CHAPTER 5
THAILAND REGONAL INDUSTRIALIZATION PC]_ICIES

The pupose of this sadianis to artically eamre the inpeds of tre
govemert pdides, which have been adoted to foster industrid groath in
Theland  This hes dso resuited in larger Scdle invesimernt ard evdoyrent.
Inthe aeaof tre rdiance of regord industnidization anarket nedenas,
the sudy will foous antwo inpartant polides.

IndLstnidization  pdides euonpessd with a  regod
indusinidization pdicy launded by the Netiondl Eoonomic ad Sood
Davdgorat Board (NESCB) ad the investiment pranrotion palicy desged
by the Board of Investrernt (BO). - The pdlides hed aninfluence anretiordl
poverty inddence thraugh laboar mollity ard lsbar inoonre drerges

Thareaeddals inthefdlowing peregads
51 Ovenviewof Regard Industrialization Pdices

Tre indugtidization of the Tl ecomy is talking dace in the
aoted of ASEAN  devdgoment. Sieetie 19835 the manufadiuning sedar
hes lean a nodt dyaic ssaar in the That ecoay. Manufaduing

eqaam is sygoated ad influenoed by industiia pdlices, with regard to
aLipU gonth
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In the spedfic aeaof povarty darges aninteresting agoedt of this is
the impect of regordl industnidization pdlices an latoar moblity and lator
innomedags Ths  dy faasss anthe rde of govarrent pdides thet
proviced pdides to simuate an industid eqeersian in the regans thraugh
the inderentation of industid dedagmet das Tresgeofte dy
(1983, 1995 ad 2000) covers 3 pars; the Sixh Netiondl Fooonic adl
Soad Davdgorat Han (1987-1991), the Sevarth Netiondl Econamic ad
Soad Davdgarent Han (1992-:1996), adithe Eghth Nationdl Eoonamic ad
Sodd Davdgaet Han (1997-20010).

Tre inesmet pronoiion policy desiged by the Boad of
Inesmernt (BOl) daud aso ke highlighnted becase thi is the govamrat
agay, Which hes dayed asigriiicart rde in pranating the industridization
anaregad bessin Theland

511 Indusnd cedgmetdas

Regad industrid devdgaet wes angar foaus of the praviaus
Netiondl Eoonaic ad Sood Devdgonet Has - Enering into the Sxh
Han, the main djedives of the regod industridlization policy were to
reclce unendoyiment ad to dlocate resouass to Srdl-scae indLAtries in
regod aess ad of e BVR  The dan aned to redloe the inoone
dsparities arag regons ad ained to enrance the incoe of labor in
lonHnoome dass

With regard to the Sevarth Fan (19921996, the main dgedive of
this dan wes to foos an enviromantd aonsanvation to ygoart ecoaic
goath Inthe aeaofregard industridization, the Savath Hanfooused an
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deoartraliang indLatries to garaae geder endoyrent ad inoone for rudl
pegde It asofooused an sygpating the patertid of different provinces ad
enoureged locd etrgranaursto eqand thelr buanesses It dso desgrated
industrid devdqarent cartars invaiaus [rovinees in each regian, induding
(hiag VA, Phisanudk Nekihon Sanan, Khon Kaen, Nedon Retdesina,
Saau, Suat Then, ad Sagdia The dan dso guidsd the cevdgoent
of inoLaties in the new econamic aoes, 3uth as the Sautham Seebcad ad
the Ugper Gertrd Regan by using asimilar pettem of devalgament to thet of
the Esdtem Seboad devdgarernt.

The dgedive of the Bigth Hen (1997-2001), was to inproe the
quality of life of the pegde A rew vision was inroduced in this dan
foosng an ecoaic gonth ad sade resource e ad eMlom el
cosenaion as Well as aldanee of gdod economic ad soad fedors
Hee humenresouee dedgmet beceanethe fudamenta dgedive intre
HgthHen Inthe amaof regiardl industridlization, the Bghth Henaned o
geEae wider endoynet gaoatunties to esure al Thal pegde ddained
anegd dare of prospenty; this was through the devdgarernt of guicHlines
for the decentrdization of indLstries ardrdated adivities to all regas

Tre pdices of the Sxth, the Saath adthe Eghth Hen anedto
dow donn fuiLre eqearsian of industridization in the Bangadk Metrgpdiitan
Regon (BVR).  The regan hes e the nain diver of econamic aciviies
throughout the years of industridization: The dars have inroduced saved
pgeds for the dher regad uten goath catas ad subregad
dedgmet ah as the Esstan Seboad (BB) in adyr o dgase
indLsna adiviies anay from BVR  Tre industridization pdices ad
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rdated acivties in the BVR, E§ ad ather regas dso inpeded an e
iInoare ardwalHoaing of londnoore peade

Famthe Sxth Han pariad W to now; the industid devdgaernt
das in BVR hae foousad noe anthe devdqaret of infrastrudure intre
iIndustrid aees The dans have a0 simuated fedianies thet ae darting Yo
areqadng ther buaressssto locae intheindustndl red edate z2aes. This
Is aaadaed asthe ways to etaethe vale of agicuiturd land leeding to
industrid lesed devdgoret. The govammrernt pdides have aso prooied
housing aonstrudtion for londinoare peade ad fadary wakars. Acoarding
to the Nationdl Eoonamic ad Sodd Devdgorent Has the Esdam
Setoad (ESB) will save astire country smgjar indusindl besed ad anew
cHenay of decentrdize industrid adivities from BVR to the aher regordl
aes The EB is a regan nchly adoned with resources induding
gapatunties to devdlgp dsgpsaapat fadliies. It isdamedto hoseinte
ES the besic festiodk indlstries reliant besed onreturd ges piped adoe
fromthe Guiif of Thalland

