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ABSTRACT 

Korea and Thailand are regarded as tiger economies for their success in achieving 
impressive economic growth during the last three decades Along with their illustrious 
growth performances, both economies have experienced significant changes in inequality 
and poverty over the last decade of the twentieth century The issues associated with 
economic growth and shifts in inequality and poverty are multi-dimensional and 
complex This thesis deals with these three phenomena examining both the 
methodological and empirical aspects Korea and Thailand are the subjects of my 
empirical analysis 

The study uses unit-record micro data that include the Family Income and Expenditure 
Survey and the Survey of the Economically Active Population for Korea, and the Socio
Economic Survey and the Labour Force Survey for Thailand, with all surveys covering 
the period from 1990 to 1999. These data sources, obtained from the National Statistical 
Offices in the two countries, are used extensively throughout the study. 

The study focuses on the following issues: (a) the relationship between growth, inequality 
and poverty, (b) the role of education in explaining individual earnings, (c) economic 
crisis, (d) empirical analysis of inequality and poverty, (e) decomposition of measures of 
inequality and poverty through savings, and (f) assessing government fiscal policies from 
the perspective of equity 

Economic growth is closely interrelated and intertwined with inequality and poverty This 
study analyses these three phenomena in view of the economic development that has 
taken place in Korea and Thailand during the last three decades of the twentieth century 

The accumulation of human capital through learning-by-doing and education plays a 
pivotal role in determining a nation's economic growth. Using a regression model, this 
study looks into the effect of education on earnings in the labour market The study 
confirms the hypothesis that those who have a higher education credential have greater 
returns than those with a lower education credential. Moreover, the study finds that an 
individual who completed a degree earns more than one who did not complete his or her 
degree The study develops the earnings-education model controlling for factors such as 
years of work experience, hours of work, residential region and area, migration status, 
gender and formal or informal sector. 

Another essential element to promote economic growth is a well functioning labour 
market Through introducing the long-term trend index, this study shows that when Korea 
and Thailand both experienced rapid economic growth in the early and mid 1990s, open 
unemployment rates were very low and employment and the labour force participation 
rates were rising. The study also develops the crisis index that captures the adverse effect 
of the 1997 economic crisis on the Korean and Thai labour market in terms of 
employment, unemployment, and the labour force participation rate The study finds that 
while the Korean economy has been affected more severely by the crisis than the Thai 
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economy has been, the crisis has more adversely affected the vulnerable groups m 
society, such as the elderly and women. 

Finding the factors that contribute to inequality is a difficult task and has not been dealt 
with well in the relevant literature This study attempts to explain inequality in terms of 
many socioeconomic and demographic characteristics using the idea of relative 
deprivation. The regression model developed to explain the relative deprivation suffered 
by individuals is utilised to project inequality in the future. 

Another important finding of the thesis is that the difference in income-based and 
consumption-based inequality or poverty estimates can be explained by different savings 
behaviour across households, which has seldom attracted attention in the existing 
literature According to my empirical analysis, in Thailand inequality of income is higher 
than inequality of consumption, whereas in Korea consumption is more unequally 
distributed than income. This is explained through the difference in the concentration of 
savings between the two economies Similarly, the difference in the pattern of poverty 
between Korea and Thailand is analyzed in terms of the differences in average savings 
rates and the relative distributions of consumption and income among households 

The study also develops a methodology to assess government fiscal policies from an 
equity point of view. Through this method, a government can assess whether its public 
expenditures benefit the poor or the rich in society Likewise, this methodology also 
helps to review whether a government's tax policies are pro-poor or pro-rich This idea of 
assessing a government's public policy is applied to both Korea and Thailand The 
empirical study demonstrates that there is considerable scope to make present fiscal 
policies in Korea and Thailand more equitable In particular, the Thai system is found to 
be regressive and benefits the rich proportionally more than the poor The Korean system 
is found to be less regressive than the Thai system. 
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Chapter 1: Introduction 

1.1: Introduction 

Korea and Thailand are regarded as among East Asia's tiger economies, both achieving 

impressive economic growth during the three decades of the 1970s, eighties and nineties 1 

Along with their impressive growth performances, both economies have experienced 

significant changes in inequality and poverty over these three decades Economic growth, 

poverty, and inequality are closely interrelated and intertwined. A deep understanding of 

the mechanisms underlying these three phenomena is thus fundamental for formulating 

national policies that are consistent and produce sustainable economic growth 

The issues associated with economic growth, inequality and poverty are multi

dimensional and complex The thesis deals with these three phenomena examining both 

methodological and empirical aspects The empirical analysis is applied to Korea and 

Thailand. The emphasis here is on identifying not only the differences but also the 

similarities that emerge from these phenomena given their nature and extent in the two 

economies under the spotlight in this study. 

The study uses unit-record micro data that include the Family Income and Expenditure 

Survey and the Economically Active Population Survey for Korea, and the Socio

Economic Survey and the Labour Force Survey for Thailand, covering the period from 

1990 to 1999 These data sources, obtained from the National Statistical Offices in the 

two countries, are extensively used throughout the study.2 

1.2: An Overview of the Korean and Thai Economies 

Korea and Thailand belong to the East Asian region, which has been hailed as the world's 

fastest growing region economically The per capita GDP of these nations exceeded 6 

1 Korea refers to South Korea throughout the thests. 
2 These data sources are fully descnbed m Appendix VI 
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percent on average during most of the 1990s Both have been relatively open economies 

where the private sector, domestic as well as foreign, has played a significant role in 

economic production, trade, and investment The goods and services sectors in Korea 

have accelerated the opening of the domestic market to international competition through 

easing restrictions on imports Similarly, the Thai economy has been deregulated 

dramatically since the late 1980s, which has attracted substantial capital flows from the 

newly industrialised economies (NIEs) because of relatively abundant and cheap labour 

sources The increase in foreign direct investment particularly from NIBs after the late 

1980s has played a major role in promoting the rapid economic growth of the 1990s 

Both Korea and Thailand have undergone dramatic structural changes through their 

econmmc development Korea is way ahead of Thailand in terms of the process of 

econorruc development and structural transformation The manufacturing sector 

surpassed the agricultural sector as a share of GDP in 1974 in Korea and in 1985 in 

Thailand (Warr 1993) To date, Korea is a much more industrialised economy than 

Thailand, where the majority of the people are still engaged in agriculture as a primary 

industry. The Korean economy has experienced the premature aging of the manufacturing 

sector since 1985 due mainly to the lack of technology development; manufacturing 

production has fallen from 30 percent of GNP in 1985 to 27 percent in 1993 (Lee 1996). 

Particularly in the 1990s, yet, Korea has undergone a rapid transition from labour

intensive to high-tech industry (Moon 2000). On the other hand, the manufacturing sector 

in Thailand has been increasing slowly over time. It is interesting to note that the service 

sector share of GDP in Thailand is unusually high, even higher than Korea. service 

production was 48 and 46 percent ofGDP for Thailand and Korea respectively in 1990 

Korea and Thailand have chosen the export-oriented strategy for their econorruc 

development Hence, exports have been the engine of their economic growth, particularly 

for Korea. Due to rapid growth in its exports, the Korean economy enjoyed an annual 

growth rate averaging 13 percent between 1986 and 1988 (SaKong 1993) However, its 

growth rate declined rapidly to 6.7 percent in 1989 because of negative growth in Korean 

exports Around 5 percent reduction in the volume of exports was caused mainly by the 
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loss of competitiveness in labour-intensive industries, such as textiles and footwear. A 

dramatic increase in labour costs and a shortage of the labour force in the manufacturing 

sector in Korea over time has made other developing countries including Thailand more 

competitive in those industries that require chiefly labour (Ahn 1997) As a result, since 

the end of the 1980s the Korean economy has slowed, while the Thai economy has grown 

strongly 

A number of studies have confirmed that the rapid economic growth experienced by 

Korea and Thailand has been accompanied by a considerable reduction in poverty The 

benefits of impressive economic growth have reached every segment of society so that 

the incidence of poverty has declined substantially in the two countries. On the whole, the 

trickle-down effect has been prevalent during their periods of fast economic growth 

What is more, inequality also declined in the prime economic days of the 1990s while 

inequality in Korea declined over time, in Thailand the decline began after 1992 These 

signs of strong economic performance seemed to have compromised other problems such 

as debt burdens, poor welfare policies, unsound financial sector and so forth, problems 

that have drawn more attention after the economic crisis that hit both countries in 1997 

1.3: Objectives of this Thesis and the Methodologies it Uses 

The study focuses on the following issues (a) the relationship between growth, inequality 

and poverty; (b) the role of education in explaining individual earnings; (c) economic 

crisis, (d) empirical analysis of inequality and poverty; (e) decomposition of measures of 

inequality and poverty through savings, and (f) assessing government fiscal policies from 

an equity perspective 

Chapter II is devoted to broad issues associated with economic growth, inequality, and 

poverty This chapter begins with an examination of economic performance in Korea and 

Thailand for the last three decades. Factors underlying these nations' outstanding 

economic achievements are investigated in view of the New Growth Theory This chapter 
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then turns to the debate on the relationship between economic growth, inequality and 

poverty 

The New Growth Theory is often regarded as successful in explaining the difference in 

economic growth across countries in terms of the accumulation of human capital through 

learning-by-doing and education. This has given rise to many empirical studies that 

attempt to measure the monetary returns from education. The main limitation of existing 

studies is that they do not make a distinction between the types of education undertaken 

by individuals 

Thus in Chapter Til this study develops a general earning-education model to capture the 

impact of different levels of completed education on individual earnings This model is 

applied to the Thai labour market An attempt is also made to capture the effect of 

economic crisis on rates of returns from education. The model includes explanatory 

variables such as migrants or non-migrants, formal or informal sectors, residential 

regions or area, gender, and level of education. 

Like education, a well-functioning labour market is of paramount importance in 

determining an economy's growth Chapter IV is devoted to analysis relating to the 

labour market This chapter sheds lights on how employment and unemployment have 

performed in the Korean and Thai labour markets in the 1990s Importantly, the focus of 

this chapter is on capturing the impact of the crisis on the labour markets in the two 

economies To carry out this task, a simple non-linear regression model is developed The 

crisis index and the long-term trend index are proposed in order to analyse the effect of 

the crisis on the labour market. 

Chapters V and VI are devoted to analysis of inequality in Korea and Thailand Chapter 

V briefly reviews inequality measures, including the Gini index, the Generalised Gini 

index, Atkinson's index, and Theil's index. An attempt is made to draw out the welfare 

implications of various measures of inequality This chapter provides a brief analysis of 

trends in inequality in Korea and Thailand In addition, the impact of the crisis on 
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inequality in the two econom1es IS measured through the idea of the cnsis index, 

developed in Chapter IV 

What are the factors that contribute to inequality? This is a difficult question and has not 

been dealt with properly in the literature Chapter VI attempts to explain inequality in 

terms of many socioeconomic and demographic characteristics. This is accomplished 

using the idea of relative deprivation The regression developed to explain the relative 

deprivation suffered by individuals is used to project inequality in the future 

Following analysis of inequality, in Chapter vn poverty is analysed in terms of several 

poverty measures that include the head-count ratio, the poverty gap ratio, the generalised 

poverty measure and the Foster-Greer-Theorbecke index This chapter provides the 

poverty profiles for Korea and Thailand The adverse effect of the crisis on poverty in 

both economies is captured through the crisis index 

Both inequality and poverty can be estimated by either income or current consumption 

expenditure Inequality and poverty estimates based on income are expected to differ 

from those based on consumption The question is then 'what are the factors that explain 

the differences arising from these inequality and poverty estimates?' Chapter VITI 

provides an answer to this question It develops a decomposition method that identifies 

the factors that account for the differences in inequality and poverty estimates based on 

income and consumption 

Chapters IT to VIIT address theoretical and empirical aspects of economic growth, 

inequality, and poverty with application to Korea and Thailand The subsequent chapters 

in the thesis deal with policy issues Chapter IX suggests a methodology that is able to 

assess governments' fiscal policies from the point of view of equity. This chapter 

develops a welfare reform index that can be usefully adopted to make a marginal welfare 

reform to the existing fiscal policies. This index is used to analyse some aspects of fiscal 

polices in both Korea and Thailand. 
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Finally, Chapter X brings out the policy implications emerging from the thesis with a 

particular focus on the role played by the Korean and Thai governments in dealing with 

the economic crisis that impacted enormously on the social sector in the two economies 
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Chapter ll: Economic Growth, Inequality and Poverty 

2.1: Introduction 

Economic growth rates differ widely between countries The old growth theory that 

predicted a convergence of growth rates has been shattered by various empirical analyses 

based on cross-country growth experiences. Instead, empirical evidence shows a 

tendency towards divergent growth rates across countries A consensus emerging in the 

economic literature is that divergent growth performances are better explained by the new 

growth theory than by the orthodox neoclassical theory. 

Endogenous growth theories attempt to explain the non-convergence of per capita income 

levels between developing and developed countries in terms of the allocation of resources 

and the amount of resources devoted to research and development (Temple 1999) 

Moreover, the new theories explore possible determinants of long-run growth, with 

emphasis on the roles of technology, international free trade, human capital, returns to 

scale, externalities, and so forth Further, the new growth theory offers the important 

insight that economic institutions and government policies play crucial roles in 

determining long-run growth This chapter examines the growth performances of Korea 

and Thailand in view of the new growth theories 

Economic growth is closely interrelated and intertwined with inequality and poverty A 

deep understanding of the mechanisms underlying these three phenomena is fundamental 

for drawing out policy implications, to see how policy objectives such as poverty 

alleviation and inequality reduction can be accomplished along with sound economic 

growth This chapter discusses the broad relationship between growth, inequality and 

poverty. 

Section 2 shows the growth performances experienced by the Korean and Thai 

econormes in the 1980s and 1990s. In Section 3, an attempt is made to diagnose 

important factors that have contributed to these nations' rapid economic growth This 

7 



section also contains a brief review of old and new growth theories in explaining 

economic growth from the theoretical and empirical perspective Sections 4 and 5 

investigate the overall relationship between economic growth, inequality, and poverty 

Some concluding remarks are made in the final section. 

2.2: Economic Growth in Korea and Thailand 

A nation's economic growth is commonly measured in terms of changes in Gross 

Domestic Product (GDP) GDP is a very useful tool that compares the total output or 

income of one country with that of another 1 However, the total output does not take 

population growth into consideration A modification of the output at the aggregate level 

in accordance with changes in population gives the per capita GDP, which is generally 

used in making welfare comparisons between countries 

As conceded widely in the economic literature, there is a major problem associated with 

using per capita GDP when comparison is made across countries This problem stems 

from the fact that GDP figures are recorded in each nation's local currency Hence, in 

order to overcome this obstacle, the local currency has to be converted into a common 

currency at market exchange rate However, the official exchange rates can lead to highly 

misleading results because the exchange rates do not properly reflect the purchasing 

power of the currency in the domestic economy 

To tackle this problem, it is suggested that GDP should be converted into a common 

currency at a 'purchasing power parity (PPP) rate' This is an exchange rate that enables 

one country to buy the same amount of goods and services in a foreign country with a 

certain amount of domestic money after exchanging the domestic money into the foreign 

currency The PPP rates are used for our study to compute the per capita GDP in 1997 US 

dollars in relation to Korea and Thailand. These estimates are superior to the GDP 

estimates based on the official exchange rates (Kakwani 1981) 

1 GDP Is not a good indicator of household disposable mcome or expenditures because (1) goods that are 
consumable at home are not included: (2) factors that do not have direct Impact on current welfare of the 
population are mcluded unnecessarily (Milanovic 1999). 
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Figure 2.1: GOP per capita at PPP 
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Figure 2 1 shows per capita GDP computed at PPP rate at the price of 1997 US dollars, 

obtained from the World Tables (1999) The result indicates that while per capita GDP in 

Thailand improved gradually over time, Korea's improvement in per capita GDP was 

spectacular. 

It is interesting to note that these economies appeared to take off from similar levels of 

per capita GDP in 1975 Nevertheless, the difference in the actual values of per capita 

GDP increased over the following two and half decades. That is, a relatively small 

difference between the two economies evident in 1975 expanded during the period, and 

by 1997 the actual values of per capita GDP for Korea and Thailand were recorded as 

US$ 13,590 and US$ 6,690 respectively (World Tables 1999) 

Figure 2 2 highlights that while the overall growth rates in Korea's GDP per capita were 

higher than these rates in Thailand between 1975 and 1988 except in 1980, these growth 

rates were relatively higher in Thailand during the subsequent period Although both 

Korea and Thailand are cited as tiger economies in the Asia Pacific region, Thailand took 

off on a high economic growth path only in the mid-1980s Korea, on the other hand, 

grew rapidly but consistently between 1975 and 1997 Consequently, Korea's per capita 

GDP in 1997 was in fact more than twice that ofThailand 
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Figure 2.2: Growth rates of GOP per capita 
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In sum, both Korea and Thailand have recorded rapid economic growth in the 1980s and 

1990s. This finding of the outstanding growth performances of the two countries is 

acknowledged widely and is generally accepted The experiences of such successful cases 

of economic growth suggest that it is worthwhile to examine further the major factors 

underlying this rapid growth. 

2.3: Factors Explaining the Rapid Economic Growth of Korea and Thailand 

Numerous studies attempt to explain the determinants of the econormc successes 

experienced by Korea and Thailand. Not surprisingly, views on this subject are diverse 

One approach to finding the reasons behind the spectacular economic growth of Korea 

and Thailand is to look into the major factors of production that have played crucial roles 

in determining the output growth in these economies over time The present study takes 

up this approach, shedding light particularly on capital accumulation, development of 

human capital, and technology or knowledge. Using this approach, the study also brings 

to light the strengths and limitations of old and new theories in the growth literature 

Capital Accumulation 
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In growth theory, the Harrod-Damar model gives great importance to capital stock in the 

course of economic development. The essence of this model is that the rate of economic 

growth is determined by savings ratio, savings divided by income, and capital-output 

ratio, which is a measure of the productivity of capital A raise in the rate of savings 

accelerates the rate of growth Similarly, an increase in the rate at which capital produces 

output - a lower capital-output ratio - also enhances the rate of growth. 

The Harrod-Damar model may be viewed as descriptive, in that the growth rate is 

determined by certain parameters, including the capital-output ratio, the savings rate, and 

the rate at which capital depreciates The savings rate is closely related with savings and 

consumption patterns that differ widely among individuals Moreover, the amount of 

capital required to produce a single unit of output in the economy, represented by the 

ratio of capital to output, depends largely on technology Thus, in a free market 

environment the parameters used in the Harrod-Damar model can change widely 

depending on various factors, including people's preferences and availability of 

technology. As such, the model cannot deliver reliable policy prescriptions to achieve a 

government's growth objectives in a free market economy, for example, the government 

cannot determine the desired rate of savings and investment for the entire economy 

because it cannot control a large private sector. 

As advocated by Harrod and Domar, capital may play a crucial role in economic growth, 

particularly in developing countries where labour is abundant and cheap but capital is 

scarce and expensive. Thus, the slow-growing and poorer countries may see capital 

accumulation as a fundamental source of their economic growth By using the cross

sectional data based on the period 1967-88, Fry (1991) finds that the accumulation of 

capital stock played a significant role in explaining the output growth in Thailand by 

comparison with Korea during the development of these two economies Between 1982 

and 1988, for instance, the contribution of capital stock to real GNP growth accounted for 

37 9 and 35.5 percent in Thailand and Korea respectively. For Thailand, capital was the 
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most significant contributor to output growth in the 1980s, whereas for Korea, capital 

was far less important than the contribution made by technological progress, which 

accounted for over 50 percent ofKorea's output growth during the same period 

As highlighted in the Horrod-Domar model, economic implications of savings and 

investment should not be disregarded in accounting for the factors contributing to 

economic growth Indeed, both Korea and Thailand experienced high gross domestic 

investment (GDI) to GDP ratios between 1970 and 1997. the average GDI for both was 

roughly 32 percent of their GDP (World Tables 1999) Moreover, the ratios for the two 

countries increased over time, particularly more impressively in Thailand during this 

period In the 1980s, the GDI to GDP ratios were just slightly higher in Korea than in 

Thailand, at 30 and 29 percent for Korea and Thailand respectively However, the 

average GDI in Thailand (40 percent) for this period was much higher than that in Korea 

(37 percent) in the 1990s 

In view of the gross domestic savings (GDS), between the 1970s and the 1990s while 

GDS in Korea was on average 29 percent ofGDP, it was 28 percent ofGDP in Thailand 

Korea was more successful than Thailand in raising its GDS in the 1980s the ratios were, 

on average, 31 and 26 percent for Korea and Thailand respectively Nevertheless, the 

average ratio of GDS to GDP for both reached 35 percent in the 1990s Thus, in the 

1990s both Korea and Thailand experienced a situation where total domestic investment 

exceeded savings The excess of investment over savings created the problem of foreign 

debt, which into the new decade remains a considerable burden to both economies 

Although rapid and sustained capital accumulation can in part explain the impressive 

economic performances of Korea and Thailand, it is not the sole factor accounting for the 

rapid economic growth of these nations To putting it differently, in addition to increases 
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in capital stock, technological progress and development of human resource are also 

deemed as pivotal contributors to these nations' swift economic growth. 

Technical progress 

Many empirical studies demonstrate that as economies mature, their economies generate 

growth mainly from greater efficiency in the use of inputs, rather than through 

accumulating factors of production In promoting efficiency, the role of technology in the 

production process is crucial 

Solow (1957), who deepened understanding of the neoclassical strand in theory of 

economic growth, investigated a situation where the capital-output ratio could change 

with the per capita capital stock available in the economy This change occurs through 

the law of diminishing returns to individual factors of production so that higher per capita 

capital increases the ratio of capital to output If the economy has abundant capital 

relative to labour, a marginal increase in capital leads to a decrease in the productivity of 

capital but increases in the labour productivity and the capital-output ratio Exactly the 

opposite will happen if labour is more abundant than capital Therefore, unlike in the 

Harrod-Domar model, in the Solow model the capital-output ratio determined by the 

relative endowments of capital and labour in the economy becomes endogenous 

According to the neoclassical growth model, if the per capita capital stock settles down to 

a steady-state level at which the per capita capital, starting from any initial level, 

converges, then per capita income must settle at the steady-state level Thus, there is no 

long-run growth of per capita output, and total output grows exactly at the rate of 

population growth. The savings rate has, in particular, no long-run effect on the rate of 

growth, which is in contrast to the prediction of the Harrod-Domar model 
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The Solow model claims stridently that in the absence of technical progress, per capita 

income growth will eventually cease for an economy Without improvements in 

technology, capital will grow faster than the labour force, leading to a decline in the 

marginal productivity of capital, which eventually pulls down the growth rate of output 

Technical progress may be viewed as a steady growth in knowledge that enhances labour 

productivity 

Through technical progress in the production process, output is expected to be greater 

than it was before the technical progress still using the same amount of factors of 

production Alternatively, technical advancement produces the same amount of output 

with a smaller amount of inputs In the Solow model that augments technical progress, 

labour becomes more productive or efficient in the production function According to this 

model, capital per unit of labour embodied by technology converges to a stationary 

steady state in the long run, while the per capita capital continues to grow at the rate of 

technical progress Similarly, per capita income increases continually at the rate of 

technical progress in the long run 

However, in contrast with the prediction of the Solow model, empirical evidence 

indicates that without significant changes in technology, positive rates of per capita 

growth can be sustained over many decades For instance, many Asian economies have 

grown at positive rates for the last three or four decades. One obvious shortcoming of the 

Solow model is thus that the rate of technical progress, which is assumed to be exogenous 

in the model, determines entirely the long-run per capita growth rate 

Coupled with the long-run growth issue, the Solow model has made another controversial 

prediction on the convergence of per capita income across countries after controlling for 

factors such as savings rates, population growth and so forth This conditional 

convergence hypothesis suggests that a country that initially has a lower level of per 
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capita income grows faster because it has less per capita capital relative to the steady 

state level and thus a higher marginal return to capital and a higher rate of per capita 

growth This hypothesis can explain quite considerably the differences in per capita 

incomes across countries through variations in the savings rate and population growth 

However, recent empirical evidence suggests that factors such as government policies 

and human capital also have a strong explanatory power in determining the variation in 

per capita income across countries (Barro and Sala-1-Martin 1995). This brings us to new 

growth theory 

Human Capital and Externalities 

The new growth theory (NGT) puts great emphasis on the endogeniety of technology, 

increasing returns to research and development (R&D), development of human capital 

and the like These factors are in fact the central themes of endogenous growth theories 

that were established based on neoclassical economics 

The NGT takes into account positive externalities stemming from private efforts on 

R&D, which improves the stock of knowledge in the economy as a whole (Romer 1986) 

Unlike the neoclassical theory, technology is incorporated as an endogenous variable in 

the modem growth theory. In the NGT economic world, long run economic growth can 

be achieved through increasing returns to scale at the level of society, with these returns 

coming from investment in R&D at the firm level Overall, R&D contributions to the 

total stock of technology or knowledge will give rise to a higher growth rate This in tum 

raises an important policy implication in favour of free international trade across nations, 

which may encourage R&D across countries It further implies that investment in R&D 

can make labour more mobile across countries 
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Another crucial source that determines an economy's growth is skills and knowledge 

embodied in the labour force This enhances the productivity of factors of production 

through activities such as education and on-the-job training Barro (1989), Lucas (1988), 

and Romer (1990) argue that investment in human capital leads to increases in efficiency 

oflabour, which in tum results in output growth 

Human capital is skilled labour that can develop new ideas and new methods in various 

economic activities Skilled labour has positive effects on the productivity of both capital 

and labour. The NGT, following from the Solow model, argues that investment in human 

capital, generated from savings, increases the future market value of labour The 

accumulation of human capital through education and on-the-job training helps to avoid 

physical capital from diminishing its returns, and makes possible the continuing growth 

of an economy 

Ample empirical evidence has demonstrated that human capital accumulation through 

education has a significant effect on economic growth For instance, the rapid growth of 

the Korean economy is due largely to the nation's high level of education. As argued by 

Young (1995) and Nelson and Pack (1999), coupled with factor accumulations in 

physical capital and labour force, an increase in human capital through improved 

educational levels accounts for the fast economic growth experienced by Korea The 

proportion of the Korean workforce with a secondary education has tripled between the 

mid-1960s and mid-1990s. This high level of education has enabled the labour force to 

absorb rapid changes in technology Moreover, education has played a pivotal role in 

improving productivity in agriculture as well as industry within the Korean economy. 

In the framework of NGT, a country's economic growth in the long run can be 

determined by a government's policies A change in the tax structure that makes savings 

more attractive may promote incentives to invest in education or training, which will 
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have large and sustained effects on the growth rate of an economy as a whole through the 

increased efficiency of factors of production Well-established intellectual property rights 

encourage research and development within the economy, which will speed up economic 

growth through the spill-over effects of R&D on the overall stock of knowledge 

Moreover, through open market policies such as deregulation of exports and financial 

markets, the mobility of factors of production across countries acts to strengthen 

economic growth Therefore, government policies implemented during the process of 

economic development are also crucially important in determining a nation's economic 

growth 

The supenor economic growth of Korea has been augmented by the government's 

policies The Korean government adopted the export-oriented industrialisation strategy to 

promote rapid economic growth This outward-looking development policy was seen as 

fundamental because the small domestic market could not guarantee sustainable 

economic growth in the long run Due in part to government policies that encouraged 

exports, exports increased rapidly 

However, Korean export growth began to slow from 1988 as its labour-intensive 

industries such as textiles and footwear lost their competitiveness against counterpart 

industries in other developing countries that still had an abundance of cheap labour 

Realising that the domestic market was too small to maintain the sustained economic 

growth, the Korean government put greater effort into encouraging high value-added 

exports of domestic goods and services Unlike Korea, the Thai government was not 

effective in terms of picking up winners in industry The reasons for this included the 

shortcomings of incompetent and corrupt bureaucrats who were unable to follow through 

with effective policy strategies (Poapongsakom and Fuller 1997) 
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The NGT is often criticised on the grounds that it disregards factors such as transaction 

costs and property rights (Easterly and Wetzel1989) Transaction costs can differ widely 

depending on physical infrastructure, degree of bureaucracy, and the like These costs 

tend to have an impact upon production as well as management capacity in the process of 

investment Thus, high transaction costs may offset or outweigh the positive externalities 

coming from investment in physical and human capital, as expected in the NGT. In 

addition, well-established property rights matter to a country's growth Countries with 

well established laws and property rights will obviously minimise transaction costs, 

which in tum boosts the confidence of investors and thus promotes investment, leading to 

a higher level of growth Therefore, transaction costs and property rights indeed play 

crucial roles in determining a country's economic growth, and thus they should not be 

assumed to be away from the growth model, as the NGT assumes. 

Total Factor Productivity 

Total factor productivity (TFP) measures technical progress It is defined in the growth 

accounting equation as the residual that captures the contributions of factors other than 

labour and capital to the growth of aggregate output in the economy With a simple 

production function, where output is a function of capital, labour and knowledge, the 

growth rate of output is explained by the growth rate of capital, the growth rate oflabour, 

and the growth rate of total factor productivity Hence, the growth in TFP is positive if 

output increases faster than is expected by the growth of inputs, capital and labour 

Quantifying the contribution of technical progress to output growth through this 

methodology depends heavily on avoiding errors resulting from the measurement of 

capital and labour However, measuring both capital and labour is associated with many 

problems Computing aggregate capital stock can be problematical because capital stocks 

grow or depreciate at different rates, which makes choosing a discount rate or a 

depreciation rate difficult when aggregating capital stocks 
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Another problem is associated with the maJor assumptions underlying the simple 

equation used to obtain the measure of technical progress The equation is based on such 

assumptions as perfect competition and constant returns to scale for both capital and 

labour However, there is no perfectly competitive factor or goods market in the real 

world. Under these circumstances, both factors of production are unlikely to be paid at 

their marginal productivity, which will lead to inaccurate estimates of elasticities of 

output with respect to capital and labour Similarly, the assumption of constant returns to 

scale for both inputs is not realistic there may be either positive or negative externalities 

generated from capital or labour input employed by firms. As a result, again shares of 

income going to capital and labour cannot be measured accurately This in tum will lead 

to an inaccurate estimate of TFP 

In explaining the econotmc miracles of Korea and Thailand, the studies of TFP 

accounting have revealed that technical progress is indeed significant, but not as much as 

was generally believed (Young 1995) Instead, the success of fast economic growth 

experienced by these economies appears to be due mainly to entrepreneurship, innovation 

and learning-by-doing, government policies, openness to international trade and the like 

(Westphal et al 1988, Kim and Lau 1993, Krugman 1995, Stiglitz 1993) Innovative 

ways of organising economic activity and developing new skills through learning-by

doing to become competent in new markets are particularly valuable for learning new 

technology and operating more effectively in new sectors. Yet what is more important, in 

order to accomplish this, aggressive entrepreneurship coupled with good management 

seems to be crucial since adopting a new technology involves high risk Further, support 

of government policy is also important to encourage rapid economic growth 

2.4: Growth and Inequality 
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Kuznets (1955, 1963) undertook research to find the determinants ofthe long run levels 

and trends in income inequality and the relationship between economic growth and 

income inequality. He postulated that inequality in income distribution worsens initially 

when economic development takes off and then improves in the mature stage of 

industrialisation This hypothesis is now popularly known as 'inverted U-shaped pattern 

of income inequality' - inequality first increasing but then decreasing with economic 

development This hypothesis assumes that the economy consists of a low mean income 

and low inequality in the rural agricultural sector and a high mean income with high 

inequality in the urban industrial sector It also assumes that migration occurs from the 

rural sector to the urban sector, which increases aggregate inequality 

In explaining his hypothesis, Kuznets emphasises the structural change that occurs in the 

course of economic development As an economy progresses, the importance of industry 

tends to expand, shifting from the primary agricultural sector to the modem industrial 

sector that includes manufacturing and services During this economic transition, labour 

productivity in the modem sector is higher than in the agricultural sector so the per capita 

income of the modem sector is also expected to be higher As a result, sectoral inequality 

between the two sectors increases in the initial stages of economic development and later 

declines. 

The Kuznets hypothesis was able to explain the relationship between inequality and 

economic growth for the industrialised countries until the 1970s. Notwithstanding that 

Kuznets himself was inconclusive on the hypothesis, numerous studies that support the 

hypothesis have been produced These studies began with Kravis (1960), followed by, 

among many others, Oshima (1970) who 'fully confirmed' the Kuznets finding, Adelman 

and Morris (1971), Paukert (1973), Ahluwalia (1974, 1976) who deemed the hypothesis 

as a 'stylised fact', Robinson ( 197 6) who said that the hypothesis was an 'economic law', 

and Ram (1995). 

These studies are based mostly on cross sectional data They examine a widely dispersed 

set of countries at a given time and thus the nature of the relationship between the 
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distribution of income and economic development seems to be only over the long term 

Moreover, a relevant question here is whether a comparison between developed and 

developing countries is really feasible, in that issues concerning income or inequality 

measurements, for instance, vary from one country to another. Further, estimates based 

on cross-section data are likely to be biased because many variables are omitted in the 

process of cross-country analysis Thus the estimates used to derive the relationship 

between inequality and growth can be unreliable 

Counter to these studies in favour of the Kuznets' hypothesis, some other empirical 

investigations have found from limited time-series data that inequality tends to decline 

rather than increase in the early stages of development (Saith 1983, Fields 1989, World 

Bank 1990) Other studies have critically questioned Kuznets' view on other grounds 

(Anand and Kanbur 1993, Wakins 1995, Bruno, Ravallion, and Squire 1996) 2 Although 

the issue of whether or not there is a trade-off between economic growth and income 

equality has not yet been completely resolved, a common view today is that inequality is 

harmful for economic growth (Temple, 1999) 

In the views put forward in the older economic literature, econolTiles with unequal 

distribution of income will supposedly grow faster than those economies with equal 

income distribution This thinking is based on the standard economic theory that marginal 

propensity to save is higher for the rich than for the poor. Thus, economies with higher 

inequality of income or wealth are likely to have higher rates of savings, which translate 

into high investment and thus output growth. 

Similarly, neoclassical theory provides a linkage between inequality and econolTilc 

growth Changes in the tax structure that have a direct influence on savings can change 

growth rates depending on changes in the ratio of capital to labour In this framework, 

returns to savings determine people's motives to accumulate income or wealth, which 

changes the distribution of income or wealth Therefore an economy with a regressive 

2 Bruno, Ravalhon and Sqrure (1996) argue that Kuznets' hypothesis based on cross-count:ty data sets has 
been rmsleadmg because It disregards count:ty-level effects 
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income tax that makes society more unequal through income distribution, may offer 

strong incentives for the rich to save or accumulate their wealth and thus induce faster 

output growth Here the rapid rate of economic growth is traded off with higher 

inequality of income or wealth 

Another argument for a positive relationship between growth and inequality is based on 

the issues associated with attitudes towards the risk of costly investment projects Heavy 

investment in physical and human capital not only generates high costs but also requires 

risk taking Thus, generally only rich people can bear to take on the risk of high costs so 

these are the people who can exert a big push to new investment projects that have 

potential to promote economic growth 

These arguments have been criticised heavily by recent empirical studies. For instance, 

Korea has experienced both high growth in GDP per capita together with low and stable 

inequality for the last three decades In contrast, Thailand's growth performance has been 

impressive in comparison to other countries in Asia as well as outside Asia, but 

inequality has remained high throughout the development process Overall, today a 

consensus is emerging towards a view that high inequality reduces growth rates as argued 

by Aghion, Caroli and Garcia-Penalosa (1999) 

Economic growth can be affected by the distribution of income or wealth through the role 

of capital or the credit market (Perotti 1992) A fundamental assumption underlying the 

neoclassical and new growth theories is that the capital market is perfectly competitive so 

that its equilibrium is always restored at the point where the marginal product of capital is 

equal to the interest rate Hence, there is neither excess demand for, nor excess supply of, 

funds for investment in the economy In this case, the relationship between growth and 

the distribution of income is neutral However, a question that needs to be raised here is 

whether capital markets are in reality perfectly competitive Studies by Perotti (1992) and 

Aghion-Caroli-Garcia (1999) answer this question persuasively 
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Poor people in a society face higher constraints than rich people face in using credit or 

capital markets This is because the poor are generally less able to access and repay loans 

given the greater limits on their assets or wealth, using the credit market is expensive and 

therefore limited for the poor This situation makes for multiple equilibrium levels of 

investment between the haves and the have-nots in society Moreover, the levels of 

investment in physical or human capital and thus the levels of savings vary widely with 

initial levels of income, wealth, education, or knowledge (Aghion, Caroli and Garcia

Penalosa 1999) Therefore, an economy experiences a higher growth rate if individuals in 

the economy are equally endowed with these tangible and intangible sources of capital 

A number of empirical studies support the argument that stable macroeconomic variables 

such as inflation, external debt, balance of payment and so forth also lead to high 

economic growth. Since maintaining macroeconomic stability is of crucial importance to 

attract domestic as well as foreign sources of investment, it is fundamental for economic 

growth (Fischer 1991) Moreover, volatile growth rates stemming from unstable 

macroeconomic variables may discourage investment and, as a result, will reduce the 

average growth performance in the long run Between a boom and a recession period, 

interest rates and thus the marginal product of capital change dramatically, which in tum 

impact powerfully on incentives for investors to accumulate or invest capital Therefore, 

along with a large fluctuation in the business cycle, the investment level becomes more 

volatile, which may result in more unequal distribution of income or wealth and thus a 

lower long-run growth rate (Aghion, Caroli and Garcia-Penalosa 1999) 

The argument that inequality is harmful for economic growth provides a rationale for 

redistribution policies Standard economic theory often argues that there is a considerable 

trade-off between efficiency and inequality Through redistributing income or wealth 

from the rich to the poor, society is perceived to achieve its equity objective at the cost of 

a lower growth rate Alternatively it is argued that measures of redistribution, such as 

marginal or average tax rates, can counteract the incentives for people to save, which 

reduces investment and thus slows down growth performance. Yet in contrast with these 

theoretical predictions, redistribution can have a positive effect on economic growth 
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Recent empirical evidence demonstrates clearly that the relationship between the two 

policy goals of equity and economic growth is either neutral or positive (Aghion, Caroli 

and Garcia-Penalosa 1999). A high growth rate of GDP per capita can be accompanied 

with low inequality in income or wealth through a tax and transfer system. 

A few studies have claimed that many factors other than economic growth are important 

in influencing inequality These factors include the structure of exports, the presence of 

trade distortion, and the education of the labour force It is argued that in the absence of 

these factors, growth and inequality have a spurious correlation (Wondon 1999) 

Exports of primary products such as agricultural and minerals, can contribute to 

increasing inequality by generating concentrated rents for a minority group Bourguignon 

and Morrisson (1990) found that developing countries with a contribution of mineral 

exports to GDP of greater than 5 percent showed decreases in incomes of the bottom 40 

percent by 4-6 percent What is more, those countries that rely heavily on agricultural 

exports produce greater inequality where agricultural goods are produced mainly on large 

farms 

Any forms of trade distortion tend to increase returns to scarce factors of production 

These are unlikely to yield equal income distribution Rather, they decrease gains from 

the more abundant inputs that are likely to be distributed more equally The distribution 

of income may thus be exacerbated by trade distortions (Boutguignon and Morrisson 

1990). 

Education is another factor that may influence inequality. A higher education level for the 

labour force appears to lower inequality, in that education enhances productivity 

increases that lead to higher income. Papanek and Kyn (1986) claim that the share of 

income received by the bottom 40 percent of the working population is affected 

significantly by primary and secondary school enrolment rates Similarly, a study by 

Boutguignon and Morrisson (1990) finds that a 1 percent increase in the labour force 
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educated to secondary school level leads to an increase of 6 to 15 percent in the incomes 

of the poorest 40 or 60 percent 

On the whole, the consensus emerging is that the relationship between inequality and the 

growth rate of GDP per capita depends on the equal initial distributions of physical and 

human capital, how the process of growth affects the returns to those assets, and on the 

effectiveness of redistribution policies through tax and transfer systems (Frank and Webb 

1977, Lipton and Ravallion 1993, Aghion, Caroli and Garcia-Penalosa, 1999). 

2.5: Growth, Poverty, and Equity 

A view held widely in development economics is that the benefits of rapid economic 

growth rates diffuse automatically across all segments of society This trickle-down 

theory implies that the rich become richer and after a while the poor also will benefit 

from the increased wealth in society In this view, the poor tend to benefit indirectly from 

economic growth The benefits of economic growth accruing to the poor are likely to be 

proportionally less than the benefits accruing to the rich However, by the early 1970s 

this trickle-down myth had proven to be insufficient for presenting ways to reduce 

poverty Today pro-poor growth advocating proportionally more benefits to the poor than 

to the rich is still the major focus in considering the relationship between economic 

growth and poverty 

In particular, a recent World Bank study by Dollar and Kraay (2000) has spurred 

enormous debates associated with the relationship between economic growth and 

poverty This study advocates that on average there is a one-for-one relationship between 

income of the bottom 20 percent of the population and economic growth measured by per 

capita GDP. This conclusion is drawn from a sample of 80 countries covering four 

decades The findings of the study do not support the concept of the trickle-down effect 

of economic growth. Instead, the findings emphasise that incomes for both rich and poor 

increase simultaneously at about the same rate A similar study was carried out by the 

Asian Development Bank (1983), which reached the conclusion that on average for the 
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cross-country comparison, high growth rates measured in terms of GNP per capita lead to 

similar rates of growth in the shares of income for the bottom 20 percent of the 

population for all quintiles 

Although these studies are appealing in terms of their methodology based on a regression 

model, their conclusions are not convincing because the studies were based on cross

section data analysis Since the concept of income and measurement of inequality and 

poverty, for instance, are not consistent between countries, comparison made on cross

country data appears to be infeasible 

Another concern from a policy perspective is that the case for strong economic growth 

might reinforce the developing countries at the initial stages of development to pursue 

development strategies with the approach of 'grow now and distribute later' or 'produce 

as much as possible now' However, this type of development strategy neglects equality 

as a policy objective and is unlikely to improve the overall welfare of the society A 

consensus emerging from recent studies is that those nations experiencing rapid and 

moderate economic growth combined with equality have embarked on a development 

process guided by an egalitarian approach to the distribution of income and wealth 

(Bequele 1980) In this understanding, growth and equality objectives cannot be 

separated from each other 

The pattern of economic growth is of paramount importance in both achieving the 

diffusion of economic benefits and determining the extent and the nature of poverty 

Growth in the developing countries tends to be biased in terms of its distribution, output 

mixture and use of factors of production in the economy. More specifically, development 

programs are oriented towards small modem sectors in urban areas, and against the 

agricultural primary sector in rural areas This type of urban-biased economic growth 

therefore impedes on the symmetry of growth between urban and rural areas Moreover, 

goods and services produced by public and private sectors are supplied largely to meet 

only the demands for the rich. As a result, relatively capital-intensive techniques are 

employed to produce luxurious products for the rich. This production pattern is not 
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feasible because capital-intensive techniques require less labour, thereby generating less 

employment and thus lower income for the poor 

In order to enhance the capacity of the poor to access goods and services, increasing the 

income sources of the poor, such as their wages, is sometimes devised as a policy 

instrument for income distribution However, distorting price in the labour market leads 

to detrimental effects on output as well as employment in the economy Increases in 

wages or salary lead to decreases in real wages and salaries in the long run because price 

also increases. However, as wage and salary are not flexible in the short run, an increase 

in wage and salary results in an increase in the demand for imported goods The excess 

demand for imports over exports generates deficit in the current account and thus the 

problem of balance of payment As a consequence, national output and employment will 

decline Therefore, in the early stages of development when overall productivity is low, it 

is desirable to pay more attention to increasing the productivity level than to controlling 

prices (Bequele 1980) 

Redistribution itself cannot alleviate poverty Nevertheless, a country without a careful 

redistribution policy bears very high costs and absence of such a policy will undermine 

the nation's economic growth in the long run The role of government has fundamental 

significance in this regard. Government must play a role in improving efficient allocation 

of resources It must help to deliver necessary resources or inputs to the poor who are 

concentrated heavily in rural areas and in the informal sectors in urban areas. More 

importantly, governments should be able to formulate development strategies that give 

equal importance to economic growth and equity 

2.6: Conclusion 

The economic growth performances of Korea and Thailand have been spectacular during 

most of the past three decades Between 1970 and 1997, the average growth rates ofGDP 

per capita were 8 and 7 4 percent for Korea and Thailand, respectively 
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The orthodox neoclassical school may try to explain the outstanding but different growth 

performances of these two nations using increases in the ratio of capital to labour due to 

the accumulation of capital over time The rest of the strong performance can be 

accounted for in terms of the well-known Solow residual that captures the effects of 

technology shocks on output growth The neoclassical approach to explaining the growth 

rate is based solely on continuous adjustment of the economy to these exogenous 

technology shocks However, the neoclassical growth model fails to explain convincingly 

how these technological shocks can occur in the economy. 

