the TDRI Macroeconomic Research
Conference, Cha-am, October.

Priebjrivat, V. 1984. '"Wage Determination of the Public Sector in
Thailand", Ph.D. Dissertation, University of Chicago.

Sussangkarn C. 1987. "The Thai Labour Market: A Study of Seasonality
and Segmentation", Paper presented at the International
Conference on Thai Studies, ANU, Canberra, July.

Sussangkarn C., T. Ashakul and C. Myers 1986. "Human Resources

Management“, Paper presented at the 1986 TDRI  Year-end
Conference, Pattaya, December.

- 37 -



Thailand Development Research Institute. 1986. "Financial Resources

Management", Paper presented at the 1986 TDRI  Year-end
Conference, Pattaya, December.

Thailand Development Research Institute. 1987. "Prospects for Thai

Economic Development", Paper presented at the 1987 TDRI Year-end
Conference, Cha-am, November.

- 38 -



