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1&015 
G:dustrial restructuring in Thaila~J 

Econor:ic grol.'th is change. It _implies changes in the industrial 
structure. These changes are war.ted as gro~th is sought after but they 
need not be painless. 

However, "industrial restructuring" to have any operative significance 
means something else than .;,ust acceptinE; and accomodating the changes 
of gro\.;th. Restructuring as _an explicit aim is called for, if an 
economy ha~ travelled the wrong ~ay with a misallocation of resources 
as a result and special measures are called for to bring about 
adjustment. 

There can be two reasons for such a si tua ti on to have arisen. There 
can have been changes in supply anci demand conditior:s on international 
riarkets calling for output adjustments in the domestic economy. 
Or,internal policy interventions may have given a distorted and 
~nefficient output mix. These two causes of adjustment n~eds often 
coexist in that domestic policies creating distortions often ha·;e 
their initial explanation in a wish among policy makers to shield a 
country from adjustment requirements arising from changes en the 
international level. In this way a back-log of adjustment needs is 
accumulated. For instance,inept policy responses to the energ·y price 
ir.creases have in many countries given rise to such a back-log. 

Indeed, baring major international disruptions, the flexibility cf an 
economy permitted to absorb change is enoui;h for a specific 
restructuring program not to appear necessary. It is when domestic 
po~icy measures reduce adaptability and when they in themselves create 
dotesti c di st.or ti ons that even tua1·1 y a need for i ndu st rial 
restructuring is perceived. 

Thai economic performance deteriorated during the seventies. 
Unfavorable extc rnal co nd i ti ons. reduced the growth rate. A further 
reduction was caused by efforts to avoid adjustment to external change 
and t-;, some inappropriate policies to promote industry. Industrial 
protection increased, contradictory investment incentives were 
applied, large-scale capital investment projects received Government 
subsidies, and unintentionally poli:.:!ies worked to the disadvantage of 
reE;ional balance. 

These problems have been addressed in the Fifth (ive year plan. The 
plan calls ·ror a Ir.Ort' outward oriented strategy with reductions in 
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r>rotee:tion and a rationc.lization of promotional policies. 

Restructurine can haroly take plac~ throuch reallocation of resources 
in the literal sense of the word. If not physically irr.possible a 
reallocation is from political view-points extremely diffict,;l!.. to 
bring about. Insteao, the restructuring must take place as part of 
the changes which econoir;ic growth under all circumstances entails. 
With growth it is easier to accomodate tl-ie pains wh1ch rcstructur5.rig 
causes. It is from this point of view fortunate that restructuring 
policies adopted in the Plan would also contribute to a higher gr~~th 
rate through core efficient use of future resources. 

In spite of this and in s~ite of the considerable efforts made Yhen 
t·he plan ~as being worked out and when it was presented for adoptior. 
to sectAre necessary political support, its implementation has 
proceeded more slowly than intended. Given the thinking anci the 
political pressur£s which in the first place have resulted in ~ need 
for restructuring, it should not come as a surprise that there are 
obstacles to the new policies. Indeed, the vested interests created by 
faulty domestic policies have increased the political pressures for 
protection and subsidy. 

Nonetheless, it is imperative that thE: plan strategy is permitted to 
be executed. Otherwise, even those who now profit from the rents of 
protection and subsidy and from the powers of regulatory interventions 
will in the long run stand to lose through a dE:teriaratior. in the 
over-all performance of the economy. Yet, they may not easily be 
persuaded to give up their present favors. In spite of this, what was 
clearly seen wJien systematic work was ~ade on strateGY must not be 
--~ost in the tactics of ciay to day politics. 

The plan strategy has not been proven wrong. ThE: particular kind of 
obstacles plan implemen ta ti on has run into, i e various vested 
interests, indicate through their existance that the measures set out 
in tt>:. plan are called for. 