This flaw underlying the orthodox growth theory has stimulated a new strand of research 

that attempts to explain how progress in technology is achieved By and large this new 

growth theory highlights the roles of technology within an economic model through 

development of human capital, increasing returns to scale, and the like The new growth 

theory provides a theoretical framework that incorporates these components that are 

crucially important to long-run economic growth Through stressing these determinants 

of long-run growth, the theory also attaches great importance to supply side policies that 

have impact on long-run growth Indeed, policies that may facilitate international free 

trade and integration in the world market can promote investment in physical and human 

capital across national borders, with these positive externalities spilling over to the less 

developed countries from the developed countries. 

Although the new growth theory provides more convincing explanation for the divergent 

growth rates across countries, this literature leaves many questions unresolved. The 

theory acknowledges the effects of various policy measures on economic growth over the 

long run For instance, issues associated with macroeconomic polices such as inflation, 

external debt, balance of payments and the like are believed to have a powerful impact on 

boosting investment in both physical and human capital Nevertheless, the model does 
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not give clear or direct linkages between changes in policy variables and their effects on 

growth The new theories that account for economic growth across countries can thus be 

developed further through taking into account the mechanism underlying long-run output 

growth that results from various policy variables 

A trade-off between economic growth and inequality has been investigated in this 

chapter Although there are many studies concerned with the relationship between 

economic growth and inequality, the issue has not been completely resolved Countries 

differ vastly in terms of many considerations such as market conditions, initial 

distribution of the factors of production, redistribution policies, export structure, trade 

distortion and the level of education of the labour force One therefore cannot expect to 

have a consistent or uniform relationship between economic growth and inequality, as 

hypothesised by Kuznets. A common belief today is that inequality may have a negative 

influence on economic growth 

On the relationship between economic growth and poverty, many empirical studies have 

proved that a rapid economic growth rate is not sufficient to achieve poverty alleviation 

Instead, economic growth should proceed in a way that benefits the poor proportionately 

more than the rich. This pattern of growth oriented towards delivering benefit to the poor 

can be achieved through various pro-poor policies that specifically target improving the 

well-being of the poor 
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Chapter ID: Rates of Return from Education1 

3.1: Introduction 

Endogenous growth theories emphasise that human capital accumulation through 

education or on-the-job training plays a particularly prominent role in accounting for the 

economic success experienced by fast growing Asian economies. Education has a 

positive impact on economic growth through various channels. First, it improves the 

quality or productivity of the labour force by enabling those who comprise the labour 

force to improve their skills or deepen their knowledge By improving management skills 

among those in the workforce, education can promote efficient allocation of resources in 

production Education also increases an individual's earnings potential, which makes the 

labour force more mobile and promotes the division of labour in the labour market The 

positive impacts of education on the economy as a whole can be enormous 

This chapter pays special attention to examining the rates of return from various levels of 

education in the labour market It takes up the common hypothesis that improvement in 

educational attainment results in increases in labour productivity that increases the wages 

of the labour force. This hypothesis is investigated through application to the Thai labour 

market 

A 1960 study by Theodore Schultz produced the theory of human capital Subsequent 

analysis has tried to capture the educational rates of return both theoretically and 

empirically Jacob Mincer (1970) and Gary Becker (1993) have both sought to polish 

Schultz's theory. The theories put by Schultz, Mincer and Becker are largely preoccupied 

with formal schooling and on-the-job training. Mincer in particular advocates that 

1 The rates of return from education are only computed for Thailand not for Korea because the data on 
wages and salanes m Korea are not available. 
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schooling, termed as training in his model, is necessary to promote productivity in the 

labour force He thus includes the length of schooling as a major explanatory variable in 

his model to explain the differences among individuals in earnings from their paid labour 

The main limitation of Mincer's model is that it does not distinguish between the types of 

education that individuals undertake For instance, this model treats 12 years of education 

as having the same impact on earnings irrespective of whether this education is in 

vocational and non-vocational school The model also fails to capture the effect of 

educational levels completed on post-school earnings. This effect is often referred to as a 

credential or 'ship-skin effect' (Hawley 1999) 

The major objective of this chapter is to develop a general earning-education model to 

capture the impact of different levels of completed education on individual earnings The 

model takes into account other factors that affect workers' earning potential, such as 

being migrants or non-migrants, in formal or informal sectors, their residential regions 

and gender, as well as different levels of education The study is based on data from three 

Labour Force Surveys (LFS) obtained from the National Statistical Office in Thailand for 

the years 1997, 1998 and 1999 2 

3.2: Some Features of Thailand's Labour Market 

Thailand's economy changed dramatically over the last three decades. Thai society has 

undergone dramatic change alongside the nation's economic development at a 

phenomenal pace With economic and social progress, labour force earnings have 

recorded strong growth on average over time The growth in earnings in the labour 

market has in turn triggered a higher demand for a more skilled, efficient labour force 

This has made demand for higher educated workers ever stronger in the Thai labour 

2 Information on the number of households and mdtvtduals used for the current study Is presented m Table 
A3-l m Appendix III. Note that smce the number of observations used IS vecy large, we can use the 
student -t or normal, which will makes no difference to the statistical inference 
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market Hence education level is believed to be a pivotal factor to explain fundamental 

differences in earnings among members of the labour force 

To consider in more detail the level of education among the Thai labour force, I have 

computed the number and the percentage of wage earners at each level of education and 

categorised them broadly. The results are presented in Table 3-1 

Table 3-1: Wage earners in Thailand by level of education 
Education level 1997 1998 

Mtlhon Percentage Million Percentage 

Less than pratom* 0.70 4 97 0 56 4.21 
Elementary 8 15 57 96 713 53 57 
Secondary 2 42 17 19 2.64 19 83 
Vocational 0 60 4.26 0.60 4 51 
Umverslty 1.63 1157 176 13.22 
Graduate 0 56 3 97 0.62 4 66 
Others 0 01 007 0 00 0 00 
Total 14.07 100 13 31 100 
* Pratom 1s the Thru term for elementary 

A salient concern underlying the Thai labour market is that the average educational level 

of wage earners is very low Those who are educated to elementary level exceed 50 

percent of the total wage earners in the labour market This indicates that while Thailand 

has lagged behind in providing secondary and higher education, it has made considerable 

progress in providing access to primary education More importantly, as Ammar, Suthad 

and Direk' s 1993 study found, the major reason for productivity increase in agriculture in 

Thailand during the period 1961-85 was the expansion of primary education, not 

agricultural research and irrigation 

Wage earners educated to secondary level are considerably fewer than those with only 

primary level education. The number of wage earners educated to secondary level 

increased from 2 42 million in 1997 to 2.64 million in 1998, comprising around 20 

percent of total wage earners The number of wage earners with vocational or university 

education has also risen slowly over time. Overall, when we consider the educational 

pattern among wage earners in Thailand today we can observe that the workforce is 

becoming more highly educated but this improvement is rather slow 

32 



Since a large proportion of wage earners have only elementary or secondary education, 

this creates serious concern about the lack of skilled labour in the Thai labour market 

The shortage of skilled labour will undermine the economy in the future, as the economy 

moves from labour-intensive industries to industries that are more skill oriented 

3.3: A Regression Model 

A common method for estimating the pay-off of education uses the "earnings function" 

In the context of the human capital model, it is postulated that the earnings of individuals 

depend on their years of schooling, years of work experience, occupational status, family 

background, personal ability and the like I have modified the human capital version of 

the earnings function to incorporate the effect of different levels of completed education 

on post-school earnings The model is written as follows 3 

ln(real total wage) = a0 + a1(exp) + a2(exp) 2 + aJ(w-hours) + 8 I(mformal) 

5 2 

+ 8 2(formal)+aJ(migl)+a2{mig2) +a3 (mig3)+ L L [J1kD1k 
J=l k=l 

14 2 

+ L L r 1kE 1k+ u 
J=O k=l 

Dependent Variable 

The natural log of real total wage earnings is taken as the dependent variable in the 

model Accordingly the study selects only wage and salary earners from the data set I 

estimate the log form of the real wage earnings because a model with logs of earnings is 

3 I imtially estimated the model with interaction dummies ( e g. immigration statns and employment by 
sector, educa1:1onallevels and mtgrauon statns, etc), wluch were sta1:1stically ms1gni:ficant. Thus, I did not 
mcorporate mteracuon dUimny variables m the model 
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believed to have a better fit than one without logs (Mincer 1970) 4 The real total wage 

adjusted by spatial price indices includes wages and salaries, bonus, overtime pay and 

other wages that an individual in the labour market receives on a monthly basis 5 

Years of Work Experience 

Years of work experience and its square, denoted as (exp) and (exp) 2 , respectively, are 

incorporated in the model as explanatory variables because knowledge and skills 

accumulated through work experience are closely related to productivity as well as 

earnings. Like Mincer's idea, (exp) used in our model is the years of work experience, 

which is defined as the number of years left after subtracting years of schooling and six 

years of the pre-school period from a person's age The square of work experience is 

included hypothesising that there is a non-linear relationship between work experience 

and earnings 

Hours of Work 

The number of hours worked, (w-hours), is another variable included in explaining the 

payoff to labour It is reasonable to assume that given other factors as constant, the 

number of hours devoted to work gives rise to a higher rate of return 

Formal and Informal Sector 

A potential explanatory variable that I include is whether members of a labour force 

belong to the formal or informal sector. I use work status as well as the size of the work 

establishment to distinguish between the formal and informal sectors. More specifically, 

a wage earner is seen to be in the informal sector if he or she is an unpaid family worker 

or a private employee in a firm with one to four people A person is categorised in the 

formal sector if he or she is a government employee, private employee or employer in a 

4 Mmcer (1974) argues convmcmgly m favour of the loganthm formulation when vanables related to 
mvestinent m human capt tal, such as years of schoolmg and years of work expenence, are expressed m 
terms of time umts rather than m terms of money values 
5 Since there are regiOnal vanations in the cost of hvmg, real wage earrungs were computed by deflating the 
nonunal wage earrungs by the regiOnal spatial pnce mdlces as developed by Kakwani and Hill (2000) 
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firm with five or more people, or is a highly paid own account worker such as lawyer, 

doctor or the like. 

It is generally expected that the earnings of workers in the formal sector are higher than 

those of workers in the informal sector because workers in the formal sector are protected 

through labour unions, minimum wage laws and other labour laws The income gap 

between the two sectors is seen to be increasing wages in the formal sector increase 

rapidly through increasing labour productivity and wage bargaining of labour unions, 

whereas earnings in the informal sector remain around the level of subsistence (Hayami 

1997) 

I include two dummy variables in the model, (formal) and (mformal) to take into account 

the different characteristics of the formal and informal sectors. In this scheme, (formal) 

takes value 1 if an individual is employed in the formal sector and 0 otherwise Similarly, 

the dummy variable (mjormal) takes value 1 if the person is working in the informal 

sector and 0 otherwise 

Migration Status 

Another variable taken into account in the regression model is migration within the 

country Internal migration can indeed play a role in determining earnings as people may 

migrate between cities or between geographic areas seeking a better job or a job with a 

better rate of pay (Blaug 1976) Thus migration status determined by the number ofyears 

one has spent as a migrant appears to be an important factor in explaining the 

heterogeneity of labour earnings 

My hypothesis is that migrants who have less than five years as migrants can be expected 

to earn a higher income than non-migrants. This hypothesis is partly because the current 

study is based on wage and salary earners in the labour market, who are expected to work 

mostly for the formal sector The hypothesis is also derived from the argument that the 

probability of participation in the formal sector increases by 55 percent for workers of 

migrant status over workers of non-migrant status (World Bank 1997). In line with the 
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previous hypothesis, expected earnings from employment in the formal sector are higher 

than expected earnings from employment in the informal sector. The earnings of migrants 

are thus hypothesised to be higher than the earnings of non-migrants 

To justify this hypothesis, I included three dummy variables characterising the migration 

status of employees More specifically, (m1gl) takes the value of 1 if the period of 

migration is less than 1 year and 0 otherwise The dummy variable (m1g2) is 1 if an 

individual has been a migrant between one and four years, and 0 otherwise For those 

classified as a migrant for more than five years, (mig3) takes value 1, and 0 otherwise 

Those who fall into the third category of migration are seen to have lost their migrant 

status and are consequently referred to as non-migrants. 

Regions and Areas 

The model includes ten dummy variables to capture the regional and area differences in 

earnings 6 These dummy variables are included to test the hypothesis that given other 

factors as constant, an individual residing in an urban area is expected to yield higher 

earnings than an individual residing in a non-urban area Thailand's Northeast region is 

believed to be the region with the lowest earnings in the country, while Bangkok and its 

vicinity is the region where a worker can expect the highest rate of earnings It should be 

noted here that by constructing the regional and area dummies jointly we are able to 

assess the disparity in labour earnings between different regions and between urban and 

rural areas To illustrate the dummy variables, D11 takes the value 1 if a worker lives in 

an urban area of the central region, otherwise its value is 0 Similarly, D52 has the value 1 

where a person in the labour force resides in the rural area around Bangkok and its 

vicinity. A similar interpretation applies to the other regions and areas in this dummy set 

Level of Education by Gender 

Human capital models highlight individual investment m education as a fundamental 

factor that determines differences in income derived from labour (Mincer 1970) 

6 I diVIde Thruland into five regions Central, North, Northeast, South, and Bangkok and vicinity In terms 
of area, urban refers to mumctpal districts With SaJ.lltation, whereas rural refers to VIllages 
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Investment in education is measured by the years of schooling completed. As noted 

earlier, I do not adopt that approach in this study Instead I introduce information on the 

actual educational levels completed (or not completed) by individuals I categorise levels 

of education into 15 distinctive groups· no schooling, some lower primary, lower 

primary, some upper primary, upper primary, some lower secondary, lower secondary, 

some upper secondary, some upper vocational, upper secondary, vocational secondary, 

some college, college, graduate, and others. These 15 levels of education are constructed 

separately for males and females. 

To estimate the effect of these 15 educational levels on earnings, 30 dummy variables are 

constructed in the model, Ey, i=O, 1, .14, and j=1,2 For instance, E 01 takes the value 1 if 

a male in the labour force has no formal education, otherwise it will be 0 Eo2 takes 1 if a 

female in the workforce has no formal education and 0 otherwise E13.2 takes the value of 

1 for a female worker with graduate credentials, otherwise its value will be 0 A similar 

interpretation can be applied to the other levels of education included in the regression 

model. The interaction of sex and educational levels allows us to measure the gender 

impact on earnings within each level of education 

The first hypothesis in relation to returns from education is that a male will have higher 

earnings than a female where both have the same level of education In other words, we 

test the hypothesis that the coefficient of E,1 is higher than that of E,2 for all i = 0, 1, 

14 The second hypothesis that concerns us is that irrespective of gender, an individual 

with a higher level of education is expected to have a higher rate of earnings than one 

with a lower education. the coefficient of Ey will be greater than the coefficient of Ek1 for 

z>k for both males and females The third hypothesis is that educational returns are 

higher for individuals with complete rather than incomplete levels of education 

3.4: Estimation of the Model 

Above I have explained the dependent and independent variables included in the 

regression model Here I tum attention to the estimation of the model The model 
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contains four sets of dummy variables. Since dummy variables take values 0 and 1, the 

sum of the dummy variables in each set will be 1. 

5 2 

L LD;k=1 
j=1 k=1 

, where 1 1s for regwns and k for areas (a) 

14 2 

L L E;k = 1 
J=O k=1 

where 1 1s for the level of educaflon and k for sex (k= 1 for male and k= 2 for female) (b) 

(mformal) + (formal) = 1 (c) 

and 

(mzg1) + (mzg2) + (mzg3) = 1 (d) 

It should be noted that my model cannot be estimated by the ordinary least-square (OLS) 

method with the presence of these restrictions In Econometrics terms, perfect 

muticollinearity exists between the dummy variables and the constant term in the 

regression model To overcome this problem, I introduce the following constraints 

imposed on the coefficients· the sum of the weighted average of coefficients of the 

dummy variables within each set is equal to 0, where weight is proportional to population 

corresponding to each dummy variable. 

5 2 

L LW1kf31k = 0 
]=1 k=1 

5 2 

, where L L w 
1
k = 1, ~k bemg the populatwn share of the 1th regwn and kth area 

]=1 k=1 

14 2 

L L a1kY1k = 0 
J=O k=1 

(a)' 

(b)' 
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14 2 

, where L La 
1
k = 1, a 

1
k bemg the population share of the kth sex that has completed the ;th 

J=O k=l 

educational grade. 

(c)' 

, where b,, 1 = 1, 2, 1s the share of population employed m the 1th sector 

and 

c1 a 1 +c2 a 2 +c3 a 3= 0 (d)' 

where c 1s the population share by the m1gration status 

These restrictions are reasonable on the ground that the total impact of each dummy 

variable within each set is equal to zero I apply a restricted least-squares method to 

estimate the model The details of estimation procedure are outlined in Appendix IV 

Each sample household has a different population weight attached according to the 

sample design used Therefore the Ordinary Least-Square (OLS) estimation method will 

give inefficient coefficient estimates because of the problem of heteroskedasticity The 

coefficients in the model, however, can be estimated efficiently by means of the 

Weighted Least-Square (WLS) method, where population is used as the weight My 

model is estimated using the restricted weight least-squares method 

3.5: Interpretation of Coefficients of Dummy Variables 

How do we interpret the coefficients of dummy variables in the regression model? The 

usual method is to exclude one dummy variable from each set of dummy variables and 

then interpret the coefficients of the included dummy variables in terms of the excluded 

dummy variable The omitted group from each set serves as the reference group Thus, 

for each set of dummy variables, there will be a different reference group This means 
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that we cannot compare the coefficients of dummy variables in one set with those in 

another set 

The restricted model discussed above provides a symmetric interpretation of all dummy 

variables with respect to the average earner The average change within each set of 

dummy variables is set equal to 0. The coefficients within each set will be either positive 

or negative A significantly positive (negative) coefficient indicates above (below) 

average change. For instance, the positive (negative) value ofpJk indicates that an 

individual in the kth area in the jth region has PJk percent higher (lower) earnings than 

the average If r Jk has a positive (negative) sign, the jth level of education with respect to 

the kth sex will have r ;k percent higher (lower) rate of return than the average of all 

earners in the labour market The interpretation concerning the coefficients of the 

migration dummies as well as the sector dummies can be done in a similar way This is a 

useful feature of the model in that it provides a symmetric interpretation of all dummy 

variables in each set with respect to an average earner in the labour market 

3.6: Empirical Results from the Regression Model 

Using the methodology outlined in the previous section, I have estimated the model by 

using the Labour Force Survey data in 1997, 1998 and 1999 The model is calculated for 

the first quarter of each of these years. 1997 is concerned with the pre-crisis period, while 

1998 and 1999 are associated with the crisis and post-crisis periods This empirical study 

therefore helps us to understand the effect of the crisis on changes in earnings for wage 

and salary earners in the Thai labour market The results for the model will be discussed 

by variables from Tables 3-1a and 3-1b 

Years of Work Experience 

Work experience accumulated in the labour market is supposed to be a primary source in 

determining the rate of earnings According to the results of the regression model, the 

years of work experience - derived by subtracting from a person's age their years of 
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formal education and six years for the pre-school period - has a significant impact on the 

person's real wage throughout the years The coefficients of experience and experience

square are both highly significant statistically The coefficient of work experience is 

positive but that of square of experience is negative. This indicates that the experience

earning relationship is concave with a maximum rate of earning occurring at a certain 

level ofwork experience (in years) in a person's career 

Table 3-la: Regression Estimates 

Variables 1997 1998 1999 
Coe:ffic1ent t Value Coeffic1ent t Value Coefficient t Value 

Constant 822 53 36.6 815.60 37.2 807.08 37 2 
Work expenence 3 859 62 9 4189 67.4 4.358 67 4 
Expenence-square -0 054 -48.1 -0 059 -46 4 -0.057 -46 4 
Work hours 0 17 8.5 013 65 0.13 65 
Fonnal 7.54 42 7 671 41 5 7.43 43 8 
Infonnal -13.76 -42.7 -15 49 -415 -15 97 -43 8 
Recent nugrants 2.92 3 3 3 59 4.2 134 15 
Migrants 3.47 6.4 102 20 206 40 
Non nugrants -0 86 -7 4 -0 54 -4 1 -0 56 -4 3 
Urban 5.74 9.67 10.87 
Central 11.45 13.0 5 89 6.3 7.41 80 
North -1 94 -1 9 -3 31 -3 1 -2 69 -2 5 
Northeast -8.04 -8 6 -6 11 -6 2 -5 49 -5 5 
South -114 -0 9 -3 51 -2 6 -149 -1 2 
Bangkok and VlClmty 9 46 23.8 16 88 42.4 18 46 46 7 
Rural -4.27 -7.83 -8.75 
Central 6.96 12 5 029 0.5 1.21 21 
North -1104 -19.9 -12 21 -20 3 -17.39 -27 5 
Northeast -13 74 -31.2 -18.31 -37.4 -19 09 -38 4 
South 2 06 2.3 -1 51 -1 7 -4 39 -5 3 
Bangkok and VlClmty 20 86 19 3 18 49 16.8 17 91 16 5 

We have also calculated the predicted earnings in accordance with the years of work 

experience by keeping the values of other variables in the model constant at their 

weighted averages The results given in Table 3-2 and depicted in Figure 3-1 show that 

the highest earnings that could be expected is at 37 years of work experience in the labour 

market 

An important conclusion that comes to light is that the average expected earnings 

declined uniformly between 1997 and 1998 This result holds for all levels of work 

experience Thus I purport that the economic crisis has reduced the wage earnings of 
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workers at all ages, both young and old However, the rate of reduction diminishes with 

experience, which means that less experienced workers have been affected more 

adversely by the crisis than more experienced workers have been The earning

experience curve has shifted further downward in 1999 for most workers with experience 

of 34 years or less. This implies that less experienced workers continued to suffer more 

than more experienced workers, even one year after the crisis began This seems to be a 

common phenomenon during any economic downturn. less experienced workers tend to 

lose jobs first or suffer from wage reductions forced upon them 

Table 3-lb: Regression estimates (continued) 

Variables 1997 1998 1999 

Coefficient t_Value Coefficient t_ Value Coefficient t_ Value 

Male 6.70 6.64 6.05 

No schoohng -38 07 -20 9 -49.56 -21 7 -55.26 -23 4 
Some lower Primary -26.67 -12 8 -33.56 -15 5 -37 23 -15 3 
Lower Pnmary -2207 -39.6 -25.54 -41.1 -28.86 -43.0 
Some Upper Pnmary -15 37 -4 8 -19 52 -58 -25 86 -6 8 
Upper Pnmary -6.37 -12 4 -8 36 -16 0 -10 96 -21.7 
Some Lower Secondary -0 37 -0 1 -2 76 -0.9 -2 46 -0 7 
Lower Secondary 15 73 20 4 1164 15 5 6 74 92 
Some Upper Secondary 16 43 3 1 10 74 18 12 54 23 
Some Upper VocatiOnal 14 83 24 19 94 24 1194 14 
Upper Secondary 26.01 20 8 23 64 19 2 23 94 20 4 
Upper Vocational 46 73 32 3 39 54 28 0 39 04 26 6 
Some College 65 63 49 4 55 74 44.1 59 14 46 0 
College 94 23 95 6 8924 93.3 87 54 90 4 
Graduate 134 53 43 5 121.24 42 6 124 84 45 3 
Others -14 67 -1 7 -40 66 -11 -23 66 -2 5 
Female -10.22 -9.49 -8.49 
No schoohng -70.17 -39.8 -75.36 -39 2 -80.26 -41 0 
Some lower Pnmary -67 07 -27 6 -60.66 -21 0 -72 86 -26 8 
Lower Pnmary -54 07 -79 4 -56.66 -78 4 -62 86 -82.7 
Some Upper Pnmary -70.17 -13.8 -45.56 -8.6 -40 65 -9 7 
Upper Primary -28.27 -40.4 -28.46 -40 6 -31 56 -44.3 
Some Lower Secondary -32 77 -7 7 -12 07 -2 3 -5 96 -1.1 
Lower Secondary 1 93 17 -3 16 -3 0 -2 06 -2 0 
Some Upper Secondary 3 33 04 -156 -0 2 5 54 0.7 
Some Upper Vocational 22.48 3 1 19 94 24 48 74 4.9 
Upper Secondary 18 96 119 10 24 6.5 1364 9 1 
Upper Vocational 36 31 220 26 54 15 2 28 24 16 2 
Some College 49 63 33 2 39 54 27 4 41 34 29 8 
College 76 43 78 5 7444 83 1 74 34 82.1 
Graduate 112 93 30.6 102 14 27.0 101 04 31 7 
Others 27 03 1.2 -19.56 -1 3 -44 66 -2 2 
R-Square 0.539 0.54 0.578 
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Table 3-2: Expected earnings by work experience 

Actual values m baht per month Growth rates 

Years of experience 1997 1998 1999 97-98 98-99 
1 4229 3835 3550 -9.8 -7.7 
2 4388 3992 3702 -9.5 -7.6 
3 4549 4151 3856 -9 1 -7.4 
4 4710 4311 4011 -8 8 -7 2 
5 4871 4471 4168 -8.6 -7.0 
6 5033 4633 4327 -8 3 -6.8 
7 5194 4794 4486 -8.0 -6 6 
8 5354 4955 4646 -7.8 -6 4 
9 5514 5115 4806 -7 5 -6 2 
10 5672 5275 4966 -7 3 -60 
11 5829 5433 5125 -7 0 -5 8 
12 5983 5589 5283 -6.8 -56 
13 6134 5743 5440 -6 6 -54 
14 6283 5894 5596 -6 4 -5 2 
15 6428 6042 5749 -6 2 -50 
16 6570 6186 5899 -6 0 -4 8 
17 6707 6327 6047 -5 8 -4 5 
18 6840 6463 6191 -5.7 -4 3 
19 6968 6594 6332 -5 5 -4.1 
20 7090 6720 6468 -54 -3 8 
21 7207 6840 6599 -52 -3 6 
22 7318 6954 6726 -5.1 -3 3 
23 7423 7062 6847 -50 -3 1 
24 7520 7163 6962 -4.9 -2 8 
25 7611 7257 7071 -4 8 -2 6 
26 7695 7343 7174 -4 7 -2.3 
27 7771 7422 7270 -4.6 -2 1 
28 7839 7492 7359 -4 5 -1 8 
29 7900 7555 7440 -4 5 -1.5 
30 7952 7609 7514 -4 4 -1 3 
31 7996 7654 7579 -4 4 -1 0 
32 8031 7691 7637 -4 3 -0 7 
33 8058 7718 7686 -4.3 -0 4 
34 8076 7737 7727 -4 3 -0 1 
35 8085 7747 7758 -4 3 02 
36 8086 7747 7782 -4 3 0.4 
37 8077 7738 7796 -4.3 0.7 
38 8061 7720 7801 -4 3 1.0 
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Figure 3.1: Expected welfare by years of experience 

Hours of Work 

1997 ...... 
1998 ...... 
1999 ....... 

Is the total number of hours worked per week a significant determinant of the earnings of 

each individual? My model indicates that the coefficient of working hours is positive but 

with limited significance in explaining the differences in expected earnings. Referring to 

the results derived from the models in 1997, 1998 and 1999, the earnings resulting from 

an additional hour of paid work are expected to increase weekly earnings by 0 17 percent, 

0 13 percent, and 0 13 percent respectively, given other variables as constant The 

relatively small value of the coefficient implies that the total hours of work may not be a 

major cause of the difference in the labour incomes across individuals A large number of 

low wage earners, particularly in the informal sector, work more hours than high wage 

earners but their earnings are much lower 

Formal and Informal Sectors 

The workforce comprising the Thai labour market is largely engaged in the informal 

sector In 1999, for instance, 70 percent of the labour force (21 million) were in the 

informal sector This was a much larger proportion than the 30 percent (9 million) in the 

formal sector It is important to note that a larger proportion of wage earners is employed 

in the formal sector For instance, in 1999, 68 percent of wage earners (8 77 million) 

were employed in the formal sector Thus wage earners employed in the informal sector 

were accounted for only 32 percent (4.08 million) of all wage earners Having outlined 
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the pattern of employment of wage earners by sector, it is useful to ascertain the expected 

difference in earnings between workers in the formal and the informal sectors 

As may be recalled, we estimated the regression coefficients under the restrictions that 

the weighted sum of the coefficients of the dummy variables within each set of dummy 

variables is equal to 0, which implies that the regression coefficients of dummy variables 

would give the percentage of earnings of a particular group that would be above or below 

the average earnings 

As hypothesised, our model suggests that the expected earnings in the formal sector are 

higher than those in the informal sector. For instance, a person employed in the formal 

sector is expected to have his or her earnings 7 54 percent higher than the average 

earnings of wage and salary earners in 1997, provided that other characteristics are 

constant In contrast, a wage earner working in the informal sector could expect his or her 

earnings to be 13 76 percent lower than the average earnings at the same year 

Expected returns from employment by sectors showed dramatic changes in 1998 and 

1999 The earnings expected by the formal sector were at 6 71 percent and 7 43 percent 

higher than the average earnings in 1998 and 1999 respectively On the other hand, the 

earnings of a worker in the informal sector can be expected to be 15 49 percent and 15 97 

percent lower in comparison with the average earnings in 1998 and 1999 respectively 

The percentage changes in earnings by sector, specified by the values of coefficients of 

the sector dummies, are highly significant statistically throughout the 1997-99 period 

We can conclude in terms of earning differences by sectors that a person employed in the 

formal sector will indeed have a significantly higher rate of expected earnings in 

comparison with a person engaged in the informal sector in the labour force. More 

importantly, while the 1997 crisis had an adverse impact on the expected earnings of 

employees in both sectors, the effect on workers in the informal sector has been more 

severe This is because the expected earnings of workers in the informal sector have been 

declining rapidly since 1997, unlike workers' earnings in the formal sector 
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Migration 

In my estimated model, the effect of migration on the log of real wages is statistically 

significant each year The results indicate that the migration status of an individual does 

impact on his or her earnings Further, since my analysis uses Labour Force Survey data 

for the first quarter of each year, which is the dry season, we can expect a great number 

of temporary migrants from rural to urban areas because of the seasonal conditions 

Hence migration can help to explain differences in earnings within the labour force 

The LFS data embraces questions on the number of years of residence by a worker in a 

village or municipality I use this information to classifY individuals into three categories 

of migrants Individuals who have been living in their present village or municipality for 

less than one year are deemed to be temporary migrants who are usually seasonal 

migrants Those who have lived in their present residential area for less than five years 

but more than one year are classified as migrants This category of migrants is mainly 

composed of those who migrated because of official transfers, moving with heads of 

households, or returning to their former place of residence Individuals who have lived 

for more than five years in their present residence are regarded as long-term residents so 

these people are non-migrants. 

When we look at migrants by sectoral employment, we find only a slight difference in the 

number of migrants employed in the formal and informal sectors By using the latest data 

for 1999, we present the following outcomes 

T bl 3 3 M" I d" fi I d . fi I a e - . •grants among wage earners employe m orma an m orma sectors . 
Sector Migrants<! year 1 <=Migrants<5 years Mtgrants>=5 years Total 

Millions Percentage Millions Percentage Millions Percentage Millions Percentage 
Formal 06 73 6 1 54 712 6 63 67.2 8 78 
Informal 0 22 26 4 062 28 8 3.24 32 8 4 08 

The percentage of wage earners employed in the formal sector is large irrespective of 

their migration status. It is striking that 67 2 percent of non-migrants are found to be in 

the formal sector and only 32 8 percent are in the informal sector By comparison, the 
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percentages of temporary and short-term migrants engaged in the formal sector are 73 6 

percent and 71.27 percent respectively. The difference in the percentages ofmigrants and 

non-migrants by their employment sector is fairly small. Therefore the earnings gap 

between a migrant and a non-migrant is also expected to be small because the two 

categories of workers are equally likely to be employed in the formal sector 

Alternatively, it can be expected that a migrant in the informal sector may earn more than 

a non-migrant in the same sector because migrants tend to work more hours than non

migrants 

In the regression model we see that the dummy variables in relation to migrants of less 

than five years including those of less than a year - called 'migrants' here - have positive 

values for each year of estimation. On the other hand dummy variables associated with 

those who have migrated more than 5 years earlier - called 'non-migrants' - have 

negative value For example, in 1997, other things constant, migrants of less than a year 

('recent migrants') could expect their earnings to be 2 92 percent higher than the average 

earnings among the wage and salary earners Migrants of less than five years ('migrants') 

could expect their earnings to be 3 .4 7 percent higher than the average earnings The 

expected earnings of non-migrants were 0.86 percent lower than average earnings This 

means that expected earnings of 'migrants' were higher than those of both 'recent 

migrants' and 'non-migrants' 

However, in 1998 the expected earnings of recent migrants grew at a much higher rate 

than the earnings of migrants, even though the earnings of non-migrants still remained 

negative and lower than those of migrants. This suggests that the crisis led to an increase 

in the earnings of recent migrants, but a sharp decrease in the earnings of migrants of 

more than one year and less than five years By comparison, the expected earnings of 

non-migrants increased slightly in 1998, resulting in 0 54 percent less than the average 

earnings, which dropped by 0.02 percentage points in 1999. 

On the whole, as hypothesised earlier, migrants are expected to have a higher rate of 

return than non-migrants when their years of work experience, level of education and 
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other personal factors are controlled. A study by the World Bank (1997) provides an 

explanation for this The study is derived from a regression model and argues that being a 

migrant worker substantially increases the probability of that worker participating in the 

formal sector. From the regression model for predicting the probability of formal sector 

participation in terms of a number of variables including worker's migration status, it is 

expected that the possibility of formal sector participation will increase by 55 percent if 

an individual has migrant status The accuracy of this observation indicates that there is 

solid reason to expect that migrants will have higher returns than non-migrants from their 

participation in the labour force 

Region and Area 

Interaction dummies for regions and areas have been constructed in the model to capture 

the effect of regional and area differences on earnings The study results indicate that 

urban areas as place of residence show higher expected earnings for workers than rural 

areas as place of residence Indeed, the gap in the earning differential between workers 

from urban and rural areas has grown over time While the expected growth in earnings 

of urban residents increased from 5 74 percent in 1997 to 9 67 percent in 1998 and then 

to 10.87 percent in 1999, that for rural residents declined It dropped from -4.27 percent 

in 1997 to -7 83 petcent in 1998 and then dipped further to -8 75 percent in 1999 As 

such, earnings of a wage earner from an urban area are expected to be 10 87 percent 

higher than the average earnings in 1999 By contrast, the expected earnings of a worker 

living in a rural area are expected to be 8.75 percent lower than the average earnings for 

the same year We see then that the difference in the expected earnings of workers 

resident in urban and rural areas has increased over time, with a quite pronounced 

difference during the crisis period from 1997 to 1998 

In terms of earnings by region, people living in the region of Bangkok and its vicinity are 

expected to have the highest level of earnings among people in all regions Workers in 

the Northeast region can expect to have the lowest earnings irrespective of which area 

within that region. In the urban area ofthe Northeast region, earnings are expected to be 

8 04 percent and 6 11 percent lower than the averages in 1997 and 1998 respectively In 
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the rural areas of the Northeast region, the expected earnings are 13 74 percent and 18 31 

percent lower than the averages in 1997 and 1998 respectively These coefficients are 

found to be highly significant statistically at the 5 percent level of significance The 

changes in the expected earnings of people in the Northeast region between 1997 and 

1998 indicate that the crisis had much more adverse effect on the earnings of people 

living in the rural areas than those in the urban areas of this region. 

The North is identified as the region with the next lowest rates of earnings following the 

Northeast region In 1999, for instance, a wage earner from the Northern rural areas could 

expect his or her earnings to be 17 3 9 percent less than the national average earnings, 

whereas wage earners from the Northern urban areas could expect to earn 2 69 percent 

less. At the other end of the wage scale, in addition to Bangkok and vicinity where 

expected earnings are above average, in the central region as well, workers can expect to 

have above average earnings These data for the regions indicate that overall there is a 

large disparity in the expected rates of earnings between the regions 

We can also observe difference when we look at differences in area type - urban or rural 

-irrespective of region In Table 3-1a we see that results for 1999 in particular show how 

urban areas have higher rates of earnings than rural areas irrespective of region. The 1999 

data are somewhat different from the data for the previous years Unlike in 1997 and 

1998, in 1999 the urban area of Bangkok and vicinity has a higher earnings rate than the 

rural area in this region. The expected earnings for urban and rural areas in this region are 

18 46 percent and 17 91 percent respectively, which are higher than the average earnings 

and highly significant figures statistically For the South region too, its rural areas are 

found to have a lower rate of earnings than its urban areas, even though the coefficient of 

the urban south (-1 49 percent) is insignificant Overall for the expected earnings in 1999, 

we find that a worker from urban Bangkok and its vicinity could expect the highest 

earnings rate at 18.46 percent above the average earnings of wage and salary earners A 

worker from the rural Northeast region could expect the lowest earnings at -9.09 percent 

below 

49 



Education and Gender 

Here we tum our focus to the prime interest of this study, the expected returns to level of 

education by male and female wage and salary earners The results of the regression 

model are shown in Table 3-1b. It is expected that a person's earnings increase with the 

level of education that the person attains. In 1997 a male with no formal education could 

expect his earnings to be 38.07 percent less than the average earnings of a male with the 

same social characteristics such as years of work experience, employment by sector, 

migration status, area of residence and so forth In contrast, a male with a graduate level 

of education level - either Masters or PhD - could expect his earnings to be 134 53 

percent higher than the average earnings, when other factors are controlled The same 

trend was found in 1998 as well. 

The returns to education show negative values for lower levels of education, which 

includes no schooling, all levels of primary education, and some lower and lower 

secondary education 7 The negative rates of return accruing to these lower levels of 

education have declined further over time, with the expected earnings of those with lower 

levels of education deteriorating between 1997 and 1999 

The results also indicate that the expected earnings of wage earners who did complete a 

degree are consistently higher than earnings of those who did not complete a degree This 

appears to be true for all levels of education. As an example, in 1999 the expected 

earnings of those who completed a college degree was 80 6 percent higher than the 

average earnings, while the expected earnings of wage earners who did not complete a 

college degree was only 50 6 percent higher than the average earnings 

The expected returns to the level of education for males are relatively higher than those 

for females. In 1998 males' expected earnings were 6 64 percent higher than the average 

earnings, while females' earnings were expected to be 9 49 percent lower than the 

7 Some lower secondary schooling (for seven to eight years) mcludes Matayom (the term for secondary 
educauon) 1, Matayom 2 and Matayom 4. Other lower secondary schooling (for mne years) mcludes 
Matayom 3, Maw Saw 3 (old secondary educatiOn), Matayom 6, and a degree related to the Pohce 
Academy and religious education 
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average earmngs We see that earnings differences between males and females in the 

labour force in Thailand have been quite substantial. Nevertheless, the difference in 

expected earnings by sex has narrowed gradually over time as the expected rate of returns 

from the overall education of males has declined, while the returns of females have risen. 

The earnings gap between males and females widens slightly as the level of education 

increases The differential in educational returns peaks at the level of graduate While a 

male with a graduate degree could expect his earnings to be 124 84 percent higher than 

the average earnings in 1999, a female with the same educational level could expect her 

earnings to be 101 04 percent higher than the average. This is a differential of 23 8 

percent between male and female graduates 

The returns to some upper vocational education for males and females, as we observe in 

Figure 3 3, warrant particular attention 8 The expected earnings for females with some 

upper vocational levels was shown to be much higher than the earnings of their male 

counterparts with the same level of education and other factors equal In 1999 the effect 

of some upper vocational education on male's expected earnings was 11 97 percent 

higher than average earnings. By comparison, that year the expected earnings of females 

with the same level of upper vocational education were 48 7 4 percent higher than average 

earmngs 

To this point we have observed the overall trends emerging from educational returns by 

sex Let us now turn to more detailed analysis of levels of education, considering in turn 

upper secondary, upper vocational, and college education 

Secondar/ 

eople who have completed upper secondary education are expected to earn more than 

those with lower secondary education. The expected returns to upper secondary education 

8 Some upper vocatiOnal educa1:lon (for seven to eleven years) mcludes upper voca1:lonal or lower 
secondary vocational educa1:lon (seven to rune years), higher voca1:lonal educa1:lon (ten or eleven years), 
teaching certificate for pnmary vocauonal educa1:lon (ten or eleven years), nurses assistant (ten years), or 
certificate m obstetncs (ten years) 
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for the labour force decreased from 1997 to 1998 but increased slightly from 1998 to 

1999. Returns expected from upper secondary education for men fell from 26 01 percent 

in 1997 to 23.6 percent in 1998 but rose slightly to 23.9 percent in 1999 For women with 

this level of education, returns to education fluctuated from 18.96 percent in 1997 to 10 2 

percent in 1998 to13 6 percent in 1999 These changes in the expected returns from an 

upper secondary education were due to the economic crisis, which is why they were more 

pronounced for females than for males 

The expected earnings of those who did not complete an upper secondary degree are far 

lower than earnings of those who completed this degree For both males and females in 

1999, the expected earnings from upper secondary education overall was 19 9 percent 

higher than the average earnings, but the earnings for those with some types of upper 

secondary education were only 10 2 percent higher than the average earnings. 

In spite of the higher earnings expected from secondary level graduation over primary 

level graduation, enrolment in secondary education in Thailand is far lower than it is in 

neighbouring Asian countries (Khoman 1993) This observation and the findings of the 

present study direct us to a fundamental problem associated with the present educational 

system in Thailand The low level of enrolment in secondary education may result from a 

perception that future returns from pursuing education beyond the primary level will be 

low, based on the expectation of finding a job in the informal sector where the majority 

of Thailand's less-educated workforce is employed Alongside this perception of low 

expected returns from education is the relatively high cost of further education This 

combination discourages many families, particularly farming and labourer households, 

from pursuing secondary education 

Vocatwnal 10 

9 Upper secondary (12 years) ts the level ofMatayom 6 or equivalent 
10 Upper vocatiOnal education ( 11-12 years) includes higher vocational education, the certificate for 
prunary vocational teaching or the certificate of vocational education, military vocational degrees or 
certificate m obstetrics and health. 
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The returns expected from an upper vocational credential are much higher than returns 

from any level of secondary education The expected earnings of males with a higher 

vocational degree in 1997 were 46 73 percent higher than average earnings This high 

return declined to about 3 9 percent in the two years that followed Similarly, because of 

the economic crisis, the coefficients of upper vocational credentials for females showed a 

substantial decline from 36 31 percent in 1997 to 26 5 percent in 1998 In 1999, however, 

there was some increase in the expected earnings for females educated to this level, with 

their earnings at 28.2 percent higher than the average 

Guided by the results for the returns to upper secondary and upper vocational education, 

the returns for the labour force holding upper vocational credentials are expected to be far 

higher than the returns for those in the labour force whose credentials stop at upper 

secondary level. This gap can be explained easily by the fact that while upper vocational 

graduates are trained for the labour market rather than for college entry, upper secondary 

graduates prepare for a college education. Hence, other things constant, upper vocational 

graduates can expect higher earnings than upper secondary graduates because upper 

vocational graduates have already acquired job skills through their education and thus 

become productive more readily in the labour market than upper secondary graduates 

A dramatic change in the Thai education system since the 1960s is that the school 

curriculum has been made more flexible The earlier curriculum that adhered rigidly to a 

standardised model of education has been overhauled The present curriculum includes 

vocational studies to help students obtain the skills and knowledge that are required in the 

job market Although my study demonstrates clearly that the expected returns to a 

vocational degree are higher than to a secondary qualification, the dominant social 

perception in Thailand is that academic education to raise one's social status may 

undermine the full labour market benefits of vocational training in the modified education 

system 
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College11 

In 1997 the expected earnings of male college graduates were 94 23 percent higher than 

the average earning, while the expected earnings of female graduates was 76 45 percent 

higher than the average. During the crisis period, the coefficients on male college 

education decreased from 89 2 percent in 1998 to 87 5 percent in 1999 On the other 

hand, in 1998 and 1999 the expected earnings of female college graduates was about 7 4 

percent higher than the average earnings We should note that the coefficients on college 

credentials are highly significant statistically for every year. 

The expected returns to college education are shown to be very high for males and 

females in the labour market As the economy has become more industrialised and 

employment has shifted gradually from agriculture to industry, the demand for highly 

skilled labour has increased and returns to the educated workforce have risen relative to 

returns to those in the labour force who are less educated. 

Another point that draws our attention is that while the expected returns to college and 

other higher education levels have remained fairly constant since the crisis struck, the 

returns to those with no formal education have reduced since the crisis In considering the 

case for men only, the crisis exacerbated the expected returns for men with no schooling, 

which fell from -3 8 07 percent in 1997 to -49 6 percent in 1998 and fell again in 1999 to 

-55 3 percent Yet for male college graduates the crisis led to a much smaller decrease in 

expected earnings- from 94.23 percent in 1997 to 89 2 percent in 1998, to 87 5 percent 

in 1999 We see from these findings that the crisis had less impact on male college 

graduates in terms of their expected returns on education. 

