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I am very honoured to have the opportunity of speaking today on the occasion of the Political Economy annual seminar. I was asked to speak on the seminar’s main theme of “Crisis, Development and Social Security.” There are many interrelated themes there. I would like to highlight the relationship between growth, crisis, inequality, and poverty as a guide to rethinking how we should set Thailand’s growth strategy in the post crisis era.

1. Growth, crisis and poverty

Early this year, the World Bank released a consultative draft of the World Development Report 2000/1 on the theme of Attacking Poverty. As we all know, the main author of that report, Ravi Kanbur, later resigned, and the final report was substantially changed—reportedly at the behest of Larry Summers. But the initial draft contained some important analyses of the relationship between growth, poverty and income distribution, based on cross section and longitudinal studies of many developing countries. One of the major findings was that many countries which followed the liberalisation agenda and initially experienced fast growth, subsequently went through an economic crisis like the one we have just experienced. Moreover, in these countries, while poverty was reduced and income distribution improved during the high-growth period, these gains were reversed by the crisis and—most importantly—after these crises, countries found it much more difficult to recover the old trends of poverty reduction and distribution improvement. In the words of the draft report, poverty became “stickier”, more difficult to get rid of. 

There are several reasons for this. First, crises not only increase poverty but reduce the ability of the poor to escape poverty because their human capital and their assets, which accumulate very slowly, are rapidly destroyed in a crisis. Second, such “liberalisation crises” often mark a turning point from a phase of relatively steady growth, to a phase of much greater volatility. The economy now alternately sprints and stumbles, driven by short-term swings in international confidence and capital movements. Growth is not only slower on average, but growth is less effective in reducing poverty. Again this is probably because the poor find it more difficult to accumulate social capital and assets in a more volatile environment. Third, governments emerge from such crises burdened with high public debts, and hence with reduced capacity to implement policies on poverty reduction and distribution. 

As a whole, empirical studies from Latin American countries which have been subject to such crises for over a decade show that crises increase poverty and inequality, and countries find it very difficult to reverse these losses.

In the final version of the World Development Report, these findings have been censored out. Instead there is simply a reassertion of the old World Bank line that growth reduces poverty.
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The pattern in Thailand seems essentially the same as the countries in those studies. Since the 1960s, a record of generally steady year-to-year growth has enabled us to reduce poverty quite dramatically. The record on distribution has been less good. The Gini measure of income inequality got steadily worse from 1970 to 1992, but then began to show a faint trend of improvement. Since 1996, the crisis has both increased the numbers in poverty, and restored the long-term trend of worsening distribution. Between 1996 and 1999, the numbers below the poverty line rose from 6.8 to 9.9 million (Chart 1). And the Gini index of household incomes increased from 0.485 in 1988 to 0.533 in 1999 (Chart 2). 
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The crisis destroyed social capital and the of the poor. A number of students had to leave school at the crucial transition points to lower and higher secondary school. Pawnshops were one of the few businesses to prosper in the crisis because poor households had to sell or pawn their assets at depressed prices. Debts of poor households increased. Many families may have lost some or all of their land.

The poor are now very concentrated in certain occupations and certain areas. Over half the total are farmers, and almost two-thirds are either farmers or farm labourers (Chart 3). The northeast region has always had the largest number of poor people, and over the crisis, the northeast has experienced the biggest increase in poverty—from around 20 to 30 percent of people in that region (Chart 4).
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The earlier Latin American evidence suggests that we may face the problem of sticky poverty and increasing inequality, even when growth returns, and the GDP-per-capita recovers pre-crisis levels.

2. Thammasat’s proposals to liberate the country from globalisation.

Many civil society groups, academics and political parties are debating about economic strategy beyond the crisis. 

Two leading academics at Thammasat University have offered proposals on how to save Thailand from globalisation. They are attracting a lot of attention, and promise to be politically significant. Rangsan Thanapornphan proposed that Thailand should declare a moratorium on WTO conditions until 2007. Seksan Prasertkul proposed that Thailand should break away from WTO and IMF, repeal the eleven Acts passed under IMF pressure, and declare a moratorium on foreign debts for not less than ten years. 

Basically these two economists are arguing that we should impose more conditionality on the way we integrate into the global system. This is not new or different. European farmers, Japanese retailers, and American textile industries have all demanded similar conditionality with great success. What is exciting about these proposals is that they address real policy rather than talking generally about the need for greater self-reliance.

3. A need for economic strategy based on internal dynamism 

The Thammasat proposals also talks about internal adjustment but the main focus is  on our external economy. I would like to add more on the internal dimension.

There is another interesting argument in the Kanbur draft which has been censored from the final report. Kanbur accepted the World Bank’s old argument that growth reduces poverty, but then wondered why the relationship between growth and poverty reduction varies a great deal from country to country. He concluded that some types of growth are more poverty-reducing than others. In brief, a growth strategy which includes agricultural growth will have more impact on poverty because so many of the poor depend on agriculture. At the other end of the scale, growth which is concentrated wholly in industry and wholly under the command of multinational capital, may not reduce poverty and inequality at all.

In the recent past, we have tended to look outwards for the stimuli to generate growth. In particular we have looked to foreign investment, and in the years since the financial liberalisation of the early 1990s, more and more to financial investment in banks, stocks and bonds. We should now realise that this strategy has had two consequences.