The major task ahead is to stay with the convictions which have 
· 1nspired the plan and to use available empirical material to educate 
in order to increasP. popular and political support for the plan 
strategy and to overcome vested interests. This, _as I reaa it, rather 
than the writing of ever finer and more detailed industry studies is 
what Thai industrial restructuring is all about in its present phase. 
Studies which help to a:ake the basic case are surely much in need. 
Studies whi.ch go int.o the specifics of this and that industry c;ay not 
be so helpful. It' plan momentum is lost.1they will be irrelevant. If 
plan impleaentation continues, well then the. very idea is that more of 
structuring decisions will be left to the markets and to the private 
sector. I am not arguing that back-up studies for ministries and 
agencies are not required for their policy decisions. The case I am 
making is that, :ln order not to do unprc.ductive or counter-·productive 
intellectual wurk, great care has to be taken in deciding what studies 
are required and which ar·e not • . . 

Again: the· thinking behind the plan has not been disprovE:d. If 
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G. n y t hi n g i t has du r i n g th c 1 <i s t f e \.l ye a rs b c en g i v en a d d i t i o na 1 
support from additional experience. 

All successful developing countries have relied on an outward looking, 
trade cricnteci rr.arket strategy. They have rear•ac;ed to secure tt.c 
benefits set out in international trade theory. It has also become 
incre2sinGlY clear that they have bencfi ttcd from the i~proved 

feed-back and the increased ciisciplinc of respondine to it which 
contact with internatior;al rr.arkcts have given. This mechanisir. is not 
well incorporatc;.d in trade theory, although surely not contradictory 
to it. 

Ther·e are countries ,,.hich have tried to rely or. this kind of ~trategy 
and not done so well. Tj~~e ... is, indeed, no guarantee of success in 
adopting this development~ 'llbr one thing it is, as we can see also 
from \.he rdscanasement i~ many of the develC'ped countries, easy_ to go 
vrong in other aspects of economic policy most notably in 
macro-economic stabilization policy. An outward looking strategy is no 
guarantee of success. Bi.:t, if it is not a sufficient ccndition for 
sustair.ded and rapid gro\.:th, it seems to be a necessary cor.ciition. 1;0 
country trying to do it alon"e- has succeeded. Poor performancE in many 
of these countries also seems ~o have enticed the authorities to use 
the centralized planning po~ers for purposes they were not originally 
intended for. 

The trade oriented strategy has proved to be advar.tageous even curing 
the turbulence of the last years of oil-price shocks, recession, and 
protectionism. The market system has permitted a greate~, much needed 
flexibility. Further·more, far-reaching in.port substitution has left 
such countries in a position of extreme dependence on the remaining 
imports for operating the production apparatus. A rapi~ terms of 
trade deterioratior., for instance in the form of dramatic oil price 
increases, has left the. economy without the means of obtaining 
essential imports. The need for flexibility has then become impossibly 

. high at the same ti cie as the capacity to adjust has been made 
uncomfortably low. 

Empirical studies also show that there has r.ot yet at least been cause 
tor an export pessimism. The examples or the newly industrializing 
countries can be repeated, as well as these countries are on the ~ay 
or re pea ting the exarnpl e of Japan feir long thought to be unique. A 
group of Gevelopir.g countries, and Thailand being one of them, have 
during recent years been experiencing a raster growth of manufactured 
exports tban have the newly industrializing countries! This growth has 

·taken place from a low base which means that impressive percentages 
need not star.d for so much in absolute terms. Yet, the performance 
should riot be written off for that r·eason 2s ·the first steps on the 
vorld markets or manufactured goods may be the most difficult ones. 

The trade engine of growth is not just, as is sometimes arguec., 
propelled t,y a growing aggregate demand in the developed countries 
creating a demand for the experts of the developing countries. Studies 
again show that price elasticities are such that even during periods 
of low or no. &roi.th it has been po::;sible to ex pa r;d exports through 
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sub!:. ti tution. 