With higher income returns expected from tertiary education, tertiary enrolments in 

Thailand increased substantially between 1970 and 1990 (Khoman 1993) However under 

an education policy that has been deemed inefficient, university places were allocated 

without a well-planned admission process. This expansion of university places has 

supplied a significant increase in the number of people holding a college degree, but the 

11 College (16 years) mcludes four-year college, four-year teachers college, and a four-year nursmg degree 
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Thai labour market has not created sufficient employment to accommodate all of these 

educated workforce, which is consequently in oversupply in some fields of employment 

Meanwhile the Thai economy has suffered from shortages of highly trained scientists, 

engineers and technicians (Khoman 1993) Hence the Thai economy faces a serious 

problem with this mismatch between demand for and supply of an educated labour force 

The situation highlights how university education in Thailand has not equipped the labour 

force with the skills that the nation requires for present and future economic 

development Overall, some unproductive outcomes at the higher levels of education cast 

doubt on the economic merits of the Thai education system 

Monetary Values of Expected Earnings 

Expected returns to education are evaluated in monetary terms so in this case study the 

currency for evaluation is baht The expected earnings at each educational level are 

obtained by controlling all other factors at the worker's means The results are presented 

in Table 3-4 and Figure 3.2 

Table 3-4: Expected earnings by education 

Grades Actual V aloes Growth rates Actual V aloes Growth rates 
1997 1998 1999 97-98 98-99 1997 1998 1999 97-98 

Males Females 

No schoohng 4380 3734 3364 -16 0 -10 4 3177 2885 2620 -9 7 
Some lower Prunary 4909 4382 4029 -114 -8.4 3277 3341 2822 1 9 
Lower Primary 5140 4748 4381 -7.9 -8 0 3732 3478 3118 -7 1 
Some Upper Pnmary 5496 5042 4514 -8 6 -11 1 3177 3886 3894 201 
Upper Primary 6014 5637 5240 -6.5 -7.3 4831 4611 4264 -4 7 
Some Lower Secondary 6386 5962 5705 -6 9 -4 4 4618 5432 5508 16 2 
Lower Secondary 7501 6885 6254 -8 6 -9 6 6534 5938 5727 -9 6 
Some Upper Secondary 7554 6824 6628 -10 2 -2 9 6626 6034 6180 -9 4 
Some Upper VocatiOnal 7434 7481 6588 0.6 -12.7 8026 7481 9519 -7 0 
Upper Secondary 8314 7763 7428 -6 8 -4 4 7748 6790 6701 -13 2 
Upper VocatiOnal 10227 9101 8639 -117 -5 2 9216 7992 7755 -14 3 
Some College 12355 10702 10562 -14 4 -1 3 10528 9101 8840 -14 6 
College 16446 14960 14031 -9 5 -6 4 13764 12902 12296 -6 5 
Graduate 24608 20602 20374 -17 8 -1.1 19827 17020 16059 -15 3 
Others 5535 4081 4615 -30 5 12.3 8399 5040 3741 -511 
All Grades 6853 6550 6211 -4 5 -5.3 5787 5574 5370 -3 8 

When we look at the expected earrungs of both males and females by educational 

attainment, we see that throughout the period under study the expected earnings increased 
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with a higher level of education for both sexes In 1997 in particular, an increase in the 

expected earnings from a college education to a graduate level of education was 

pronounced, although this increase has declined gradually in the subsequent two years 

Figure 3.2: Expected earnings by educational attainment 
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As part of changes in expected earnings as a result of the economic crisis, and with other 

factors controlled, the expected earnings of those with no formal education dropped from 

3,708 baht in 1997 to 3,206 baht in 1998 This was a rate of decline at 14 6 percent, and it 

declined a further 10 percent the following year This outcome meant that when the effect 

of the crisis was measured in terms of expected earnings, the crisis severely affected 

those with no education The crisis hit graduates even harder than it hit the group with 

'no schooling' Graduates' earnings declined dramatically from 22,522 baht in 1997 to 

18,408 baht in 1999 Between 1997 and 1998 the expected earnings of graduates fell by 

15 8 percent and then by 4.4 percent from 1998 to 1999 

When we tum to consider the gap in expected earnings between males and females, 

females' expected earnings have been much lower than males' expected earnings 

throughout the period of estimation. However, over time we see that the expected 

earnings of males have declined at a faster rate than the expected earnings of females 

The expected earnings of females fell from 5,787 baht in 1997 to 5,370 baht in 1999, 

56 



while the male equivalent declined from 6,853 baht in 1997 to 6,211 baht in 1999 Thus 

the differential between male and female expected earnings has narrowed somewhat over 

this three-year period 
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Figure 3.3: Average earnings by sex in 1999 
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Finally, the coefficient of determination R 2 increased from 0 539 in 1997 to 0 540 in 

1998 and increased further to 0 578 in 1999 The value ofR-square- 0 578 for instance

indicates that the regression model is able to explain 57.8 percent of the total variation in 

the log of real wages determined by such factors as years of work experience, migration 

status, sector of employment, residential region and area, and education credentials 

Considering that the size of the observations used to estimate the model is considerably 

large for each year, the value of R 2 is high indeed. On this basis it can be concluded that 

the independent variables included in the model can explain reasonably well the 

heterogeneity in income derived from labour 

3. 7: Contributions to Total Earnings 

In this section, my analysis concerns the extent to which a variable contributes to total 

earnings The percentage contribution of each factor to total earnings is estimated by 

multiplying the coefficient estimate of each variable by its weighted mean value 
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Estimates of the contribution of each variable included in the regression model appear in 

Tables 3-Sa and 3-Sb The contribution made by work experience to total earnings was 

74 2 percent in 1997, 81.9 percent in 1998, and 84.6 percent in 1999 Thus, the net 

change in the contribution to total earnings after taking into account the square of work 

experience was 5. 6 percent between 1997 and 1998, indicating an increase after the crisis 

in the earnings of the more experienced workers. The net contribution of work experience 

to total earnings increased 3 2 percent from 1998 to 1999, but the growth rate declined 

substantially when compared with the previous period We see then than earnings growth 

derived from longer work experience has fallen, but at a positive rate, over time 

T bl 3 5 P a e - a: ercen a2;e contr1 ut10n o t "b . 1 erent actors to tota earm f d"tli f: I "ngs 
Factors Log of total earnings % Change in earnings 

1997 1998 1999 1997-98 1998-99 

Constant 822 5 815.6 807.1 -6.9 -8 5 
Work expenence 74 2 81.9 84 6 7.7 27 
Experience-square -28 8 -30.9 -30 4 -2 1 05 
Total number of hours worked 8.6 55 6 1 -3 2 06 
Formal 49 47 5.1 -0 2 04 
Informal -4 9 -4 7 -5 1 02 -0 4 
Migrants 02 02 0 1 0 1 -0 2 
Migrants Ito 4 years 05 02 03 -0 3 02 
Non-Illlgrants -0 7 -0 4 -0 4 0.3 -0 0 
Urban 2.4 4.3 4.8 1.9 0.5 
Urban Central 07 03 04 -0 3 01 
Urban North -0 1 -0 1 -0 1 -0 1 00 
Urban Northeast -0 4 -0 3 -0 3 0 1 00 
Urban South -0.0 -0.1 -0.0 -0 1 0.1 
Urban Bangkok and Vicnnty 23 46 4.9 2.2 03 
Rural -2.4 -4.3 -4.9 -1.9 -0.5 
Rural Central 09 00 0.2 -0 9 01 
Rural North -1 5 -1.6 -2 1 -01 -0 5 
Rural Northeast -2.8 -3 5 -3.4 -0 6 0.0 
Rural South 0 1 -0 1 -0 3 -0 2 -0.2 
Rural Bangkok and Vtctmty 08 08 0.8 -0 1 -0 0 
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Table 3-Sb: Percentage contribution of different factors to total earnings 
(continued) 

Factors Log of total earnings % Change in earnings 
1997 1998 1999 1997-98 1998-99 

Male 4.0 3.9 3.5 -0.1 -0.4 
No schoohng -0 6 -0.5 -0.5 0 1 -0 0 
Some lower Pnmary -0 3 -0 4 -0 3 -0 1 0.0 
Lower Pnmary -4 1 -4 1 -4.3 -0.1 -0 2 
Some Upper Pnmary -0.1 -0 1 -0.1 -0.0 -0.0 
Upper Primary -1.1 -1 3 -1 7 -0 2 -0.4 
Some Lower Secondary -0.0 -0.0 -0.0 -0.0 0.0 
Lower Secondary 12 1.0 06 -0 2 -0 4 
Some Upper Secondary 0.0 00 00 -0.0 0.0 
Some Upper VocatiOnal 00 00 0.0 -0.0 -0 0 
Upper Secondary 0.8 0.8 0.9 00 0 1 
Upper Vocauonal 1.0 1.0 0.9 00 -0 1 
Some College 17 1.8 18 00 0.1 
College 4.6 49 53 02 05 
Graduate 07 08 09 0.1 0 1 
Others -0.0 -0 0 -0 0 00 -0.0 
Female -4.0 -3.9 -3.5 0.1 0.4 
No schoohng -1 1 -1 1 -12 -0 0 -0 1 
Some lower Pnmary -0 6 -0.4 -0 5 02 -0 1 
Lower Pnmary -6 1 -6 2 -6 2 -0 1 -0.0 
Some Upper Pnmary -0 1 -0 1 -0 1 00 -0 0 
Upper Pnmary -2 8 -2 7 -3 0 0 1 -0 2 
Some Lower Secondary -0 1 -0.0 -0 0 0 1 00 
Lower Secondary 0.1 -0 2 -0 1 -0 2 0.0 
Some Upper Secondary 0.0 -0.0 0.0 -0 0 0.0 
Some Upper Voca1:1onal 00 0.0 00 -0.0 00 
Upper Secondary 04 0.2 0.3 -0 1 0.1 
Upper Vocauonal 06 0.5 0.5 -0 2 0.0 
Some College 1.1 1.0 12 -0 0 02 
College 4.2 4.7 51 05 04 
Graduate 0.4 0.4 0.5 -0.0 0.1 
Others 00 -0.0 -0 0 -0.0 -0 0 
All factors 876.6 872.1 867.3 -4.5 -4.8 

The contribution of the total number of hours worked per week to total earnings has been 

positive over time However, the contribution of work hours to total earnings declined by 

3 2 percent due to the crisis In addition, the formal sector made a stronger positive 

contribution to total earnings than the informal sector, and migrants have had a stronger 

positive impact on total earnings than non-migrants have had 

As to the contribution of regions and areas of residence, not only does urban area make a 

positive contribution to total earnings, but its rate of positive contribution has increased 
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from 2 4 percent in 1997 to 4 8 percent in 1999 By contrast, the contribution of rural 

areas to total earnings has been negative and increasingly so over time. The difference 

between urban and rural residential areas in their overall contribution to total earnings has 

widened from 4 8 percent in 1997 to 9 7 percent in 1999 By regions, Bangkok and 

vicinity made the largest contribution to total earnings, whereas the Northeast region 

made the lowest contribution over time. 

In comparing male contribution to total earmngs with the female contribution, the 

disparity between the two has declined gradually over time, reducing from 8 percent in 

1997 to 7 percent in 1999. The drop is a result of female earnings rising over time while 

male earnings have fallen As a consequence, in 1999 the contribution of male workers to 

total earnings was 3 5 percent, and that of female workers was -3 5 percent. 

As to the contributions of educational levels, the highest contributions are from males and 

females who completed a college degree: in 1997 the earnings of males with a college 

degree contributed 4. 6 percent to total earnings, and the contribution of females with a 

college degree was 4 2 percent On the other hand, those who have completed only to 

lower primary level made the least contribution - a negative one - to total earnings The 

contribution of females who completed to lower primary education has been particularly 

small at less than -6 percent over time This is even smaller than the contribution of 

males with the same level of education, also negative, at about -4 percent 

On the whole, lower levels of education make negative contributions to total earnings, 

whereas higher levels of education make positive contributions. Males and females who 

did not complete an upper secondary or vocational degree appear to have no effect on 

total earnings in that their contributions are virtually zero throughout the estimation 

period It should also be noted that the contribution to earnings of those who are college 

educated is much larger than the contribution of those educated to graduate level 

A final remark concerns the contribution of the constant term to total earnings The 

constant variable captures the effect of all the excluded variables in the model on total 
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earmngs As evident in Table 3-5a, the percentage contribution ofthe unexplained factors 

in the model has declined rapidly over time from 822.5 percent to 807.1 percent. The 

variables included in our model have therefore been increasingly able to capture the 

changes in total earnings from 1997 to 1999. 

The last two columns in Tables 3-5a and 3-5b illuminate the change in total earnings in 

terms of the contributions made by different factors. The per earner wage earnings 

declined by 4 5 percent between 1997 and 1998. What does this change infer? First, the 

experience contributes 5. 6 percent to an increase in earnings It claims that the 

experienced workers have managed to increase their earnings despite the crisis, and that 

younger and less experienced workers have suffered most from the crisis through 

reductions in their wages Second, the hours of work have contributed a 3 2 percent 

reduction in earnings during the crisis period. This arises from circumstances in which 

employers initially reacted to the crisis by trimming down the number of hours worked 

by employees Third, urban areas have contributed a 1. 9 percent increase in earnings, 

whereas rural areas contributed to a reduction in earnings by the same percentage. These 

findings indicate that the crisis has affected rural areas more than urban areas but since 

the magnitude of these changes in earnings is not large, this assertion is not conclusive 

Females have made a positive contribution of 0 1 percent to the total change in earnings 

by the same percentage Nevertheless the magnitude of change in earnings between males 

and females is so small that we cannot draw the definitive conclusion that males have 

been affected more adversely by the crisis than females 

The contribution of constant term to the total change in earnings is -6.9 percent. This 

denotes that many unknown factors (or those not included in the model) have contributed 

to a reduction in earnings by 6.9 percent between 1997 and 1998. 

Wage earnings per earner have deteriorated by 4.7 percent during 1998-99. Unknown 

factors, measured by the change in constant term, have made the largest contribution to 
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this reduction in earnings. Their contribution is -8.5 percent, while the contributions of 

other factors are comparatively small. 

3.8: Conclusion 

Thailand's economy has undergone many fundamental changes during the last three to 

four decades An agriculture-based economy in the 1950s and 1960s, it has now been 

transformed into an industry-based economy. The process of industrialisation 

accompanied by a high rate of economic growth has impacted strongly upon the labour 

market in Thailand. The share of employment in agriculture has fallen and the formal 

sector has played an important role in generating employment, particularly of those who 

depend on wages and salaries. In 1999, the formal sector employed about 9 million 

people who were mostly wage and salary earners. 

Along with industrialisation and structural transformation from agriculture to industry, 

the demand for skilled labour has increased, in turn triggering a rise in the wages for 

skilled labour relative to those for unskilled labour Skill embodied in the labour force 

can be obtained through education or various forms of training Education improves job 

prospects and expands an individual's earning capacity 

The study's maJor objective in this chapter has been to develop a general earmng

education model to capture the impact of different levels of completed (and incomplete) 

education on individual earnings. This study has also considered changes in earnings in 

the Thai labour market before and after the outbreak of economic crisis 

The study presented here found that a large proportion of the employed population is 

concentrated at the primary level. The lower educational levels of the Thai workforce will 

undermine economic growth in the long run Moreover, it is argued that inequality tends 

to decline as the supply of educated labour relative to demand increases (Knight and 

Sabot 1983). Therefore, higher levels of education in the labour force are surely relevant 
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to government policy, even though it is expected that the reward from education will fall 

as the supply of educated labour increases. 

Using a regression model, the study attempted to explain the difference in labour earnings 

in terms of many factors, such as experience accumulated in the workforce, hours worked 

per week, employment by sectors, migration status, regions and areas, the level of 

education, and gender. All these factors were found to be significant in determining 

earnings in the Thai labour market 

The study found that an individual's experience in the labour market was an important 

factor in determining wage earnings A non-linear pattern existed between earnings and 

work experience. That is, earnings increase with years of work experience up to a certain 

year but decline after passing a particular threshold year in one's career As such, the 

earning-experience profile exhibits a concave shape 

The effect on earnings of hours worked each week is positive, so that an additional hour 

that a person devotes to work is expected to raise the person's earnings Nevertheless, the 

percentage increase in earnings due to an additional hour spent on a work is found to be 

fairly small 

An individual's residential area and reg10n also play an important part in explaining 

earning differences across wage earners Overall, a person coming from an urban area 

can expect his or her earnings to be much higher than the earnings of a person from a 

rural area. Regardless of areas, it was found that while men residing in Bangkok and its 

vicinity could expect highest earnings, those from the Northeast and North regions could 

expect the lowest earnings 

In view of the effect of educational credentials on earnings, expected earnings tend to 

increase exponentially with the number of years of schooling This can be observed for 

both the male and the female workforce. However, male earnings are much higher than 

female earnings. On the whole, a man holding a graduate credential can expect the 
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highest level of earnings in the labour market, whereas a female who has no formal 

education can expect the lowest earnings. It is also observed that an individual with an 

upper vocational education has higher expected earnings than an individual with an upper 

secondary education 

The effect of the crisis on real earnings by educational level has also been investigated. 

The crisis had an adverse impact on earnings across individuals at almost every level of 

education. As a consequence, between 1997 and 1998 the growth rates of the expected 

earnings in relation to each level of education were overall recorded as negative 

However, from 1998 to 1999 the reduction in expected earnings was subdued for most 

educational levels. 

ercentage contributions to total earrungs made by vanous factors have also been 

examined Work experience makes the largest contribution to total earnings. Such factors 

as hours of work, formal sector and migrants have contributed positively to total earnings 

over time Urban areas also contribute significantly to total earnings In terms of regions, 

the contribution to total earnings made by Bangkok and its vicinity is the largest, while 

the contribution of the Northeast region remains the lowest over time 

In highlighting percentage contributions by educational levels and gender, at each level 

of education the contribution of females to total earnings is considerably lower than the 

contribution of males. Nevertheless, it has been observed that the gap between the two 

has decreased slowly over time In view of educational qualifications, while college 

graduates have contributed to total earnings by the highest percentage, lower primary 

graduates have made the lowest contribution to total earnings. 

The main limitation of the present study is that it analyses only the private rates of returns 

from education. It also does not consider the private costs that are incurred in obtaining 

education Although it would be appropriate to estimate social rates of returns from 

education, this step was not attempted here because sufficient information is unavailable 

Moreover, this is an extremely difficult issue involving many methodological problems 
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including choosing the discounted rate and the rate of depreciation of education The 

conclusions emerging from such analysis may not be particularly reliable 

On the whole, while Thailand has achieved universal primary education for the last three 

decades, the education system as a whole has not been as productive as it could have 

been for the labour market. The quantitative expansion of higher education has 

undoubtedly lifted the overall educational attainment among the labour force However 

the economy has failed to absorb these educated workers over time, creating an 

oversupply of educated workers. This mismatch between demand and supply among 

educated workforce calls for a critical assessment of the Thai education system The 

education system should be designed in response to what the local labour market 

reqmres. 
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Chapter IV: Long Term Trends and Economic Crisis 

4.1: Introduction 

In the early 1950s Korea and Thailand were among the poorest countries in the world. 

Over the following 40 years, these economies have been transformed dramatically In 

spite of the two oil crises in the 1970s, Korea and Thailand continued their rapid 

economic growth. Their manufacturing exports surged and investment increased 

significantly In the 1990s, as a result, both economies were categorised as the fastest 

growing in the world economy 

Both economies' impressive economic performance came to an abrupt end in 1997 The 

Korean economy in particular was severely affected by the crisis the per capita real GDP 

contracted by 6.9 percent between 1997 and 1998 What began as a financial crisis in its 

origin spread to the real sectors of these economies with severe adverse impact on the 

people's standard of living. This spread threatened not only the gains that Korea and 

Thailand had made in the years of fast economic growth but also the maintenance of full 

employment - with increasing unemployment, falling labour earnings and increased job 

insecurity There are now strong signs of recovery in both economies, although it is likely 

to take some time before the labour market returns to its previous level 

The main objective of this chapter is to analyse the impact of crisis on employment and 

unemployment in Korea and Thailand. The emphasis is on identifying the socioeconomic 

and demographic groups who have been affected most severely by the crisis. While the 

chapter focuses on measuring some of the impact of economic crisis, the chapter also 

provides analysis of long-term trends, for Korea over the period from 1990 to 1999 and 

for Thailand from 1992 to 1999 The impact of crisis is captured by measurement of 

structural change in the long-term trends that may occur during the crisis 

The analysis is carried out using the Economically Active Population (EAP) Surveys 

conducted by the National Statistical Office (NSO) of the Republic of Korea. The Labour 
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Force Survey (LFS) conducted by NSO in Thailand is used to analyse the Thai labour 

market. 

4.2: Methodology to Measure the Impact of Economic Crisis 

An appropriate method for isolating the effects of economic crisis is to measure the 

structural changes that may have occurred during the crisis period. Looking at the 

periods just before and just after the crisis cannot isolate the impact of crisis. This study 

thus estimates a non-linear trend model to each variable of concern that separates the 

impact of crisis from the long-term trend The crisis and long-term trend indices are 

derived from the estimated model. 

Suppose an objective is to estimate the impact of crisis on employment. Then the fitted 

model can be written as 

logxr = ao + b t + Ur 

where Xr is the level of employment (or any other variable that is of interest) in year t and 

ur is the error term, which is assumed to follow a normal distribution with zero mean and 

constant variance This model is derived by the logarithmic transformation of the 

compound growth rate equation, 

Xr = Xo (1 + r / , 

where r is the annual rate of growth and r = exp (b) - 1, exp being the exponential 

function. 

In the Thai case, the majority of people in the Thai labour market are employed in the 

agricultural sector. In studying the Thai labour market, the seasonal effect is expected to 

be high because the labour force fluctuates considerably depending on agricultural 
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seasons. Thus it is appropriate to derive the seasonal index of employment, 

unemployment and the labour force participation rate for Thailand 

To devise the seasonal index, suppose the fitted model is 

where Ddt and Dwr are dry and wet seasonal dummy variables. 1 The coefficients a1 and a2 

estimate the separate effect of dry and wet season on the dependent variable, logxr 

Therefore, since the gap between the two coefficients measures the difference in the 

impact of the two seasons on logxr, the net effect of the dry season separated from the wet 

season on Xr can be measured by 

SI = 100 x [exp(ara2) -1} 

where SI is the seasonal index that measures the seasonal variation between the dry and 

wet seasons 

It is assumed that the impact of crisis began to be felt in 1998 Accordingly, we want to 

know whether there has been a structural change in the long-term trend between 1997 and 

1998 I fit the time trend model covering the period from 1990 to 1997. Using the fitted 

model, I can calculate the forecast or expected value for 1998. Suppose x * and x * are 

the actual and expected values of x respectively in 1998, then the crisis index is defined 

as 

If the crisis index is computed for employment, then C is interpreted as the percentage of 

reduction in employment that is caused as a result of the economic crisis in 1998 This 

1 The sum of Dat and Dwt 1s always equal to 1, and it is assumed that a1 +a2 = 0 Based on these restnctions, 
the model is estlmated by the restncted least-square, not by the ordmary least-square lfthe modelts 
estlmated armually, then one can mmt the dummy vanables and estimate the model by the OLS method 
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index provides a counter-factual explanation· if the economic crisis had not occurred, 

then given the past trends and seasonal effects, the level of employment would have been 

higher by C percent in 1998. If the index C is zero or near zero, it means that the crisis 

has had no impact on the particular variable 

To test whether the crisis index is significantly different from zero, we compute the 

standard error of the crisis index, which gives the t-value equal to the crisis index divided 

by its standard error If the absolute value oft is 2 or more, then we can conclude that the 

crisis has a significant impact on the variable (at the 5 percent significance level). 

To measure the overall long-term trend, the aggregate annual growth rate is computed 

from the model. If, for instance, the variable of interest is employment, then the long

term trend index measures the average annual rate at which employment has changed 

between 1990 and 1997 Its statistical significance is tested by the t-value. 2 

4.3: Impact of Economic Crisis on Employment and Unemployment 

Male and Female 

The number of people employed in the Korean labour market is presented in Table 4-1 

The results show that male employment far exceeds female employment The gap 

between the two continues to remain wide even though female employment grew faster 

than male employment: the annual growth rate of male employment is 2.2 percent, 

whereas that for female employment is 2.3 percent. 

The crisis index indicates that in 1998, the economic crisis contributed to a reduction in 

employment by 8.2 percent, which was derived from -7 6 percent and -9.1 percent for 

male and female respectively 3 Therefore the crisis more adversely effected female 

employment than male employment Aggregate employment has increased slightly from 

2 For Korea, the model is estimated usmg the annual data, and thus there is no need to mclude dummy 
variables 
3 

The cnsis mdices are lnghly sigmficant statistically at the 5 percent sigmficance level 
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1998 to 1999 Nevertheless, the adverse effect of the crisis on employment has been 

prevalent in that without the crisis, total employment in 1999 would have grown at an 

annual rate of 8 7 percent Thus, employment has not yet recovered its level prior to the 

crisis, but recovery signs are evident. 

Table 4-1: Employment and unemployment by sex in Korea 

Year Employment (in millions) Unemployment rate(%) Labour force participation rate 
(%) 

Male Female Total Male Female Total Male Female 

90 10 7 7.4 18.1 2.9 1.8 2.4 74.0 47.0 
91 111 7.5 18.6 2.5 1 9 23 74.9 47.3 
92 11.3 7.6 19.0 2.6 2.1 24 75 5 47 3 
93 11.5 7.7 19.3 3.2 2.2 28 76 0 47 2 
94 118 8.0 19 8 27 1 9 2.4 76.4 47 9 
95 12 2 8.2 204 2.3 17 20 76 5 48 3 
96 12 3 8.4 20 8 2.3 16 20 76 1 48 7 
97 12.4 86 21.0 2.8 2.3 26 75.6 49.5 
98 119 8.0 19.9 7.6 56 6.8 75.2 47.0 
99 12 0 83 20.2 7.2 5.1 64 74.4 47 5 

ual growth rate 2.2 2.3 2.2 -1.7 0.0 -1.2 0.3 0.7 
t Value 17 4 20 1 29 3 -1 0 00 -0.6 2.6 70 

ISIS mdex 98 -7.6 -9.1 -8.2 113.5 107.2 111.6 -2.1 -5.1 
t_Value -7 5 -9.8 -13.3 78 59 75 -2 0 -62 

ISIS mdex 99 -9.1 -8.2 -8.7 109.3 98.9 105.9 -3.5 -4.7 
t Value -8 4 -8 2 -13.3 7 1 5 1 6.7 -3 1 -5 3 

Prior to the crisis, the unemployment rate decreased at an annual rate of 1 2 percent The 

rate of unemployment among males declined at a rate of 1. 7 percent per annum between 

1990 and 1997, while the unemployment rate among females grew at an annual rate of 

0 04 percent. The rate of unemployment soared to 6.8 and 6 4 percent in 1998 and 1999 

respectively, in response to the crisis. This indicates that the economy was unable to 

solve the problem of mismatch between demand for and supply of labour Moreover, 

although the unprecedented rate of unemployment during 1998-99 fell to 3 7 percent in 

mid 2000, unemployment still remains a serious social problem for the government to 

tackle. 

Male workers have felt the effects of the crisis more severely than females The crisis 

resulted in a 113 5 percent increase in the male unemployment rate in 1998, and a 107 2 

percent increase in the female unemployment rate. It is clear that a significant percent of 
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male and female workers lost their jobs due to the economic crisis Moreover, the adverse 

effects of the crisis were still felt in 1999 as evident in the high rate of unemployment 

that year. In the absence of the crisis the unemployment rate would have been 2.5 percent 

in 1999 With the crisis the actual rate was 6.4 percent 

I have also computed the labour force participation (LFP) rate by gender, which is 

presented in Table 4-1. These data demonstrate that the participation rate by males in the 

labour market has been consistently much higher than the rate for females over time 

Nevertheless, between 1990 and 1997 the female LFP rate increased faster than male LFP 

rate These findings reveal that females increasingly entered the labour market along with 

fast economic growth before the crisis 

The crisis in 1998, however, hit females harder than males; the LFP rate for females 

dropped from 50 percent in 1997 to 47 percent in 1998, while males' LFP dropped only 1 

percent from 76 percent in 1997 to 75 percent in 1998. The negative effect ofthe crisis on 

the female LFP rate continued in 1999, as indicated by the crisis index. On the whole, 

more females than males lost their jobs because of the crisis and joined the economically 

inactive population The 'discouraged worker effect' is more pronounced among females 

than among males so that the female LFP rate has been curtailed substantially during the 

cns1s 

We now turn to the case of Thailand As shown in Table 4-2, employment increased at an 

annual rate of 0.7 percent before the onset of the crisis. Employment among males grew 

particularly, at a significant rate of 1 percent per annum. A clear result emerging from 

these results is that employment in the Thai labour market is highly seasonal 

employment is higher during the wet season (the third quarter) and lower during the dry 

season (the first quarter). 4 The seasonal effect on employment is considerably greater 

among the female labour force than the male labour force. This overall trend in 

employment in Thailand emerges because of the nation's economic structure that is 

largely based on agriculture. As agricultural work itself is unstable, depending on climate 

4 The dry season is the January to March period, whereas the wet season is the July to September penod 
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and seasons, employment tends to fluctuate widely. The seasonal effect is more 

prominent among females because agricultural activities rely mainly on casual labour that 

consists mostly of female workers (Lipton and Ravallion 1997). When the demand for 

labour is high in the wet season, females are very much in need When the dry season 

comes, the need for these women reduces and they tend to withdraw from the labour 

force. 

Although employment declined after the outbreak of the crisis, the magnitude of this 

decline is either insignificant or small There was a significant reduction only in male 

employment during the wet season of 1998. These findings suggest that the effect ofthe 

crisis on employment is less severe in Thailand than in Korea. This is because Thailand is 

an agriculture-based economy, whereas in Korea the industrial sector plays a dominant 

role in generating employment The modem sector is more prone to external shocks like 

the recent financial crisis, in that it is closely linked with external markets through many 

channels 

Unlike in Korea, employment in Thailand continued to decline in 1999 This decline in 

1999 is due partly to seasonal effects and partly to the effect of the crisis that still seems 

to be present in the labour market As the data for 1999 is based solely on circumstances 

for the dry season, a weak demand for labour in 1999 partly reflects seasonal effects 

during the off-season of agriculture as well as the adverse effects of the crisis. If the crisis 

had not occurred, employment would have increased by roughly 1 percent, which is 

insignificant statistically 

As pointed out above, unemployment is highly seasonal, with low rates for the wet 

season and high rates for the dry season. The major impediment to finding a job in the 

dry season is the lack of information available about jobs (Warr 1993). While the 

unemployment rate fell at a faster rate among females than among males, it should be 

mentioned that female unemployment is highly dependent on seasonal fluctuations This 

implies that females are the major source of agricultural labour, which is highly 

casualised. 

72 



Table 4-2: Employment and unemployment by sex in Thailand 

Period Employment (in millions) Unemployment rate(%) Labour force participation 
rate(%) 

Male Female Total Male Female Total Male Female 
3qrt 92 17.5 14.9 32.4 1.3 1.5 14 61.2 52.6 
lqrt 93 16.6 12 7 29 2 34 4.7 39 60.0 48 7 
3qrt 93 17.5 14.7 32.2 12 1 9 15 60 3 51 7 
lqrt 94 16.2 12 1 28.2 3.3 5.5 4.2 58.9 46.4 
3qrt 94 17 4 14 7 32.1 1.1 1.5 1 3 59.6 50 1 
lqrt 95 16.7 12 3 291 2 1 29 24 59.3 46 7 
3qrt 95 17.8 14.8 32 6 09 14 1 1 60 5 50 5 
lqrt 96 17 3 12 8 30.1 1 8 25 2 1 59 8 47 0 
3qrt 96 17 7 14 5 32 2 1 0 1 1 1 1 59 9 49 2 
lqrt 97 17.4 12.9 30.3 1.9 2.7 2.3 59.6 46.5 
3qrt 97 18.1 15.0 33.2 0.8 0.9 09 60.5 50.2 
lqrt 98 16 9 12.5 29 4 4.8 4.8 48 59 5 46.0 
3qrt 98 17 7 14.5 32.1 3.4 3.4 34 60.0 49 0 
lqrt99 17.1 12.9 30 0 5 1 5.8 54 59 9 46 8 

Seasonal mdex 4.9 16.3 9.9 -82.1 -93.0 -86.8 1.4 7.5 
t Value 57 134 10 0 -10.9 -9.1 -10.3 27 8.7 

Trendmdex 1.0 0.4 0.7 -11.1 -14.5 -12.9 -0.1 -1.0 
t Value 3.8 1.0 24 -4.7 -4.5 -4.8 -0 6 -3 6 

=:nsts mdex 1st quarter 98 -2.7 -1.4 -2.1 101.8 76.7 90.3 0.3 0.6 
t Value -1 5 -0 6 -10 66 37 5.2 0.3 04 

~ns1s mdex 3rd quarter 98 -3.6 -3.4 -3.5 155.7 143.3 149.9 -0.2 -0.1 
t Value -2.0 -1 4 -1 7 99 6.7 85 -0 2 -0 1 

=:nsts mdex 1st quarter 99 -2.3 1.1 -0.8 119.3 110.4 115.3 1.0 3.3 
t Value -12 04 -0 3 72 49 62 0.9 17 
R-square 84.1 95.3 92.2 94.0 92.0 93.5 46.8 90.8 

It is interesting to note that before the cns1s, while female employment had been 

increasing insignificantly, female unemployment had been declining significantly over 

time This trend in employment and unemployment among females is explained by a 

significant reduction in the female LFP rate. The reduction in the LFP rate among 

females may be explained by a gradual sectoral shift from a traditional agricultural 

economy to a modern industrialised economy The transforming economy is not able to 

absorb the female labour force in the modern sector, resulting in a low LFP rate among 

women. A declining LFP rate among females may be due partly to the 'discouraged 

worker effect' during the wet season with tendency towards oversupply of labour, some 

female workers may withdraw from the labour force 

73 

Total 
56.9 
54 3 
56 0 
526 
54 8 
53 0 
55 5 
53 4 
54 5 
53.0 
55 3 
52 7 
54 5 
53 3 
4.1 
62 
-0.5 
-2 4 
0.5 
04 
-0.2 
-0 1 
2.1 
14 

83.1 



The crisis has led to a substantial increase in the unemployment rate· unemployment in 

the dry season jumped to around 5 percent after the crisis from 2 3 percent before the 

crisis, whereas unemployment in the wet season increased from 1 percent in 1997 to 3 

percent in 1998. The effect ofthe crisis on the unemployment rate was detrimental in the 

wet season of 1998, when unemployment was exacerbated by 150 percent because ofthe 

effects of the crisis. 

More importantly, the rate of unemployment in 1999 continued to increase from 1998 In 

the dry season of 1999, female unemployment was recorded at about 6 percent, whereas 

the rate of unemployment among males was about 5 percent. As the crisis index 

indicates, the effect of the crisis on the unemployment rate is slightly greater for males 

than for females, and this effect has remained since the crisis Thus, male unemployment 

has been relatively more affected by the crisis 

Urban and Rural Difference 

Table 4-3 reveals that as expected, in Korea employment in urban areas is much larger 

than in rural areas Employment in urban areas grew at an annual rate of 3.57 percent 

between 1990 and 1997 while rural employment declined at an annual rate of 1 96 

percent. More job opportunities created in urban areas in turn precipitated urbanisation at 

a faster rate As we could expect, then, the crisis was felt more severely in urban areas 

than in rural areas, with the crisis indices of urban employment much larger than those of 

rural employment The difference in the number of people employed in urban and rural 

areas has broadened over time This pattern of employment growth biased in favour of 

urban areas tends to engender regional disparity within the economy Nevertheless, since 

the Korean economy is largely dependent on modern industrialised sectors and is highly 

urbanised, urban employment outweighing rural employment is not a major concern 

As we see in Table 4-3, before the crisis in 1997 the urban unemployment rate over time 

declined, whereas the rural unemployment rate increased. The magnitudes of these 

changes are not significant statistically 

74 



T bl 4 3 E I t d a e - : mpJOymen an I t" K unempJOymen m b orea ,Y area 
Year Employment (millions) Unemployment rate LFP rate(%) 

(%) 
Urban Rural Urban Rural Urban Rural 

90 13.00 5.08 3 1 0.7 58.6 641 
91 13.60 5.02 2.8 0.8 594 64.3 
92 13.98 4 98 2.9 0.9 59.5 65 2 
93 14.30 4.81 3 3 1 3 59 8 646 
94 15 08 4 76 28 10 60 7 65.1 
95 15.73 4.65 24 0.8 61.2 64 8 
96 16.21 4.55 2.4 0.7 612 64 9 
97 16.60 4.45 3.0 1.1 61.4 65.4 
98 15.71 4.22 77 3.5 59 6 65.3 
99 16 05 4 18 7.2 29 59 3 66.0 

Annual growth rate 3.57 -1.96 -2.45 2.78 0.68 0.22 
t Value 27 09 -19 84 -1.42 0 79 10 45 2.86 

Cnsts mdex 98 -9.85 -3.67 110.98 124.55 -4.14 -0.19 
t Value -9.10 -4 54 7.82 4 29 -7 69 -0.31 

Cnsts mdex 99 -10.95 -2.89 107.56 101.07 -5.25 0.62 
t Value -9 50 -3 35 712 3 27 -9 16 0 92 

A low and steady rate of unemployment during the pre-crisis period increased sharply 

because of the crisis in 1998 Rural unemployment rose above 3 percent, but the rate of 

unemployment in urban areas surged above 7 percent In the absence of the crisis, the rate 

of unemployment in 1998 would have been 110 98 percent less the than actual rate for 

urban areas and 124.5 5 percent less than the actual rate for rural areas 

As evident in Table 4-3, the LFP rate in Korea was higher in urban areas than in rural 

areas in the 1990s. The urban LFP rate grew at an annual rate of 0.7 percent, which is 

faster than the 0.2 percent for rural areas. However the crisis led to a significant reduction 

in the LFP rate in urban areas - by 4 percent in 1998 and by a further 5 percent in 1999 

People in urban areas have therefore been considerably discouraged from joining the 

labour force since the crisis In contrast, the rural LFP rate showed a 0. 62 percent 

improvement in 1999 We see, then, that in the wake of the crisis, some of the 

economically active population in Korea has migrated from urban to rural areas These 

former urban workers have joined the rural labour force, which has increased the rural 

LFP rate in 1999 
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T bl 4 4 E I t d I tb . Th ·1 d a e - . mpJOymen an unemploymen ty area m a1 an . 
Period Employment (millions) Unemployment rate (%) Labour force participation 

rate(%) 
Urban Rural Total Urban Rural Total Urban Rural 

3qrt 92 8.1 24.3 32 4 1.9 1.2 14 51.9 58 8 
lqrt 93 84 20 8 29 2 2.2 4.6 3 9 514 55 5 
3qrt 93 86 23 5 32.2 1.8 1.4 15 51.9 57 6 
1qrt 94 86 19 7 28.2 2.5 5.0 42 50.4 53 5 
3qrt 94 8.8 23 2 32.1 1.5 1.2 13 50.7 566 
lqrt 95 9.1 19.9 29.1 1.6 28 2.4 51 9 53.5 
3qrt 95 95 23 1 32 6 1.0 12 1 1 52 6 56 8 
1qrt 96 9.5 20 6 30.1 14 2.4 2 1 52 8 53 7 
3qrt 96 9.6 22.7 32 2 1.1 1 1 1.1 52 2 55 6 
1qrt 97 97 20 6 30.3 1.7 2.5 23 53.0 53 0 
3qrt 97 10.1 23.1 33.2 1.1 0.8 09 54.1 55 9 
1qrt 98 96 19.8 29 4 3 1 5.6 4.8 52.6 52 8 
3qrt 98 97 22 4 32.1 4 1 3 1 34 53 1 55 1 
1qrt99 97 20 3 30.0 4.4 59 54 53 0 53 4 

Seasonalmdex 0.6 13.8 9.9 -30.8 -106.5 -86.8 0.6 5.5 
t_ Value 09 10 6 10.0 -3.6 -10 6 -10.3 0.7 97 

Trend index 4.1 -0.6 0.7 -11.8 -12.9 -12.9 0.8 -1.0 
t Value 17.7 -14 24 -4.4 -4 1 -4.8 3 1 -5 5 

:::ns1s mdex 1st quarter98 -5.7 -1.0 -2.1 87.7 91.7 90.3 -1.1 0.9 
t Value -3 9 -0.4 -1 0 5.0 4.5 5.2 -0 6 08 

::ns1s mdex 3rd quarter98 -7.2 -2.0 -3.5 151.2 146.9 149.9 -1.3 0.2 
t_Value -4 7 -0 8 -1 7 8.5 70 85 -0 7 01 

:::ns1s mdex 1st quarter99 -8.6 2.1 -0.8 134.5 109.6 115.3 -1.2 3.1 
t Value -54 07 -0 3 7.2 50 62 -0 6 25 
R-square 97.2 92.7 92.2 78.2 93.5 93.5 52.9 93.3 

Table 4-4 provides data on employment and unemployment in the Thai labour market 

between 1992 and 1999. Before the crisis, employment in urban areas grew at an annual 

rate of 4 1 percent but in rural areas there were insufficient employment opportunities to 

absorb the labour force. Rural employment in fact declined in the pre-crisis period, even 

though its magnitude is small and statistically insignificant Overall, the employment 

opportunities generated by fast economic growth before the crisis were concentrated in 

urban areas and these created job growth biased in favour of urban sectors. The outcome 

of this trend has been unbalanced regional development as we see in the case of the Thai 

economy 

The rate of unemployment was low for both urban and rural areas before the onset of the 

crisis. Rural unemployment is largely seasonal in Thailand and unemployment in urban 

areas is a problem ofthe better-educated groups (Sussangkam 1993). The unemployment 
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rate in rural areas had, in particular, decreased much faster than the growth in rural 

employment between 1992 and 1997, so with employment concentrated in urban areas 

only, rural workers have been discouraged from joining the labour force. This explains 

the existence of a labour surplus in rural areas in Thailand Such a surplus is a common 

phenomenon as a result of urbanisation in the process of economic development In this 

context it is important to note that one of the main obstacles for those who are seeking 

work in the non-agricultural sectors during the dry season is the shortage of job 

information in rural areas (Warr 1993). 

As expected, the adverse effects of the crisis have registered more heavily on the urban 

labour market than on the rural labour market in Thailand Urban areas have experienced 

a sharper reduction in employment or a sharper increase in the unemployment rate by 

comparison with rural areas. The severe impact of the crisis on urban areas seems to have 

generated migration from urban to rural areas since the crisis This migration to rural 

areas has seen the LFP rate in rural areas increase significantly, by 3.12 percent in 1999 

On the whole, the crisis still has a significant impact on the Thai labour market, and its 

adverse effects appear to have continued in 1999 

Duration of Unemployment 

As defined in Appendix I, long-term unemployed persons are those who have been 

unable to find employment for 12 months or more The short-term unemployed are those 

who have been unemployed for less than 12 months. The new entrants form a third 

category of unemployed who have never worked before 

In Korea, the extent of those who were unemployed for less than one year increased 

significantly at an annual rate of 3.45 percent during the pre-crisis period, 1990-97 The 

crisis led to a further increase in short-term unemployment in 1998 and 1999, with 

increases by 140 35 percent in 1998 and by 127.3 percent in 1999 We should note that 

although long-term unemployment showed a dramatic rise between 1998 and 1999, the 

total number in this category never surpassed the number of short-term unemployed in 
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the 1990s. These findings indicate that the unemployment problem in Korea is short-term 

nature 

Table 4-5: Unem[!IO!ment b! duration in Korea (unit: millions} 
Year Unemployed for Unemployed for 

less than 1 year more than 1 year New entrants 

90 0.23 0 01 0 21 
91 0.21 0.02 0.21 
92 0.24 0.01 0 21 
93 0 29 0 01 0.25 
94 0.26 0 02 0.21 
95 0.24 0.01 0.16 
96 0.25 0.01 0 17 
97 0.31 0.01 0.24 
98 1.19 0.15 0.12 
99 107 0.21 0 09 

Annual growth rate 3.45 -0.58 -1.83 
t Value 2 20 -0.14 -0.75 

Crists mdex 98 140.35 247.18 -50.44 
t Value 10.89 7 54 -2.51 

Cnsts index 99 127.30 278.08 -72.94 
t Value 9 27 7 96 -3 41 

The crisis index indicates that the impact of the economic crisis was much more severe 

on the long-term unemployed Their number increased from 0 01 million in 1997 to 0 15 

million in 1998 and increased further to 0 21 million in 1999 These unemployed people 

are highly likely to suffer a greater degree of hardship than employed people and it is 

important that government policies give priority to eliminating the sufferings of these 

people It is fortunate that the number of the long-term unemployed is much smaller than 

the total number of unemployed suggesting that the resources required to provide them 

earning sources through employment should not be excessive 

It is interesting to note that the economic crisis has led to a significant reduction in 

unemployment among new entrants. It seems that on the pretext of economic crisis, many 

firms are replacing inefficiently employed labour with new entrants to the labour market 

This is a common phenomenon in developed industrialised countries during recession 

periods. 