First, we have been induced to grow faster than our own social institutions and economic infrastructure can bear. This creates many problems. Many of the benefits of growth flow out of the country because we rely so much on outside capital and expertise. Social problems accumulate. The environment deteriorates because we do not have the institutions to protect it.

Second, we find it difficult to shift away from this strategy because we are vulnerable to financial blackmail. International capital threatens to abandon us. Our political elite submits to this blackmail immediately because so many of them are involved in the stockmarket and the financial economy.

Ironically, the crisis has created an opportunity for us to escape from this position. Financial capital has been fleeing capital to the extent of about one sixth of our GDP for over three years. There is not much left to flee. The stockmarket index is back to the level of fifteen years ago. Countries like India and China are now much more attractive than Thailand in the eyes of international financial capital. We need not worry about a threatened loss of international confidence. There’s nothing left to lose.

Moreover, for this and many other reasons we face a future in which growth rates will not return to the go-go ten-plus rates of the boom years, and probably not even to the more sedate but still impressive six to seven percent level of the pre-boom phase. Realistically we are looking at something more like a range of two to five percent.

Do not despair. We should start thinking that this is a good thing. In the past, we grew so fast that we outpaced our social and human capital and ended up with a crisis and a loss of control.

4. We need growth which can overcome social problems.

We still need some growth in order to improve our standard of living and to enhance our choices. But we need to think about the different kinds of growth which Kanbur’s study indicated. And we need to seize this opportunity, when we are less vulnerable to international financial blackmail, to initiate new strategies which may not appeal to international bankers.

We need the sort of growth which can overcome social problems, provide more security by reducing poverty and inequality, and be more friendly to the environment. We do not need growth that is stimulated by the speculation in the stock market and depends entirely on external factors.

This means we will have to pay more attention to developing internal markets. Thus the issue of income distribution will have to be put back on the agenda because it shapes domestic demand. I want to end by highlighting four areas which I think should be priorities for our policy makers.

First, tax and fiscal reform. We have never used tax and government spending policies for social ends. Years ago Medhi showed that our tax structure is highly regressive, and that government spending is heavily biassed in favour of the rich. Since then, nothing has changed. Meanwhile the crisis has left us with an enormous government debt and an imperative to make some kind of tax reform. Almost certainly we will have to use more public money to reestablish the banking system. The politicians worry about the political implications of “bailing out the rich”. To make such action politically acceptable, it must be balanced by the introduction of inheritance and property taxes which will pay for the cost of financial restructuring in the long run. In the current situation, we probably have to use public money to save the banks. But for the longer term, we should use the opportunity to introduce fiscal policies which will be more equitable.

Second, agricultural development. The increase of three million poor over the crisis has been heavily concentrated in the agrarian population. We have badly under-invested in agriculture over the past two decades. We need to reverse this trend—because it will not only combat poverty and inequality, but also impact on domestic demand. But this investment should focus on farming families and communities, not on agribusinesses. A very urgent issue is how to reduce the burden of agricultural debt. A suitable land reform programme is also needed to enable the landless to earn a livelihood from land which is at present lying idle (such as the degraded forest land which the government plans to rent out to large private firms to grow eucalyptus for supplying the pulp and paper industry) 

Third, the environment. Of the eight East Asian countries which experienced high growth in the period 1970-1995, Thailand had the highest annual loss in forests and largest increases in total carbon dioxide. The Office of Environmental Protection has just released a report showing drastic declines in water quality and other environmental indicators over the last three years. The destruction of the environment has a short-term impact on the poor who are most dependent on natural resources, and stores up long term costs for repairing the damage at a later date.

Ten years ago we got half way towards building up laws and institutions to protect our environment. But it was only half way. Now it is a good time to do the rest.

Fourth, education. In the new economy, human capital becomes more and more important. Our success in increasing our stock of human capital will increasingly determine our ability to achieve sustainable and meaningful economic growth. Moreover, increasing the supply of education is one of the most direct strategies for reducing poverty and inequality. Over recent years, our elite has begun to ditch the old mind-set that is unnecessary and even dangerous to give the ordinary people much education. But we still lack the political will to make education a real priority.

Concluding remarks

The Thammasat proposals are good, but they focus only on the external dimension of the economy. We need to look at the internal dimension as well, and we need to rethink the relationship between growth and social equity. Kanbur had a third argument which has not disappeared from the final version of the World Development Report. He noted that economists tend to imagine the relationship between growth policies and social equity policies as a trade-off. Investments in social equity subtract from the potential investment in growth. But, Kanbur argued, there is evidence to show that societies which are more equal, less divided, less weighed down by a poor underclass, have greater capacity for growth than societies which are more unequal. In other words, investments in social equity are good investments in growth.

We need to invest in education, tax reform, agricultural development, and protection of the environment and natural resources. These are the foundations for economic growth which can provide better social security and a fairer society.

Economists and technocrats in Thailand have not paid much attention to the relationship between growth, poverty and equity. It’s time to change our thinking with respect to globalisation, and at the same time to take an opportunity to change our economic strategy to safeguard economic sovereignty and to achieve greater economic equality—a free economy and a fair economy.
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Chart 3: The poor by occupation, 1999
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