These points should be matie to overcome uexport pessimism". Recession 
ar.d protectionism in the developed countries are problems but they c2n 
be over·ccme. Experience. from a number of developing countries sho'I' 
this •. Changes of a very different kind ir. the developed countries -
for instance fast technological prog:-ess or increases in export 
subsidies - are also often given presently as reasons for writiDg do~n 
a trade oriented development strategy. Again such phenomena may cause 
difficulties. Yet, what they call for is flexibility. Trade 
opportunities do not ciisappear, but thP.y change. It is intere~ting to 
note that in many developed countrie~ a popular argument is that 
competition from the so-called "low-cost" countries cannot be met. 
And it is tiifficult - in certain inciustries. Flexibility and 
adjusttient is needed. 

For Thailand as for ether developing countries - and developed 
countries - it is dit'ficult to operate on world markets. But trace 
also gives acvantages whereas operating in isolation from 
international markets only giyes problems. Those who enumerate present 
difficulties rarely provide an alterantive strategy. And those who 
listed npresent difficulties" t\oOenty years ago were also numerous. 
·Yet, some countries have done it and have done it well and continue to 
do it. (The value of HongK en.: exp or ts for the ti rst nine months cf 
this year has just been reported to be up by 30 per cent.) 

To bring a bout the industrial res true turi ng that is required 
industrial anc export promotion policies can be enlisted. They must be 
worked out so that they are in harmony. It is unnecessarily cumbersome 
to have export promotion policies the main objective of which it is to 
try to compensate for some anti-trade biases in industr·ial policies. 
Such anti-trade biases should be removed. Trace procotion can then be 
aaoed to try to assist firms in their ~fforts to overcome certain 
difficulties in entering loiorld markets. 

To bring industrial policies and export promotion· in correspor.dance it 
may be considered to combine them in orae agency. There are certain 

·attractions in such an instit~~onal rearra r.gement. However, to avoid ,. 
having agencies of an unwieldy size and to avoid institutional surgery 
that zay give scars, the necessary coordination . .should be obtained 
throu,h appropriate guide-lines. 

One instititional change that could well be made, however, is to 
upgrade the political star.ding or the export promotion agency. This 
should facilitate a reorientation cf the philosophy of the industrial 
policy agencies to a more trade oriented approach. Furthermore, 1 t 
could £et the priorities of the p-lan strategy more in popular focus 
and give business an impetus and ex por tine: ac ti vi ti es a higher social 
standing. One may even contemplate copying the Korean regular and 
rrec;uent export promotion meetings between industry and Government 
presi~ed over by the Head of State. To succeed on world markets is a 
question of competitiveness but competitiveness is not a question only 
of price and quality but also of enthus1ast1 and perseverar;ce. The 
sociology or this should not be overlooked. 
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promotiot~al policies have their risks. They easily bccoi:;c 
counter-productive. What ~oes under the nane of hindustrial policy" is 
not necessarily good for industry. Industrial policy is presently mucl 
in vot;u~ in some of the developed countries. lls attractiveness, 
ho;;cn··r, often sccri:s tote that, somehou,~it should in this ...-ay be 
possible to avoid har~ decisions. ThC! same risks exist in developing 
countries. It must be unoerstood but often it is not - that 
industrial policy is no substitute for good macro-economic policy 
resultine; in economic balance ar.d gooc basic growth conditions. Nor 
can export promotion ever succeed/ if the economy is not coi:ipetitive 
and exchange rates have become unrealistic. 

The promotional policies must be general in their nature. Otherwise 
they come in conflict with the basic development strateey of market 
and out\..'ard orientation. Complex ciscretionary policies have a_ bias 
atainst small scale business. Small business does not have the 
capacity to stay informed about rules and regulations and subsic!y 
opp or tuni ti es. Nor does it have the time to solicit favours in the 
cor.·idors of power; anci the bureaucrats do not have the tin.e to see 
them a 11. Big c o:npa ni es are.- :;.n this way favored at the expense cf 
small firms but the history of economic growth shows that prog~css is 
borne by small and medium-sized firms growing. For very similar 
reasons complex policies work against firms outsidE the capital city. 
Business men there are put at a disadvantage as they have greater 
costs of being in contact with the centers of power. CoQplex policies 
also tend to yield capital intensive pr oj ec ts rather than labor 
intensive. 