Temporarily Absent Employed Persons 
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In this section two hypotheses are tested. The first is whether the crisis led to more 

intense labour disputes The survey data provide information on the number of people 

absent from work due to labour disputes. The results in Table 4-6 show that the crisis has 

increased the number of persons who are temporarily absent due to labour disputes. If the 

crisis had not occurred, absenteeism due to labour disputes would have been 226.37 

percent less in 1998 and 121 75 percent less in 1999, but these figures are not significant 

statistically 

Table 4-6: Number absentee workers and rate of absenteeism in Korea 
Year Average no. of absentee workers Rate of absenteeism 

Due to Due to Due to Due to 

tllness labour chspute illness labour chspute 

90 31018 4847 0.172 0.027 
91 33659 2759 0 181 0 015 
92 41614 2436 0.219 0 013 
93 37880 553 0 197 0 003 
94 34979 1253 0176 0 006 
95 40008 222 0.196 0 001 
96 39743 901 0 191 0.004 
97 49233 2861 0.234 0 014 
98 45517 5725 0 228 0 029 
99 59179 1695 0 292 0.008 

Annual growth rate 4.60 -18.64 2.39 -20.84 
t Value 3 16 -123 161 -1 37 

Cnsis mdex 98 -3.12 226.37 5.12 234.61 
t_Value -0 26 1.81 0.42 1.88 

Cnsts mdex 99 18.91 121.75 27.66 130.49 
t Value 148 0 92 213 0 98 

The second hypothesis relates to absenteeism due to illness The economic cnsts 

contributed to job insecurity, which may have resulted in a greater incidence of sickness. 

If this hypothesis were valid, the crisis index for the number of people absent from work 

due to illness would be positive and statistically significant The index is positive but not 

statistically significant Thus, it cannot be concluded that the crisis has a significant 

impact on the incidence of sickness. It is interesting to note, however, that the crisis led to 

an increase in the rate of absenteeism due to illness by 27 66 percent, which is 
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statistically significant at the 5 percent level of significance 5 It is also interesting to point 

out that the average number of people temporarily absent because of sickness has risen 

over time. Prior to the crisis the numbers of these people grew at an annual rate of 4 6 

percent, which is statistically significant 

Hours of Work 

A nation's rapid economic growth can be explained largely by improvement in labour 

productivity Improvement in labour productivity should generally lead to reducing the 

work hours of the employed labour force If this hypothesis were correct, there should be 

a declining trend in the average number of work hours per worker The results in Table 

4-7 indeed confirm that the average number of work hours has declined at an annual rate 

of 0 5 percent before the crisis and at a rate of roughly 2 percent after the crisis These 

figures are shown to be highly significant. We can therefore observe that the rapid 

economic growth in Korea has been accompanied by a decline in the number of work 

hours per worker This result holds for both males and females 

Table 4-7: Average number of work hours per week in Korea 

Year Male Female Total 
90 55.8 51 7 540 
91 55.3 51 0 53 6 
92 54 5 50 2 52.8 
93 54 7 50.4 52 9 
94 54.3 50 2 52 6 
95 544 50 3 52.8 
96 54 3 50.2 52 6 
97 53 3 49 5 51 8 
98 52 0 48.5 50 7 
99 52 2 48.6 50 7 

Annual growth rate -0.51 -0.44 -0.47 
t Value -5 54 -4 00 -5.19 

Cnsis mdex 98 -2.61 -1.95 -2.05 
t_ Value -3 47 -2 15 -2 77 

Cnsis index 99 -1.67 -1.24 -1.60 
t Value -2.08 -1.28 -2.03 

5 The rate of absentee1sm 1s defined as the number of person absent from work as a percentage of employed 
persons. 
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The weak demand for labour during the crisis period may also contribute to a reduction in 

working hours. This reduction is involuntary and has resulted in lower earnings. The 

crisis index shows that the economic crisis has indeed contributed to a significant 

reduction in working hours The cut in working hours due to the crisis has been larger for 

male workers than for female workers 

Another major reason underlying the significant reduction in working hours after the 

crisis struck is that in response to the crisis, labour unions suggested cutting the number 

of weekly work hours This was deemed to be a more effective way of employment 

adjustment than dismissing workers. Reducing the number of working hours per week 

has therefore played a role in securing jobs for the employed in the exchange for wage 

cuts, since the crisis began. 

Employment and Unemployment by Education 

Table 4-8 reveals patterns of employment by workers' education level in Korea We see 

that the majority of the employed labour force has been educated to high school or 

university level. These data indicate clearly that the workforce in the Korean economy is 

on average highly educated Prior to the crisis, employment among university-educated 

workers grew at its most rapid rate ever of 8 05 percent annually, followed by 

employment among those educated to high-school level. On the other hand, employment 

among less-educated workers declined over time. These trends indicate that the level of 

education of the Korean workforce increased ever more towards high school and 

university prior to the crisis 

The effect of the crisis on employment by educational levels is estimated through the 

crisis index In 1998, employment among those with a middle-school education 

decreased by the largest magnitude, followed by those with high-school education and 

the least decrease was for those with primary education Therefore, employment among 

those with lower educational levels, middle school and primary, was hit initially and 

hardest by the crisis in 1998. Subsequently, however, the adverse effect of the crisis on 
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employment was enlarged in 1999 among those with higher levels of education, high 

school and university. 

Table 4-8: Employment by education in Korea (unit: millions) 
Year Less than Middle High 

Pnmary School School University 

90 5.03 3.40 6.75 2 91 
91 4 88 3.41 7.15 3 17 
92 471 3.28 7.37 3.60 
93 4 36 3 18 7.84 3 87 
94 428 3.22 8 21 4.12 
95 414 3 22 8.53 4 48 
96 400 3 27 868 4 81 
97 3 97 3 39 8 58 5.11 
98 3 53 2 82 8.23 5 35 
99 3 53 2 87 8.24 5 60 

Annual growth rate -3.64 -0.33 3.73 8.05 
t Value -13.57 -0.76 9.38 24.62 

Cnsts mdex 98 -5.92 -14.17 -12.12 -5.66 
t Value -2 69 -4 00 -3 71 -2 11 

Cnsis index 99 -2.63 -12.19 -15.43 -8.52 
t Value -112 -3.23 -4 43 -2 98 

Table 4-9: Unemployment rate by education in Korea 

Year Less than Middle High 
Primary School School Umverstty 

90 06 16 3.2 4.9 
91 0.6 1 3 3.0 4.3 
92 05 14 3.2 4.0 
93 0.7 18 3 5 44 
94 07 16 29 3.8 
95 06 1.4 2.4 3.0 
96 0.6 13 24 29 
97 0.8 1 9 3 1 3.5 
98 39 7.3 79 6.8 
99 36 6.5 74 6.5 

Annual growth rate 3.85 1.03 -2.80 -6.24 
t Value 1.92 0.48 -1.44 -3.70 

Crisis index 98 164.97 152.78 111.15 86.27 
t_Value 10.02 8.59 6.96 6 23 

Cnsts mdex 99 152.91 140.41 107.07 88.02 
t Value 872 7 41 6 30 5 96 

The rate of unemployment by educational levels is calculated in Table 4-9 The rate of 

unemployment declined significantly among people with higher levels of education and 

increased among those with lower educational levels during the period 1990-97 Yet the 

82 



crisis contributed to a significant increase in the unemployment rate irrespective of 

workers' levels of education The worst affected were those with less than primary 

education, for whom the crisis increased the unemployment rate by 164.97 percent in 

1998 and 152 91 percent in 1999 These findings suggest that those with lower 

educational levels were most adversely affected by an increase in unemployment due to 

the crisis 

Table 4-10: Labour force ~artici~ation rate b! education in Korea 
Year Less than Middle High 

Pnmary school School University 

90 59.8 64.5 56.6 64.4 
91 59 1 647 57.9 65 7 
92 58.8 64 3 58 6 66.0 
93 56 9 65.4 60.0 65 5 
94 56 7 65 3 610 66 2 
95 56.0 65.1 61.7 667 
96 55 2 65 4 618 66 7 
97 547 65.9 61 8 67 4 
98 52 2 64 7 60 1 66.5 
99 52.2 65.2 59 7 65 8 

Annual growth rate -1.31 0.29 1.31 0.53 
t Value -14 00 4 23 803 5 76 

Crisis index 98 -3.12 -1.95 -5.61 -1.81 
t_ Value -4 06 -3 41 -4 17 -2 38 

Cns1s mdex 99 -1.97 -1.33 -7.40 -3.24 
t Value -2 41 -2 19 -5 17 -4 01 

In Table 4-10 we see that participation in the labour force by those with higher levels of 

education has grown significantly in the 1990s. In particular, the LFP rate among 

individuals educated to high-school level grew fastest at 1 31 percent during 1990-97 

We should note that while the crisis resulted in a significant reduction in the LFP rate 

across education groups, the effect was most prominent for the high school group that 

experienced a 5 6 percent reduction in the LFP rate in 1998 and a 7 4 percent reduction in 

1999 These findings imply that the discouraged worker effect has been most prominent 

among those with a high school education 

Unemployment by Age 
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It is clear from Table 4-11 that in Korea, the unemployment rate among people aged 

under 3 0 has been higher than for other age groups in the 1990s, even though the growth 

rates here are statistically insignificant In addition, the rate of unemployment among 

elderly people aged 60 and over grew significantly at an annual rate of 7 6 percent 

between 1990 and 1997. These data indicate that unemployment is higher among the 

most vulnerable groups - those in the prime of their youth and the elderly 

Table 4-11: Unemployment rate by age in Korea (unit: %) 

Year 15-19 years 20-29 years 30-39 years 40-49 years 50-59 years 60 & over 
90 9.2 4.9 1.6 1.2 1.0 0.4 
91 9.2 4.9 1.3 1.2 0.8 0.3 
92 10.2 5.3 1.4 1.1 0.8 0.3 
93 11.1 6.3 1.8 1.2 09 0.3 
94 9.3 5.3 1.6 1.3 08 03 
95 8.1 43 14 1 1 09 04 
96 7.5 4.4 1.4 1.1 09 04 
97 9.9 5.4 1.9 1 5 1 3 08 
98 20 7 11.3 5.7 5.5 5.2 2.5 
99 19.9 10.2 5.5 5.3 5.3 2.4 

Annual growth rate -1.72 -0.85 1.57 1.33 2.44 7.60 
t Value -0 86 -0 43 0.72 0 81 1 03 1.96 

Cns1s mdex 98 88.26 83.92 125.67 146.44 163.12 149.65 
t Value 5 38 5.18 6.99 10.77 8.34 4 70 

Cnsts index 99 86.13 74.33 119.24 140.52 162.89 140.50 
t Value 4.93 4.31 6.22 9.70 7.82 4.14 

The crisis indices that capture the effect of the crisis illustrate that those in their middle 

age have been hit most severely by unemployment between 1998 and 1999 In particular, 

those in the age group of 50 to 59 years suffered most from the crisis The unemployment 

rate for this group increased by roughly 163 percent after the crisis, compared to the long

term trend in the unemployment rate before the crisis. The crisis index for the age group 

of 60 and over indicates that this age group has also been affected significantly by 

unemployment after the crisis. 

Table 4-12 sets out the LFP rate with respect to different age groups The labour force 

aged between 40 and 49 years recorded the highest participation rate in the labour market 

over the time considered. The LFP rate among youth aged below 20 years declined at an 

annual rate of 5 03 percent before the crisis. This indicates that between 1990 and 1997 
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teenagers spent ever more time on their education, which in turn generated an overall 

increase in educational level among the labour force Yet after the crisis, the youth LFP 

rate increased. This suggests that this age group was likely to be forced to enter the 

labour market due to the crisis. The Ministry of Education (1998) argues that after the 

crisis, drop-outs and school absenteeism for reasons other than illness were estimated to 

be roughly six times higher than in the pre-crisis period. Students were forced to 

withdraw from their education for such reasons as poverty and family break-up 

Table 4-12: Labour force participation rate by age in Korea (unit: %) 

Year 15-19 years 20-29 years 30-39years 40-49 years 50-59 years 60 & over 
90 14 6 65 3 75 6 78 8 724 35 6 
91 14 9 65.9 76.0 78 6 72.8 36.2 
92 14 5 65 5 75.3 78 5 73.0 37 9 
93 135 64 8 75 6 79 2 717 36 8 
94 129 65.5 760 79 7 72.1 38.2 
95 119 66 2 75 8 80 3 72.1 39.1 
96 11.1 66 9 76 3 80 5 715 39 6 
97 10 8 67 5 76 9 80.4 720 40 3 
98 10.6 64.7 75.2 79.0 70 0 38.0 
99 11.1 63 8 75.2 78 6 69 7 38 6 

Annual growth rate -5.03 0.41 0.20 0.40 -0.19 1.71 
t Value -9 79 2.85 2 62 6.23 -2 18 8 01 

Cris1s mdex 98 2.98 -3.71 -1.88 -2.49 -2.27 -7.39 
t Value 0.71 -3 12 -2 97 -4 75 -3 11 -4 22 

Cnsts mdex 99 11.73 -5.51 -2.10 -3.27 -2.44 -7.46 
t Value 2.61 -4 34 -3.12 -5.86 -3.14 -4.00 

Another group that draws our attention is those aged 60 years and over It is interesting to 

note that the LFP rate among this age group had increased at an annual rate of 1 7 percent 

between 1990 and 1997 As anticipated, the LFP rate among the elderly reduced to the 

largest extent, which is indicated by the crisis indices On the whole, the crisis has 

encouraged youth in their prime but discouraged the elderly from participating in the 

labour force 

Employment by Work Status 

Table 4-13 provides the basis for an analysis of employment among the six categories of 

workers in the labour market. It is revealed that while the number of those categorised as 
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unpaid family workers declined at an annual rate of 1 26 percent during 1990-97, the 

number of those in other categories grew at positive rates. Throughout the period, the 

largest number of people employed were in the category of regular employees. 

Table 4-13: Employment by work status in Korea (unit: million) 

Year Regular Temporary Daily Employers Own Unpaid 
account fannly 

employees employees workers workers workers 

90 5 94 3 17 184 117 3 90 2.07 
91 6 26 3 26 183 1.28 3 95 2 03 
92 6.58 3.21 177 136 4.05 1.98 
93 6.90 3.13 1.72 136 4.07 2.07 
94 7.11 3.42 1.77 1.46 4.06 2.02 
95 7.39 3 55 1.80 153 4.16 1.95 
96 7 38 3 87 1 80 161 4.18 1 92 
97 713 4 20 1.89 164 4.31 1.87 
98 6 44 4 01 174 143 4 31 2 00 
99 6.04 417 2.28 1 38 4.44 1.92 

Annual growth rate 2.96 3.82 0.21 4.75 1.26 -1.26 
t Value 5 39 4 76 0.43 14 96 9 74 -3 96 

Cns1s index 98 -18.98 -2.38 -4.49 -20.27 -0.33 6.04 
t Value -4 21 -0 36 -1 15 -7 77 -0 31 2 32 

Cnsis mdex 99 -28.12 -2.17 22.36 -28.17 1.63 3.40 
t Value -5 86 -0 31 5 36 -10 13 145 123 

The effects of the crisis contributed to a significant reduction in the employment of 

regular employees, by 18.98 percent in 1998. The crisis also had an impact on employers, 

who oversaw a highly significant cut in employment by 20 percent initially and by 28 

percent in the subsequent year In contrast, employment among unpaid family workers 

increased significantly, by 6 percent in 1998 and further in 1999 This pattern confirms 

that some workers have shifted their employment status from employees or employers to 

unpaid family workers due to a shortage of employment in the labour market after the 

cnsts 

4.4: Conclusion 

This chapter explored the social impact of economic crisis in Korea and Thailand The 

focus of the analysis has been on the labour market. Employment and unemployment in 

both economies have been affected adversely by the crisis. The unemployment rate in 
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Korea, for instance, increased sharply from 2.6 percent in 1997 to 6 8 percent in 1998 

The latest figures (1999) show that the unemployment rate has fallen to 3.7 percent and 

the indications are that the rate will revert to the pre-crisis level in the next quarter By 

contrast, Thailand's story is quite different. Unemployment was still increasing in 1999 

Korea, unlike Thailand, has recovered markedly from the economic crisis. Yet despite the 

economic growth rate reaching 9 8 percent, many sectors of the society are still suffering 

economic and social hardship. The living standards for both economies are still far lower 

than standards of the pre-crisis period The governments of both nations need to do much 

more than what they have done so far. The sound macroeconomic policies that 

governments generally pursue may not be sufficient to relieve the suffering of those who 

have been adversely affected by the 1997 economic crisis 

The expenences of Korea and Thailand highlight clearly the importance of welfare 

programs to protect the vulnerable groups in society during 'hard' times such as the 

crisis. The Korean government was able to mitigate the adverse effect of the crisis 

through the social assistance system, the unemployment insurance program, and public 

work programs, which will be discussed at length in Chapter X In formulating such 

welfare policies to help needy people in the most effective way, more detailed studies on 

inequality and poverty profiles are essential The following chapters are thus devoted to 

inequality and poverty. 
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Chapter V: Inequality 

5.1: Introduction 

Speaking generally, as economic development takes places, people's incomes rise and 

their views on equity change over time. When an economy has a very low income level, 

for example the Korean economy in the 1950s, the major focus of equity is on how to 

meet people's basic needs for daily life. However as society becomes more aflluent, the 

issue of equity becomes more important in people's mind. People come to realise that 

economic inequality can be addressed with appropriate public policies. Wide differences 

in inequality still exist among countries. So why do some countries have greater 

inequality than others? This question is difficult to answer Equity is a multi-dimensional 

subject, which makes it a difficult issue to address for many countries at present, 

including Korea and Thailand 

This chapter examines the nature of and trends in inequality in Korea and Thailand First, 

this chapter provides a brief review of measures of inequality In measuring inequality, an 

ethical evaluation and statistical measurement are not always clearly distinguishable For 

that reason, this study attempts to bring out welfare implications of various measures of 

inequality and at the same time explains the statistical measurement and analysis of 

inequality. Section 2 discusses many inequality measures that include the Gini index, 

Kakwani's Gini index, Atkinson's index, and Theil's index Following this discussion of 

the theoretical aspects of inequality measures, Section 3 deals with empirical analysis of 

inequality, focusing on Korea and Thailand A brief summary is included in the final 

section. 

5.2: Inequality Measures 

In general, there are two types of income distribution: functional distribution and size 

distribution. The functional distribution of income is said to be the income accrued to 

factors of production such as land, labour, capital and entrepreneurship The size 
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distribution of income, on the other hand, is defined as the income received by different 

households or individuals. Size distribution of income is important from the welfare point 

of view so analysis in the current study is confined to size distribution. 

The Lorenz Curve and Social Welfare Implications 

The Lorenz curve is a simple device that has been used widely to describe and analyse 

data on income distribution. This curve has become important in recent times because it 

provides a useful method of ranking income distribution from the welfare point of view 

The Lorenz curve is defined as the relationship between the proportion of people with 

income less than or equal to a specified amount, and the proportion of total income 

received by those people 

More generally, the Lorenz curve is represented by a function L(p), which is interpreted 

as the fraction of total income received by the bottom pth fraction of people, when the 

people are arranged in ascending order of their incomes. The curve is drawn in a unit 

square (Figure 5-l) Thus, ifp=O, L(p)=O and ifp=J, L(p)=J The slope ofthe curve is 

positive and increases monotonically or in other words, the curve is convex to the p axis 

From this, it follows that p ~ L(p) The straight line represented by the equation, L(p)=p, 

is called the egalitarian line 

In Figure 5-1, the egalitarian line is the diagonal OB through the origin ofthe unit square 

The Lorenz curve lies below this line. If the curve coincides with the line, it means that 

each person in a society receives the same income, which is the case of perfect equality 

of income. In the case of perfect inequality, the Lorenz curve coincides OA with AB 

implying that one person in the society receives all the income that is generated in the 

economy 

Since the Lorenz curve displays the deviation of income distribution from perfect 

equality (represented by the egalitarian line), it captures, in a sense, the essence of 

inequality. The nearer is the Lorenz curve to the egalitarian line, the more equal will be 

89 



the distribution of income. Consequently, the Lorenz curve can be used as a criterion for 

ranking alternative government policies or programs Suppose there are two alternative 

government policies, which result in two different income distributions, namely, X1 and 

X2 If the Lorenz curve of X1 is above that of X2 at all points, then from the equity point 

of view, the X1 policy will be preferred to the policy X2. However, if the two Lorenz 

curves intersect, neither policy can be said to be more equitable than the other. Thus, the 

Lorenz curve provides only the partial ranking of distributions. 

Figure 5-1: Lorenz Curve 

B 

0 A 

As pointed out, government policies should be judged on the basis of their impact on 

social welfare. According to this view, the first policy should be judged as superior to the 

second only when social welfare derived from X1 is higher than that derived from X2 

Fortunately, under certain conditions, the ranking of distributions according to the Lorenz 

curve is identical to the ranking implied by the social welfare function. In 1970 Professor 

A B Atkinson proved that if social welfare is defined as the sum of individual utilities, 

and if every individual has an identical utility function that is increasing in income and is 

concave, then the ranking of distributions according to the Lorenz curve criterion is 
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identical to the ranking implied by the social welfare function, provided that the 

distributions have the same mean income, and that their Lorenz curves do not intersect 

An important implication of this theorem is that one can judge among alternative policies 

from the welfare point of view without knowing the form of utility function except that it 

is increasing and concave, provided that the Lorenz curves do not intersect If the Lorenz 

curves do intersect, however, two utility functions that would rank the distributions 

differently can always be found 

Atkinson's theorem relies on the assumption that the social welfare function is equal to 

the sum of individual utilities and that every individual has the same utility function 

These assumptions are rather restrictive. Dasgupta, Sen and Starrett (1973), as well as 

Rothschild and Stiglitz (1973) have demonstrated that the theorem is, in fact, more 

general and would hold for any symmetric welfare function that is quasi-concave 

Income shares of deciles and quintiles are frequently used to describe income inequality 

and are readily obtained from the Lorenz curve. These measures provide a useful 

description of inequality and can be used to find out which segment of income 

distribution will gain or lose from government policies 

Ginilndex 

While the Lorenz curve is a powerful device to judge alternative government policies 

from the welfare point of view, its main limitation is that it works only if the Lorenz 

curves do not intersect. If the Lorenz curves intersect, then we need to consider single 

measures of inequality, each of which implies a different social welfare function This 

implies that any analysis of inequality based on a single measure involves value 

judgments about the social welfare function Thus, it becomes necessary to evaluate 

alternative inequality measures on the basis of their welfare implications 

Of all the inequality measures, the Gini index is used most widely. It became popular 

because of its direct relationship with the Lorenz curve. The Gini index measures the 
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extent to which the Lorenz curve departs from the egalitarian line It is defined as twice 

the area between the Lorenz curve and the egalitarian line. This definition ensures that 

the value of the Gini index lies between zero (for complete equality) and one (for 

complete or most extreme inequality). 

An important requirement of an inequality measure is that any transfer of income from a 

poorer person to a richer person should increase inequality. This requirement is known as 

the Pigou-Dalton condition in the inequality literature (Sen 1973) Although the Gini 

index satisfies this condition, it gives maximum weight to transfers closer to the mode of 

the distribution than at the tails If the society is most concerned about the poor, then the 

inequality measure should give maximum weight to the poorest member and weight 

should decrease monotonically with the level of income. Thus, the Gini index may not be 

considered desirable if the society is most concerned about the poor. 

Generalised Gini Index 

The Gini index is not appropriate for using inequality when a society places greater 

importance on the poorest of its people This is because the Gini index gives maximum 

weight to those whose incomes lie around the mode of the distribution of income To fill 

this gap in the Gini index, Kakwani (1980) first proposed a generalisation of the Gini 

index that takes into account different weights given to different segments of the society 

The general class of inequality measures is defined as 

00 

G(k) = (k + 1) J /(x)[1- F (x)t f (x)dx 
0 

where I ( x) = Jl- x measures the mcome shortfall of the individual with income x 
Jl 

deviated from the mean mcome Jl , F(x) is the cumulative distribution function, 
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X 

F(x) = f f(x)dx, and f(x) the density function k can take any positive value If k=O, 
0 

G(k) = 0, which indicates that the society is inequality-neutral or indifferent to inequality 

When the parameter k takes the value of I, G(k) is equivalent to the Gini index It should 

be noted that the larger the value of k, the greater weight is rendered to the lower end of 

the distribution of income in the society. 

G(k) is defined as the weighted average of proportional shortfalls of individual incomes 

from the mean The weight given to each individual is proportional to [1- F(x)t, where 

[1-F(x)] measures the number of individuals who have income higher than x In this 

respect, this generalisation of the Gini index reflects the idea of relative deprivation (Sen 

1973) Overall, Kakwani's class of inequality measure, of which the Gini index is a 

particular case, essentially measures the average deprivation suffered by all individuals in 

the society 

Atkinson's Measure 

Although the inequality measures discussed above were derived without regard to social 

welfare function, they do have some implicit welfare function Since economists are 

primarily interested not in the distribution of income as such, but in the effect of policies 

on the social welfare that is derived from incomes Thus, it makes sense to derive the 

inequality measures directly from a social welfare function. This approach was suggested 

by Dalton in 1920, and was revived by Atkinson in 1970 This section presents 

Atkinson's measures, which have the attractive feature of being invariant to any positive 

linear transformation of the utility function. His class of measures is derived based on the 

concept of the "equally distributed equivalent level of income", x*, which is the level of 

per capita income that if received by everyone, would make the total welfare exactly 

equal to the total welfare generated by the actual income distribution. Atkinson assumed 

that the social welfare function is utilitarian and every individual has exactly the same 

utility function Under these conditions, x* is given by 
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n 
u(x*) = L,J;u(x,) 

z=l 

(5-1) 

where j; is the population share of the individuals with income x, , u(xJ the utility 

function, and g(x) the probability density function. 

The inequality measure proposed by Atkinson is 

x* 
A=1--

f.J 

which is in fact a measure of loss of welfare caused as a consequence of inequality in the 

society 

The relative measures of inequality have the attribute that if everyone's income increased 

or decreased by the same proportion, inequality does not change Such measures are said 

to be scale-independent If Atkinson's measure is to be scale-independent, then the utility 

function has to be of the form 

XI-& 

u(x)=A+B-, 
1-8 

8 =1 (5-2) 

where 8 > 0 is the measure of relative risk-aversion. Under this utility function, which is 

homothetic, Atkinson's index is equal to 

I 

A(8) = 1-_!_Cf:J;x,1-&) 1-&, 
f.J l=l 

v 
= 1--, 

f.J 

8 :;t: 1 

8 =1 
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where v is the geometric mean that can be calculated from 

8 is a measure of degree of inequality-aversion or the indicator of relative sensitivity to 

income transfers at different income levels As 8 rises, more and more weight is attached 

to income transfers at the lower end of the distribution and less weight to transfers at the 

top If 8 = 0, it reflects an inequality neutral attitude, in which case the society does not 

care about inequality at all If s approaches infinity, then the society is only concerned 

about the poorest person. This corresponds to Rawls's (1958) 'maximum rule', whereby 

the social objective is to maximise the welfare level of the worst-off individual It is 

indeed a very strong egalitarian criterion, in which case only the worst-off person in the 

society gets all the weight in the formulation of policies. The poverty measures, on the 

other hand, give all the weight to individuals who are considered to be poor Thus, the 

poverty measures provide a nice compromise between the highly non-egalitarian criterion 

of giving equal weight to everyone in the society and highly egalitarian criterion of 

giving all the weight to the worst-off person in the society 

Theil's Measure 

Theil (1967) proposed two inequality measures that are based on the notion of entropy in 

information theory The two entropy measures are defined as 

To= log,u- foiog(x)f(x)dx 

1 ioo T1 = - x log(x)f(x)dx -log,u 
.u 0 

where ,u is the mean income and f(x) is the density function Both of these measures 

satisfy the Pigou-Dalton condition that any transfer from a rich person to a poor person 

reduces inequality. In addition, they are more sensitive to income transfers at the lower 

income level 
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These measures by Theil have gained popularity because of their decomposability 

property If a population is divided into a number of groups according to certain socio

economic characteristics of individuals, these measures can be decomposed into between

group and within-group income inequality That is, 

n n 

T = :La, T, + [log,u- :La, log,u,] 
z=l z=l 

= Twzthm-group + Tbetween-group 

where a1 is the share of population in the ith group and ,u, the mean income of the ith 

group 

The decomposition shows that the total inequality (1) in a society is the sum of the two 

components, between group inequality (Tbetween-group) and within group inequality (Twzthm

group) The between-group inequality is the inequality that would exist if each observation 

were replaced by the mean income of the group sharing the same characteristics The 

within-group inequality, on the other hand, is the weighted average of the inequality 

within each group The ratio of between-group inequality to total inequality indicates 

how much inequality can be explained by the inequality between these groups For 

instance, if the population is divided into urban and rural depending on their residential 

area, then the ratio estimates the contribution of urban or rural to total inequality 

Unlike the Gini index, Theil's two measures take the form of an additive function of 

incomes or income shares. It means that the social welfare function implied by them is 

additive separable, suggesting that the satisfaction an individual derives is independent of 

the consumption of others. This assumption may be regarded as restrictive, because 

people do compare themselves with others and feel deprived when they see others having 

higher consumption. The generalised Gini index is more attractive as it does take into 

account the relative deprivation aspect of inequality Unfortunately, the Generalised Gini 
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index does not possess the property of decomposability of inequality into between-group 

and within-group inequality. 

5.3: Empirical Results on Inequality Measures for Korea and Thailand 

Average Welfare 

In analysing inequality, a question that arises is "Inequality of What?". This is surely a 

crucial issue that must be dealt with in the study of inequality Here we focus on a narrow 

concept of economic welfare Thus, we measure inequality of the economic welfare that 

each individual in the society can enjoy. There are two approaches to the measurement of 

individual welfare. One approach is based on income, which measures the potential each 

individual has to consume goods and services available in the society The other approach 

is based on the current consumption of individuals Consumption is widely believed to be 

a better indicator of welfare than income for two reasons. 

First, the measurement of current consumption expenditure is relatively more precise than 

income It is claimed that obtaining information on income is difficult relative to 

consumption (Deaton 1997, Ravallion and Chen 1997). For instance, incomes of self

employed households can be underestimated because these households have incentives to 

avoid high taxes (Krugman et al. 1992, Manasan 1988). Furthermore, incomes do not 

estimate all details of incomes generated from own-production activities, which are 

significant for rural areas in the developing countries. All in all, the estimation of income 

gives rise to larger measurement errors than does estimation of consumption 

The other reason why current consumption is preferred over income lies in the life-cycle 

or permanent income hypothesis Thus, consumption is deemed as a good indicator of 

long-term average welfare of people (Lipton and Ravallion 1993) 

Households differ in accordance with socioeconomic and demographic characteristics 

Households also face different prices, and vary in terms of their accessibility to public 

goods and services. These differences between households mean that one household may 
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be classified as relatively poorer or richer than another with the same level of 

consumption or income To tackle this problem, 'equivalence scales', 'true cost-of-living 

indices', and 'equivalent income measures' have been suggested These methods are 

based on demand analysis, in that they assume that the consumer maximises utility, 

which takes into account prices, incomes, household size, and demographic composition. 

Many problems arise from these methods. One major problem is that the welfare 

measures are derived from individuals' preferences over market goods only. Yet the 

welfare of individuals is obviously dependent on non-market goods as well. Another 

problem is the estimation of individual household utility function from the cross-section 

data It is well-known that all the parameters in the utility functions cannot be identified 

from the household surveys because we do not have information on prices paid by 

households Thus, it is, in general, assumed that all households face the same prices 

Therefore, we cannot capture the impact of changes in prices on the commodities 

consumed by households To be able to estimate the equivalent scales, many authors have 

imposed some identifying restrictions on the parameter of utility functions (Barten 1964, 

Prais and Houthakker 1955, Muellbauer 1975, Kakwani, 1977). It has been found that 

these methodologies do not provide robust scales. Thus, in this study I use an alternative 

approach based on nutritional requirements in order to take into account the different 

needs of individuals in the household 

The measurement of individual welfare should also reflect the fact that individuals living 

in the same households share their resources. More formally, the presence of economies 

of scale across households is another integral part in measuring the economic welfare of 

each individual in the society. two can live less than twice as expensively as one (Lazear 

and Robert 1980, Nelson 1988) It seems to be true that for poor households, durable 

goods that exhibit economies of scale play little role in their budgets, and goods such as 

food that do not provide much economies of scale play larger roles Uniform equivalence 

of scale is sometimes put forward, based on this argument. 

In this study, I take account of different needs of households using the household specific 

poverty line that I discuss in detail in Chapter VII. The most common method of defining 
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a poverty line is to compute the cost of a bundle of goods considered to meet basic 

consumption needs. The problem here is to identify the basic needs for the average 

person The most common approach to constructing a poverty line that accurately reflects 

these basic needs is based on the expenditure for food that is necessary to attain a certain 

calorie requirement 1 The household specific poverty lines for Korea were obtained from 

the minimum cost of living study conducted in 1994 by the Korean Institute of Health 

and Social Affairs provided in Bark (1994) For Thailand, Kakwani (1997) developed 

new poverty lines obtained from the calorie requirements of individuals based on their 

age and sex. 

Having constructed poverty lines, it is easy to compute an individual's economic welfare 

Suppose that X 1 is the per capita income (or consumption expenditure) of the ith 

household and Z1 is the household specific per capita poverty line Thus, it is possible to 

define the welfare of the ith household as Y1 = 100 * X1 I z1, which takes any value greater 

than zero 2 This ratio can be interpreted as the excess income (or consumption) that a 

specific household has over its poverty line Since the poverty line is computed after 

taking the household's needs into consideration, Y1 will be a superior measure of 

household welfare to alternative measures of welfare including per capita real income or 

consumption expenditure. 

Having determined individual welfare, it is possible to compute the average welfare of all 

individuals in a society. This measure is the weighted average of per capita household 

welfare, where weight is the population weight given to each sample household and can 

be regarded as a reasonable measure of average standard ofliving 

The average per capita welfare for Korea is estimated based on the Family Income and 

Expenditure (FIAE) surveys, which cover the period from 1990 to 1999 3 The survey data 

cover roughly 71 percent of the total Korean population, excluding rural and single 

1 The methodology to derive a poverty hne is well explained by several scholars including Lipton and 
Ravallion (1993), Kakwani (1999). 
2 IfO< y1 <100, the ith household ts tdentified as poor, otherwise tt ts non-poor. 
3 FIAE surveys were conducted by the Nattonal Statisttcal Office in the Repubhc of Korea. 
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person households Another problem with the data is that they do not provide information 

on incomes for households whose main sources of income are not wages and salaries 

Hence, it is not possible to measure the average per capita welfare based on income for 

all urban households As a result, the average welfare based on income is computed only 

for the working households residing in urban areas. In addition, the effect of the crisis is 

captured through the crisis index, which was introduced in Chapter IV. The results are 

presented in Table 5-1 

As can be observed from the results, the per capita welfare increased monotonically until 

the onset of the crisis in 1997 Accordingly, the average standard of living for urban 

working households improved gradually over the period. The growth rates of per capita 

welfare have a magnitude similar to the growth rates of per capita GDP in Korea in the 

1990s. Hence, the benefits of the rapid economic growth experienced during the period 

penetrate fully and effectively the lives of individuals across urban areas 

Table 5-1: Average welfare for Korea: all urban and working households 

Actual V aloes Growth Rates 
welfare-consumption welfare-Income welfare-consumption welfare-Income 

of all urban of urban workmg of urban workmg of all urban of urban workmg of urban workmg 
households households households households Households households 

134 127 169 - - -
146 141 193 85 97 12.2 
160 155 213 8.4 90 9.4 
168 165 225 4.8 6.1 52 
180 177 244 6.5 7.1 8 1 
191 188 264 6.2 6.0 73 
208 208 286 8.0 9.2 7.8 
209 207 295 0.5 -0.2 3 
172 171 248 -21 3 -20.9 -18 8 
189 187 252 87 85 1.6 

ual growth rate 6.52 7.19 7.83 - - -
tlue 18.80 16.61 18.66 - - -
LS mdex 98 -29.45 -30.71 -28.57 - - -
tlue -10 33 -8 63 -8.29 - - -
Lsmdex 99 -26.32 -28.39 -34.17 - - -
tlue -8 67 -7.49 -9 31 - - -

There have been dramatic changes in the average welfare since 1996. The fast growth in 

the individual welfare was suddenly halted in 1997 when the financial crisis hit the 
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economy The welfare consumption of all urban households, which grew by 8 per cent in 

1996, fell dramatically to 0 5 percent in 1997 and fell further to -21.3 percent in the 

subsequent year when the financial crisis deepened and eventually led to the economic 

crisis However, the average welfare has showed strong growth from 1998 to 1999, 

suggesting that the Korean economy is recovering from the crisis in a very short period 

Welfare estimates for Thailand are based on the Socio-Economic Survey (SES) data, 

which are conducted every two years by the National Statistical Office in Thailand The 

survey covers all households across the nation, including both urban and rural areas 

Table 5-2: Average Welfare for Thailand 
Year Actual values 

Income welfare Consump1:1on welfare 
All Urban households All Urban households 

1990 254 394 229 316 
1992 295 503 251 380 
1994 344 521 286 388 
1996 386 602 295 417 
1998 378 586 278 397 
1999 380 571 272 381 
Expected value 98 414 647 308 437 
Expected value 99 428 671 315 447 
Cns1s mdex 98 -8.6 -9.4 -9.9 -9 1 
Cns1s mdex 99 -113 -14.8 -13.6 -14 9 

Table 5-2 delineates the economic welfare of individuals based on consumption and 

income for the whole kingdom, as well as of urban households that exclude one-person 

households. Welfare estimates indicate that individuals' living standards have improved 

gradually during the period of 1990-96 Notwithstanding that the growth rates of average 

welfare based on consumption and income are positive except in the 1996-98 period, 

living standards are on the decline in the 1990s Nevertheless it can be argued that high 

economic growth that could be seen in the early 1990s has resulted in substantial 

improvement in the average welfare of the country's people. 4 

The crisis has had a very adverse impact on urban households in Korea, but the impact of 

the crisis in Thailand appears to be smaller because the growth rates of welfare are 
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computed on the basis of two-yearly estimates There was a large positive growth in 

welfare between 1996 and 1997, followed by a large negative growth between 1997 and 

1998. Since the crisis began in mid-1997 in Thailand, its effect on the economy might 

have been underestimated It is also worthwhile to note that a comparison of the actual 

welfare levels between the two economies cannot be made because the poverty lines 

estimated for each economy differ 

Gini Indices for Korea and Thailand 

It is commonly perceived that high economtc growth rates in Korea have been 

accompanied by low and declining levels of income inequality over time More 

specifically, income inequality in Korea increased in the early 1970s, declined throughout 

the late 1970s and the 1980s, and remained steady through the most of the 1990s (Choo 

1982, Whang and Lee 1997). 

Various researchers have attempted to capture the overall trend in income inequality in 

Korea, which has given rise to different and conflicting results Concerning these 

inconsistent results, Kakwani (1999) and Choo, Bark, and Yoon (1984) point out that the 

main problem stems from the data source that is used most often to estimate income 

inequality in Korea- the Family Income and Expenditure Survey (FIES). The estimates 

of income inequality drawn from the FIES data lead to different conclusions depending 

on assumptions made in relation to the omitted information on the incomes of both 

employers and self-employed households. That is, as the exclusion of the income 

variables for employers and the self-employed has an impact on the lowest as well as the 

highest quintile in the distribution of income, the inequality measures based on income, 

estimated on the basis of the survey data, are obviously misleading For this reason my 

study excludes the estimates of inequality based on income Instead I use consumption 

expenditure to compute inequality in Korea for the period from 1990 to 1999. 

4 Islam and Chowdhury (1997) chum annual econormc growth m the early 1990s averaged 8 percent 
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Table 5-3 reveals that aggregate inequality in Korea has been stable and low in the 1990s 

More precisely, the Gini index has fluctuated between 29.4 percent and 28 percent Prior 

to the crisis inequality declined gradually at an annual rate of 0. 5 percent. However this 

gradual decline in inequality was interrupted by the crisis in 1998. Consequently, the Gini 

index increased to 28 6 percent in 1998, which would have reduced from the trend line by 

2 13 percent between 1990 and 1997. Yet inequality was exacerbated further in 1999 the 

Gini was 29 4 percent, which is perceived as the highest figure in the 1990s An increase 

in unemployment contributed to a substantial reduction in labour earnings for wage and 

salary earners who make up the majority of households in Korea. This obviously 

detracted from overall inequality. Furthermore, those who have jobs have experienced a 

significant reduction in their wages after the crisis This has also helped to worsen 

inequality since 1998. 

Table 5-3:Gini index and quintile shares of per capita welfare based on 
consum)!tion in Korea 

Year Gini index Quintile shares 
1 2 3 4 5 

90 29.2 9.3 134 16 9 216 38.8 
91 28.9 94 13.4 17 0 218 38 5 
92 29 1 93 135 16 9 216 38.7 
93 28 4 94 135 17 1 21 8 38 1 
94 28.5 94 136 17 1 217 38 2 
95 28.1 95 13.6 17.2 21 9 37.8 
96 28 8 94 135 17.0 21.8 38 5 
97 28.0 95 137 17 1 21.7 37.9 
98 28.6 9 1 13.6 17 3 22 0 38 1 
99 29.4 90 134 17 0 21.9 38 8 
Annual growth rate -0.49 0.25 0.26 0.16 0.08 -0.28 
T Value -2.96 2.97 3.88 2.00 111 -2.43 
Cnsis index 98 2.13 -4.38 -0.63 0.81 0.83 0.69 
T Value 1.56 -6.25 -1.13 1.22 1.37 0 74 
Cnsis index 99 5.47 -5.27 -2.73 -0.97 0.07 2.64 
T Value 3.77 -7.07 -4 58 -138 0.11 2.65 

The share of consumption per capita for the bottom 20 percent of the population has 

reduced from 9. 5 percent in 1997 to 9 percent in 1999. This indicates clearly that the 

poorest segment of society, which is most likely to be the less-educated and unskilled 

labour force, have suffered most under the crisis. The welfare of the most vulnerable 
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group in society has reduced dramatically through reduced income from labour and 

reduced job opportunities. 

On the other hand, between 1998 and 1999 the share of consumption per capita for the 

top 20 percent of the population has grown from 38 percent to 39 percent This 2.64 

percent increase in the welfare share of the richest people was due mainly to the 

increased returns from their financial assets, which were derived from high interest rates 

in the market after the crisis (Moon, Lee, and Yoo 1999). This increase in the non-labour 

income of the top 20 percent has played an important role in pushing up the Gini 

coefficients in 1998 and in 1999 

T bl 54 G' .. d a e - : lllllD d . fl h ex an qum 1 e s ares fi Th 'I d or a1 an 
Years 

I 
Gini Index Quintile Shares 

based on welfare-income 1 2 3 4 

88 48.1 52 90 13.4 211 
90 48.1 49 84 12 7 19 9 
92 49 9 4.5 79 12.2 19 8 
94 48 6 46 8.3 12.7 20 3 
96 47 7 48 85 12.9 20 5 
98 48 6 46 83 12 6 20 2 
99 50.9 42 77 12 1 19 8 

Expected value 98 47.71 4.72 8.40 12.86 20.43 
Expected value 99 47.69 4.69 8.37 12.83 20.39 

Cnsis mdex98 1.9 -1.8 -1.2 -1.8 -1.1 
Cnsis index99 6.8 -10.9 -8.2 -5.7 -2.8 

Years I Gini Index Quintile Shares 
based on welfare-consumption 1 2 3 4 

88 40 30 68 10 4 14 3 20 8 
90 40 64 69 10 4 14 1 20 3 
92 41 01 65 10 1 14 2 20 9 
94 40.01 68 10.5 14 5 20 9 
96 39.24 6.9 10 7 14.7 210 
98 38.05 70 10.8 15.1 216 
99 40 95 64 10 2 14 3 210 

Expected value 98 39.11 6.90 10.72 14.80 21.03 
Expected value 99 39.04 6.90 10.73 14.82 21.05 

Crisis index98 -2.7 1.9 0.3 1.8 2.8 
Crisis mdex99 4.9 -7.2 -5.3 -3.5 -0.2 

Consider inequality in Thailand. In spite of the fact that in general economic growth in 

Thailand surpassed most that of developing countries since the mid 1960s, the fall in 

income inequality in Thailand has been relatively slower than in developing countries 
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(World Bank 1993). Some have observed that income inequality in Thailand increased 

steadily from the mid 1970s to the early 1990s, then started to decline gradually from 

1992, but increased again with the economic crisis in 1998 (Atinc and Walton 1998, 

Kakwani 1999). 

Aggregate income inequality in Thailand has been estimated by means of per capita 

welfare based on income and consumption expenditure, which takes into account 

different needs across individuals. The results are presented in Table 5-4. 

It is observed that inequality in Thailand is considerably higher than in Korea. The 

welfare share of the total per capita income of the poorest 20 percent of the population is 

around only 5 percent over time, whereas that of their total per capita consumption is 

around 7 percent In contrast, the richest 20 percent has a 50 percent share of total income 

and 48 percent share of total consumption. The shares for the richest 20 percent are far 

more than twice this group's population share We see here that both per capita income 

and per capita consumption have been dispersed unevenly over time in Thailand. 

Inequality in the country as a whole declined since 1992, even though there was a slight 

increase in income inequality due to the crisis between 1996 and 1998. As would be 

expected, inequality based on per capita welfare-income is relatively higher than that 

based on per capita welfare-consumption. The crisis has contributed to more unequal 

distribution of income but less unequal distribution of consumption. 

Other Inequality Measures 

The empirical results in Tables AS-I to AS-5 in Appendix V clearly show that whatever 

way inequality is measured, it has been relatively low and stable over time in Korea but 

began to decline slightly in Thailand only after 1992. The results also demonstrate that 

inequality in both economies increased as a result of the crisis. Although the trend in 

inequality is the same irrespective of its measures, different measures give different 

magnitudes of increase or decrease in inequality. The magnitude of inequality increases 
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monotonically with the parameters of relative risk aversion. Recall that the higher the 

inequality aversion parameter, the larger is the weight given to the poorer people in 

society Therefore, when the magnitude of changes in inequality declines with the 

inequality aversion parameter, those who are very poor benefit relatively more than those 

who are not poor. 

5.4: Conclusion 

This chapter discusses vanous measures of inequality, including the Gini index, 

Kakwani's Generalised Gini index, Atkinson's measure, and Theil's index Major 

features underlying these inequality estimates have been delineated in detail After 

considering theoretical issues that concern these inequality measures, I have estimated all 

measures for both Korea and Thailand Irrespective of inequality measure, inequality has 

been relatively low and declining over time for Korea, whereas in Thailand it increased 

steadily until the early 1990s then started to decline slightly from 1992. 

Inequality has been affected adversely by the crisis in both economies, with the problem 

exacerbated since 1998 According to the latest measures of inequality, inequality figures 

for the two economies have worsened further in 1999 This finding indicates that the 

adverse effect of the crisis on inequality is still present in both Korea and Thailand. 
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Chapter VI: Inequality and Relative Deprivation 

6.1: Introduction 

Sen (1973, 1997) defines relative deprivation as depression that a person with relatively 

lower income suffers as a result of finding that he or she has a lower income than his or 

her counterpart. 1 Kakwani (1984) later generalised the idea of relative deprivation and 

proposed a relative deprivation curve that can be used as a device to describe and analyse 

income distribution. 2 

The focus of this chapter is explaining inequality in the distribution of income The idea 

of relative deprivation is used in an attempt to explain inequality in terms of different 

demographic and socio-economic characteristics across households. The idea of relative 

deprivation is exploited further to develop a regression model that quantifies the impact 

of several socio-economic and demographic factors on inequality 

The methodology developed in this study is applied to analyse inequality in Thailand 

between 1988 and 1998. Sections 2 and 3 ofthis chapter are concerned mainly with the 

relative deprivation that explains the contribution of various socio-economic groups to 

total inequality Section 4 seeks to construct a regression model to disentangle the impact 

of various socio-economic and demographic groups on inequality In Section 5, the 

average deprivation in 2010 has been projected, based on the trend exhibited during the 

decade from 1988 to 1998. The final section presents concluding remarks. 

2.2: Relative Deprivation 

1 Sen first wrote On Economzc Jnequalzty m 1973 and later extensively edited it with Foster in 1997 
2 Pyatt (1976) interprets the Gini index m terms of the expected gamma game m which each player 
compares hts or her income with other mdividuals who are drawn from the population at random (K.akwam 
1986). 
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Assume that welfare x of an individual is a continuous random variable with fJ and 

probability density function f(x). An individual with welfare x compares his or her 

welfare with all other individuals in the society He or she selects other individuals one 

by one and makes all possible pair-wise comparisons. Assume that he or she selects an 

individual and discovers that his or her welfare x is lower than welfare y of the selected 

person. If it is assumed that the degree of deprivation is given by the function u ( x , y, p), 

then in all pair-wise comparisons, the expected deprivation suffered by an individual with 

welfare x will be given by 

d(x) = s~(x,y,p)f(y)ay (6-1) 

considering that the probability of selecting an individual with welfare y isf(y)ay and u(x, 

y, p) = 0, if y ~ x, which implies that no deprivation is felt by the person if his or her 

welfare, x, is higher than another's welfare, y 

Following Sen, u(x, y, p) is specified as 

1 
u(x, y, p) = - (y-x) 

fJ 
ifyzx 

0 ify<x (6-2) 

Having outlined the theoretical methodology underpinning the relative deprivation 

function, the following procedure is associated with the application of this idea to the 

empirical work. To begin, if the individuals are arranged in ascending order of their 

welfare, then F1(x) is defined as 

1 f.x F1(x) = - Xf(X)d.X 
fJ 0 

(6-3) 
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which is interpreted as the proportion of welfare enjoyed by individuals with welfare less 

than or equal to x. Substituting (6-3) into (6-2) yields 

X 
d(x) = [ 1- F1(x)j- - [1-F(x)j 

f-l 

where F(x) = ft(X)d.X is the probability distribution function. 

The average deprivation of the society is given by 

00 

d = J [(1- F; (x)- ~(1- F(x))]f(x)dx 
0 f-l 

1 00 00 

=-J xF(x)f(x)dx- J F; (x)f(x)dx 
f-l 0 0 

Integrating by part, the first integral to the right-hand side of(6-5) is given by 

1 00 00 - J xF(x)f(x)dx = [1-J F; (x)f(x)dx] 
f-l 0 0 

Thus, the average deprivation of the society is given by 

00 

d = 1- 2J F; (x)f(x)dx 
0 

(6-4) 

(6-5) 

which is equal to 1 minus twice the area under the Lorenz curve and is in fact equal to the 

well-known Gini index. Hence, the average deprivation suffered by the society is the Gini 

index. 
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It should be stressed that the average relative deprivation suffered by the society cannot 

be estimated directly through (6-4). The reason for this lies in the fact that, while welfare 

x in the model is presupposed to be a continuous random variable, the income data 

collected :from household surveys are in fact discrete variables Some form of adjustment, 

called a continuity correction, is inevitable because we attempt to estimate discrete 

variables by using continuous variables. Accordingly, the continuity correction is made to 

both the proportion of income units less than or equal to x and the probability distribution 

function in (6-4) to derive the relative deprivation of the society Suppose there are n 

households that are arranged in ascending order of their welfare. Then as a consequence 

ofthe continuity correction, the unbiased estimator of F(xJ and FJ(xJ can be obtained as 

respectively, where z represents the ith household, j 1 is the relative :frequency or weight 

n 

rendered to the ith household and thus L j 1=1 Note also that J1 = I./zx, is the estimated 
•=I 

mean welfare 

Having obtained the unbiased estimators of F(x) and F1(x) for the ith household, (6-4) 

gives the relative deprivation suffered by the ith household 

(1- r,) 
d, = 1 - q, - x, ....:....___:.....:.... (6-6) 

The average deprivation of the society is obtained as 

n 

G= L .fzd, (6-7) 
•=I 
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which is the estimated Gini index The equation ( 6-6) provides a method of computing 

the Gini index from the individual household data 

Suppose that the population is divided into k mutually exclusive groups based on 

socioeconomic and demographic characteristics Then the average deprivation for the jth 

group can be written as 

Lf.d, 
D1 = 1- ---='--

Lf. 
(6-8) 

where the summation is done over the households belonging to the jth group. Then 

equation (6-8) gives 

(6-9) 

where a1 is the share of population in the jth group 3 

Equation (6-9) shows that the Gini index is the weighted average of the relative 

deprivation obtained from the k socio-economic and demographic groups in the society 

It means that {X_j D1 can be interpreted as the contribution of the jth socio-economic group 

to total deprivation (or inequality) ofthe society. 

Equation (6-9) can be used to explain the changes in inequality between any two periods. 

There are two factors that contribute to a change in inequality measured by the Gini 

coefficient. One factor is the change in the degree of relative deprivation suffered by each 

3 a J is the wetght attached to the relatlve depnvation for the jth socioeconomic group. 
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socioeconomic group and the other one is the change in the share of population within 

each group. Thus, the change in inequality can be decomposed as 

k k 

~G = L a11ill1 + LD1~a1 (6-10) 
j=l j=l 

where a
1 

and D
1 

are the mean population shares and the mean relative deprivation in 

the two periods, and ~a1 and lill
1 

are the changes in the population shares and relative 

deprivation of the jth group respectively. The first term in the right-hand side of ( 6-1 0) is 

the contribution of changes in the relative deprivation that have taken place in different 

groups between the two periods. The second term estimates the contribution to inequality 

due to a shift in the population between different socioeconomic groups For instance, if 

the groups are formed on the basis of areas (urban and rural) or regions, the second term 

measures the impact on inequality of migration between areas or regions. 

6.3: Empirical Estimates of Relative Deprivation 

Based on the theoretical methodology underlying relative deprivation, which was 

delineated in the previous section, the idea of relative deprivation is applied to the 

Thailand data in accordance with socioeconomic and demographic groups We should 

note that the average deprivation for the whole society should be equal to the Gini 

coefficient. 

The average deprivation in Thailand increased from 45.1 in 1988 to 49.9 in 1992, and 

then continued to decline to 47.8 in 1996. In 1998, it increased to 48.1, which can be 

attributed to the economic crisis. 
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Regions and Areas 

Table 6-1 shows that individuals living in the Northeast region suffer almost twice as 

much deprivation as those in the Bangkok region. In 1998 the average deprivation was 59 

percent for the Northeast region and 29 percent for Bangkok, which reflects a high 

disparity between the two regions Other regions also have much higher average 

deprivation than Bangkok. Thus, the regional disparity between Bangkok and other parts 

of Thailand has been extremely large, and the gap has not narrowed over time 

As would be expected, average deprivation is significantly higher in rural areas than in 

urban areas In 1988, the average deprivation in urban areas was 32 percent as compared 

with 50 percent in rural areas The urban-rural disparity has remained large over time 

Household Size 

Larger households are expected to suffer higher average deprivation The results show 

that average deprivation increases monotonically with the size of the household Since 

household size and per capita income or consumption expenditure are inversely related, 

households with more members are likely to suffer more than households with fewer 

members Thus, larger households are relatively worse off than smaller ones 

Age of Household Head 

The age of the household head is an important factor in determining economic welfare of 

a household because age is closely associated with the income of the household Average 

deprivation increases monotonically with the age of the household head, which supports 

the proposition that households headed by people who are relatively young have higher 

standards of living than households headed by those in old age. 

Sex of Household Head 
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It is surprising to observe that the average deprivation suffered by households headed by 

females is consistently lower than those headed by males This is because female-headed 

households are mostly in Bangkok and its vicinity, the region that is considerably richer 

than other regions in Thailand 4 

Table 6-1: Average deprivation for Thailand 
Various groups 1998 1996 1994 1992 1990 1988 

Regions 

Central 45 2 44.3 45 7 46 6 46 4 43 1 
North 48 3 50.2 50 1 52 4 48 1 45 8 
Northeast 58 7 57 6 580 60 3 57 2 54 0 
South 50 1 49.1 50.3 50.2 49 9 46 1 
Bangkok 29 1 28 1 29.1 28.7 29.5 267 

Areas 

Urban 34 9 34.4 35.8 31.0 35 7 317 
Rural 54 1 53 4 54 2 54 3 53.0 50.3 

Household Size 
1 26.3 27 1 26.8 27.1 26 7 213 
2 36 3 36.6 366 37.1 34.2 307 
3 43.1 43.8 43.7 44.5 42.6 38 3 
4 480 48.5 49 3 49.9 46 7 43 5 
5 52 5 51.9 52 3 53 0 49 3 46 6 
6 55.0 53 7 54.0 55 1 52 2 508 
7 or more 54 8 52 5 56 1 56 3 56 4 54 9 

Age of Household Head 

under 20 45.9 38.8 34 4 41 9 34.7 35 2 
20-29 years 417 42 5 42 8 45 7 44 8 42 0 
30-39 years 47 5 47 3 48 4 49 0 47 8 44 7 
40-49 years 47 6 47.8 48 3 50 0 48 7 46 8 
50-59 years 49 5 47.5 49.4 50 6 48 8 45 2 
60-69 years 49.2 49 2 49 3 511 47 5 44 8 
70 andover 510 51.3 52 9 53.3 50.6 46 1 

Sex of Household Head 
Male head 49.0 48 7 49 3 506 487 45 8 
Female head 45.0 444 45.9 46.2 45.3 41.8 

Occupation of Household Head 
Professional &tech. 21.0 19.4 18.8 20.5 19.1 15 7 
Executives 24.1 23 1 22.3 19 1 16.6 116 
Clerical workers 27 9 23 9 24.1 23 1 23 0 19 2 
Sales workers 36.2 33 3 33 9 35.2 34.1 304 
Services workers 35.4 33 4 34.6 33 1 34 4 29 9 
Agriculturalists 58.5 57.5 58 6 60.3 56.3 53 5 
Labourers 43.3 41.3 41.4 39 8 39.3 35 9 
Econonucally lnactlve 47.7 48 7 48.9 49 9 48.5 45 2 
All households 48.1 47.8 48.6 49.9 48.1 45.1 

4 Kakwam (1999) mvestigated tlus matter through computlng the proportion offemale-headed households 
m vanous regions in Thailand. 
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Occupation of Household Head 

Households are categorised into eight major occupation groups as listed in Table 6-1 

This study illustrates that households headed by agricultural and other primary sectors 

have the highest average deprivation, followed by households headed by economically 

inactive people and labourers. Households headed by professional and technical workers 

and executives tend to suffer least deprivation over time. These households are better off 

than other groups in the population, since they tend to have high levels of income By 

contrast, agriculture-related workers, labourers and economically inactive individuals are 

the core groups in Thai society making major contributions to total inequality Hence, 

policy tools devised to alleviate inequality should target these three groups in particular 

Decomposition to Explain Changes in Inequality during 1988-98 

I have used equation (6-10) to decompose changes in inequality during 1988-98, and 

results are presented in Table 6-2 The total change in the Gini index between 1988 and 

1998 is due to changes in the population composition of the different groups and changes 

in the relative deprivation of the groups 

The results indicate that over the period 1988-98, inequality measured by the Gini index 

increased by 3 05 percent In the decomposition method defined by regions, changes in 

the relative deprivation contributed mainly to this increase of 3 3 7 The largest increase in 

relative deprivation suffered by those living in Northeast was the major contributor to the 

increase in the relative deprivation during this period Changes in population share across 

regions contributed to a reduction in inequality by 0 32 percent 

Decomposition by urban and rural areas shows that changes in the relative deprivation 

outweigh changes in the population shares during this period A 2 72 percent increase in 

the relative deprivation suffered among those living in rural areas made a major 

contribution to the 3. 68 percent overall change in the relative deprivation The shift of 
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population from rural to urban areas contributed to a reduction in inequality of 0 63 

percent 

Table 6-2: Inequality decomposition in Thailand 1988--98 

Various groups Exnlained bi changes in %change in 
inequality 

Deprivation Population 

Region 3.37 -0.32 3.05 
Central 0.36 0.003 0 36 
North 0 47 -0 70 -0 23 
Northeast 1.59 -0.22 137 
South 0 53 0.17 070 
Bangkok 0.41 0 42 0.84 
Area 3.68 -0.63 3.05 
Urban 0.97 113 2 10 
Rural 272 -1 78 0 94 
Occupation 5.19 -2.14 3.05 
Professional & tech. 0.18 0.05 0.23 
Executives 0.18 0 18 0 36 
Clencal workers 017 0.08 025 
Sales workers 0.47 0.58 105 
Services workers 0 24 0.30 0 55 
Agnculturahsts 2.41 -6 41 -4 00 
Laborers 111 147 2.57 
Economically Inactive 0 43 161 2 03 

Occupation is also an important explanatory variable in explaining changes in inequality 

Like other variables, the results indicate that the change in the relative deprivation mainly 

explains the change in inequality over the period 1988-98 There was a substantial 

increase in relative deprivation across occupational groups. In particular, the relative 

deprivation suffered among agricultural workers increased by 2. 41 percent points, which 

played a major role in the changes in relative deprivation for the entire occupational 

group The effect of changes in population structure is most evident for the occupation of 

the household head, where it accounts for a reduction in inequality by 2.14 percent. This 

is mainly attributed to a movement of individuals from agricultural to non-agricultural 

sectors over time Hence, the change in the structure of population during the process of 

structural transformation reduces inequality significantly. 

In summary, regional and urban or rural factors largely lead to an increase in inequality 

through widening the disparities in relative deprivation, not through changes in 
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population share By contrast, occupation of the household head can explain higher 

inequality by means of both the dispersion in the relative deprivation between groups and 

changes in the population composition across groups 

6.4: A Regression Model to Explain Inequality 

Using the idea of relative deprivation, this section attempts to explain inequality in terms 

of several socioeconomic and demographic variables The following variables have been 

identified as having significant impact on inequality 

(a) Household size 

(b) Age of household head 

(c) Education of household head 

(d) Sex of household head 

(e) Number of earners in the household 

(f) Occupation of the household head 

(g) Differences due to regions and areas 

To explain inequality by means of a regression model, the obvious dependent variable 

should be inequality Unfortunately, inequality cannot be computed for each individual or 

household and thus we attempt to explain inequality using the idea of relative 

deprivation, which can be calculated for each household. Thus, the dependent variable in 

the model is the relative deprivation suffered by the household 

The following regression model is proposed. 
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8 

(AD)= ao + a1(szze) + a2 (edu) + a3 (age)+ a4(age) 2 + as(earners) + ~y1D01 + 
]=I 

5 2 

81(male) + 8 2(/emale) + ~ ~ P1kD;k + u (6-11) 
j=l k=l 

The dependent variable (AD) is the average deprivation suffered by a household, which is 

explained by means of several explanatory variables Among them, (size) denotes the 

household size and (earners) denotes the number of earners in the household The 

variables (edu) and (age) denote respectively the number of years of schooling by the 

household head and age of the household head Square of age of household is included as 

an additional explanatory variable because it is known that age affects welfare in a non

linear fashion 

To take into account the effect of occupation of household head on household welfare, all 

households are classified into eight occupation categories Thus, eight dummy variables, 

D03, J= 1,2, ,8, are constructed in the model D03 takes the value 1 if the household head 

belongs to the jth occupation group and 0 otherwise. Consequently, all the dummy 

variables take the values 1 and 0. 

To capture the effect of gender on average deprivation, we construct two dummy 

variables, (male) and (female) of household head The (male) variable takes 1 if the 

household head is male and 0 otherwise. In a similar manner, (female) variable takes the 

value 1 if a female heads the household and zero otherwise 
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Since this study divides the country into five reg10ns (Bangkok, Central, North, 

Northeast, and South) and two areas (urban and rural), there should be 10 regional and 

area dummy variables, DJk, J=l,2, .,5 and k=l,2. 

It can be seen easily that the dummy variables always satisfy the following restrictions 

(a) 

5 2 

L LD;k=l (b) 
pol k=l 

and 

(male) + (female) = 1 (c) 

Since all the dummy variables take values 0 and 1, these restrictions will always hold 

However, the above model cannot be estimated by the ordinary least-square (OLS) 

method with the presence of these restrictions. In Econometrics terms, a perfect 

muticollinearity exists between the dummy variables and the constant term in the 

regression model. To overcome this problem, I introduce the following constraints 

imposed on the coefficients: the sum of weighted average of coefficients of dummy 

variables within each set is equal to zero, where weight is proportional to population 

corresponding to each dummy variable. 

(a)' 

8 

, where La 
1 

= 1, a1 bemg the population share of the jth occupation. 
J=l 
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5 2 

L Lw,kP1k = 0 (b)' 
j=l k=J 

5 2 

, where L L w ,k = 1, w;k bemg the populatwn share of the jth reg~ on and kth area. 
]=1 k=! 

and 

(c)' 

where b1 and b2 are the shares ofpopulatwnfor male and female, respectively. 

These restrictions are reasonable on the ground that the total impact of each dummy 

variable within a set is equal to zero. A restricted least-squares method is applied to 

estimate the model 

Since each sample household has a different population weight attached due to the 

sample design used, the Ordinary Least-Square estimation method will give inefficient 

coefficient estimates because of the problem of heteroskedasticity The coefficients in the 

model, however, can be estimated efficiently by means of the weighted least square 

(WLS) method, where population is used as the weight The model is estimated using the 

restricted weight least-squares method. 

It should be noted that the weighted mean ofthe residuals (with weight proportionate to 

the population) is always zero The estimated model can thus be written as. 

8 

(AD) =Go +GI(size)+a2 (edu)+G3 (age)+G4(age) 2 +Gs(earners) + Lr,DO, + 
j=l 

5 2 

i I(male) + 8 2(jemale) + L L P1kD,k (6-12) 
j=l k=! 
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where the bars over the variables indicate the weighted averages of the variables As has 

been demonstrated, the average deprivation suffered by the total population in society is 

equal to the Gini index. In other words, the left-hand variable in (6-12) denoted as (AD) 

is equal to the Gini index. Thus, the equation (6-12) helps us to understand the extent to 

which the Gini index can be explained by various demographic as well as socio

economic factors varying across households, which are included as explanatory variables 

in the equation. Furthermore, the estimate of constant term in (6-12), a a, captures the 

effect of all the excluded variables in the model on the Gini index. In addition, the term 

that is the multiplication of a coefficient by the weighted average of each explanatory 

variable is the contribution of that variable to the Gini index. For instance, a1( s1ze ), can 

be interpreted as the contribution of the household size to the Gini index estimated by the 

total population 

Interpretation of Coefficients of Dummy Variables 

As explained in Chapter ill, the restricted model discussed above provides a symmetric 

interpretation of all dummy variables with respect to the average. The average change 

within each set of dummy variables is set equal to zero The coefficients within each set 

will be either positive or negative When the coefficient of the dummy variables for the 

jth occupation, r J, is positive (negative), it indicates that the relative deprivation of the 

jth occupation is y J percent points higher (lower) than the average In a similar manner, 

the positive (negative) coefficient of the regional and area dummies, fJJk, suggests that 

the kth area in the jth region suffers fJJk percentage points higher (lower) relative 

deprivation than the average. A similar interpretation may apply to the coefficient of the 

gender dummy variables 

Empirical Results from the Regression Model 
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Based on the methodology that has been outlined, the regression model with various 

dummy variables is estimated for Thailand in 1988 and 1998. The results are presented in 

Tables 6-3 and 6-4 

After controlling for other factors, the household size is positively related with the 

average deprivation. The coefficient of the household size is 3.49 in 1998, indicating that 

every additional household member increases the relative deprivation by 3 49 percent 

Households with more members have less income or consumption per capita so that their 

standards of living are relatively lower compared to households with fewer members 

Since larger households tend to comprise more children, a larger proportion of children 

will be living in the poorer households. 

As would be expected, the number of years of education of the household head is 

negatively correlated with the average deprivation The higher the level of education of 

the household head, the lower is the average deprivation, with other factors constant For 

instance, its estimated value in 1998 indicates that cetens paribus, an increase in one year 

of education of the household head leads to a reduction of 1. 67 percent in average 

deprivation, which is highly significant. Therefore, the educational attainment of the 

household head plays a significant role in determining the average deprivation suffered 

by the household. 

Age of the household head is also an important contributor to the average deprivation 

Average deprivation declines with this age, as shown by the results of the regression 

models. In a society like Thailand, a significant number of households are likely to be 

intergenerationally-extended, with many earners residing in the same household Thus, 

the average deprivation reduces as the household head ages and the number of earners 

within the household increase over time. Moreover, the coefficient of age-square suggests 

a non-linear relationship between age and average deprivation the average deprivation 
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initially decreases with age of the household head up to a certain point and then increases 

with this age. 

Table 6-3: Average deprivation in Thailand, 1988 

Independent Estimated Estimated Mean Contribution 
Variables Coefficients t-ratio 
Constant 55.34 22.77 1 55.34 
Household size 3 43 30.15 4 80 16 45 
EducatiOn of head -148 -23.63 3 90 -5 75 
Age -0 58 -7 86 46.06 -26.48 
Age square 0 004 4 94 2316 46 8.42 
Number of earners -1 09 -6.71 2.66 -2 89 

Dummi variables: occu~ation of household head 
Professional -13.21 -12 41 0 03 -0 42 
&technical 
Executives -14 99 -8.79 0.01 -0 14 
Clencal workers -11 08 -8 95 0.02 -0 20 
Sales workers -9 99 -16 86 0 07 -0 72 
Services workers -7 48 -9.17 0 04 -0.29 
Agriculturalists 4.15 2140 0 54 2 25 
Labourers -5.13 -11 64 013 -0 68 
Econom1eall~ Inactive 1.31 2.82 0 15 0.20 

Dummi variables: regions and area 
Urban Central -3 88 -5.05 0.04 -0.16 
Urban North -0 14 -0 17 0 04 -0 01 
Urban Northeast 0 90 1 15 0 04 0 04 
Urban South -3 55 -3.64 0 03 -0.09 
Urban Bangkok -11 12 -24.00 0.13 -1.46 
Rural Central -1.40 -3.32 0.13 -0 18 
Rural North 1.15 3.09 0.16 0.18 
Rural Northeast 6.72 26 01 0 30 2.03 
Rural South 0 004 0.01 0.10 0.00 
Rural Bangkok -11.39 -12 91 0 03 -0 36 

Sex of household head 
Male 0.18 2.34 0 83 0 15 
Female -0.88 -2.34 0 17 -0 15 
Average De~rivation 45.1 
R-Sguare 0.426 
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Table 6-4: Average deprivation in Thailand, 1998 

Independent Estimated Estimated Mean Contribution 
Variables coefficients t-ratio 
Constant 69.92 35 72 1 69 92 
Household size 3.49 41.49 4 51 15 72 
Education of head -167 -43.48 4.96 -8.27 
Age -0 74 -13.76 49.23 -36.48 
Age square 0.005 10.38 2629.04 14 20 
Number of earners -2 95 -22 17 2.36 -6 96 

Dummy variables: occupation of household head 
ProfessiOnal &technical -7.10 -10 11 0 04 -0 25 
Executives -9.01 -10 38 0 02 -0.18 
Clerical workers -3.50 -4.23 0.02 -0.07 
Sales workers -6.89 -17 96 0 09 -0 62 
SefVlces workers -5 81 -10 96 0 05 -0 28 
Agnculturalists 4.81 27.72 0.43 2.06 
Labourers -2 00 -7.11 0.17 -0.34 
Economically Inactive -1 73 -5.16 0.19 -0.33 

Urban Central 
Urban North 
Urban Northeast 
Urban South 
Urban Bangkok 
Rural Central 
Rural North 
Rural Northeast 
Rural South 
Rural Bangkok 

Male 
Female 
Average Deprivation 
R-Square 

Dummy variables: regions and area 
-4 63 -8 54 0 05 
-3.07 -5.13 0.04 
1.80 3.51 0 05 
-2.73 -3.92 0 03 

-11.48 -37.01 015 
-2.13 -6 74 0 12 
0 26 0 89 0 15 
9 02 45.21 0 29 
-0 16 -0 45 0.11 

-11.99 -16.85 0.03 
Sex of household head 
040 604 
-144 -6.04 

48.1 
0.475 

0.78 
0.22 

-0 21 
-0.11 
0.09 
-0 08 
-1.74 
-0.26 
0 04 
2 60 
-0.02 
-0.32 

0 32 
-0 32 
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Age of the household makes the highest contribution to average deprivation among non

constant independent variables in the model After taking account of the effect of the age

square term, the net contribution of the age factor to average deprivation is still highly 

significant the net contributions of age to average deprivation were about 18 and 22 

percent in 1988 and 1998 respectively. 

The number of earners in a household also plays a critical role in determining the average 

deprivation. The effect of the number of earners per household on average deprivation 

has increased over time. while average deprivation reduced with the earner variable by 

1 09 percent in 1988, it declined by 2.95 percent in 1998 Hence, the negative 

relationship between the number of earners and average deprivation has become greater 

over time Similarly, the percentage contribution made to average deprivation has grown 

between 1988 and 1998 

Households whose heads derive their main source of income from agriculture and other 

primary sectors suffer the largest average deprivation. Agriculture has always made a 

positive contribution to the average deprivation. Agriculture does not produce a constant 

source of income for households because it is subject to strong seasonal effects 

Fluctuation in agricultural outputs is large and thus incomes of agricultural households 

vary depending on good or bad seasons Employment in agriculture also tends to be 

mostly casual. Hence, incomes from agricultural work are highly unstable. This means 

that without any safety net or reserves, households headed by workers in agriculture 

suffer the highest level of the average deprivation in the society 

The economically inactive group that consists of students, Wives, unemployed, etc 

appears to have a negative impact on average deprivation. Although the estimated 

coefficients have turned from positive to negative between 1988 and 1998, the 

magnitudes of these coefficients are much smaller than for other occupational groups 
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In contrast, occupations such as professional and technical and executives, in particular, 

lead to a significant reduction in average deprivation. In 1998, while average deprivation 

declined by 7.1 percent with the professional and technical group, it decreased with the 

executives group by 9. 01 percent. Hence, these groups whose incomes are stable and 

relatively higher than other groups of the society suffer the lowest average deprivation in 

Thailand 

Another set of dummy variables is associated with regions and areas Overall the average 

deprivation is higher in rural areas than in urban areas. Likewise, there is a large 

difference in the average deprivation across regions, with households located in the 

Northeast region having the highest average deprivation. 

Higher average deprivation in rural areas is largely associated with agriculture and land, 

suggesting that the average deprivation in rural areas is more homogeneous than in urban 

areas urban areas are more connected with how incomes are derived (Lipton and 

Ravallion 1993). Due to their high dependence on agricultural incomes, households in 

rural areas suffer greater average deprivation. Moreover, agricultural activities in rural 

areas are highly labour-intensive and rely on low skilled, less productive labour Thus, 

earnings from work related to agriculture are low The lower price of agricultural 

products in markets may even exacerbate this situation concerning the low incomes of 

rural households and thus overall wellbeing of these households 

Within each region, the average deprivation suffered by rural households is expected to 

be higher than that suffered by urban households. But this is not the case for Bangkok 

and its vicinity since this region is highly urbanised and has no clear distinction between 

urban and rural areas Thus, average deprivation in fact reduced by 12 percent in 1998 for 

households in rural Bangkok and its vicinity. By contrast, those whose residence is in 

rural Northeast experienced a 9 02 percent increase in their average deprivation in 1998, 
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which was a substantial increase from 6.2 percent in 1988 The average deprivation 

suffered by individuals living in these rural areas ofNortheast is the highest in Thailand 

Urban areas in every region except the Northeast experienced a significant reduction in 

average deprivation. In 1988, average deprivation increased by around 1 percent for 

households in the urban Northeast, while in 1998 this increase grew slightly to 1 8 

percent. Northeast is the poorest region in the country, whereas Bangkok and its vicinity 

is the richest. 

The last set of dummy variables relates to the gender of the household head The 

coefficient estimates for male and female show that the average deprivation of a 

household with a male head increases but for a household with a female head it 

decreases Although these results are based on a small sample, as estimates they are 

highly significant They indicate that gender of the household head is an important 

determinant of average deprivation. 

Finally, the coefficient of determination R 2 varies from 0 426 in 1988 to 0.475 in 1998 

The value of R-square, 0.475, for instance, indicates that the regression model is able to 

explain 47 5 percent of the total variation in the average deprivation suffered by 

households Having considered that the size of sample households used to estimate the 

model is considerably large for each year, 5 the value of R 2 can be regarded as fairly 

good Therefore it can be concluded that the independent variables included in the model 

are indeed important in explaining the average deprivation ofhouseholds. 

6.5: Expected Values of the Regression Model in 2010 

5 For example, the sample size for 1998 is 23,549 households. 
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Based on the results of the regression model obtained from 1988 to 1998, I projected all 

the coefficients of the model as well as the average deprivation in 2004 Table 6-5 shows 

the corresponding results. 

Table 6-5: Avera ected in 2010 
Ind pendent Expected in 2010 

Valjiables 1988 1990 1992 1994 1996 1998 Coefficients Mean Contribution 

Co~stant 55.34 64.05 68 93 70.35 72.47 69 92 93.61 100 
Ho~seho1d stze 3 43 2.92 2 69 3 32 3.09 3 49 3.77 4 20 
Educat10n of head -148 -1.58 -170 -1.58 -1.64 -167 -1 95 664 
Age -0 58 -0.68 -0 68 -0 89 -0.87 -074 -1 07 53 34 
Age square 0.004 0.005 0.005 0.007 0.007 0.005 0.010 3062 70 
Number of earners -1.09 -1.25 -1.61 -2.07 -2.36 -2.95 -9 89 206 

Dummy variables: occupation of household head 

Professional &techmcal -13.21 -10 28 -9.87 -1127 -10.11 -7 10 -7.05 004 
Executives -14.99 -14 37 -12.46 -11 95 -1115 -9.01 -8 96 002 
C1encal workers -11.08 -8 75 -9 60 -7 96 -5 94 -3 50 -3 46 002 
Sales workers -9 99 -9 24 -9.86 -8.92 -9.04 -6 89 -6 86 009 
Servtces workers -7 48 -7 42 -9.86 -7.31 -6.82 -5 81 -5 80 005 
Agnculturalists 4.15 4.17 5.80 5 59 5 08 4 81 4.82 0 43 
Labourers -5 13 -5 43 -6 71 -4 19 -3 79 -2 00 -1 98 0 17 
Econormcal1y Inactive 1 31 0 59 -0.63 -1.35 -0 34 -1 73 -1 77 0 19 

Dummy variables: regions and area 
Urban Central -3 88 -2.62 -4 22 -4.65 -5 69 -4 63 -4 66 0 05 
Urban North -0.14 -2.50 -3.26 -2.12 -2 21 -3 07 -3 79 0 04 
Urban Northeast 0 90 2.03 2 36 2 16 206 1.80 182 0 05 
Urban South -3.55 -0.31 -2 11 -2.64 -1.38 -2 73 -2 92 003 
Urban Bangkok -1112 -10 15 -11.00 -1129 -10.95 -1148 -1148 0 15 
Rural Central -1.40 -116 -2 73 -2.00 -2.59 -2 13 -2.15 012 
Rural North 1.15 0.15 1.27 1.54 2.42 0.26 0.28 0.15 
Rural Northeast 6.72 6.48 7.07 7.75 7 92 9.02 9.06 029 
Rural South 0.004 0.44 -0.44 0.06 -0.81 -0.16 -0.43 011 
Rural Bangkok -11.39 -12.64 -13 53 -14.20 -15.34 -11.99 -12.00 0 03 

Sex of household head 
Male 0.18 0 18 0.25 0.43 0 58 0 40 0.41 0 78 
Female -0.88 -0.87 -1.24 -1.63 -2.18 -144 -145 0 22 
Average Deprivation 45.1 48.1 49.9 48.6 47.8 48.1 

A larger family size is expected to increase the average deprivation by 3 77 percent, 

whereas an additional income earner in the household will lead to a 9 89 percent 

reduction in the average deprivation suffered by the household. This suggests that the 

positive effect of the number of earners on average deprivation may outweigh the adverse 

effect on the average deprivation that is caused by the household size It also indicates 

that the average deprivation suffered by households with more family numbers can be 
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significantly mitigated if those households have more earners who generate income 

sources for the household On the whole, the most important factor that can help those 

suffering greater average deprivation is providing them with employment, which can 

generate a constant source of income to sustain their livelihood. This in tum highlights 

how a well-functioning labour market that absorbs enough labour in the economy is of 

paramount importance in reducing the average deprivation of the society. 

The projected model for the year 2010 also shows that of the eight categories of 

occupational groupings, the average deprivation suffered by households engaged in 

agriculture will increase by 4.82 percent Unlike agriculturalists, other occupational 

groups are expected to experience an average deprivation declining by 1. 77percent to 

8 96 percent Households headed by professionals such as executives will be the most 

well-off group in society in the future according to this calculation On the other hand, 

households in which the head has an income derived from casual or temporary labour (for 

example, agricultural activities) are projected to be the worst off in 2010 On this 

account, education plays a pivotal role in reducing the average deprivation because it 

provides skills and training that are fundamental tools for professional positions Equally 

important, the economy should be able to absorb labour surplus :from the rural 

agricultural sector as society undergoes further structural transformation from primary 

agriculture to the modem industrial sector, which may help to lift people in agriculture 

from greater average deprivation. Yet a major constraint faces the Thai economy in the 

process of structural transformation as the lack of skilled labour (Dixon 1996) can hinder 

movement from labour-intensive to more skill- and capital-intensive activities 

It is expected that the Northeast will remain the poorest region, while Bangkok and its 

vicinity will remain the most affiuent region On the basis of the trend exhibited during 

the last decade, regional disparity in average deprivation will continue to be a major 

problem, leading to higher average deprivation of the society as a whole at 49 3 percent 

in 2010 Bangkok and Central will stand out as the most affluent regions. These capital 

regions are expected to benefit from government policies disproportionately, as has 

always been the case in Thailand Average per capita income in Bangkok was two times 
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higher than the national average, and was roughly nine times higher than in the Northeast 

region in 1988 (Parnwell 1996). The regional disparity in income has widened every year 

since then. Figure 6 1 depicts the trend in average deprivation expected to 2010. 

Figure 6.1: Average deprivation expected to 2010 

1988 1990 1992 1994 1996 1998 2010 

year 

In addition to the wide regional disparity, the average deprivation between urban and 

rural areas is also expected to increase Although only 31 percent of the Thai population 

were found to live in urban areas, the urban sector has gained disproportionately from the 

benefits of economic development As a consequence, the gap in the average deprivation 

and other social and economic indicators between urban and rural areas has become 

wider over time Tonguthai (1987) argues that the pattern of Thai economic development 

favours urban sectors due to an inefficient allocation of resources. The benefits of this 

development have failed to trickle down to rural areas, which has engendered a wider 

disparity in the average deprivation between urban and rural areas in the economy 

6.6: Conclusion 

In this chapter I have investigated inequality in Thailand in terms of relative deprivation 

Much of the emphasis here has been on the idea of the relative deprivation suffered by 

various demographic and socioeconomic groups in society. 
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The results emerging from this study of the average deprivation and the demographic and 

socioeconomic factors that contribute to it, enable us to consider some useful policy 

implications First, it has been observed that Northeast is identified as the poorest region, 

suffering the highest average deprivation among the country's five regions throughout the 

1988-98 period The Northeast region thus makes the largest contribution to the average 

deprivation A policy device that aims to reduce the nation's high inequality should 

therefore pay more attention to improving the standard of living in households in the 

Northeast region in particular We must reaffirm here that the large regional disparity 

between Bangkok and the non-Bangkok regions such as Northeast undermines reduction 

of inequality. Hence this study underlines the important point that regional inequality 

needs to be addressed carefully in order to reduce total inequality in Thailand. 

On the relationship between average deprivation and occupation of the household head, 

findings of this study make it clear that household heads engaged in agricultural and other 

primary sectors make the largest contribution of the eight occupation categories to total 

average deprivation. Agricultural households in rural areas are found to be the core group 

suffering the highest average deprivation On the other hand, non-agricultural 

occupations that require relatively more productive and skilled labour reduce the average 

deprivation Accordingly, the government should play an active role in creating more 

employment in non-agricultural occupations. Sectoral shifts from agricultural primary 

industry, coupled with abetter skilled labour force, will lead to a substantial reduction in 

the average deprivation of Thai society 

This chapter has also looked into the decomposition of changes in inequality by changes 

in relative deprivation and changes in population share across specified groups The study 

finds that regional and urban or rural factors are largely attributed to an increase in 

inequality through widening disparities in relative deprivation, not through changes in 

population share. However, the occupation of the household head can explain higher 

inequality through both the dispersion in the relative deprivation between groups and 

changes in the population composition across groups. 
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From the study of the average deprivation and the contribution of each factor to total 

inequality, a regression model with dummy variables is estimated to explain the average 

deprivation in terms of several independent variables. The model estimates the net effect 

of each of these variables. All the explanatory variables included in the model overall 

turned out to be significant in determining the average deprivation throughout the period 

Educational attainment of the household head proved to be important in the model. The 

result derived from the estimated regression model indicates that an increase in the year 

of education of the household head leads to a reduction in the average deprivation of the 

household by over 1.5 percent over time. Therefore education can be regarded as a 

valuable way to reduce the average deprivation suffered by the population Government 

policy should place emphasis on providing those who suffer the highest average 

deprivation with a scheme that can help them to have easy access to education. 
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Chapter Vll: Poverty 

7.1: Introduction 

Along with a remarkable record of high economic growth, per capita income in Korea 

and Thailand has risen rapidly over time. One might expect that under the widely 

recognized 'trickle down' mechanism, everyone in these societies would be better off 

Alternatively, the unprecedented average growth rates of GDP experienced by the two 

economies by this time could have resulted in at least a substantial reduction in poverty, 

if it had not eliminated poverty completely. 

Although the incidence of poverty has reduced rapidly in both countries, Thailand 

remains much poorer than Korea. The two economies also differ from each other in terms 

of the nature and causes of poverty This chapter seeks to identify these differences and 

explain them 

In Section 2 of this chapter I construct poverty lines for Korea and Thailand Section 3 

reviews various measures of poverty Section 4 looks into the poverty profiles in Korea 

and Thailand according to household socioeconomic and demographic characteristics 

The poverty profiles are particularly important for understanding the nature and causes of 

poverty The effect of the late nineties economic crisis on poverty is analysed through the 

crisis index that was introduced in Chapter IV The final section of this chapter presents 

concluding remarks. 

7.2: Constructing a Poverty Line 
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Estimation of poverty lines is of fundamental significance to conducting poverty analysis 

A poverty line can be defined as the threshold income (or consumption expenditure) that 

is sufficient to satisfy people's minimum basic needs. The poverty line used in the current 

study varies according to family compositions such as age and gender of family 

members In this way poverty lines take into account individual needs that are deemed as 

appropriate from the perspective of welfare. 

In general, a distinction is made between absolute and relative poverty lines. The former 

concept is widely used among developing countries and is fixed in real terms over time 

and space Thus, the absolute poverty line changes over time and space only through 

changes in prices. On the other hand, a relative poverty line changes with the society's 

average standard of living This relative approach to defining the poverty line is often 

criticised because of its insensitivity to changes in the living standard of the poor 

(Kakwani 2000) Moreover, from policy perspectives the absolute poverty line is usually 

preferred over the relative poverty line because of welfare consistency in poverty 

comparisons (Ravallion 1998). Since the objective here is to measure the impact of 

alternative policies on poverty, in this study I adopt the absolute approach in defining 

poverty lines 

It should also be pointed out that poverty lines are constructed differently for Korea and 

Thailand so that comparisons of poverty levels between the two economies are not 

plausible. However, it is feasible to make comparisons of the progress made in poverty 

reduction in the two economies. 

Korean Poverty Lines 

Bark (1996) has estimated poverty lines in Korea based on the minimum cost of living 

computed in terms of consumption expenditure in 1994 (Table 7-1). The minimum cost 
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of living is considered to be the minimum expenditure necessary to satisfY basic needs of 

households with four family members Based on this information, Korean poverty lines 

are updated by means of the consumer price indices available for Seoul and other cities 

This method of setting a poverty line is followed from Rowntree' s (190 1) poverty study 

for York. 

T bl 7 1 M" . a e - . 1mmum cos o IVID2 an eqmva ence o sea e m orea, . t rr · d . I f I . K 1994 
Household Other Equivalent Per capita 

Stze Seoul ctties Scale Equi. scale 
2 380106 355188 0.53 1.07 
3 582632 544439 0.82 109 
4 711766 665107 1.00 100 
5 817401 763817 1 15 0 92 
6 900480 841450 127 0 84 
7 961586 898550 135 077 

*Source Bark (1996) 

The equivalent scales are used to reflect different household size, which leads to different 

needs for each household. The per capita equivalent scale shows that there are 

diseconomies of scale for households with less than four members, and economies of 

scale for households with more than four members 

Thailand Poverty Lines 

Kakwani (1999) estimated the poverty line for Thailand based on the nutritional 

requirements of the Thai population. To estimate a poverty line, the food poverty line as 

well as the non-food poverty line has to be measured The steps involved with 

constructing the food and non-food poverty lines are complex. An attempt is made to 

explain these steps in the following discussion. 