Industrial policy must be transparent. Otherwise business uncertainty 
increases in a detrimental way. It is one thing to try t.o cope with 
lliarket uncertainties. It is another to try to handle the 
uncertainties of discretionary industrial policies which imply 
frequent chc.nees in the rules of the game. Adjustment to changing 
market conditions is difficult but it appears more acceptable as it is 
a~condition of efficiency in the allocation of resources. Adjust~ent 
to what often may appear as capricious governmental decisions is more 
taxing. As windfall profits - and losses - from gover·nment. decisor.s 
can exceed what can be obtained on the market, management resources 
will be Giverteo from the running of company affairs to the running uf 
government relations. 'lhis system a·lso carries with it risks c.r 
corruption. 

l ndustrial policy must create a good industrial inrrastr\.lcture: labor 
training, engineering schools, research and testing facilities, 
qu&lity control standards, patent office, a. system for transfer of 
technologies, clear rules for foreign investment, a tax system which 
does not oestroy incentives and which does not set up the wrong sort 
of competion from smuggling or from a "grey" production system outsiGe 
of government control; and so on. 

These are t11e tasks: to create a fertile soil; not to try to pick 
winners by extensive tariff ar;d subsidy schemes. Government is 
organized to shape a political process. It is not organized to take 
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business decisions. These decisons must be taken \Jere the particular 
expertise can exist i!nd were the economic responsibilities rest for 
the decisions in question. In virtually every country state own£:ci 
business enterprises have a bad record. It has for political reasons 
pr·oved ciifficult to take the hard decisions r.ect:ssary. Simil<!r_ly, 
studies. show that Govern~ents have been poor pickers of winners i~ th€ 
1 nd us tr i al r a c c • 

Jnc;eed, certain studies show that, on the whole, Governments have 
picked losers rather than winners. Or, perhaps better, potential 
winners have often become losers when interventionistic policies have 
distorted the ti~cision\ making process. 

To the extent Government wants to single out industries for special 
support, be it through tariffs· or subsidies, it must be clearly 
understood that it is in this way only possible to support a limited 
number of inciustries. It is not possible to support all thro-ugh 
pro tee ti on bee ause support to one wi 11 raise cos is for the others 
which use the services of the protected industry. If tariffs are t.igh 
on steel imports, this will raise the cost level of the engi nee ring 
industry. High tariffs on ·machinery wi 11 hurt consumer· goods 
industries using the machines·. Extreme protection of an automotive 
·industry makes the tourist industry less competitive and all other 
industries using transport services. And so on. It is possible to 
close off trade altogether but this wr11 not help everyone. It will be 
harmful to the potential export j ndustries. and also to those 
industries which lose markets from the decline in incomes associated 
with such an isola ti onis t trade policy. These observations are 
elementary but nonetheless often overlooked. 

---Similarly, subsidies to one industry hurt other industries as the 
subsidies must be paid for by taxes, taxes which will end up as 
burdens on economic activity. 

Governments to give direction and stizulus to a solid development 
ettort must have strength. They must be powerful. But a powerful 
Government is a Government that kn~ws not to try to decide everything 

-but use efficient mechanisms to decentralize decision making. In this 
way Government can concentrate on the crucial functions. A Government 
exercising po we rs to do everything is not powerful: it is bogged down 
with an agenda problem and fierce int~r-departemental and inter-agency 
stri res and contra ti ctor!' policies and ~addled with a weak economy. 