{1) Food Poverty Lines 

The food poverty line of a household specifies the monetary income or consumption that 

is required to meet nutritional norms for every individual in the household. A popular 
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method of setting the food poverty line is to use nutritional or calorie requirements 

deemed to be essential for an average individual's activities every day. The calorie 

requirements for the Thai population are available through Thailand's Ministry of Public 

Health. Table 7-2 presents calorie norms for the Thai people, which vary with age and 

gender 

Table 7-2: Calorie requirements by age and gender -Thailand 

Age Male Female 
Ito 3 1200 1200 
4 to 6 1450 1450 
7 to 9 1600 1600 

10 to 12 1850 1700 
13 to 15 2300 2000 
16 to 19 2400 1850 
20 to 29 2787 2017 
30 to 59 2767 2075 

60+ 1969 1747 

*Source Thailand's Mnustry ofPubhc Health 

As shown in Table 7-2, energy requirements differ substantially according to age and 

gender. children require much fewer calories than adults, while males need considerably 

more calories than females. Thus, the calorie requirements are adjusted to each household 

through taking into account the family characteristics such as age and gender As a result, 

the calorie needs allocated to each household are different. 

Another tool for constructing the food poverty line is spatial price indices, essential to 

this task because they reflect price differences between regions and areas Spatial price 

indices measure the relative costs of living that differ from one region or area to another 

(Kakwani and Hill 2000). Spatial price indices for all regions and areas in Thailand are 

constructed by Kakwani (1999). These indices account for different consumption patterns 

of food and non-food for each region. 
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As can be seen from Table 7-3, while Bangkok and its vicinity is the most expensive 

region, the northern region is the cheapest in which to live Accordingly, the costs of 

living in these regions are expected to differ substantially. Hence, the poverty line should 

reflect the regional differences in the prices of food and non-food items. 

Table 7-3: Spatial Price Indices for Thailand (Bangkok municipal1992 =100) 

Regions Spatial Price indices 
1988 1990 1992 1994 1996 

Sanitary districts and villages : Food items 
North 69 3 74.8 87.0 86 9 106.1 

Northeast 644 68.1 86 0 88.3 105 3 
Central 68.7 74.8 87 0 88 5 108 1 
South 77 7 85 4 95.0 101.9 126 1 

Bangkok VIcllllty 68 7 74.8 87 0 88.5 108 1 
Municipal areas: Food items 

North 67 2 72.4 84 0 86.2 101 1 
Northeast 65.4 71.4 83.0 85.1 99 6 
Central 65.8 74.7 86 0 89 5 105.3 
South 74 4 80 6 91 0 97 1 1159 

Bangkok VIcmity 75 1 90 7 100 0 1118 1315 
Sanitary districts and villages: Non Food items 

North 69.7 75 1 83.0 88.3 94 3 
Northeast 724 79 1 89 0 97 2 106 5 

Central 74.3 80.7 88.0 92 6 994 
South 71.8 79 0 89.0 95 3 1010 

Bangkok VIcmity 74.3 807 88.0 92.6 99 4 
Municipal ares: Non Food items 

North 79 0 85 1 93.0 101 3 108.1 
Northeast 82 2 87.6 97.0 105.8 1170 

Central 82 2 87 7 95.0 101.1 109 7 
South 814 89 8 99 0 107 4 116.2 

Bangkok vic1mty 84 9 92 3 1000 108.1 116 5 

*Source Kakwam (1999) 

Individual calorie requirements for a household are obtained after being adjusted by age 

and gender as well as spatial price indices. The next task is to convert the calorie norms 

into a monetary value, to find out how many calories of food can be bought by one Baht 

The calorie costs are expected to differ between regions and areas because of the 
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differences in spatial price indices for each region and area. Kakwani (1999) calculated 

the calorie costs based on the average sanitary district basket for every region and area 

Per capita calorie requirements and calorie costs enable us to create the food poverty line 

for an individual The food poverty line should differ from one person to another 

according to differences in the individuals' ages, gender and residential regions and areas 

(2) Non-Food Poverty Lines 

After determining the food poverty lines, the next task involves constructing the non-food 

poverty line A popular method to measure the non-food poverty line is to use the 

principle of Engel's law. The ratio of food to total expenditure is commonly determined 

according to Engel's law. A common approach is to select households whose incomes lie 

on the cut-off point of the food poverty line (Ravalli on 1998). However, Kakwani (2000) 

argues that it is almost impossible to obtain the food-to-total expenditure ratio at the food 

poverty line, and, thus, that the ratio should be calculated around the poverty line 

For this study, the ratio of food to total expenditure is fixed at 0.6 given that the poor tend 

to spend more than 60 percent oftheir income on food (Kakwani 1999). We should note 

here that the food-to-total expenditure ratio varies with spatial price indices for food and 

non-food, which differ between regions and areas 

The total poverty line can be computed for each household using the household-specific 

food poverty line augmented with the region-specific ratio of food to total expenditure 

Using the method explained above, the total poverty lines are expected to vary depending 

upon individuals' age, gender and regions of residence Table 7-4 gives the average 

poverty line for Thailand, which is obtained by the weighted average of the individual 
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household poverty line, with the weight proportional to population. The average poverty 

line for the country as a whole was estimated to be 911 Baht in 1998. This indicates that a 

household in Thailand would on average require 911 Baht per person per month in 1998 

to meet its basic needs 

Table 7-4: Average Poverty Line for Thailand 

Years Poverty line 
88 473 
90 522 
92 600 
94 636 
96 728 
98 911 

7.3: Poverty Measures 

There is a large literature on poverty measurement This literature is highly illuminating 

for understanding the depth and severity of poverty, although it is not necessary to 

provide a detailed survey of the full breadth of this literature in this thesis. Instead my 

discussion of poverty measures is brief as is warranted, and confined to empirical 

perspectives. 

Let Xz be the per capita income (or consumption) of the ith household, and z1 be the 

poverty threshold for that household. Thus, the ith household may be classified as poor if 

Xz < Zz. Define a variable called L 

L = 100 ifxz < Zz 

= 0 ifxz :2: Zz 

then the percentage of population that is poor can be estimated by 
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n 

H=:.LaJ1 
(7-1) 

1=1 

where a1 is the population weight attached to the ith household 

H is popularly known as the head-count ratio, which simply estimates the percentage of 

the population living in households with a per capita income or consumption less than the 

poverty line It is used to measure the incidence of poverty While the head-count ratio is 

easy to interpret, it does not say anything about the depth or severity of poverty. 

The depth of poverty may be estimated by 

n z -x 
PGR=:.LaJ1 ( 

1

) 

z 
(7-2) 

1=1 

which is the weighted mean distance below the poverty line as a proportion of that line, 

where the mean is formed over the entire population counting the non-poor as having 

zero poverty gap. This measure reflects the minimum amount of income or consumption 

that needs to be transferred to pull all the poor up to the poverty line 

The severity of poverty can be measured by the Foster-Greer-Thorbecke (FGT) index 

n z -x 
FGT= LaJ1 ( 

1 

)a 
z 

(7-3) 
1=1 

which leads to the head-count and poverty gap ratio if a takes the values 0 and 1, 

respectively. To measure the severity of poverty, a should be greater than 1, in which 

case the measure will be sensitive to the distribution of income among the poor For the 

analysis presented here, a is assumed to be equal to 2 

Sen's poverty measure is 
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S = H g + H (1 -g) G* (7-4) 

z - f.1 
where g = P is the aggregate income gap with f.lp being the mean income of the 

z 

poor and G* is the Gini index computed among the poor. Sen's measure is based on the 

idea of welfare economics, which relates the weight given to income shortfalls to the 

ordering of individual incomes This measure reflects the relative deprivation aspect of 

income inequality among the poor 

Following Sen's measure of poverty, Kakwani (1980) proposed a general class of poverty 

measures that was motivated by the failure of Sen's measure to satisfy some transfer

sensitivity axioms Kakwani' s class of poverty measure is described as 

cp(k) = Hg+H(l- g)G(k) (7-5) 

where G(k) is the generalised Gini index of the poor The larger the value of k, the greater 

is the weight given to the very poor in society When k = 1, this measure coincides with 

Sen's poverty measure 

In Sen's and Kakwani's measures of poverty, utility functions are interdependent This is 

a special feature underlying the two poverty measures, whereas the FGT index is based 

on additive separable social welfare functions. The additive separable poverty measures 

have an important property in that they are decomposable. :U: for instance, the population 

is divided into k mutually exclusive groups based on socioeconomic characteristics, then 

total poverty can be expressed as a weighted average of poverty in each group, with 

weight proportional to the population share of the group. Thus, these measures allow us 

to calculate the contribution of each group to total poverty 

7.4: Poverty Profiles 

Aggregate Poverty 
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Poverty incidence is calculated for Korea from 1990 to 1999. We should note here that 

the head-count ratio is computed based on consumption per capita for all urban 

households only, because information on incomes for non-working households is not 

available in the data sources. As we see in Table 7-5, the percentage of the Korean 

population deemed to be poor declined dramatically from 40 percent in 1990 to 8 6 

percent in 1997. In fact, the poverty incidence declined at an annual rate of22.32 percent 

This rapid reduction in poverty does indeed indicate that the benefits of economic growth 

trickled down effectively to the poor between 1990 and 1997 

Table 7-5: Poverty estimates for Korea 

Year Based on Consumption 
Head-count Poverty Seventy 

Ratio Gap Index of Poverty 

1990 39.6 96 3.4 
1991 31.3 7 1 24 
1992 24.5 54 1 8 
1993 20.5 42 1.3 
1994 16.5 32 10 
1995 12.7 24 07 
1996 96 1 8 05 
1997 86 16 0.5 
1998 19.0 4.2 15 
1999 14 9 32 1.0 

Trend Index -22.32 -26.37 -29.16 
t-value -37.03 -34 83 -34 76 

Cnsis Index 98 106.12 132.08 154.40 
t-value 2143 2123 22 40 

Cnsts Index 99 102.08 127.82 147.18 
t-value 19.35 19.29 20.05 

As would be expected, the crisis has led to a sharp increase in the percentage of people 

living under absolute poverty The head-count ratio jumped to 19 percent in 1998 and 

then declined to 15 percent in 1999; as indicated by the crisis indices, the poverty 

incidence would have declined by 106.12 percent in 1998 and 102.08 percent in 1999 if 

the crisis had not occurred Hence, the crisis had a detrimental effect on poverty in 

Korean society, although its effect appears to be less in 1999 than in 1998. 
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There are two notable reasons for the increase in poverty during the crisis One is the 

increase in unemployment coupled with the fall in wages and incomes. Lee (1998) has 

claimed that the major cause of the increase in poverty in Korea in the late 1990s is 

largely the sharp increase in unemployment in 1998 The other cause is the effects of high 

inflation, which increased by 7.5 percent between 1997 and 1998.1 Easterly and Fischer 

(2000) have found that inflation has a more harmful effect on the poor than the non-poor 

because it induces a reduction in the relative income of the poor It is also commonly 

believed that high inflation induces not only the reduction in purchasing power through 

fallen real incomes and wages, but also the fall in equity and other asset prices through 

the negative wealth effect The increase in unemployment combined with high inflation 

therefore forces more people to poverty and consequently exacerbates the hardships of 

those who are already classified as poor 

Table 7-6: Poverty estimates for Thailand 

Year Based on Welfare-Income Based on Welfare-Consumption 
Head-count Poverty Severity Head-count Poverty Seventy 

Ratio Gap Index of Poverty Ratio Gap Index of Poverty 
1990 27.2 80 3 3 19 5 4.2 14 
1992 23.2 68 2.8 17.6 3.7 12 
1994 16 3 43 17 98 2.0 06 
1996 11.4 2.8 1 1 81 16 05 
1998 12.9 3.2 12 10.5 1.9 06 
1999 15.9 43 1.8 14.3 2.9 09 

Expected rate 98 9.9 2.4 0.9 7.1 1.3 0.4 
Expected rate 99 9.2 2.2 0.8 6.6 1.2 0.4 
Cns1s mdex 98 30.4 33.9 35.6 48.3 46.4 47.5 
Crisis mdex 99 72.9 97.4 119.6 116.5 141.1 151.2 

As can be seen from Table 7-6, Thailand experienced a rapid decline in poverty before 

the onset of the crisis. The incidence of poverty based on consumption per capita reduced 

from 19 5 percent in 1990 to 8 1 percent in 1996 Thus, the gains from rapid economic 

growth during that period spilled over to households and thus to individuals in the 

economy However the incidence of poverty measured by consumption per capita 

increased substantially to 10.5 percent in 1998 in response to the economic crisis The 

1 Food pnces wtth a more direct impact on the poor than on the non-poor increased at a faster rate than 
other food pnces, at 8 7 percent between 1997 and 1998. 
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impact of the crisis increased the extent of the poor in Thai society by 48 3 percent Thus 

the crisis resulted in a substantial increase in the number of people living in poverty 

Evidence from both estimates during the crisis indicates that this change in the poverty 

incidence in Thailand is extremely small by comparison with the Korean case This may 

be explained in terms of the current economic structure underlying the Thai economy A 

large proportion of the Thai population are heavily reliant on the agricultural sector so the 

repercussions of the real exchange rate devaluation were less acute for the poor who most 

likely reside in rural areas. 

This argument is based on a general belief that exchange rate depreciation is likely to 

help the poor on the grounds that currency depreciation generally supports the agriculture 

sector and depreciation shifts domestic capital towards more labour-intensive investment 

This argument is, however, hard to generalize because of the adverse effect of high 

inflation on the poor during the crisis 2 In the short run, the poor are affected most 

adversely by high inflation since it exerts a strong influence on the prices of essential 

commodities Nonetheless, some of the poor engaging in agriculture may benefit from 

depreciation of the exchange rate because they do not necessarily rely on imported raw 

materials or capital :from overseas. In this respect, the poverty incidence in an 

agriculture-based economy such as Thailand is less adversely affected by the crisis than 

could be expected. 

The poverty gap ratio estimated for Korea reduced from 9 6 percent in 1990 to 1. 6 

percent in 1997 This suggests that in line with the incidence of poverty, the depth of 

poverty also declined dramatically Because of the crisis, the degree of poverty that the 

poor suffered increased to 4 2 percent in 1998 then declined to 3 2 percent in the 

following year 

2 Inflation in Thailand reached about 8 percent in 1998, increasmg from 5 to 6 percent before the cnsis 
(ADB 1999) 

144 



In the Thai case, the depth of poverty measured by consumption per capita also decreased 

remarkably from 4 2 percent in 1990 to 1.6 percent in 1996. However, the economic 

crisis in 1997 ended that trend. The crisis led to a slight increase in the poverty gap ratio 

to 1 9 percent in 1998 

Table 7-7: Sen and Kakwani's Poverty Measures for Thailand 

Years Generalised Poverty Measures Generalised Gini Index among the Poor 
K=l K=1.5 K=2 K=l K=1.5 K=2 

1990 10.9 11.9 12.6 15 4 20.2 24 0 
1992 93 10 1 10 7 15.4 20 2 240 
1994 6.0 6.5 7.0 14 1 18 6 22.2 
1996 40 43 4.6 132 17 4 20 8 
1998 45 4.9 5.2 135 17 8 212 
1999 60 66 7.0 14 7 19 4 23 1 

The generalized poverty measure also shows that there had been a significant reduction in 

poverty in Thailand before the crisis. However, according to Sen's poverty measure after 

the onset of the crisis, poverty increased from 4 percent in 1996 to 4 Sin 1998 and 6 

percent in 1999 Other classes of the generalised poverty measure also portray this trend 

in poverty in Thailand in the 1990s 

For both Korea and Thailand, the severity of poverty declined impressively before the 

crisis but increased slightly due to the crisis Poverty in both economies tends to follow a 

consistent trend irrespective of which poverty measures are used. The incidence of 

poverty in Korea began to decline again in 1999 Thailand, however, did not show signs 

of returning to poverty reduction in 1999. 

Poverty By Area 

As Table 7-8 presents, before the onset of the crisis, poverty reduction proceeded faster in 

Seoul than in other Korean cities. The poverty incidence during the pre-crisis period 

declined at an annual rate of 27 89percent for Seoul and 20 25 percent for other cities 

However, the percentage of people living under absolute poverty escalated due to the 

crisis The crisis indices indicate that this sudden increase in the poverty incidence was 

145 



mainly contributed by a dramatic rise in poverty in Seoul Undoubtedly, the percentage of 

poor in Seoul has increased substantially, which is consistent with our earlier findings of 

a larger increase in unemployment in Seoul compared to other cities after the breakout of 

the crisis. Note that the other cities have also been affected severely by the crisis: the 

percentage of poor surged to 20 1 percent in 1998. Overall, both the negative income 

effect and the exacerbated inequality effect have contributed to a substantial increase in 

the number of urban poor in Korea after the crisis The positive news in this picture is 

that a substantial reduction in poverty has taken place since the crisis, with the percentage 

of the poor reducing to about 12 and 16 percent for Seoul and other cities respectively in 

1999 

Table 7-8: Poverty in Korea by city 

Year Area 
Other cities Seoul 

H PGR FGT H PGR FGT 
1990 40.3 97 34 38 3 95 34 
1991 32 8 73 25 28 7 67 23 
1992 25 5 55 1.8 22.8 51 17 
1993 226 48 1.5 16.5 3 1 09 
1994 18.6 3.8 1.2 12.4 2.2 0.6 
1995 14 1 27 08 97 1.7 05 
1996 114 2.2 07 6.2 1.0 02 
1997 100 1 9 0.6 6.1 10 0.2 
1998 20 1 4.6 16 16 5 3.4 1 1 
1999 16.1 35 1.2 12.2 2.4 0.8 

Annual growth rate -20.25 -23.49 -25.53 -27.89 -34.46 -40.02 
t Value -33 47 -32 59 -29 37 -23 02 -18 73 -17 97 

Crisis index 98 93.32 116.91 135.85 138.69 173.65 210.27 
t Value 18 78 19.74 19.02 13 93 11.49 1150 

Cns1s mdex 99 89.27 111.41 127.18 134.59 172.67 207.07 
t Value 16.86 17.66 16 72 12 69 10.73 10 63 

Table 7-9 sets out data on poverty incidence in Thailand by area. There are three types of 

areas. These are municipal, sanitary district, and village. Both municipal and sanitary 

districts are categorised as urban areas, while villages are classified as rural areas. Data in 

Table 7-9 indicate that poverty reduction was prominent throughout urban and rural areas 

before the outbreak of the crisis However, the incidence of poverty in both areas has 

increased since 1998. 
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39 6 
313 
24 5 
20 5 
16 5 
12 7 
96 
86 
19 0 
14.9 

-22.32 
-37 03 
106.12 
2143 
102.08 
19 35 



It is worthwhile to note that in 1999 while the poverty incidence in Korea showed a 

decline, that year in Thailand it still continued to rise. This casts light on the particular 

importance of public policy that in Korea could assist with curbing the adverse effect of 

the crisis on the poor. The poverty incidence in the absence of any form of public policy 

is especially severe among those living in sanitary districts and village areas in Thailand 

This exacerbates the regional disparity between areas, which is likely to further increase 

regional inequality through distorting resource allocations Hence, there seem to be an 

urgent need for effective public policy in Thailand to prevent poverty from increasing 

further An appropriate policy should also be implemented aiming to reduce the growth in 

regional inequality that will eventually undermine future economic growth in Thailand. 

Table 7-9: Percentage of poor in Thailand by area 

Period Municipal Sanitary Villages 
areas districts 

88 8 218 40.3 
90 69 18 2 33.8 
92 36 12.7 29 7 
94 2.4 9.6 21.2 
96 1.6 5.8 14.9 
98 14 75 17 3 
99 1.3 88 21.5 

Trend Index 98 1 5 13 
Trend Index 99 1.2 4.6 12.4 
Crisis index98 4.5 52.5 31.5 
Crisis index99 8.2 93.3 73.6 

Poverty By Gender 

We have observed earlier in Chapter IV that the unemployment rate among female 

workers has been lower relative to male workers in the Korean labour market We have 

also recognised that females have been less affected by unemployment after the crisis 

when compared to males. As the crisis deepened and the recession created unfavourable 

market conditions for females in the labour force in particular, this vulnerable group was 

discouraged from entering the labour market and so joined the economically inactive 

population Nevertheless, female unemployment plays a fundamental role in increasing 
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poverty among households headed by females. This claim is confirmed by an increasing 

gap in poverty between male-headed and female-headed households after the crisis 

During the pre-crisis period, irrespective of poverty measures poverty was evident among 

households headed by females more than it was among households headed by males 

Korean households that are headed by females suffer much more than households headed 

by males 

The crisis has reinforced greater poverty among female-headed households since 1998 

The head-count ratio surged to 23 percent after the crisis The reason for this greater 

gender disparity lies largely in increased unemployment and reduction in wage incomes 

It has been claimed that during the process of economic restructuring after the crisis, 

female workers were laid off first and a significantly higher proportion of female workers 

than male workers were laid off (Joongang Ilbo 1998) 

Table 7-10: Poverty by gender of household head in Korea 

Year Gender of household head 
Male Female 

H PGR FGT H PGR FGT 
1990 38.6 9 1 3.1 47 0 134 54 
1991 30.6 67 22 37 3 98 37 
1992 23 7 51 16 31.6 78 28 
1993 19.8 40 1.2 26 5 6 1 2 1 
1994 15.6 3.0 0.9 23 2 51 16 
1995 12 1 23 07 17.0 34 1 0 
1996 89 16 0.5 14.5 32 10 
1997 80 1 5 0.4 12 8 26 0.8 
1998 18 5 4.1 1.4 23.2 5.3 1.8 
1999 13.5 2.8 09 22.8 5.4 1.8 

Annual growth rate -23.10 -27.18 -29.87 -18.85 -23.69 -27.46 
t Value -36.28 -31.94 -32.36 -28.81 -21.32 -17.00 

Crisis index 98 111.23 139.11 162.76 81.47 102.20 120.73 
t Value 2126 19.90 2146 15 16 1119 9 10 

Crisis index 99 100.94 126.02 145.26 97.02 124.82 145.36 
t Value 18.12 16 92 17 98 16.94 12.83 10.28 

Poverty measures are greater for the female-headed households in magnitude, but the 

crisis indices show that the adverse effects of the crisis on poverty among the male

headed households has been more detrimental than among female-headed households If 
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the crisis had not hit the Korean economy, the poverty incidence in 1998 would have 

been reduced by Ill percent for households with a male head and 81 percent for 

households with a female head 

Size of household 

It is generally believed that the size of household is correlated positively with the 

incidence of poverty· larger household size is seen to lead to a greater incidence of 

poverty. This argument appears to be plausible in that per capita income or consumption 

shared within the household tends to decline with the number of family members. 

Table 7-11: Poverty incidence by the size of household in Korea 

Year 2 persons 3 persons 4 persons 5 persons 6 or more Total 
90 27 3 42 6 41 5 39 2 36.8 39 6 
91 19.6 32 6 32.8 30.7 313 313 
92 13.9 27.0 25.0 24.6 24.1 24 5 
93 14.1 20 2 20 9 20.8 22 6 20 5 
94 111 16.1 16 3 16.6 218 16 5 
95 95 12 6 12 7 131 14 6 127 
96 78 10 3 96 10.0 92 96 
97 8.9 92 79 84 11.0 86 
98 14.7 19.5 19 6 19.8 18 0 19 0 
99 15.0 15.1 14.9 16 1 11.3 14.9 

Annual growth rate -16.48 -22.59 -23.87 -22.02 -19.23 -22.32 
t Value -7.61 -28 24 -62.23 -53 97 -8 26 -37 03 

Crists mdex 98 86.85 106.05 116.02 108.38 78.95 106.12 
t Value 4.88 16.14 36.81 32 33 4.13 2143 

Cnsis index 99 104.57 100.98 110.48 107.94 50.34 102.08 
t Value 5.52 14.42 32 91 30.23 2.47 19 35 

Unlike the common belief, in Korea the incidence of poverty appears to have a non-linear 

relation with the size of household. Table 7-11 indicates that the poverty incidence tends 

to increase with family size for up to 4- or 5-person households and then decreases with 

more persons In fact, for most of the 1990s, the percentage of poor among households 

with more than six people is the lowest, followed by 2-person households. This may be 

due mainly to having multiple earners within the same household 

The crisis indices show that irrespective of family size, the crisis led to a substantial 

increase in poverty. In particular, households with four members were affected most 
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adversely by the crisis. By contrast, households with more than six members experienced 

the smallest increase in the magnitude of poverty incidence after the crisis. The poverty 

incidence among these larger sized households was only 11 3 percent in 1999, which was 

a 50 3 percent increase in poverty from the poverty trend that existed between 1990 and 

1997 This suggests that during 'bad' times like the crisis, informal safety nets through 

remittances between family members may be more available for larger households, and 

thus help to lessen their economic hardships that would have been greater without these 

safety nets. 

Turning to Thailand, the incidence of poverty tends to increase with household size 

monotonically: the percentage of people living under the poverty threshold is found to be 

greater with larger household size. Generally, it seems to be plausible that per capita 

income or consumption shared within the household declines with the number of family 

members The positively correlated relationship between poverty and family size also 

suggests that larger households have more children Thus, the ratio of children to adults is 

larger among larger households High child-adult ratio in turn leads to greater incidence 

of poverty, as we see in the case ofThailand 

Households with two members have been affected most severely by the crisis The 

incidence of poverty among households with two members rose by 40.4 in 1998 and 

170 6 percent in 1999 Put differently, without the crisis the poverty incidence of these 

households would have been only 2 2 percent in 1998, followed by 1 5 percent in 1999. 

Table 7-12: Percentage of poor by size of household in Thailand 

Year 1 person 2 persons 3 persons 4 persons 5 persons 6 persons 7 andover 
88 3.4 10 6 20.2 29 1 34 9 412 50 4 
90 3.7 9.2 16.1 23 0 28 3 34.3 43 2 
92 29 65 14 3 20.9 27 4 32.2 33 5 
94 1.0 32 86 16.4 19 4 23 7 27 9 
96 10 25 62 10 9 138 19 5 18 3 
98 1.0 3.0 6.6 llO 17 1 20.7 21 7 
99 0.8 4.2 9.5 15.1 20.6 19.7 27 4 

Expected rate 98 0.8 22 4.9 8.7 137 17.2 16 9 
Expected rate 99 0.7 1.5 3.7 6.8 10.9 14 3 132 
Crisis Index 98 24.3 40.4 33 0 27.0 25.1 20.1 281 
Crisis Index 99 29.3 170.6 157.0 120.3 88.2 37.9 107 4 
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It is interesting to note that compared to smaller sized households, the adverse effect of 

the crisis on poverty suffered among larger sized households (five- and six-person 

households) is relatively smaller in magnitude. Like the Korean case, these circumstances 

in Thailand suggest that during the crisis period, family transfers might have played a 

role in providing some form of informal safety net among larger households, which 

would have helped to relieve their suffering Nevertheless, the poverty incidence among 

households with more than seven members was affected greatly in 1998 and the number 

of poor among these households was augmented substantially by 107 percent in 1999 

Age of Household Head 

A common hypothesis is that poverty is likely to be most prominent among the young 

and the elderly While people are young they tend to dissave against their future incomes 

whereas the elderly after retirement again dissave against their accumulated wealth or 

their income during their working years Based on this argument, poverty is likely to be 

higher among the prime young and the elderly and those who live on labour income 

earnings through their work tend to be better off than the groups of young and elderly 

Table 7-13: Percentage of poor by age of household head in Korea 
Year 15-29 years 30-39 years 40-49 years 50-59 years 60 years plus Total 

90 45.1 47.9 32.5 23 1 35.4 396 
91 35.2 38.2 24 8 19 9 35 9 313 
92 29.5 29.8 19.5 14 5 27.6 24 5 
93 27.1 23 8 16.3 112 30 4 20 5 
94 21.0 18 7 12.6 10 6 28.1 16 5 
95 16.0 14.4 10 2 7.5 22.0 12 7 
96 117 111 79 5.7 16.3 96 
97 11.1 10.6 5.8 5.3 15 7 86 
98 24.6 21.6 15.0 131 291 19 0 
99 18.5 17 5 10.5 116 22 2 14 9 

Annual growth rate -20.74 -22.82 -23.78 -22.17 -12.37 -22.32 
t Value -18.26 -26 42 -47 67 -19 16 -6.72 -37 03 

Crisis mdex 98 104.58 104.40 113.39 119.32 69.77 106.12 
t Value 1121 1471 27.67 12.55 4.62 2143 

Cnsis mdex 99 94.80 104.23 100.22 127.41 54.04 102.08 
t Value 9.54 13.79 22 96 12.58 3 36 19 35 
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As argued earlier, the incidence of poverty is more severe among households headed by 

the young (15-29 years) and the elderly (60 and over). However, among households 

whose heads are at their peak of earnings (40s and 50s) the poverty incidence appears to 

be the lowest over time These findings show clearly that the poverty suffered by a 

household is closely related with the earning capacity of the household head. 

Table 7-14: Percentage of poor by age of household head in Thailand 

Year 20-29 30-39 40-9 50-59 60-69 70 andover 
88 26.4 33 0 35.1 32 4 324 33.8 
90 23.0 27 4 28 3 26 9 26 6 30 6 
92 17 3 23.2 24 3 23 3 22 3 27.5 
94 12 0 16 7 16.0 16 6 14 7 22 9 
96 77 12.0 11.7 10 5 116 14.0 
98 83 12 8 12 7 14 0 12 7 15 6 
99 7.8 16.7 16.6 16 3 14 8 17 9 

Expected rate 98 5.7 9.3 8.9 8.0 9.0 11.4 
Expected rate 99 4.2 7.3 6.8 6.1 7.0 9.2 
Crisis Index 98 45.4 36.8 42.7 75.2 40.7 37.3 
Cnsis Index 99 86.1 129.2 142.6 168.5 112.0 93.8 

Table 7-14 illustrates that in Thailand, households headed by the young have a relatively 

lower incidence of poverty than those whose head is older Households whose head is 

aged between 20 and 29 have the lowest incidence of poverty, while those headed by 

elderly people - aged 70 years and over - have the highest incidence of poverty. Even so, 

it should be noted here that the difference in the poverty incidence between the young 

and the elderly is quite small, indicating that in Thailand, average income of the old is not 

greatly lower than average income of the young. 

In a society like that in Thailand, where the economy comprises largely agricultural and 

informal sectors, average incomes may not differ much between the young and the old 
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However, as the economy shifts from the informal to the formal sector, or as the 

economy transforms from primary agriculture to modem industry, the earnings disparity 

between the young and the old increases because earnings from agriculture are lower than 

earnings from modem industry. Without sufficient safety nets provided for the old who 

are likely to live in rural areas and to engage in agriculture if they are employed, the 

poverty incidence among the elderly may increase rapidly in the near future. 

Education of Household Head 

It is commonly believed that a higher level of education is negatively related to the 

incidence of poverty Acquiring skills through education leads to improved productivity 

in the work force, which results in higher earnings. This leads to lower poverty that in 

tum enhances a household's ability to educate its children. In this account, there is a two

way correlation between education and poverty (Ahuja, Bidani, Ferreira and Walton 

1997) This account is confirmed by my analysis earlier in this study (Chapter III) of the 

effect of education on wage earnings in the Thai labour market We find evidence that 

education plays a crucial role in explaining inequality, poverty and earnings in the Thai 

case 

Table 7-15: Percentage of poor by education of household head in Korea 
Year Less than primary Middle school High school University Total 

90 54.8 51.3 40.8 20.3 396 
91 48.8 41.3 314 15.1 31.3 
92 38 4 34.4 25 1 12 5 24.5 
93 32.9 26 6 21.7 10.6 20 5 
94 29.4 22 2 16 5 8.9 16 5 
95 23 1 16 7 131 6.3 12 7 
96 18.0 116 10 2 48 96 
97 18 1 9.2 9.6 3.7 86 
98 31.9 27.2 20.5 9.9 19 0 
99 29 3 23 0 14.5 7.8 14 9 

Annual growth rate -17.13 -24.72 -21.36 -23.58 -22.32 
t Value -18.67 -24 71 -25 85 -24 76 -37 03 

Crisis index 98 81.63 128.19 105.48 116.39 106.12 
t Value 10 82 15.60 15 54 14.87 2143 

Crisis index 99 88.91 134.21 90.34 114.36 102.08 
t Value 1107 15.33 12.49 1372 19 35 
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In Table 7-15 we see data concerning the percentage of the poor according to the 

education of household head in Korea As hypothesised, the poverty incidence is lowest 

among households whose head was educated at a university level and highest among 

those who were educated at less than primary level. These data confirm the argument that 

poverty declines monotonically with level of education of the household head. Hence, a 

way of helping the poor to escape from poverty is to help household members to gain an 

education and enhance their earning capacity in the labour force. 

The crisis indices suggest that irrespective of educational levels, the poverty incidence 

increased substantially after the crisis Households where the head was educated to 

middle school level have been affected most adversely by the crisis However the highest 

educated group has also been affected severely These groups were affected negatively 

through loosing jobs or reduced wages after the outbreak of the crisis 

Occupation of Household Head 

As we see in Table 7-16, in Korea the highest poverty incidence has occurred among 

households in which the occupation of the household head is labourer or the head is 

unemployed Labourers and unemployed people are highly dependent on sources of 

income that are uncertain at best or non-existent at worst The professional group on the 

other hand has the lowest poverty incidence These findings indicate that variability in 

mcomes of the household head tends to be closely associated with the incidence of 

poverty. 

It is interesting to note that in the Korean case the greatest increase in the poverty 

incidence as a result of the crisis was among households who head is engaged in 

professional services Many professional people were laid off or lost their employment in 

the wake of the crisis. There was also a substantial increase in the incidence of poverty 
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among households whose head works in a government office. This is due mainly to wage 

cuts for these workers in the process of employment adjustment after the crisis 

Table 7-16: Percentage of poor by occupation of household head in Korea 

Year Govt office Priv office Regular Day Self- Prof. No Total 
workers workers labourers labourers employed services occupation 

90 22.3 23.8 53.3 57.4 35.6 16.3 41.6 39 6 
91 207 17.9 42.5 49.7 27.6 116 32.6 31 3 
92 14 2 13.1 35.0 37.6 22.8 6.0 28.6 24 5 
93 10.8 112 27.5 313 19 9 49 30 4 20 5 
94 7 1 96 21.3 25 4 15.4 1.2 30 3 16 5 
95 52 6.2 16.7 22.4 117 2.4 23.4 12 7 
96 2.7 40 12 7 202 86 25 19.1 96 
97 2 1 38 11.0 14.8 8.0 2.2 18 5 86 
98 4.8 96 24.2 31.7 18 0 3 8 31 8 19 0 
99 32 52 16 1 32 1 14.7 38 27 4 14 9 

Annual growth rate -36.13 -27.01 -23.26 -18.76 -22.04 -30.73 -10.67 -22.32 
t Value -15.85 -16.11 -48.70 -22.14 -23.97 -3.79 -6.93 -37.03 

Crisis index 98 114.60 124.95 105.80 91.70 107.46 130.48 63.86 106.12 
t Value 6.12 9.07 26.96 13.17 14.23 1.96 5.05 21.43 

Cnsts index 99 107.38 87.89 85.90 110.22 107.88 157.82 58.81 102.08 
t Value 5.38 5.99 20.55 14.86 13.41 2.22 4.37 19.35 

7.5: Conclusion 

Using various poverty measures, analysis in this chapter has found that the benefits of 

fast economic growth experienced by Korea and Thailand during the 1990s have trickled 

down effectively to the poor in the respective societies These poverty measures play an 

important role in monitoring the progress made in reducing poverty. However attempts 

should also be made to identify what causes these changes in poverty. If our ultimate 

objective is to eliminate poverty, our focus should be on reforming existing government 

policies. For this reason analysis of poverty should be extended to measure the impact of 

different government policies on poverty and how these policies can be improved. 
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The study has also found that the extent of poverty suffered by individuals differs, 

depending on both household circumstances and socioeconomic and demographic 

characteristics on the economy For example, poverty suffered by female-headed 

households in Korea is greater than that in male-headed households. In Thailand, rural 

poverty is more severe than urban poverty. 

This chapter has looked in some detail into the impact of the crisis on poverty in both 

Korea and Thailand Data analysed here suggest that in both countries the crisis affected 

more adversely the socially vulnerable groups - including the elderly and the less

educated - than other segments of society These findings clearly highlight the 

importance of welfare programs through effective government policy, to provide 

necessary social safety nets for those who are most in need Not only the poor but the 

society at large stand to gain economic benefit from well-informed welfare policies 
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Chapter VIII: Decomposition of Inequality and Poverty through Savings 

8.1: Introduction 

It is seldom recognised that people's savings behaviour has a significant impact on the 

extent and nature of inequality and poverty. Initially, Kuznets (1955) attempted to explain 

increasing inequality in the early stages of economic development in terms of highly 

concentrated savings in the upper income group. In contrast with Kuznets, Oshima (1991) 

argued that there is a negative relationship between income inequality and the average 

saving rate. He found that high inequality in Thailand during the 1950s was associated 

with a lower rate of average savings. Unlike the findings of Kuznets and Oshima, 

Schmidt-Hebbel and Serven (1996) found no significant relationship between the 

distribution of income and savings, based on a large cross-country study of 52 

economies Overall the literature indicates that a firm linkage has not been established 

between the personal distribution of income and savings. More importantly, there has 

been little analysis of the relationship between savings, inequality and poverty. 

The first task in measuring inequality and poverty is to estimate the economic welfare of 

individuals. Estimates differ depending on the choice of welfare indicator an inequality 

measure or a poverty measure based on income is different from these same measures 

based on current consumption expenditure. Yet the difference that results from choosing 

income or consumption as a welfare indicator has not been explained properly in the 

literature. 

In this chapter I attempt to explain the difference in estimates of inequality or poverty 

using income on the one hand and consumption on the other, through looking at savings 

behaviour as it varies across individuals. I therefore propose a decomposition method that 

explains the difference in inequality as it is estimated by income and consumption in 

terms of the concentration of savings. I also apply the idea of decomposition to poverty. 

The decomposition of the two poverty estimates based on income and consumption is 
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explained in terms of average savtng rate and distribution effects. The proposed 

decomposition procedures are applied to Korea and Thailand for the period 1990 to 1999 

8.2: Patterns of Savings among Koreans and Thais 

Domestic savings are generally referred to as the sum of government savings and private 

domestic savings. Government savings are mainly generated from a government budget 

surplus, whereas private savings consist of household savings and corporate savings 1 It is 

often believed that in most developing countries private domestic savings are generated 

mainly from household savings that come from the surplus of disposable income after 

consumption Unlike household savings, corporate savings in developing countries are 

perceived to be low because these countries have small corporate sectors. 

Figure 8.1 presents data on gross domestic savings in Korea and Thailand over the period 

1980 to 1997 The savings rates are drawn from World Tables 1999 Between 1980 and 

1997, the average domestic savings rates were 33 percent for Korea and 30 percent for 

Thailand These high national savings rates are derived mainly from private savings The 

major proportion of household savings in Korea comes from incomes generated by 

unincorporated or family-owned business enterprises through partnerships, sole 

proprietorships and so forth (Gillis, Perkins, Roemer and Snodgrass 1992). Private 

savings in Korea are comprised largely of household savings and corporate savings In 

1987, for instance, household savings and corporate savings contributed to total domestic 

savings by 43 and 44 percent respectively (Song 1990). Thus, the contribution of 

government savings to domestic savings is relatively small in Korea. 

In the case of Thailand, high savings rates are due chiefly to household savings and 

government savings. In the 1990s household and government savings made up roughly 

73 percent of total domestic savings. Household savings are derived mainly from 

incomes generated by unincorporated business enterprises, which make the largest 

1 Household saVIngs mclude savings from households and unincorporated busmess enterpnses. Corporate 
saVIngs are defined as the retamed earmngs of incorporated enterpnses (Ltm 1996). 
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contribution to Thailand's national income. Savings from the corporate sector are 

relatively small. In the 1990s, while private corporate savings were 20 percent on 

average, public corporate savings accounted for only 7 percent of total domestic savings 

So like other developing countries, Thailand has a relatively small proportion of savings 

generated from the retained earnings of incorporated enterprises. 

Figure 8.1: Gross Domestic Savings in Korea and Thailand 
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In the 1980s Korea's total domestic savings were far higher than those of Thailand 

Savings in Korea during this period increased dramatically and peaked at 3 8 percent of 

GDP in 1988. Since then, however, domestic savings have declined gradually, stabilising 

at around 35 percent of GDP in the 1990s The story is somewhat similar to the case in 

Thailand where gross domestic savings increased sharply between 1983 and 1991 and 

then stabilised since 1991. It is interesting to note that savings in Thailand have been 

slightly higher than savings in Korea during most of the 1990s. 

Why are the average savings rates in Korea and Thailand relatively high over time? The 

prime source of the high savings rates in the two economies is their rapid economic 

growth Along with this rapid growth, people's incomes have increased from year to year 

The relative income hypothesis (Duesenberry 1949) claims that people tend to consume 

based on their consumption level in the previous year. The increment of income has been 
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attributed to increases in savings resulting from the discrepancy in consumption level 

between the past and the current period. Similarly, the increment of income might have 

increased savings for future consumption because people tend to smooth out their 

consumption over the life cycle (Modigliani 1964) Thus, the spectacular growth 

performances of Korea and Thailand might be attributable to the higher savings rates 

overtime 

The permanent income hypothesis also provides a convincing explanation for the high 

savings rates exhibited by Korea and Thailand. According to Friedman (1957), 

permanent income is the chief source of current consumption, whereas transitory income 

plays a major role in savings. For economies growing rapidly, transitory incomes 

including overtime pay and irregular bonuses might increase and become primary sources 

of savings 

In addition to fast economic growth, high savings rates in Korea and Thailand are due in 

part to government policies that have encouraged savings through managing 

macroecononnc policy tools and budgetary choices. Good management of 

macroeconomic policy that maintains stable inflation rates plays a pivotal role in raising 

domestic savings because low and stable inflation is directly related to stable and positive 

real interest rates Moreover, keeping low and stable inflation and avoiding long-term 

fiscal deficit can boost people's confidence about saving. 

Low and moderate inflation rates have made important contributions to the high savings 

rates in Korea and Thailand. In particular, the inflation rate in Thailand has been stable 

because this rate is set at a ceiling of 6 percent and monetary policy has been 

implemented in line with this rate (Warr 1993). This credible monetary management may 

have helped to attract savings over time Similarly, Korea's national savings increased 

significantly because of stabilised inflation rates in the 1980s that followed high inflation 

rates in the 1970s The Korean government implemented a policy of high interest rates in 

the formal financial market from 1983, which led to a substantial increase in national 
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savings rates (Song 1990) We see then that Korea has promoted national savings through 

stabilised inflation and high and positive real interest rates. 

National savings can be also raised by increases in government savings, as is the case in 

Thailand To raise public savings, government has to run its fiscal surplus through 

decreases in government expenditures and/ or increases in government tax revenues 

According to a study by Corbo and Schmidt-Hebbel (1991), reducing government 

expenditure is preferable to increasing tax because while the former method crowds out 

private savings by only 16 to 50 cents, the latter reduces private savings by 48 to 65 

cents. For Thailand particularly, government savings rates have been high and growing 

Public savings in Thailand accounted for 33 percent of domestic savings in 1992 and 47 

percent of domestic savings in 1997 Korean government savings, on the other hand, 

comprised only slightly over 20 percent of gross national savings during most of the 

1980s. 

Another factor helping to explain high savings rates in both Korea and Thailand might be 

family values or traditional customs. Parents tend to pour investment into their children's 

education on the understanding that children will provide financial security for their 

parents in old age. In the absence of a sufficient social security system in these countries, 

traditional family values and close ties among family members create strong incentives 

for people to save during their working days 

Having considered some of the more significant reasons behind high savings rates in 

Korea and Thailand for the last two decades, let us turn our attention to the overall 

distribution of savings among households in these economies. 

8.3: Savings Distribution in Korea and Thailand 
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Tables 8-1 and 8-2 demonstrate how savings are distributed among individuals in 

Thailand and Korea in the 1990s 2 As we can observe in Table 8-1, savings in Thailand 

are concentrated heavily in the hands of the richest segment of society The top 20 

percent of the population in the income distribution generate most household savings in 

Thailand On the other hand, the poorest 20 percent largely dissave over time. Overall, 

the concentration index of savings has remained high throughout the 1990s. 3 

Table 8-1: Concentration of savings and quintile shares in Thailand 

Year Concentration Quintile shares 
Index of saving 1 2 3 4 5 

1990 203.6 -38.4 -27.4 -11.5 66 170 6 
1992 139.7 -20.3 -13 3 -2.9 12.3 1243 
1994 129.8 -18.4 -10 1 -0 5 14 7 114 3 
1996 99 6 -9 7 -3 8 37 18.2 916 
1998 96.2 -8 2 -2 1 3 9 14 8 916 

Table 8-2: Concentration of savings and quintile shares in Korea 

Year Concentration Quintile shares 
Index of saving 1 2 3 4 

1990 48.2 -2.2 119 18.1 25 6 
1991 46.2 -0.8 118 17 0 26.4 
1992 45.8 -0.6 10.6 18.6 26.6 
1993 47 0 -1 5 111 18.5 26 6 
1994 49.7 -1 7 10 7 17.6 24 1 
1995 511 -2.2 10.4 16 6 25 7 
1996 52 1 -3.2 10 1 17 1 27 2 
1997 45.6 -0 2 115 17.3 24.9 
1998 55.0 -1.7 85 15.8 23.9 
1999 60.7 -6 0 86 15.9 26 6 

By comparison with the Thai case, the concentration index of savings in Korea is much 

lower Indeed, savings tend to be spread out across the income distribution Although the 

poorest 20 percent of the population show a small fraction of dissavings, this figure is 

much smaller than the equivalent figure for Thailand. Moreover, savings in Korea are not 

entirely dominated by the richest 20 percent of the population 

2 Note that expenditure on education is not treated as a source of investment but treated as current 
expenditure m the data Also note that capital gams and pnvate corporate savmgs are not mcluded m the 
study because they are not available in the data. 
3 The concentratiOn mdex of savings shows the extent to wluch savmgs are equally or unequally distributed 
across total mcome (Kakwani 1986). 
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These observations enable us to conclude that the concentration of savings in Thailand is 

much higher than it is in Korea This raises an important question as to whether or not the 

high rate of inequality in Thailand has been due to the high concentration of savings in 

the hands of the very rich The next section attempts to answer this question 

8.4: Inequality of Income, Consumption and Saving 

As observed in Chapter V, the Gini index estimated by consumption is different from the 

Gini index estimated by income This difference has never been explored Thus in this 

section I attempt to explain the difference in the inequality estimates by means of a 

decomposition, which is presented below 

Defining consumption as the difference between income and saving 

C=Y-S (8-1) 

gtves 

flc = fly - fls (8-2) 

where f1 c, f1 y, and f1 s are the mean values of consumption, income and savtng 

respectively Moreover, on the basis of Theorem 8.2 of Kakwani (1980), Equation (8-2) 

yields the following identity 4 

(8-3) 

where Cy, Gy, and Sy are the concentration index of consumption, the Gini index of 

income, and the concentration index of savings respectively Equation (8-3) is derived 
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based on the assumption that households are ranked in ascending order of their incomes 

The average saving rate is defined as the ratio of average saving to average income That 

is to write, 

s= 
fl-s 

(8-4) 
Jl-y 

Thus, 

1-s = 
fl-c 

(8-5) 
fl-y 

A simple mathematical manipulation with Equation (8-3) by means of (8-4) and (8-5) 

permits us to rewrite (8-3) as 

(1-s)Cy=Gy-sSy (8-6) 

This equation can in tum be rearranged in terms of the Gini index based on income as 

Gy=sSy+(1-s)Cy (8-7) 

Note that the Gini index of income is decomposed into the two concentration indices, and 

each of them is multiplied by its own average ratio 

Since the ultimate objective in this section is to disentangle the difference derived from 

the Gini index of consumption and of income, it is necessary to extend Equation (8-7). To 

carry out this further analysis, let Gc be the Gini index of consumption. Subtract both 

sides of (8-7) from Gc to get 

(Gc- Gy) = (Gc- Cy) - s Sy + s Cy (8-8) 

4 Pyatt, Chen and Fet (1980) developed the disaggregation of concentration ratios into Gini ratios and 
correlation effects 
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which, in view of (8-7), can be written as 

(Gc- Gy) = (Gc- Cy)- s PI (1-s) (8-9) 

where P = Sy - Gy is the progressivity index of saving. 5 Note that if P has a positive 

(negative) value, savings are progressive (regressive) When P is simply zero, it is meant 

that savings are proportional to income. 

The economic theory asserts that consumption expenditure should always increase with 

income Although this relationship generally holds at the aggregate level, it may not hold 

exactly for individual levels The first term in (8-9), (Gc - Cy), measures a violation of 

monotonicity between income and consumption. This can be reasoned as follows 

Following from Corollary 8 7 ofKak:wani (1980), the concentration index is less than or 

equal to the Gini index. Thus, (Gc- Cy) is expected to be either equal to zero or positive 

Given that consumption is a continuous function and monotonically increasing with 

income, the first derivative of the continuous consumption function with respect to 

income should be strictly positive Therefore, by means of Theorem 8 2 of Kak:wani 

(1980) the Gini index of consumption should coincide with the concentration index of 

consumption ranked in terms of income As a consequence, (Gc - Cy) is simply zero 

However, if consumption is not a monotonic function of income at all income levels, then 

the Gini index of consumption is greater than or equal to the concentration index of 

consumption. Thus, the term (Gc- Cy), if positive, measures the extent to which income 

has a monotonic relation with consumption The zero value of (Gc- Cy), implies, on the 

other hand, that there is monotonicity at all levels of income. 

The second term in Equation (8-9) is a function of two terms - the average saving rate, s, 

and progressivity of savings with respect to income - both of which contribute to the 

difference between the Gini index of consumption and the Gini index of income. Given P 

5 Tlns mdex was 1m1:1ally mtroduced by Kakwaru (1977) in connection wtth defining the progress1Vlty of 
tax 
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and (Gc- Cy) constant, a higher average saving rate leads to a larger value for the Gini 

index of income compared to the Gini index of consumption. It is equivalent to say that, 

as the average saving rate is higher, the distribution of income is more unequal than the 

distribution of consumption. 

The saving progressivity index, P, is another factor that affects the difference of the two 

inequality estimates If savings is progressive, P>O, then consumption is distributed more 

equally than income. It is valid only if the monotonicity measure, (Gc - Cy), is kept 

constant. Likewise, income is more equal than consumption if savings is regressive, P<O, 

and (Gc- Cy) is constant. 

Let us now turn to the empirical estimates. I compute the Gini index based on 

consumption and income welfare for Korea Since data on income for non-wage and 

salary earners in Korea are not available, the construction of the Gini index of 

consumption and income can be accomplished only by selecting the households whose 

income sources are mainly wages and salaries Accordingly, Table 8-3 presents the Gini 

index for working households only 

Table 8-3: The Gini index for wage and salary earners in Korea 

Year 1990 1991 1992 1993 1994 1995 1996 1997 1998 
Gini index of 
consumption 28.1 27 9 28.0 27.4 27 7 27.3 28.4 27.0 27.3 
Gini index of 

income 26.2 25.6 25.6 25.3 26 1 26.3 27 2 26.0 29.3 

It is commonly believed that consumption expenditure exhibits a more equal distribution 

than income On the basis of this general belief, it is expected that the Lorenz curve for 

consumption lies above the curve for income. Nevertheless, in the case of the wage and 

salary earners in Korea, income is Lorenz superior to consumption expenditure 

Therefore the Gini index based on income is lower than that based on consumption from 

1990 to 1997. We find that Korea exhibits an unusual pattern of inequality. During the 

period 1998-99, consumption is distributed far more equally than income 
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Having acknowledged that the inequality estimated by consumption is not consistent with 

the inequality in terms of income, a salient question arising from these two estimates is 

how the difference between the two can be decomposed and explained accordingly I 

therefore attempt from here to disintegrate the difference between the Gini index of 

consumption and the Gini index of income. 

Table 8-4: Savings and inequality for Korea 

Year Average Gc-Gy Explained by Progressivity Concentration 
Saving Monotonicity Progressivity of Index of 
Rate contribution contribution Savings Savings 

1990 0.250 1 9 90 -7 0 211 482 
1991 0 271 24 99 -7 6 204 46 2 
1992 0 274 23 98 -7 5 19 8 45 8 
1993 0 267 2 1 10.0 -7 9 216 47 0 
1994 0 275 16 10 5 -8 8 23 2 49 7 
1995 0 285 10 10 6 -9 7 24 2 511 
1996 0 274 1.4 10.7 -9 3 24.7 52 1 
1997 0.298 1.0 9.2 -8 2 19.3 45 6 
1998 0.311 -2.1 95 -ll.5 25.6 55 0 
1999 0 251 -1.9 8.6 -10.4 31.0 607 

The inequality difference emanating from the Gini index of consumption and the Gini 

index of income fluctuated between -2 1 percent and +2.4 percent during the 1990-99 

period Before the onset of the economic crisis, the Gini index estimated by consumption 

surpassed the inequality measure derived from income Thus, it is clear that income 

distribution in Korea was more equal than consumption distribution between 1990 and 

1997 However, the trend in the inequality difference prevalent through most of the 1990s 

was reversed by the crisis to which the Korean people were exposed unexpectedly at the 

end of1997 

Having illustrated the overall difference in the two inequality estimates, let us tum our 

attention to decomposing the difference. The component that measures lack of monotonic 

relationship between consumption and income has ranged from 8.6 percent to 10 7 

percent in the 1990s. Above all, the positive sign in the index of monotonicity reflects 

that the change in consumption expenditure has not increased monotonically, resulting 

from an increase in income over the period. Since it is widely accepted that consumption 
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and income are highly and positively correlated in a time-series analysis, the actual 

household data demonstrate a positive, yet much weaker, relationship between the two 

The second component, labelled as 'progressivity contribution', depends on both the 

average savings rate and the progressivity index. From 1990 to 1997, savings became less 

progressive but the average savings ratio increased by nearly 2 percent. The dominance 

of the increase in the average savings ratio over the fall in the progressivity index was 

attributed to the decrease in the inequality difference Yet the monotonicity outweighing 

the saving progressivity led to the increase in the difference, with consumption 

distributed even more unequally than income. On the contrary, it has been observed that 

savings were increasingly progressive along with a relatively small increase in the 

average savings rate from 1997 to 1998. Consequent to this change, there was an 

unprecedented change in the saving progressivity between 1997 and 1998 More 

precisely, a large increase in the progressivity index coupled with an increase in the 

average savings rate accounted for the reduction in the inequality difference from 8 2 

percent in 1997 to 11.5 percent in 1998 Consequently, the large value in the saving 

progressivity recorded in the crisis period dwarfed the index of monotonicity, which was 

in tum responsible for inequality in income being larger than inequality in consumption 

A large increase in saving progressivity after the breakout of the crisis has contributed to 

maintaining the shares of consumption welfare among the poor at a constant level, 

despite their falling shares of income. We see that the poor have responded to the crisis 

by reducing their savings rates; the concentration index of savings increased from 1997 to 

1998 with savings concentrated increasingly at the high income levels It can be said, 

therefore, that household savings have provided a certain informal safety net that has 

maintained the standard of living of the poor in the wake of falling incomes during the 

cns1s. 

From data presented in Table 8-5 it is clear that Thailand had higher inequality in income 

than in consumption in the 1990s. Prior to the economic turbulence from 1997, inequality 

of both consumption and income had declined gradually from 1992 However, during the 
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cnsts period income inequality worsened to 48 6 percent, whereas consumption 

inequality in fact declined slightly to 3 8. 7 percent. This suggests that during the crisis, 

incomes of the poor fell proportionally more than incomes of the rich, yet the 

consumption shares of the poor did not change This result is similar to the one observed 

in Korea, but there is one important difference between the two economies. In Korea, the 

progressivity of saving increased substantially and the average saving rate did not change 

much during the crisis, whereas in Thailand, the progressivity of saving in fact declined 

but the average saving rate increased substantially On the basis of these results 

concerning inequality in consumption and income we can conclude that the distribution 

of income has been more unequal than the distribution of consumption in Thailand 

throughout the 1990s, while the opposite applies in Korea. 

Table 8-5: Savings and inequality for Thailand 

Year 

1990 
1992 
1994 
1996 
1998 

Gc 

40 6 
410 
40.0 
39 2 
38 7 

Gy 

48.1 
49 9 
48.6 
47 8 
48 6 

Average 
Saving 
Rate 
0 098 
0 150 
0169 
0 235 
0 264 

Gc-Gy Explained by 
Monotonicity Progressivity 
contribution contribution 

-7.5 93 -16.8 
-8 9 7.0 -15.9 
-8.6 79 -16 5 
-8.6 68 -15 9 
-9 9 72 -17 1 

Progressivity 
of 

Savings 
155 5 
89 8 
812 
51 8 
47 6 

It is important to note that the absolute value of the progressivity contribution for 

Thailand is much larger than that for Korea. This outcome is mainly due to the much 

higher values of the progressivity index for Thailand than for Korea. The larger values of 

the progressivity contribution for Thailand indicate that the distribution of consumption is 

more equal than the distribution of income in Thailand. By contrast, in Korea income was 

distributed more equally than consumption before the onset of the crisis 

The larger progressivity of saving in Thailand indicates that the poor save proportionally 

much less than the non-poor, and thus the distribution of savings is extremely unequal as 

indicated by the concentration index of savings. In fact, a large proportion of the poor in 

Thailand was found to be dissaving at a particular point in time with savings in Thailand 

concentrated heavily at high-income levels This is explained by the fact that the poor in 
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Thailand are so poor that they can live only at the subsistence level and so are unable to 

save On the other hand, the poor in Korea are not as poor as the poor in Thailand and 

thus have a greater capacity to save (or at least not to dissave). As a consequence, Korea 

has a lower progressivity of saving This leads to conjecture that as a country progresses 

to a higher level of economic development, the concentration of savings declines, which 

in tum leads to a more stable distribution of income. 

8.5: Two Approaches to Analysing Poverty 

The incidence of poverty, which is the most widely used method of estimating poverty, 

can be measured by the head-count ratio based on either income or consumption 

expenditure The head-count ratio is defined as the percentage of individuals having 

income or consumption expenditure below the poverty line Let H(Y) be the head-count 

ratio based on income and H(C) be the head-count ratio based on consumption Then we 

need to question which measure should be used to analyse poverty. This is not an easy 

task. According to Atkinson (1985), if our concern is whether or not people attain a 

specific level of minimum consumption, then H(C) will be an appropriate measure of 

poverty. On the other hand, if our interest lies in a minimum level of income to which 

individuals are entitled, a feasible approach to measuring poverty is by means of H(Y) In 

Atkinson's terminology, this is the 'minimum rights to resources' approach. The two 

approaches give rise to different outcomes. The following decomposition procedure 

provides a methodology to explain the difference in the poverty estimates arising from 

different approaches. 

Let us define new distributions of income and expenditure, Y* and E*, as 

Y* = (1-s)Y 

and 

c 
C* =--

(1-s) 

where s = ( Jl y - Jl c) I Jl y is the average saving rate. 

(8-10) 

(8-11) 
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The new distribution of income Y* has the same relative distribution as Y, but with mean 

equal to the mean of C, viz Jl c, whereas the new consumption distribution C* has the 

same relative distribution as C, but with mean equal to the mean ofY, viz Jl y 

The difference, H(C ) - H(Y ), may be explained by the two factors. One factor is the 

effect of average saving rates. The higher the average savings rate, the greater will be the 

difference arising from the two poverty estimates The other factor is the difference in the 

relative distributions of C and Y. The greater the difference in relative inequalities 

between the two distributions, the greater will be the difference between C and Y. 

To isolate the impact of average saving rate, we have to keep the relative distribution of 

income or consumption expenditure constant This creates two possible savings effects 

One is associated with the relative distribution of income and the other is related to 

expenditure The savings effect associated with consumption expenditure is thus written 

S1 = H(C) - H(C*) (8-12) 

which is measured in terms of constant consumption distribution. 

The saVlngs effect in terms of income can be derived similarly. Therefore, another 

savings effect called S2 can be defined as 

S2 = H(Y*) - H(Y) (8-13) 

which is estimated in terms of constant income distribution 

The overall savings effect on the incidence of poverty can be obtained from the average 

ofS1 and S2 

1 1 
S = - (S1 + S2) = - [ H(C)- H(C*) + H(Y*) - H(Y) ] 

2 2 
(8-14) 
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We need to note here that if the average savings rate is zero, the value of S also becomes 

zero. 

In addition to the savings effect, the distribution effect plays a vital role in disentangling 

the difference arising from the two poverty estimates, H(C) and H(Y). One needs to 

presume that the means of the distributions of income and expenditure are kept constant 

to isolate and enable measurement of the distribution effect on the poverty incidence 

Recognising this, it is possible to derive the two distribution effects on the basis of the 

same mean value· one distribution effect associated with the mean of C and Y* and the 

other related to the mean of C* and Y This idea can thus be described succinctly as 

D1 = H(C)- H(Y*) 

which is measured on the basis of the assumption that C and Y* are different in their 

distributions but their mean values are the same Likewise, another distribution effect can 

be defined from C* andY, which have the same mean values but different distributions 

D2 = H(C*) - H(Y) 

Since either of the two measures can be used, we can take the average of the two 

Therefore, the distribution effect is defined as 

1 1 
D = - [D1 + D2] = - [H(C)- H(Y*) + H(C*)- H(Y)] 

2 2 

It should be highlighted that if the relative distributions of consumption expenditure and 

income are equal, then the distribution effect has no contribution to the poverty 

difference. 
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With the measures of savings and distribution effects in perspective, it is easy to see that 

the discrepancy between the poverty incidence based on consumption and the poverty 

incidence based on income can be decomposed into the savings and distribution effect 

H(C) -H(Y) = S + D 

where S stands for the savings effect and D stands for the distribution effect 

Korea 

Table 8-6 sets out data on the percentage of poor estimated in accordance with both 

consumption and income in Korea It should be noted that the incidence of poverty is 

computed only for working households in urban areas. The reason for this is that incomes 

for the non-wage and salary earners are not available in the survey data, as mentioned 

before 

Table 8-6: The percentage of poor for urban working households in Korea 

Year 1990 1991 1992 1993 1994 1995 1996 1997 1998 
%of poor 
by cons. 42 4 34 26 20.8 16.5 12 7 9.6 8.2 18 1 
%of poor 
by income 17.3 111 8.4 6.9 5.3 4.4 4.7 2.6 72 

The data in Table 8-7 make it manifest that poverty incidence measured on the basis of 

consumption expenditure is far higher than that measure on the basis of income. This 

result holds uniformly in the entire period from 1990 to 1999. 

Table 8-7 reveals that the difference in the poverty incidence as measured by 

consumption expenditure and by income fell from 25.1 percent in 1990 to 5.6 percent in 

1997 In other words, the differential in the two estimates of the poverty incidence 

diminished gradually before the onset of the crisis. Yet the gap between the two head

count ratios nearly doubled when we compare the 1997 and 1998 data. 
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Table 8-7: The decomposition of the difference in the poverty incidence for Korea 

Year H(C)-H(Y) Average Explained by H(Y*) H(C*) 
Difference saving ratio Saving effect Distribution effect 

1990 25.1 0 250 21.2 3.9 36.6 19.2 
1991 22.9 0.271 19.8 3.1 28.7 12 1 
1992 17 7 0 274 14.9 2.8 21.1 89 
1993 13.9 0 267 12 6 1.3 17.8 64 
1994 112 0.275 10.8 04 14.7 43 
1995 8.3 0.285 9.2 -1 13 2.8 
1996 4.8 0.274 67 -1 9 10 8 2.1 
1997 5.6 0 298 6.7 -1.1 9.3 1.5 
1998 11 0 311 135 -2.5 20 7 4.7 
1999 7 0 251 8.8 -1 8 15 0 43 

As mentioned previously, the difference in the poverty incidence can be decomposed into 

savings and distribution effects, which are presented respectively in the third and fourth 

columns of Table 8-7 The savings effect declined monotonically over the 1990-97 

period, followed by a sharp increase in 1998 and then a decline again in 1999 Note that 

the change in the savings effect measures the impact of change in the average savings 

rate on the difference in poverty estimates A monotonic increase in the ratio of savings 

to income leads to a case where the incidence of poverty based on consumption is 

increasingly higher than that based on income As can be seen :from the results above, the 

savings effect during the crisis period 1997-98, showed a remarkable increase :from 6 7 

percent to 13.5 percent This increase of almost 7 percent in the savings effect was mostly 

responsible for the 5.4 percent rise in the difference between the two poverty estimates 

for the same period. Hence, in the case of Korea the change in the savings effect appears 

to be a critical component that determines the difference between the two poverty 

estimates. 

In view of the distribution effect on H(C)-H(Y), the effect was positive during the early 

1990s but became negative from 1995. Its magnitude was relatively small in an absolute 

value throughout the period Although the decrease in the distribution effect implies an 

increase in inequality based on income, poverty estimated by consumption is greater than 

that estimated by income. The difference between the poverty estimates rose from 5 6 

percent in 1997 to 11 percent in 1998 then fell to 7 percent in 1999. This occurred 

because the savings effect outweighs the distribution effect, which is always the case over 
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a period of time As a consequence of the dominance of the savings effect over the 

distribution effect, the poverty estimated by consumption has been consistently higher 

than that estimated by income in the 1990s. 

When we observe the crisis period more carefully, we notice that the percentage change 

in the savings effect far exceeds the percentage change in the distribution effect from 

1997 to 1998 As a consequence, the savings effect outweighs the distribution effect The 

difference in the poverty incidence accounted for by consumption and income increased 

by almost two times between 1997 and 1998. Therefore, the effect ofthe economic crisis 

in 1998 has ultimately widened the gap between the poverty incidences estimated by 

consumption and income. This is to say that the adverse effects of the crisis have been 

more acute on consumption expenditure than on income. 

It is interesting to note that both the average savings rate and the savings effect actually 

increased during the crisis, notwithstanding the fall in income. Some may assert that 

savings tends to increase during a crisis period on account of the precautionary reason 

that surfaces when households face uncertainty in the future Another explanation for this 

phenomenon hinges on the situation in which as the fall in income during the crisis is 

faster than the fall in savings, the ratio of savings to income in absolute terms is virtually 

on the rise. The increase in the average saving rate and thus the savings effect can also be 

understood on the basis of the relationship between the interest rate and the savings 

variable. 

Although the relevant economic literature does not indicate a firm correlation between 

the two macro variables, the Korean experience for the past decades suggests that a high 

interest rate induces an increase in savings. Hence, the high interest rate owing to the 

squeeze on money and credits through the tight monetary policy during the economic 

turbulence may be partly responsible for the rise in the average savings ratio among the 

rich in particular and for the effect on savings in 1998 
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Thailand 

The percentage of the poor estimated on consumption expenditure and income is 

presented as the head-count ratio of expenditure H(C) and income H(Y) respectively As 

we see in Table 8-8, the percentage of the poor in terms of consumption is far lower than 

the percentage measured on the basis of income. This phenomenon is consistent 

throughout the estimation period of 1990-1998. It enables us to conclude that the 

distribution of consumption has been more equal than the distribution of income among 

the Thai population. 

Table 8-8: The savings and distribution effect on the poverty incidence for Thailand 

Year H(C) H(Y) H(C)-H(Y) Explained by H(Y*) 
Difference Saving effect Dtstnbution effect 

1990 19 5 27 2 -7 7 52 -12 8 32 0 
1992 17.6 23 2 -5.6 7.4 -13.0 30.7 
1994 98 16 3 -6 5 5.8 -12 3 23 0 
1996 8.1 114 -3 3 7.3 -10 6 20.5 
1998 10.2 130 -2.8 9.2 -12 0 23.8 

As to the poverty difference between the two estimates, this gap narrowed at a steady 

pace from 7.7 percent in 1990 to 2 8 percent in 1998. The number ofthose classified as 

poor increased sharply because of the crisis, yet poverty incidence on the basis of income 

still remained much higher than poverty incidence estimated by consumption. 

In disentangling the difference emerging from the two poverty estimates, the savings and 

distribution effects may comprise the difference. The savings effect on poverty incidence 

fluctuated during the period 1990-96 and reached 9.2 percent during the crisis period of 

1997-98 Thus the crisis has contributed to the 9.2 percent increase in the difference, 

which can be explained solely by the savings effect The distribution effect, on the other 

hand, has been fairly constant over the period in comparison with the savings effect 

Before the onset of the crisis, the distribution effect that measures the difference in the 

distributions of consumption and income had been on the decline overall and finally 

marked off -10.6 percent in 1996. However the downward trend in the contribution ofthe 
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distribution effect to the poverty difference during the pre-crisis period was reversed by 

the crisis in 1997 and 1998. Therefore, in 1996 the distribution effect can be attributed to 

a 10 6 percent reduction in the difference in the poverty incidence, whereas in the crisis 

period the distribution effect was responsible for a 12 percent reduction in the difference 

The percentage change in the savings effect on the difference, from 1996 to 1998, is 

somewhat larger than the change in the distribution effect for the same period. Yet the 

distribution effect still outweighed the savings effect in 1998 We should note here that 

the distribution effect dominates the savings effect throughout the estimation period 

Comparison of Korea and Thailand 

When we compare Korea and Thailand on the decomposition of the difference in the 

poverty estimates, we find that the savings effect is overall much larger for Korea than 

for Thailand Koreans thus save proportionally much more than do Thai people The 

savings effect has an increasing impact on the poverty incidence measured by 

consumption. The markedly large values of these savings effect in the Korean case 

suggest that the percentage of the poor estimated by consumption is higher for Korea than 

Thailand in this respect 

In connection with the distribution effect on the poverty difference, the magnitude of its 

absolute values is larger for Thailand than for Korea The difference in the relative 

inequalities estimated by income and consumption is far greater in Thailand than in 

Korea. Furthermore, the distribution effect for Thailand has been consistently negative, 

which indicates that of income is more unequal than the relative distribution of 

consumption However, the distribution effect in Korea reversed from positive to 

negative during the 1990-99 period, with the relative distribution of consumption initially 

more unequal but eventually more equal than the relative distribution of income. 

Finally, it should be noted that while the savings effect dominates the distribution effect 

in Korea, the distribution effect outweighs the savings effect in Thailand On the whole, 
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we can argue that, while Korea has a higher percentage of poverty when estimated by 

consumption, Thailand has a higher incidence of poverty when measured by income 

8.6: Concluding Remarks 

This chapter has scrutinised the question of why income inequality in Thailand is much 

higher than in Korea. The high income inequality in Thailand is due in part to the gap in 

productivity between the relatively backward agricultural sector and the modern 

industrial sector By contrast, Korea's urban industrial sectors have been increasingly 

able to absorb the labour surplus in the rural agricultural sector during the nation's 

industrialisation and urbanisation. The efficient labour transfer from primary sectors to 

modern industrial sectors is in part responsible for the productivity gap between sectors, 

which has been narrowed substantially in the course of economic development. 

This study has revealed a significant difference in terms of savings behaviour across 

households in Korea and Thailand. The progressivity of savings among households with 

different incomes is found to be much higher in Thailand than in Korea. This indicates 

that savings in Thailand are concentrated more heavily in the upper income groups than is 

the case in Korea. As a consequence, Korea has a lower concentration of savings than 

Thailand. The increasing concentration of savings in the upper income groups can be a 

factor that serves to increase inequality at the initial stage of economic development. 

This study makes the important point that the concentration of savings is likely to decline 

with economic development The high concentration of income-yielding assets in the 

hands of the upper income groups (Kuznets 1955) implies a high concentration of 

savings. This means that the concentration of savings is much higher at the initial stage of 

economic development, which in turn leads to higher inequality. As the standard of living 

improves with economic development, the concentration of savings will reduce because 

of the increased capacity of the poor to save. This should result in a reduction in 

inequality at later stages of a country's economic development 
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The study has also highlighted differences in average savmg rates and the relative 

distributions of consumption and income among households in the two economies. These 

differences are integral components in analysing the differential arising from the poverty 

estimates based on income and consumption The savings effect outweighs the 

distribution effect in Korea so that poverty estimated by consumption is found to be 

higher than that measured by income In contrast, Thailand has higher poverty in income, 

which can be explained in terms of the distribution effect that dominates the savings 

effect 

What are the lessons learned from this study? My study here suggests that the 

concentration of savings declines as an economy progresses, which in tum leads to a 

decrease in inequality in terms of income. Due to more equalised savings as well as 

income, consumption expenditure should become more equal as happened in Korea In 

Thailand, the concentration of savings is very high resulting in extremely high inequality 

in income, which in tum implies a reduction in inequality of consumption expenditure 

This seems to suggest that in the course of a country's economic development, inequality 

of income may decline but inequality of consumption may increase A government's 

income redistribution policies designed to reduce income inequality may in fact increase 

the inequality of consumption expenditure by reducing the concentration of savings 

Finally, it should be pointed out that there is a measurement error in savings Savings are 

in general estimated by the residual derived from income and consumption Thus, as the 

measurement of income, particularly in developing countries, tends to be inaccurate, the 

estimate of savings may not be precise. Moreover, the concept of savings used by the 

National Accounts is claimed to be inadequate As Schmidt-Hebbel and Serven (1996) 

argue only are capital gains from incomes excluded, but also expenditures on human 

capital are treated as consumption rather than investment. The factors are important for us 

to consider in analysing the relationship between savings, inequality and poverty 
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Chapter IX: Are Government's Fiscal Policies Pro-poor? 

9.1: Introduction 

A fiscal system may be defined as progressive (regressive) if it redistributes income from 

the rich (poor) to the poor (rich). This can happen through government collecting and 

spending revenue. Unfortunately, equity is generally not an overriding objective of 

government policies Governments make policies that usually pursue a multiplicity of 

objectives Governments in many countries knowingly or unknowingly adopt policies 

that are biased in favour of the rich. Consequently, high inequality of income tends to 

persist 

This study is concerned with the assessment of government fiscal policies on the issue of 

equity. Pursuing this assessment is not to imply that efficiency should be ignored 

completely in analysing government policies However, if a main concern of policy is 

poverty reduction, then social welfare considerations that form the basis for assessing 

polices should give greater weight to those at the bottom of the income distribution and 

smaller weight to those at the middle or the top end of the income distribution In such 

situations, the contribution of efficiency to social welfare will be small 

To assess and reform government policies, we need to have a social welfare function that 

can be put in practice. The social welfare function should be flexible enough to allow 

changes to be made simply to the weights given to individuals at different segments of 

the income distribution. This study proposes the use of a class of homothetic social 

welfare functions proposed earlier by Atkinson (1970) in connection with the 

measurement of inequality. 1 This class of social welfare function depends on an 

1 Alternative welfare function may be (1-G) y , where G andy are G1m and the mean mcome respectively 
Thls 1s an interdependent welfare function, whereas the Atkinson's welfare functlon is additive separable. 
Atkinson's may be preferred over (1-G) y because the former allows flexible we1ghting glVen to 
mdlviduals at drfferent levels of income, whlle the latter has a fixed weighting. 
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inequality aversiOn parameter through which one can change the weights gtven to 

individuals in the different segments of income distribution. 

The study uses the idea of welfare elasticity. It proposes a welfare reform index and a 

price reform index to assess the capacity of fiscal policies to bring marginal reforms 

These indices ensure that the reform leads to maximum improvement in social welfare 

I have explained Atkinson's welfare function at length in Chapter V. I use this function to 

devise the welfare elasticity of income components in Section 2 of this chapter In 

Section 3, I develop the welfare reform index and in Section 4 I deal with indirect taxes 

and subsidies. Section 5 describes the overall fiscal systems in Korea and Thailand, 

followed by case studies for Korea and Thailand in Section 6. The chapter ends with 

some concluding remarks concerning about findings. 

9.2: Welfare and Income Components 

The total income of an individual is equal to the sum of all income components Let vz(x) 

equal the ith income component of an individual having the total per equivalent adult 

income x Thus, 

k 

x = :Lv,(x) (9-1) 
•=I 

Suppose 11, is the mean income of the ith income component. Therefore, 

00 

11, = J v, (x)g(x)dx (9-2) 
0 

where g(x) is the individual density function. Combining (9-1) and (9-2) gives 
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k 

p= L . .Jl, (9-3) 
z=l 

If individuals (or households) are arranged in ascending order of their income x, one can 

construct the Lorenz function L(p) which is the income share of the bottom 100 x p 

percent of the individuals Similarly, one may construct the concentration curve C(p) 

which is the share of the ith income component of the bottom 100 x p percent of 

individuals when individuals are arranged in ascending order of their total income x 

Using the properties of the Lorenz and concentration curves given in Kakwani (1977, 

1980), we obtain 

X= pL'(p) (9-4) 

and 

v, (x) = p,C' (p) (9-5) 

where L '(p) and C '(p) are the first derivatives of L(p) and C(p) with respect to p, 

respectively Substituting (9-4) and (9-5) into (9-1) gives 

k 

X= pL'(p) = LP,C,'(p) (9-6) 
z=l 

We may now write the welfare measure x* defined in ( 5.1) in Chapter V as 

I k 

u(x*) = J u[Lp,C,'(p)]dp (9-7) 
0 1=1 

where dp = g(x)dx, O<p<l, and O<x< oo. 
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We assume that the mean of the ith income component changes without affecting its 

distribution across individuals: C,{p) remains constant when f.l, changes. Differentiating 

(9-7) with respect to f.l, yields 

a* I k 

u'(x*)- = J u'(L.u,C,'(p)]C,'(p)dp 
Of.l, 0 z=l 

which gives the elasticity of x * with respect to J.l, as 

&* 1 
00 

17, = _.f:i_ = Ju'(x)v (x)g(x)dx 
' Of.l, x * x *u'(x*) 0 ' 

(9-8) 

where (9-4) and (9-5) are used If the mean of the ith income component changes by 1 

percent, the social welfare x * will be changed by 1}, percent 

For similar reasons we can derive the elasticity ofx* with respect to f.l as 

1 00 

1]= * '( *)Ju'(x)xg(x)dx 
X U X 

0 

(9-9) 

It can be easily seen from (9-1), (9-8), and (9-9) that 

k 

1]='L11z (9-10) 
z=l 

which always holds. This equation shows that if all income components change by 1 

percent, the social welfare x* changes by 17 percent. 

Let us assume that the utility function is homothetic as defined in (5.2) in Chapter V 

Thus, substituting (5.2) into (9-8) gives 
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<X> 

f x-"v, (x)g(x)dx 

1], = 
0 

<X> 8 * 1 
f XI-s g(x)dx 
0 

f
"' v, (x) 

= -g(x)dx, 
o X 

s=1 (9-11) 

Note that substituting v, = x gives 17, = 17. It can be easily seen that 17 =1 for the entire 

k 

class of homothetic utility functions. This implies that L 1], = 1 . Since the welfare 
l=l 

elasticity in (9-11) enables us to measure the effect on a society's total welfare of a small 

change in the ith income component, the higher the value of this elasticity, the greater 

will be the welfare superiority of that income component. 

9.3: Welfare Reform Index 

How does inequality in society change when the ith income component changes by 1 

percent? To answer this question, we calculate the elasticity of inequality with respect to 

Jl, Recalling from Chapter V that Atkinson's inequality measure, A, is defined as 

x* 
A = 1 - -, which on differentiating with respect to Jl, gives 

J1 

oA Jl, x * fl, 
o; = -a -A = - ( *) [ 11• - -J 'Jl, jl- X J1 

(9-12) 

where the use has been made of Atkinson's inequality measure and (9-3). This equation 

can be written as 

Jl, (Jl- x*) 
17--- 8_ 
.,, - J1 X* ' (9-13) 
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The first term on the right-hand side of (9-13) may be called the 'income effect'. It is the 

percentage change in the mean income of the society when the mean income of the ith 

component changes by 1 percent but inequality remains constant. The second component 

on the right-hand side of (9-13) may be called the 'inequality effect' it is the percentage 

change in total welfare as a result of income redistribution caused by the change in the ith 

income component 

It is the 'inequality effect' that tells us whether an increase in Jl, favours the rich or the 

poor in a society If this component is positive (negative), it means that the increase in the 

ith income component redistributes income in favour of the poor and thus increases the 

social welfare This leads me to suggest a welfare reform index 

tA = !1.. 
l s 

l 

(9-14) 

where s, = Jl, is the share of the ith income component in the total income If ¢z is 
Jl 

greater (less) than 1, any increase in one dollar of the ith income component will increase 

the social welfare more (less) than one dollar ¢z measures the marginal benefits in terms 

of increasing social welfare due to an extra dollar spent on the ith income component 

Suppose z and J are two different government transfer programs and if ¢z > fjJ
1 

, then one 

dollar spent on the ith program will lead to a greater increase in social welfare than one 

dollar spent on the jth program. In other words, we can improve social welfare by cutting 

down expenditure on the jth program and increasing the expenditure on the ith program 

by the same amount If our objective is to maximise social welfare, then ¢z can be 

usefully employed to bring marginal reform in government tax-expenditure policies 

How can we maximise an increase in social welfare with a fixed government budget 

constraint? Suppose the government budget is fixed at C dollars, which is allocated to 

each of the k income components in such a way that the ith component gets an allocation 
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k 

of C. Thus, the budget constraint will be C = L C, Suppose further that an expenditure 
1=1 

of C increases the ith income component by r1 percent, which in tum will increase social 

welfare by 77, r, This implies that the total expenditure of C dollars will increase social 

k 

welfare by L 17, r, . It is reasonable to assume that the expenditure allocation of C is 
1=1 

equal to the increase in the ith income component, J-l, r, . Therefore, the budget constraint 

is given by 

(9-15) 

k 

We maximise the total increase in social welfare given by L 17,r, subject to the budget 
1=1 

constraint (9-15).2 Forming a Lagrange multiplier 

k k 

A= L 17,r, +A-[C- Lp,r,] 
1=1 1=1 

which on differentiating with respect to r1 gives the first order optimum condition 

8A a: = 77, - A-p, = 0 
I 

1 
Summing the first order condition over z= 1 to k gives A, = -. Thus, for an optimum 

f-l 

increase in social welfare, the welfare reform index rA should be made equal to unity 

More important, the government budget should be allocated in such a way that t/J, is 

equalised for every income component. The larger is rA , the greater should be the 

2 Note that maxmnzmg soc1al welfare 1s not eqmvalent to mmnmzmg mequahty 
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allocation of government expenditure to that component This will lead to a maximum 

increase in social welfare under the government budget constraint. 3 

9.4: Indirect Taxes and Subsidies 

Indirect taxes and subsidies have a direct impact on prices To bring welfare reforms to 

indirect taxes and subsidies, we need to measure the impact of price changes on social 

welfare This task can be accomplished by deriving welfare elasticity with respect to 

prices of individual commodities. 

To derive the welfare elasticity, let us write the demand equations form commodities as 

q = q (x,p) 

where p and q are the m x 1 vectors of prices and quantities on m commodities and x is 

the disposable income It is reasonable to assume that all individuals face the same price 

vector, which means that the prices are fixed across individuals Thus, we write the 

demand equation as 

q = q(x) 

which are the quantities consumed by an individual with disposable income x 4 Utilizing 

these demand equations, let us write the disposable income as 

m 

x = LP,q,(x)+S(x) (9-16) 
•=I 

3 If the data on subsidized government seiVices, such as health care and education and thus we can lillpute 
the benefits of these subsidies gomg to indiVIduals, whlch become components of their income, then we 
can certainly apply the sante methodology to make welfare reform. 
4 Note that writing the demand equations m the form q=q(x) does not imply that all own-price and cross
pnce elasticities of demand are zero It only imphes that pnces do not vary across mdiVJduals. 
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where p, is the price of the ith commodity and q/x) is the quantity of the ith commodity 

consumed by an individual whose disposable income is x, where i = 1, 2, .... , m S(x) is 

the savings of the individual with income x. 

Suppose that due to indirect taxes and subsidies, the price vector p changes to p *, then 

how will this change affect the individual's real income? To answer this question, we 

consider the cost function e(u, p ), which is the minimum cost required to obtain u level 

of utility when the price vector is p The real income of the individual with income x 

will change by 

Ax= -[e(u,p*)- e(u,p)] (9-17) 

which on using Taylor's expansion gives 

m 

Ax=-L:(p, *-p,)q,(x) 
•=1 

This equation immediately gives 

ac 
tP, = -q,(x) (9-18) 

Differentiating (5-1) in Chapter V with respect top, and using (9-18) gives 

ac * 00 

u'(x*) ~ =-I u'(x)q,(x)g(x)dx 
vp, 0 

which gives elasticity ofx* with respect top, as 

a* 00 

e, = ~ P,* =- * ~( *)I u'(x)q1 (x)g(x)dx 
vp

1 
X X U X 

0 

(9-19) 
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which will be negative because an increase in any price will reduce social welfare It will 

be useful to write 

(9-20) 

where Jl is the mean income of the disposable income and p, q, is the mean expenditure 

ofthe ith commodity. 

The first term in (9-20) is the income effect of the price increase and the second term is 

the redistribution or inequality effect of price change. It is the redistribution effect that 

tells us whether an increase in price P1 hurts the poor more than the rich If this 

component is positive, it means that the ith price increase hurts the rich more than the 

poor This leads us to suggest the price reform index 

(9-21) 

where s = P, q, is the expenditure on the ith commodity as a proportion of the total 
' X 

income. If f/Jz is greater (less) than 1, an increase in the ith price hurts the poor more (less) 

than the rich. Thus, if ¢z is greater than 1, then the ith commodity should be subsidized so 

that the poor benefit more than the rich. Similarly, if ¢z is less than 1, the increase in tax 

on the ith commodity will hurt the rich more than the poor. On this account, ¢z can be 

used to improve the tax or subsidy system so that social welfare is maximised. 

9.5: An Overview of Fiscal Systems in Korea and Thailand 

Korea's Fiscal System 
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The Korean fiscal system is quite centralised because the central government generates 

most tax revenues and spends most of these revenues. In 1990, for instance, the central 

government collected roughly 81 percent of tax revenues, while local government 

collected the remaining 19 percent These figures suggest that local government revenue 

is too small and that local governments are forced to rely too heavily on the central 

government. However, it should be noted that the Korean tax structure is relatively 

decentralised when compared to neighbours in Asia such as the Philippines and Thailand 

The chief source of revenue for the Korean government is tax, which accounted for 

almost 87 percent of the total revenue in 1990 The non-tax revenue thus contributes to 

the total revenue by only 13 percent. This excessive dependence on tax revenue gives 

little flexibility to budget operation when the government acquires additional funds (Kim 

1992) 

The central government's tax revenue comes largely from internal taxes that consist of 

direct and indirect taxes In 1990 indirect and direct taxes accounted for 56 and 44 

percent of total internal taxes respectively. Thus, like in other Asian countries the revenue 

share of indirect taxes is higher than that of direct taxes The gap between the two taxes 

grew rapidly after the value added tax was introduced in 1977 (Park 1992) 5 The value 

added tax has played a crucial role in making indirect taxes the centre of the Korean tax 

system Indeed, in 1990 the value added tax contributed to the indirect taxes by 66 

percent, and accounted for 32 percent of the total tax revenue. However, it should be 

noted that the indirect taxes have adverse effects on income redistribution because they 

have a single tax rate and are regressive in nature 

Income tax and corporation tax make the major contributions to the total direct taxes In 

1990 personal income tax accounted for roughly 22 percent of the total government 

revenue, while corporation tax accounted for around 15 percent. Under the 1990 tax 

reform, individual income tax rates were reduced from 5 to 50 percent and include five 

5 The value added tax is a sales tax levied on the producers and Importers of goods and services based on 
their gross sale receipts or Import values. 
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income brackets (Kim 1992) This was the government's response to the need for a more 

equitable distribution of income in society. 

On the whole, the tax structure in Korea is not progressive because of its excessive 

dependence on indirect taxes. Moreover, the tax revenue is not elastic with respect to 

changes in the national income because government revenue is derived largely from taxes 

and only little is from non-tax sources. However, the tax revenue tends to be highly 

responsive to price changes due to the large proportion of value added tax within the 

indirect taxes 

Korea has a relatively low government expenditure in terms of its share in GDP by 

comparison with other countries Average government expenditure shares of GDP for 

industrialised and developing countries are 43 and 33 percent respectively, but in Korea 

the share is only 21 percent (Moon 1990). Moreover, the government expenditure share 

has grown more slowly in Korea than in other countries (Park 1992). 

The Korean government kept mainly a budget surplus during the period 1985-97 This 

was followed by a large budget deficit throughout 1998 and 1999 on account of the crisis 

The size of the government budget relative to GNP has generally kept constant in the 

1980s and 1990s (Park 1992) This limited public resource has been allocated excessively 

to defence, which has accounted for around 25-30 percent of the central government's 

budget since the end of the 1950s (Kwack 1992) Due to a budget structure highly 

skewed toward defence, the share of expenditures for other fiscal functions has been 

small Expenditure on education in the 1980s was similar to international standards, but 

expenditures on other social projects have been far below the international standard 

(Heller and Diamond 1990). The government budget allocated to social services 

including health, social security and welfare, has been increasing since the late 1970s 

(Bank ofKorea 2000), but its share has remained exceptionally small. 

Another maJor item of government expenditure in Korea has been expenditures on 

economic development. During the 1970s when the government pursued the heavy and 
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chemical industrial strategy, the share of total expenditure consumed by this strategy was 

23 to 34 percent However, due to changes in government policy towards equity and 

economic stability, expenditures allocated to economic development reduced gradually 

since 1980 and expenditures on social development have increased. 