to stimulate efficiency and development the Fifth Five Year Plan 
adopts a outward trade-oriented strategy. This implies a lowering of. 
trade obstacles and a stream-lining of tariff structures. This 
deregulation is attempted because· it serves Thailand and not because 
it would fit ir.to some sort of international code or behavior. 
However, there is also such a code laid down in the GATT. The members 
there assume certain obligations in order to secure for themselves 
certain rights. The obligations are to apply most favored nation 
treatment to other members, to abstain from the use of certain 
particularly ~armful trade obstacles, and to participate in 
international efforts to bring about a general lowering er trade 
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obst~cl~s. The~c obli&~tiohs should not be lookec upon as a burden in 
the. sense 01· somethint; a country \.:ould undc.rtake to do only to get 
other countries tc- do the same. It is not a burden as it pays a 
country under ~11 circuc::st.ances to have a liberal trade regime. Ir; 
l i n e \.." i th this a na l y sis the Fi ft h pl a n set s out a n t! w tr a ci e pol i c y 
irrespective of wh<:t other countries are doing. Yet, it is an added 
advant~ge, if other countries h~ve the same ambitions. The GATT serves 
the purpose then of making it additonally attr·active for any one 
country to have liberal trade policies. The GATT brings tc.gethcr 
countries in a framework of mutual undertakings. 

Thailr.z-,ci has recently joined GAT'f. The majority of developing 
countries have long been members. However, these countries have 
really riot been parts of the GA'IT system. They have tried to use the 
GATT machinery parallelly ~ith UHCTAD to secure a special treitment 
hopefuliy resulting in special advantages. Ho\Jever, by opting out of 
any obligations they have made it too easy for the developed cou"ntries 
to opt out of their obligations. The developed countries have made 
certain concessions to the developing countries, e g preferences, but 
having done that they have not hesitated to absent themselves from 
important a~d central undertakings in GATT. 

If GATT ccmbership shall prove to be valuable to Thailand, the country 
must try to join not just in name. To join in practice does not mean 
a wholesale scrapping of import obstacles. It means the imposition of 
certain rules in trade policy but the assumption of these makes it 
pos~ible to ask for a better treatment by the advanced countries. A 
price co~ld be extracted for tariff reductions which Thailand wants to 
undertake anyhow. It would become more difficult for other countries 

. t.o impose high-handed trade obstacles on Thailand. The relatively 
--~eak countries have ~ore to lose than the strong countries, if po~er 
·rather than law is allowed to rule on the international trade stage. 
Considering the intensity of present protectionist sentiments these ; 
conside rations should not be overlooked. / 

I·ndeed, these sentiments may be so wide-spread that isolated Thai I 
activities in the CiAT'I a·1ong· these lines may not give JJ.uch results. 

1 
- Under all circumstances it would be useful for Thailand to seek 

cooperation ~1th other cour.tries to get more muscles in international 
trace policy. By spending their energies on many irrelevancies in th~ 

1

1 
t!orth-South dialogue the South has·· not managed to secure more 
important market access assurances. If, for instance, the ASEA~ i 
countries would par~icipate ir. GATT activities so that they would get I 
more than a moral case to refer developed countries to and then / 
combined forces to penalize those countries that discriminated against ,i 
them, they could achieve considerable results. There is surely a los~ 

of income ir; those developed countr·ies which apply quotas on textile /j 

i~ports but that cost is not so easy to make visible in tne domestic 
politic al processes wher.;? battles over trade policies are being 
fought. If, on the ot~er hand, a concerted behavior by an important I 
group of countries made it very clear that particular restrictive I· 
measures would bring with them retaliatory measures, for instar1ce in j 
Covcrnr:icnt procurement policies, this group of countries would get 
impcrtant allies among exporters in the developed countri~s. · 
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In such a way I.SEA?\ could eE:t an important ne\; role in the 
corr.plcxitie~ ar.d dangers of current international trace policies. 
This role b in line with keepinr, I.SEAN" on an outward looking 
i n t c gr a t i on co u r s e • I f A SE A N i n s t e a c; tr i es to rn e e t i n t e r nc·, ti o na l 
prvtccti(>tdsr.; by im1ard looking integration behind high tra<ie 
ob~tacles, the centrifugal forces of costly trade diversion would soon. 

break the group apart. 

By a reorieutation of its GATT policies and through cooperation 
Thailar.d and ASEAN could gain an important ir.itiative and leadership 
much needea on the international stage presently. Increasing strength 
of South E2st Asia could make ~uch an effort possible. Its chances of 
success are enhanced by the likelihood that it should prove possible 
to make the u;any other successful Asia Pacific countries join in this 

great ~effort. 7 

·. 
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