Thailand's Fiscal System 

Like many Asian countries, the structure of the fiscal system in Thailand is highly 

centralised. Central government revenue accounts for about 95 percent of total tax 

revenue and central government's expenditure contributes almost 90 percent to total 

government spending (Bank of Thailand 1996, NESDB 2000). This high centralisation in 

the government system in Thailand has undoubtedly contributed to the unequal 

distribution of public services such as public infrastructure Thus, what is essential for 

further economic development and improving equality across the country is to 

decentralise government finance from the central government to local governments 

In terms of revenue structure, taxation has been the major source of government revenue 

during 1970-1998 over 90 percent of total revenue has been from tax The non-tax 

revenue has always been kept extremely low at less than 10 percent of total revenue The 

majority of tax revenue has been derived from indirect taxes that accounted for 57 to 75 

percent of total tax revenue for the period 1970-98. Since indirect taxes are regressive 

and inelastic to the national income, this high proportion of indirect taxes tends to affect 

adversely the redistribution of income in Thailand 

The revenue share of direct taxes was almost 13-30 percent between 1970 and 1998, 

which can be deemed low like other developing countries. Personal income tax accounted 

for around 10 percent of direct taxes over this period while corporate tax contributed to 

total tax revenue by 6 to 20 percent. Personal income tax in Thailand is generally 

regarded as progressive (Sahasakul 1993). Corporate income tax has been increased 

gradually throughout the 1980s and the 1990s We should also note that while the 

revenue share of personal income tax has an upward trend over time, corporation tax has 

a downward equivalent trend 
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Within the indirect tax structure, selective sales taxes, import duties, and value added 

taxes contribute most to the total indirect taxes. These three taxes have accounted for 

about 70 percent of total tax revenues for the last three decades. Value added taxes, 

introduced in Thailand in 1992, have been an important source of indirect taxes, which 

contributed to the total tax revenue by around 18 percent in 1995 (Bank of Thailand 

1996) This value added tax, set at 7 percent, was replaced by business taxes that had 

many drawbacks in terms of various tax rates and a tax rebate system for exports To 

keep abreast of rapid change in the international trade environment, export duties and 

taxes have been reduced and import duties and taxes have also been lowered 

Government expenditure as a proportion ofGDP has been less than 20 percent since 1980 

(Bank of Thailand 1996, NESDB 2000) The expenditure has been on a downward trend, 

falling from an average of 20 percent of GDP in the 1980s to approximately 15 percent of 

GDP in the 1990s This adjustment in government expenditure structure coupled with 

government revenue resulted in a budget surplus in 1988, following a budget deficit that 

averaged around 7 percent of GDP between 1980 and 1987 (NESDB 2000) Since 1988, 

the government has managed to keep the budget surplus through its good management in 

macroeconomic policies 

Defence took the largest share of total government spending in the 1980s, which 

accounted for around 33 percent (Sahasakul 1993). Other items such as general 

administration, education and research, and social services, accounted for about 20 

percent of total government expenditure In particular, the share of expenditure for health 

and welfare services has been extremely low, averaging only 6.3 percent of total 

government expenditure throughout the 1970s and the 1980s. 

In sum, the fiscal system in Thailand requires continuous reform to promote effective 

revenue mobilisation without distorting private incentives. Equally important, the fiscal 

system should be structured in a way that can improve the overall inequality in Thailand 
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9.6: Analysis of Empirical Results 

Table 9-1 presents the values of welfare elasticity and the welfare reform index for 

different income components for Thailand. Public policies can be assessed for different 

values of the inequality aversion parameter As pointed out, the higher is the value of the 

inequality aversion parameter, the greater is the weight given to the transfer of income at 

the lower end of the income distribution. If the society's concern were with the poor, then 

the society would choose a higher value of the inequality aversion parameter For the 

current analysis, two values - 1 and 2 - are selected. 

Table 9-1: Welfare Reform Index for income components: Thailand 1998 

Percent Aversion parameter =1 Aversion parameter =2 

Source of income shares Welfare Welfare Welfare Welfare 
elasticity reform index elasticity reform index 

Wage and salary 41.87 0 342 0.82 0.276 066 
Entrepreneunal mcome 19 10 0136 071 0.090 047 
Farmmcome 10.68 0 150 141 0.171 160 
Rent from boarders 0 58 0.003 0.49 0.001 019 
Land rent from farming 016 0.003 177 0001 068 
Other rent for non-fanning 0 08 0000 0 62 0.000 063 
Interest and dividends 113 0 006 0.54 0.003 0 30 
ReiDlttances 6 46 0 078 1.21 0 078 120 
Pensions and annmues 127 0 005 0 42 0 002 0 14 
TefiDlDal pay and others 0.12 0 000 0 37 0.000 022 
Food as part of pay 0.39 0004 0 93 0.003 066 
Rent rece1ved as pay 063 0 004 0 65 0 002 0 33 
Other goods as pay 0 81 0 005 0 60 0 002 0 30 
Home produced food 3.93 0 094 2 39 0.152 3 87 
Owner-occupted home 9.73 0125 128 0159 163 
Other home goods 0 58 0013 217 0.020 3 46 
Crops recetved as rent 0.10 0.001 1.37 0.001 126 
Food rece1ved free 0.95 0.014 1 51 0 018 187 
Rent rece1ved free 0 45 0 004 0 98 0 004 0 89 
Other goods free 0 98 0.013 1.33 0.016 158 
Total money income 81.45 0 723 0.89 0 623 077 
Total in-kind mcome 18.55 0 277 1.49 0 377 203 
Total current income 100.00 1.00 100 1.00 100 

It can be seen that the welfare elasticity varies widely with different income components. 

If, for instance, wage and salary income increases by 1 percent, per capita total current 

income will increase by 0 342 and 0.276 percent when the values of the inequality 

aversion parameter are 1 and 2 respectively. Thus, the elasticity of wage and salary 

194 



mcome declines when the inequality aversion parameter increases. This indicates that 

wage and salary are not the major source of income for the poor. The welfare elasticity of 

income received from home-produced food increases substantially from 0 094 to 0 152 

when the value of the inequality aversion parameter is increased from 1 to 2, which 

implies that the poor depend more heavily than the non-poor on in-kind income coming 

from home-produced food. 

As pointed out, if a government objective is to maximise social welfare, the welfare 

reform index can be employed to bring marginal reform in government policies The 

positive value of ¢. indicates that any increase in the ith component redistributes income 

from the rich to the poor, resulting in a higher level of social welfare Moreover, the 

higher the value of ¢. , the greater will be the benefits to the poor For instance, ¢. has the 

highest value of 2 39 for the home-produced food in-kind income, which means that any 

subsidy given to households whose major income source is home-produced food will 

help the poor much more than the rich Similarly, government subsidies given to 

households whose main income source is derived from other home-produced goods will 

benefit the poor more than the rich 

It is frequently believed that the major source of income for the poor is wage and salary 

so any policy that increases wage and salary income will be pro-poor. This proposition is 

not supported by the empirical results The welfare reform index for the wage and salary 

income is 0 82, suggesting that any increase in wage and salary income will benefit the 

rich more than the poor. Besides wage and salary, most money income components do 

not favour the poor. Farm income, land rent received from farming, and remittances are 

the only money income components that benefit the poor more than the rich if increased 

It is significant to note that pensions mostly provided by the government go more to the 

non-poor than to the poor. The welfare reform index for this component is 0 42, 

indicating that pensions are highly regressive Moreover, when the inequality aversion 

parameter takes a larger value, then its regressivity becomes even much larger 
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Remittances contribute 6 46 percent to the total current income. More importantly, my 

result indicates that transfers do help poor families. Indeed, the value of the welfare 

reform index for remittances is 1.21, which shows that remittances are progressive Thus, 

this source of money income supports the poor more than the rich, leading to a reduction 

in income inequality. 

On the whole, major components of in-kind incomes are highly progressive, whereas 

those of money incomes are mostly regressive If the government gives subsidies to 

households whose major incomes are derived from food and other in-kind sources, the 

poor will benefit much more than the rich. In addition, any increases in money incomes, 

such as land rent from farming, farm income, and remittances will have greater positive 

effects on the poor than on the rich 

Table 9-2 gives the values of welfare elasticity with respect to prices in Korea Since 

increases in prices reduce people's real income, all values of welfare elasticity are 

negative. The welfare index can be either less than or greater than one Increases in prices 

hurt the poor more (less) than the rich if the welfare reform index is greater (less) than 

one 

Table 9-2: Welfare Reform Index for consnmption expenditure: Korea 1998 

Percent Aversion parameter =1 Aversion parameter =2 
Expenditure shares Welfare Welfare Welfare Welfare 

Item elasticity reform index elasticity reform index 
Clothing 5.30 -0.05 0.94 -0.05 0.88 
Culture & recreat:J.on 4.45 -0.04 0.89 -0.04 0.81 
Educat:J.on 11.50 -0.11 0.96 -0.10 0.89 
Furniture & utensils 404 -0.03 0.82 -0.03 0.73 
Medical 4.46 -0 04 0 99 -0 04 0 97 
Transport & commumcat:J.on 13 98 -0.14 0 97 -0 13 0 96 
Food 27 80 -0 30 1 09 -0 32 117 
Housmg 3 78 -0.00001 0.00 -0.00001 0.00 
Ut:J.hty 5.64 -0 07 117 -0.08 1 33 
Other expenditure 19 05 -0 18 0.95 -0.17 0 91 
Total expenditure 100 00 -1 00 1.00 -100 1.00 

The values of the indices are mostly less than one except expenditures on food and 

utilities such as gas and electricity. This indicates that while any indirect taxes on food 
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and utilities are relatively regressive, indirect taxes imposed on other components in 

consumption expenditure are found to be progressive The values of welfare reform 

indices for food and utility are 1. 09 and 1 17 respectively, implying that the burden of 

taxation on these items is born relatively more by the poor than by the rich. It is generally 

believed that the indirect tax system can be made progressive by exempting food items 

This belief is not supported by the empirical results in view of the fact that the tax on a 

non-food item, utility, is also regressive. 

Expenditures on education and health care are progressive in Korea. The poor spend 

proportionately less than the rich as indicated by the magnitudes of the welfare reform 

index. Housing is shown to be the item most highly progressive item Thus, any indirect 

tax levied on housing will harm the rich substantially, which in turn results in a reduction 

in inequality in the society as a whole. 

9.7: Concluding Remarks 

A general methodology has been proposed to assess government fiscal policies from the 

point of view of equity. More importantly, this study provides a guide to reform the fiscal 

systems that can help benefit the poor The study demonstrates that there is a 

considerable scope to make the Korean and Thai fiscal policies more equitable In 

particular, the Thai system is found to be highly regressive and benefits the rich 

proportionally more than the poor The Korean system is found to be less regressive than 

the Thai system 

Although a result emerging from the study indicates that government expenditures and 

revenues can make a society more equitable, these fiscal policy tools may not be effective 

for an economy that depends largely on the informal sector where poor households are 

mostly expected to find job opportunities. This means that in an economy like Thailand 

where a large proportion of people are engaged in the informal sector, taxes and transfers 

such as progressive tax, inheritance tax and social security systems are unlikely to be an 

effective means of narrowing the income gap in society Most significantly, there is no 
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reliable source of information to evaluate precise incomes and assets for those who are 

deemed self-employed, particularly in the informal sector and it can be extremely costly 

to obtain data that one can use to give proper assessments on income and wealth 

components for these people It is also difficult to decide upon the amount that workers 

in the informal sector should contribute to the social security fund (Hayami 1997) 

Therefore, the Thai economy that consists mainly of the informal sector may face 

limitations when designing and implementing effective or equitable fiscal policies 
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Chapter X: Policy Implications and Concluding Remarks 

10.1: Introduction 

The focus of this final chapter is on government policies. This chapter highlights how 

efficient government polices are important in dealing with a situation like the economic 

crisis in East Asian economies in the late 1990s As we have seen in earlier chapters, the 

economic crisis affected Korea and Thailand quite differently. Korea has been recovering 

from the crisis more rapidly than Thailand and a significant reason for this lies in the role 

of government in response to the crisis What has been the response of these two 

governments to the crisis? How are both countries recovering from the crisis? This 

chapter attempts to provide answers to these questions with a focus on future government 

policies 

Sections 2 and 3 discuss the performance of the two governments in the wake of the 

economic crisis. Section 4 looks into lessons learned from the crisis. Section 5 sums up 

some important policy implications emerging from the research. 

10.2: Welfare Programs and Government's Response to the Crisis in Korea 

Social Assistance System 

Korea's social assistance system consists oftwo components. 

(a) Public assistance 

(b) Social welfare services 

Public assistance includes livelihood protection, medical aid, veteran relief and disaster 

relief Livelihood protection is a regular welfare program, which provides services and 

financial assistance to needy people with low income. Eligibility is determined by a 

means test based on current income and value of assets. Prior to the crisis, in 1997 the 
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program targeted 1.4 million people for assistance. When the incidence of poverty began 

to worsen, the government expanded the program to cover an additional 310,000 people 

in 1998. The income test was maintained, while the asset test was relaxed to 

accommodate newly unemployed The supplementary budget of April 1999 envisaged 

further expansion of the program to an additional 800,000 beneficiaries. In addition, the 

government provided various living cost supports including financial aid for education, 

medical protection, and food provision for school children (Moon, Lee, and Y oo 1999) 

Unemployment Insurance 

An unemployment insurance program was introduced in Korea in 1995. The objective of 

the program was to provide insurance for private-sector workers who either lose their job 

or become too sick to continue working. In December 1997, there were 4 3 million 

registered contributors in firms with more than 30 employees. During the course of 1998, 

the program was expanded to cover firms with more than five employees as well as 

temporary and daily workers. 

It is commended that the unemployment insurance program expanded rapidly at a time 

when Korea was facing its worst recession. The program provided protection to 5 3 

million workers by December 1998, covering more than 27 percent of the employed 

labour force. The number of beneficiaries rose even faster due to increased lay-offs and 

expanded coverage. According to the Ministry of Labour's statistics, a total of 0. 8 trillion 

won was paid to 441,000 people as unemployment benefits. However, even though the 

program expanded rapidly, the vast majority of the unemployed in Korea could not 

benefit from the unemployment insurance program 

Public Works 

Since so many unemployed could not benefit from the insurance program, the 

government introduced a temporary public works program for poor unemployed workers 

who were not eligible to receive unemployment benefits. In May 1998, the program 
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enrolled 76,000 workers and by February 1998, the enrolment increased to 437,000 

workers. 

The public works program made a substantial contribution to income maintenance for the 

Korean jobless. During the first quarter of 1999, the number of registered unemployed 

averaged 1.75 million, while employment in public works averaged 0.4 million. 

Poverty trends observed in the previous chapter represent the net outcome of considerable 

government intervention to enhance social protection against the most severe economic 

crisis to hit the Korean economy. The impact of the crisis would have been worse without 

the social protection measures taken by the government. Korea is fast recovering from the 

crisis and this is happening because of the timely intervention of the government 

Macroeconomic management alone would not have brought such a quick recovery in the 

social sector. 

10.3: Government Performance in Alleviating Poverty: The Thailand Case 

There are many poverty alleviation programs in Thailand These programs fall into two 

categories One is the targeted program, which is aimed primarily at assisting the poor 

Among these targeted programs, one can make a distinction between pure transfer 

programs and income generation programs. Further, pure transfer programs can be 

further subdivided into two categories - cash transfers and in-kind transfers. The main 

in-kind transfer targeted to the poor is the low-income health card administered by the 

Ministry of Public Health. About 20 per cent of the population receives low-income 

cards. The other in-kind transfer programs include the school lunch program, which 

provides a meal to each child from poor families at the pre-school and primary levels. 

The major difficulty with these programs is their coverage. They cover very few targeted 

groups. The benefits received by the targeted groups are also very small In 1995 the 

total money spent on all the targeted programs was 8,879 million baht, which is only 1 3 
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per cent of total government expenditure. 

These transfer programs should be targeted at the poor If this principle is followed, then 

more money should be transferred to the provinces, which have the most severe poverty 

This is not happening According to the World Bank (1996) estimates, in 1995, the 

Northeastern region accounted for 42 percent of the total transfer, compared with its 

share of almost 60 percent of the poor (from 1992 estimates). The Central region with 

less than I 0 percent of the poor received almost a quarter of the total transfer. These 

figures suggest that cash transfers are not well targeted 

Among the income-generation programs, the most significant is the loan scheme program 

operated by the Community Development Department (CDD) of the Ministry of the 

Interior (MOI). The program provides interest-free loans to poor households for 

investment in income-generating activities. The sum of 280,000 baht is given to each 

village A household with income of 5000 baht per person per year can borrow without 

interest This program has not worked well. About a third of the assisted households 

incurred losses (Subbarao and Rudra 1996) 

The low-income health care card is given to people in families whose income is lower 

than 2,000 baht per month or in the case of a single person, lower than 1,500 baht per 

month The main drawback of this scheme is that it does not make a distinction between 

large and small families, families with two members have the same threshold as families 

with eight members To make this scheme more equitable the eligible threshold income 

should be made sensitive to family size since large families require more income to enjoy 

the same level of welfare as small families. 

The monetary value of the low-income card is very low, which means that the poor do 

not receive adequate health care. It is not surprising to find that only one third of low

income cardholders actually use the card. 
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Since this scheme is a social assistance scheme for low-income households, it could be 

expected that the regions with a large number of poor will receive larger budgets. But this 

is not the case. The poorest Northeastern region receives a lower budget than the richer 

Central region. A large number of poor families do not receive benefits under this 

scheme 

The low levels of public spending on various poverty alleviation programs along with an 

inefficient targeting system have made little impact on the poverty incidence A large 

number of programs are run by several government organisations Each organisation 

uses different methods of targeting the poor This makes it difficult to assess the impact 

of various programs on poverty 

10.4: What are the Lessons Learned from the Crisis? 

Rich industrialised countries have developed social security systems that provide safety 

nets to members of society on a permanent basis Most developing countries - even the 

fast growing East Asian countries - do not have social security systems that provide 

adequate safety nets to the people When the economic crisis hit the East Asian countries, 

their governments did not know how to help the people who were affected severely by 

the crisis Many governments resorted to ad hoc measures, which did not really help the 

people to cope with the crisis. 

In most developing countries, informal safety nets are provided by family and friends 

These safety nets can be quite effective during normal times But when there is 

widespread economic crisis, the informal safety net system breaks down. Moreover, with 

increasing prosperity brought by rapid economic growth, traditional family values are fast 

disappearing, reducing the effectiveness of informal safety nets Thus, the government 

needs to play an active role in providing safety nets to the people on a permanent basis 

Prior to the crisis, Korea had some welfare programs in place When the crisis hit the 

economy, the government responded quickly by expanding the existing programs and 
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thus could provide timely help to the people most affected by the crisis Consequently, 

the social sector in Korea has been recovering rapidly The latest figures available in 

2000 show that the unemployment rate has fallen to 3 7 percent and there are predictions 

that the rate will revert to the pre-crisis level in the next quarter. 

Thailand's story is quite different. Unemployment is still increasing and the incidence of 

poverty has increased to almost 16 percent in 1999. Since Thailand did not have effective 

social safety nets in place, the government could not implement effective policy around 

existing structures to help the people affected by the crisis Although the government of 

Thailand acquired a lot of money from international donor agencies such as the World 

Bank and the Asian Development Bank to help people affected by the crisis, it could not 

channel this money to the most needy people The ad hoc policies followed by the 

government after the crisis did not much help the people in deepest crisis. 

Even during 'good' times, when there is no widespread crisis, some people will always 

suffer some hardships Economic growth alone cannot provide safety nets to people when 

they are in crisis It is important that the governments of developing countries start 

thinking seriously of providing a system of safety nets on a permanent basis so that they 

do not have to resort to ad hoc measures when the country is hit by the crisis. 

It is generally believed that developing countries cannot afford a permanent safety net 

program. Such a belief is well justified but it is not suggested that they should have a 

generous social security system of the kind that exists in the rich industrialised countries 

To begin, they can target only the ultra poor and then gradually expand the program to 

include other poor The important matter is to have a well-targeted system based on a 

well-specified poverty line so that the program can be expanded at times when the 

country is faced with a crisis situation. After all, the Korean livelihood protection 

program is not that costly and the Korean government could utilise the welfare delivery 

system to provide timely assistance to those who became victims of the economic crisis. 

10.5: Conclusions and Further Research 
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As examined in Chapters IT to VIII, the Korean and Thai economies have experienced 

significant changes in growth, inequality, and poverty over the last decade of the 

twentieth century Not only were there beneficial changes in overall economic activities 

in terms of GDP per capita, but inequality and poverty also underwent important changes 

over time The relationship between economic growth, inequality and poverty is 

interrelated and certainly complex 

This thesis has examined issues associated with these three phenomena with respect to 

Korea and Thailand mainly in the 1990s. Using various sets ofunit-recorded micro data, 

it has attempted to shed light on the growth-inequality-poverty issue from many different 

perspectives Some principal findings emerge from this study and I note them as follows 

Motivated by the theory of human capital that has its essence in the New Growth Theory, 

educational rates of returns are estimated in terms of wage earnings in the labour market 

in Thailand between 1997 and 1999. The empirical analysis confirmed that those holding 

a higher educational credential have greater returns than those with a lower credential 

Moreover, the study found that an individual who has completed a degree earns more 

income than those who have not completed a degree In addition to the number of years 

in school, labour earnings differ depending on other factors. Important among these are 

years of work experience, hours of work, residential region and area, migration status, 

gender, and formal or informal sector. 

This analysis has found that overall education in the Thai labour market is at the primary 

level, which is extremely low compared to neighbouring countries This indicates that the 

major constraint of the Thai economy lies in the lack of skilled labour, which gives rise to 

low productivity of labour Further, the lack of skilled labour will impede the economy 

moving from the labour-intensive to skill- and capital-intensive industry. Therefore, the 

government should play a strong role in promoting the average level of education among 

the Thai labour force and in encouraging enrolment in secondary education. 
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The study has demonstrated that the payoff to an upper vocational credential is higher 

than that to an upper secondary school credential; the vocational degree provides more 

productive on-the-job training and offers a better opportunity for higher paying 

employment On this account, undertaking practical training through the vocational 

degree can offer better income sources to those residing in rural areas than obtaining 

basic academic qualifications from the secondary certificate. Therefore, the government 

should encourage vocational training to develop technical skills for those particularly in 

rural areas whose earnings are relatively low. 

It has also been acknowledged that a well-functioning labour market is important for 

economic growth When both Korea and Thailand experienced rapid economic growth in 

the early and mid 1990s, open unemployment rates were very low and employment and 

the labour force participation were rising. However, the financial crisis that started in 

Thailand in mid 1997 changed this optimistic story completely for both economies The 

adverse effects of the crisis on the Korean and Thai labour markets were detrimental 

employment was cut and the unemployment rate surged dramatically in 1998 

The study showed that the Korean economy was affected more adversely by the crisis 

than the Thai economy. Korea is more urbanised and industrialised than Thailand so it is 

not insulated from external shocks. The study found that the crisis affected the vulnerable 

groups in society more severely, including the elderly and women who are most likely to 

lose their job first in such a 'bad' time. This suggests strongly that welfare programs are 

required to provide a safety net to those who are most needy during hard times 

Moreover, a prompt and effective policy response to the crisis is extremely important in 

reducing the economic hardships experienced by the people. For instance, in 1999, due to 

active government intervention Korea achieved strong recovery from the crisis. To the 

contrary in Thailand, recovery signs were not prominent in the Thai economy in 1999 

In studying inequality and poverty, the measurement issue can be controversial because 

the inequality and poverty measures are directly related to policy implications. The 

estimation of inequality and poverty depend on individuals' value judgments and 
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statistical methods and so may not give nse to uniform results. This merits special 

attention The two approaches for measuring inequality or poverty differ depending on 

the choice of economic welfare indicators. One approach to these measurements is based 

on income and the other is based on current consumption expenditure. Estimates derived 

from income or consumption differ substantially. in general, inequality or poverty 

measurement based on income is higher than that based on consumption expenditure 

What components can explain the difference arising from choosing a welfare indicator 

between income and consumption? Through answering that question, this thesis makes an 

important contribution to the economic literature. 

In essence, the study argues that the difference in income-based and consumption-based 

inequality or poverty estimates can be explained by different savings behaviors across 

households This difference has seldom attracted attention in the existing studies. My 

thesis suggests that inequality of income may decline because the concentration of 

savings declines along with economic development. As an economy transforms from 

low-income to high-income, savings are more equal in society. Consumption expenditure 

should also become more equal as has happened in Korea. But compared to Korea, the 

concentration of saviags in Thailand is extremely high, leading to higher inequality of 

income relative to consumption. This comparative finding indicates that in the process of 

economic development, inequality of income may decline but inequality of consumption 

may increase. The government's income redistribution policies designed to reduce 

income inequality may in fact increase the inequality of consumption expenditure 

because of the reduction in the concentration of savings. A similar analysis is carried out 

with respect to poverty measurement and is explained fully in Chapter VITI. 

The present study takes up the issue of policy relevance examining how government 

fiscal policies are assessed in view of equity. The study introduces the social reform 

index to assess the extent to which the poor benefit from fiscal policies implemented by 

the Korean and Thai governments. The study confirms that there is considerable scope to 

make the Korean and Thai fiscal policies more equitable In particular, the Thai system is 

found to be regressive and benefits the rich proportionally more than the poor 
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Government expenditure in Thailand is biased against rural areas, where there are large 

concentrations of the poor. This facilitates uneven economic development and thus 

unequal distribution of income in Thailand. Rather differently, the Korean system is less 

regressive than the Thai system Nonetheless, Korean fiscal policies still require more 

profound and extensive assessment so that they pay more attention to the wellbeing of the 

poor 

Finally, while this thesis has attempted to scrutinise important issues related to growth, 

inequality and poverty, there are many related issues that warrant further research. These 

include health and nutrition, the incidence of tax, and sex discrimination in the labour 

market These issues have important policy implications that may be crucial in 

monitoring the overall wellbeing of the people in Korea and Thailand 
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Appendix 1: Concepts and Definitions in the Korean Labour Force Surveys 

This appendix presents the concepts and definitions used in analyzing the economic crisis 

in Korea given in Chapter IV. 

(i) Economically Active Population 

Persons aged 15 years and over, who are either employed or unemployed 

(ii) Employed Person 

Worked one hour and over for payments 

The unpaid family workers who worked more than 18 hours for 

enterprises or farms run by a member of the family. 

Having a regular job or an enterprise but being absent from the 

work temporarily due to illness or injury, vacation, training, labour 

dispute and so forth. 

(iii) Unemployed Person 

Those who had no job during the survey week, were seeking a job 

actively, and could have worked immediately if a job had been available 

There are two categories under the unemployed: 

(a) New entrants to the labour market. These are the unemployed who 

have never worked for payments previously. 

(b) Currently unemployed people with previous work expenence. 

These are the unemployed who have worked for pay before and 

left the previous job less than or more than 12 months ago 

The unemployed can be further classified into two categories in terms of the 

length of the unemployment. 

(a) Short-term unemployed. It includes the unemployed that have 

worked before and left the previous work less than 12 months. 

(b) Long-term unemployed These are unemployed people who have 

some form of work experience and left the previous work more 

than 12 months. 
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(iv) Economically Inactive Population 

These people are neither employed nor unemployed, thereby including 

housekeepers, students, the disabled and the elderly unable to work, and 

those voluntarily involved in charity work or religious group. 

Note that unpaid family workers working less than 18 hours are also 

included in Economically Inactive Population. 

(v) Underemployment 

This includes both those who wish to increase work time in the present job 

and those who wish to have another job in addition to present job. The 

following indicator of underemployment was developed 

Assume that a person working 36 hours a week is fully employed If a 

person works less than 36 hours and wishes to do additional work then he 

or she is underemployed or partially employed We may call him or her as 

involuntarily underemployed. If a person is not available to do additional 

hours of work, then he or she will not be counted as underemployed 

Suppose x1 is the number of hours, the ith person works during the survey 

period and y1 is the underemployment indicator of the ith person, then 

Yz =0 

= (36- X1 )136 

if 

if 

x1 ~36 

x1 <36 

Summing y1 over the entire population gives the aggregate indicator of 

underemployment in the population. 

(vi) Unemployment rate 

The unemployment rate 1s characterized as the ratio of the total 

unemployed to the economically active population, which ratio is 

multiplied by 100 That is, unemployment rate (%) = the unemployed x 

100/e.a.p where e a p is the economically active population. 

(vii) Total unemployment rate 

The total unemployment rate takes into account both unemployed and 

underemployed persons. It is equal to the sum of unemployed and 
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underemployed persons divided by the economically active population 

multiplied by 100. 

(viii) Labour force participation rate 

The labour force participation rate expressed in terms of percentage is the 

economically active population divided by the sum of economically active 

and inactive population. That is, 

Labour force participation rate (%) = e ·a p . x 100 
ea.p+e1p 

where e.i p. is the economically inactive population. 
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Appendix II: Concepts and Definitions in the Thai Labour Force Surveys 

This chapter shows concepts and definitions used in analyzing the economic crisis in 

Thailand in Chapter IV 

(i) Labour Force 

Current Labour Force is the sum of employed and unemployed 

persons who are aged 13 years and over 

Total Labour Force is equal to the sum of employed, unemployed 

and seasonally unemployed persons aged 13 years and over. 

(ii) Employed Person 

Worked at least one hour and over for payments including cash 

and in-kind 

The unpaid family workers who worked at least one hour without 

pay in business enterprise or on farms owned by the family 

Having a regular job or an enterprise but being absent from the 

work temporarily due to illness, vacation or holiday, strike, bad 

season and so forth 

(iii) Unemployed Person 

Those who did not work even one hour during the survey week, and had 

no job, business, or farm of their own from which they were temporarily 

absent but were available for work. 

There are two categories under the unemployed: 

(a) The unemployed who were loolang for work 

(b) The unemployed who were not looking for work but avazlable to 

work. 

The unemployed is classified as the long-term unemployed persons if 

(a) they have been looking for a work for more than 30 days or 
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(b) they have gzven up looking for a work because they have been 

loolang for zt for more than 30 days or belzeve that no work zs 

available. 

(iv) Seasonally Unemployed 

These people are those who are 13 years and over, who during the survey 

period did not look for a work but were waiting for the appropriate season 

These are usually the persons who work without pay on farms or business 

enterprise 

(v) Underemployment 

This includes both those who wish to increase work time in the present job 

and those who wish to have another job in addition to present job The 

following indicator of underemployment was developed. 

Assume that a person working 36 hours a week is fully employed If a 

person works less than 3 6 hours and wishes to do additional work then he 

or she is underemployed or partially employed We may call him or her as 

involuntarily underemployed If a person is not available to do additional 

hours of work, then he or she will not be counted as underemployed 

Suppose x1 is the number of hours, the ith person works during the survey 

period and y1 is the underemployment indicator of the ith person, then 

Yz = 0 

= (36- X1 )136 

if 

if 

Summing y1 over the entire population gives the aggregate indicator of 

underemployment in the population 

(vi) Unemployment rate 

The unemployment rate IS characterized as the ratio of the total 

unemployed to the economically active population, which ratio is 

multiplied by 100. That is, 

unemployed 
unemployment rate (%) = 

1 
d l d x 100 

unemp ye + emp oye 

(vii) Total unemployment rate 
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The total unemployment rate takes into account both unemployed and 

underemployed persons. It is equal to the sum of unemployed, 

underemployed and seasonally unemployed persons divided by the total 

labour force multiplied by 100. 

(viii) Labour force participation rate 

The labour force participation rate is the total labour force expressed in 

terms of the percentage of the total population 

b .c-. ••• () TLF La our 10rce part1c1pat1on rate % = TP x 100 

where TLF is the total labour force and TP total population. 
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Appendix III: A Brie(Description of Thailand Labour Force Surveys in Chapter III 

The National Labour Force Survey is conducted every year by the National Statistical 

Office in Thailand These are nationwide surveys conducted every quarter in a year. The 

first quarter in Thailand is the dry season, when the level of employment in agricultural 

sector is low and people migrate to urban centers in search of employment In order to 

capture the true characteristics of the Thai labour market, in Chapter III we based our 

study on the surveys that were conducted in the first quarter in a year Our study utilizes 

four surveys for the years 1996, 1997, 1998, and 1999. Its aim is to capture the changes 

in the Thai labour market that have taken place as a consequence of the economic crisis. 

Table A3-1 Number ofhouseholds and individuals sampled 

~vel of education Households Individuals 
1996 1997 1998 1999 1996 1997 1998 

) schooling 3058 2919 2744 2535 9723 9552 8776 
)rTe low er Pnrrary 1272 1235 1133 1130 4046 4113 3662 
>W er Pr1rrary 14899 14569 13904 13490 49867 49345 46257 
)rTe Upper Pnrrary 356 321 311 292 1380 1316 1205 
)per Pr1rrary 6451 6103 6271 6286 23657 23275 23146 
)rTe Low er Seconda 1575 1633 1543 1508 6411 6709 6230 
>W er Secondary 4195 4167 4453 4586 14102 14537 15083 
)rre Upper Secondar 625 661 698 721 2389 2590 2665 
)rTe Upper V ocat1ona 538 541 613 617 1885 1947 2081 
)per Secondary 1457 1524 1795 1809 4741 5033 5702 
)per V ocabonal 1283 1224 1221 1265 4024 4087 3888 
)rTe College 1845 1776 2144 2278 5565 5593 6354 
)liege 2594 2694 2851 3009 7433 8009 8180 
caduate 152 161 185 200 378 417 482 
thers 48 43 29 22 122 134 69 
II educational level 40348 39570 39895 39749 135723 136657 133780 
~rsons less than 13 y 9133 8830 8527 8374 39386 39292 37085 
>tal population 49481 48400 48422 48123 175109 175949 170865 

Table A3-1 shows that the labour force surveys in Thailand are very large and provide 

information on about 170000 individuals covering all the 76 provinces. The 1999 survey 

provides labour force status of 48123 households and 167503 individuals living in them 

The table also gives the number of households with different levels of educational 

attainment For instance, in the 1999 survey 22863 individuals who had completed upper 
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1999 
8120 
3559 

44412 
1097 

22863 
6038 

15232 
2720 
1998 
5627 
3953 
6645 
8601 
534 
66 

131465 
36038 

167503 



primary school were sampled. The number of sampled individuals with Masters and 

Ph.D degrees was only 534 in the 1999 survey. 
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Appendix W: Weighted Least Square (WLS) Method 

The regression equations in the thesis have been estimated using the sampled households 

Since each household does not have the same probability of being selected, the 

population weight differs from one household to another The usual OLS method will 

give inefficient estimates because of heteroskedasticity caused by the different weights 

This appendix describes the weighted least-square method, which gives the most efficient 

estimators. 

Part A: 

A general linear regression model can be written as 

y=XP+u (1) 

where y zs (n x 1) vector of n observations on the dependent variable, X zs the (k x n) 

matrix of n observations on the k predetermined variables, p is the (k x 1) vector of 

coefficients and u is the (n x 1) vector of n error terms 

Suppose fi is the share of population represented by the ith sample household, such that 

n 

L!, = 1. Followed from this, the distribution of the error term u will be given by 
l=l 

E(u) = 0 

and 

E(u 'u) = k D(f) (2) 

where/'= (fi,f2,f3, .... . .f,J andD(f) is the diagonal matrix ofji,j2, .... ,fn. 
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D(f)= 

0 

0 

0 0 fn 

Thus, the WLS is obtained by multiplying each observation in the regression model by 

.JT and then applying the OLS method This procedure gives the WLS estimator of f3 

as 

p = [X' D(f)Xr1 X' D(f)y 

which can be shown to be the best linear unbiased estimator (BLUE) under the 

distribution assumption given in (2) 

In the thesis (Chapters ill and IV), the weighted residual estimator was assumed to be 

zero, the proof of which is as follows. 

A 

J'u = J'[y- xp] 

= f'[y- X{(X'D(f)Xr1 X'D(f)y}] (3) 

One can always write 

f' X= r' D(f)X 

where r'= (1, 1, .. , 1) is the row vector of ones Since the first column in X is r, it is 

always possible to write r = XA, where A is a matrix, which immediately gives 
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f 'A =A 'X'D(f)X 

which on substituting (3) gives 

f'u = j'y- A' X'D(f)X[X'D(f)Xr1 X'D(f)y 

=f y -A 'X'D(/) y 

=f y- r-' D(f)y 

=j'y-f'y 

=0 

Therefore, it is proved that WLS method gives rise to the zero residual. 
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Part B: Estimation of A Model with Dummy Variables 

A typical dummy variables model can be written as 

(1) 

where X is the matrix of non-dummy variables and D1, D2, D3 and D4 are the vectors of 

four dummy variables For instance, D1, D2, D3 and D4 are the dummies for first, second, 

third and fourth quarter respectively Since D1 + D2 +D3 +D4 =1, the OLS method will 

not give any estimates because of the problem of perfect multicollinarity. To estimate the 

model, thus, the following restrictions are used 

(2) 

where a" 1 = 1, 2. 3, 4 is the population share of each quarter 

The model in (1) is estimated using the restricted WLS method To implement this 

procedure, I estimate the following model 

Y = a* + Xp * + D y * + D y * +D y * +D y * + u* II 22 33 44 (3) 

(4) 
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Comparing (3) and (4) gives 

a*= a+r4 

P*=P 

r1*=r1 -r4 

r2*=r2 -r4 

r3*=r3 -r4 

where in conjunction with (2) can be solved for a' p, r 2 'r 2 'r 3 and r 4 as 

o=Bo* 

where 

a* a 

P* p 

8*= 
r1 * 

0= 
r1 

r2 * r2 

r3 * r3 

r4 

and 

1 0 
al a2 a3 

(ai +a4) (ai + a4) (ai + a4) 
0 1 0 0 0 

0 0 
al a2 a3 

(1- a +a ) (al+a4) (ai +a4) I 4 

B= al a a3 
0 0 

(ai + a4) 
(1- 2 ) 

(al + a4) al +a4 
al a2 a 

0 0 
(ai + a4) (ai +a4) 

(1- 3 ) 

al +a4 

0 0 
al a2 a3 

(ai + a4) (ai +a4) (ai + a4) 

(5) 
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8 * can be directly estimated by applying the WLS on (3) Having estimated 8 *, (5) 

gives the estimates of 8. Suppose V( 8 *) is the estimated variance and covariance matrix 

of 8 * , then the estimated variance and covariance matrix of 8 will be given by 

A A 

V ( 8) = BV(8*)B' 

A 

V(8) will immediately give the t-value of each coefficient in the model. 
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Years 

1990 
1992 
1994 
1996 
1998 

Appendix V 

Table A5-1: Generalized Gini Index for Thailand 
Years k=l k=1.5 k=2 
1988 
1990 
1992 
1994 
1996 
1998 
1999 

45 1 
48.1 
49.9 
48 6 
47 8 
48 6 
50 9 

52 7 57.7 
55.5 60.2 
57 5 62.3 
56.2 61.0 
55 3 602 
562 61.0 
58.6 63.5 

Table A5-2: Atkinson's measure of inequality for Korea 
Years Atkinson's Index 

based on welfare-consumption 
e=l e= 1.5 e=2 

1990 13 15 18 12 22 51 
1991 12 94 17 96 22 44 
1992 13.06 18 13 22 65 
1993 12 55 17 45 21.85 
1994 12.57 17 49 2188 
1995 12 26 17 13 2152 
1996 12 80 17 82 22 31 
1997 12.22 17 04 2138 
1998 12.81 18 10 22 99 
1999 13.42 18.72 23 50 

Table A5-3: Atkinson's measure of inequality for Thailand 

Atkinson's Index 
based on welfare-income based on welfare-consumption 

e=l e = 1.5 e=2 e=l e= 1.5 e=2 
32 60 42.60 53 14 23.76 31.19 37 08 
34 73 45.09 52.92 2411 32.05 38 33 
33 40 43.62 51 55 23.21 30 80 36 91 
32 33 42.47 50 35 22 39 29.88 35 99 
32 63 42.73 50 51 21 03 28 54 34 70 
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Table AS-4: Theil's Index for Korea 

Years Based on welfare-consumption 
within-group between-group Theil Index 

inequality inequality 

1990 14.06 0.03 14.09 
1991 13.81 0.05 13.86 
1992 13.97 0.03 14.00 
1993 13.28 0.12 13.40 
1994 13.21 0.22 13.43 
1995 13 01 007 13 08 
1996 13.48 0 21 13 69 
1997 12.83 0.21 13 04 
1998 13 59 0.12 1371 
1999 14.35 0.06 14 41 

Table AS-5: Theil's Index for Thailand 

Years Based on welfare-income Based on welfare-consumption 
within-group between-group Theil Index w ithin-£roup between-l!:rOUil Theil Index 
inequality inequality inequality inequality 

1990 3373 572 3945 2413 299 2712 
1992 3466 800 4266 2288 470 2758 
1994 3468 598 4065 2330 310 2641 
1996 3241 665 3906 2124 411 2535 
1998 3289 661 3950 1975 386 2361 
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Appendix VI: Statistical Data used 

A: Korea 

Famlly Income and Expenditure Survey (FIES) 

The thesis has extensively utilized PIES data to analyze inequality as well as poverty in 

Korea. Since 1942, the survey has collected latest information on urban household 

income and expenditures. It is currently conducted every year by National Statistical 

Office (NSO), and covers each household in every Korean city. Among urban 

households, farm households, fishermen's households, single-person households, 

foreigners' households, households whose income and expenditures are difficult to 

calculate, and households with two or more business employees are excluded from the 

survey In this survey, a household is referred to as family members or persons who live 

together in the same house and pool their spending for food and other essentials during a 

survey period of 15 days Household income is the summation of all household members' 

earnings, net income from self-employment, income from secondary jobs, and other 

income from outside the household 

Household expenditures include spending in cash and in kind for maintaining the 

household during the survey period. Items, such as life insurance, savings, investment, 

etc, are excluded from calculating household expenditures. In addition, the survey also 

collects other information on individuals, including education, occupation, relation to 

head of household, housing conditions, and so forth. 

The survey is conducted quarterly. Each quarterly survey has about 5,000 sample 

households. Thus, the sample is sufficiently large to give reasonably accurate quarterly 

poverty and inequality estimates. 

Economically Actzve Population Survey (EAPS) 

EAPS, conducted monthly by the National Statistical Office in Korea, is designed to 

survey the people's economic activities such as, employment, unemployment and other 

economic characteristics, in order to analyze its macroeconomics and to provide 
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information necessary for the Korean government to design employment policies 

Moreover, the survey is also utilized to provide information on labour supply, structure of 

labour market and so on, which play important roles in designing development strategies 

The survey is national wide and covers urban and rural areas in Korea Since July 1988, 

the number of households included in the survey has extended to 32,500 households from 

17,500 households. The survey includes all individuals more than 15 years old but 

excludes those who are currently serving military duty, prisoners, and police In addition, 

there are 30 questions asked to individuals surveyed. These include details on personal 

information, details on the employed, details on the unemployed, details on the 

economically inactive population, and the like 

B: Thailand 

Socw-Economzc Survey (SES) 

The National Statistical Office (NSO) of Thailand currently conducts SESs every two 

years Although NSO conducted its first household expenditure survey in 1957, it began 

to conduct these surveys on regular basis in 1968-69 The surveys were repeated every 

five years Since 1986, the NSO has conducted the surveys every two years The survey 

covers all private, non-institutional households residing permanently in municipal, 

sanitary districts (a form of an administrative unit) and villages However, it excludes 

part of the population living in transient hotels or rooming houses, boarding schools, 

military barracks, temples, hospitals, prisons and other such institutions. 

The simplest household survey would be one in which each household has an equal 

probability being selected This is called simple random sampling It is impractical to 

conduct large surveys in which each household in the population has an equal chance of 

inclusion It is more economical and efficient to use stratified sampling procedures The 

SESs are conducted using a stratified two-stage cluster sampling. 

Thailand is divided into six regions in the survey, North, Northeast, Central, South, 

Bangkok Metropolis, and Nonthaburi, Pathum Thani and Samut Prakan. Each region is 
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further divided into three parts according to the type of local administration, municipal 

areas, sanitary districts and villages Thus, the sampling design consists of 18 strata, three 

strata in each region. The primary sampling units are blocks for municipal areas and 

sanitary districts and villages. At the first stage of sampling, blocks/villages are randomly 

selected from each stratum by using probability proportional to size (the total number of 

households). The total blocks/villages are 1674 from 77981 blocks/villages. 

It is often the case that all households selected in the sample do not respond. Some 

households are unwilling to respond and others provide incorrect information There are 

also errors made in recording and coding data. The sample of households finally selected 

in the survey is smaller than the initially selected households The difference between the 

two causes the non-sampling errors in the survey If the non-responding households are 

distributed uniformly across various groups, the impact of non-sampling error is small. 

Since it is difficult to know the distribution of non-responding household, it is impossible 

to estimate the overall degree of accuracy in the survey results Of about 16110 

households initially selected for the survey, around 13458 households are eligible for 

inclusion in the surveys giving a response rate of83.54 percent approximately. 

Labor Force Survey (LFS) 

In analyzing the labour market in Thailand, LFS covering from 1992 to 1999 has been 

used for this thesis. The NSO conducts these nationwide surveys every quarter in a year 

The first quarter is called dry season, whereas the third quarter is wet season. This 

national survey has been important cross-sectional data that has been continuously 

presented since 1963 (Hewley 1999). Moreover, the survey provides a significant 

instrument that allows comparisons between regions and between urban and rural areas. 

The size of surveys was already outlined in Appendix III. 
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