Tre Esdan Seoad coas a lage aasa in the Eadt induding
Chooun province, a sl urten industnidl bess Leem Qe for light
iIndLey, eqoat prooessing ad apat for trasshipret ad saviass in
SHiahp Mep TaFu in Ryay for petrodamicas adbheawy industry ad
Cedoagso for agojaooessig adiviies.  The policy guiddines for
goamet inesnat ae to ypat pimary devdgaret of besc
ifrasiudure induding comedd pats, reed newaks ravays,
tdecomunications, adwaer ppdines. This isto providejdos adfadilities
thet will endlde uten dedgqaret These ae aned a emsuning suffient
pimary Sydies to satisly the rescks of potentially sLooessUl indLstries.
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In aher regars induding the Narth, the Nartheedt, the Gartrdl Regan
(edudss BVR), adtre Sy the policy foaused anthe devdgoneat of e
ecoamcadindustid kesein the regordl oatars, investimernt pronotion for
gvdl ad nedumscde etities ad aredit edansan o inoletries in these
regaswhich ygoat the econamic infrastrudiure,

In the Narth, Chiang Vi wes aorsicered to ke the regardl oater in
the Sxth Han Inthe Savarth Henardtre Eighth Hen Ghiang VA, Lanparg
ad Chiag Ral have been cvdgoed o e the aarter of industridization in
the Ugoer Nath. - Phitsanuick and Neldon Svanwere praroied to e the
artasofindaradizaionintre LonerNath: Thregarshave dsopratied
sTdl-scae industries such as ceraics, handiaralts, reedyrece dathing,
and agiauiturd proolds inrespose to the davand of the eqoart rakets

In the Notheestan Regan, the three das hae panaied te
devdgarent of the indLsind edetesto save asangar ecoaic kese of tre
regon. Khon Kaen ad Nelkdon Retdesima provinaes have been devdaeed
& indusnd aatas  The das hae a0 praraad the e of local rawv
metaials to sydy indusinia proddion

In the Gard Regan, the Savarth Han aned o aoodaate e
devdgaent of Sardaui asthe main industrial kese This province hes e
ravded ssacate oftradk, tedical savicss, edcation training, ardl laboor
skill devdgoret. KeagKa dstrict of the provinoe hes becone acarter for
the camert ad construdion indLetres aswell as aher industnies, which hae
leen relocated from BMR, and Tha Rua/Tha Luang district as an
agojraessng oate for eqats  The das dso pranaed Radelouni
province & an industnd z2oe for agroindudties ad medingry inoLstries,
particularly the agicuiiurdl medinary ard autondale assaidy inoLstries.
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In the Sautrem Regany e area of Sogldia ad Suat Then lae
becore nga econic aates Infrasiudure ad industid estae
devdqarent wae panated in resooree to the indusind davard, particularty
the agoindLsties, suchasiudoe, peimoil ad sesioad

The dars were = as quicHines in preparaion for the devdaarert of
the Southem Sesboad devdgonert (SB)as ae oftre intemationd Shigang
raues Thisisbecause Thaland is corpetitive intamrs of land and oo

Inaddiontotre iree devdgarat dans, e govemat hestried to
parde nat only the manufaduning sedar but dso the tracke ad saniass
s to Yoot regard industnid growth ad ulen aartas in the region
In ok to prantte SLsEIretde cevdgaet, the agriculiurdl ssdorhes e
ated for industid pupose. Moreos, the pranation of svelksce
inoLstries using local rawetetia heslbieanare of the ot significant fadiars
intams ofthe davdgarent of regiard industrialization

Inesimet in infrastrudure in BVR, BB ard dher regard uten
atas hesleenakeyto sygoat regord indusindization. This is nat anly
to afrad new inestars, [t aso to atradt an eaess sy of labar fram
dherregas ino trese aees

development of the Southern Seaboard will increase the country’s capacity
for sea transportation, using the geo-economic advantage of the Southern region to
develop an economic land-bridge, an efficient transportation system connecting the
Andaman Sea and the Gulf of Thailand.



41

512 Inwesmen pronoionpalicy

Tre Boad of Inesment (BOl) wes esadided in 190 a8 an
inceclt That govemrant gy uchr the Office of the Pire Mingte.
Tre aganzation is regulated undkr tre Investirent Pranation At (19/9). |t
Was s Upto dimuate investimert in Tralland. The BOI hes lean provicked
with aorsderalde dsoretionery aliharty to deiamrire the arteriato sded the
inesiment prgeds thet are digble to recave pronoiion priMleges; to s
coditians for these prgeds; ad o deermire the edart ad the length of
duration of the pronation privleges. . The dgedives of Inestirart ronation
have induded sypating eqoart aiented, tedndogy trander prgeds a
tedhdogcd devdgoret It is dso pronaiing investirert in inoustridl
eSdes paticdaty Faeign Dredt Inesmat (FDI). The gats
iInesats, which leed to aninppovarat in infrasirudure, such &s parts,
freignt yards, industnd edetes ad watewoks.  The BOl pdicy dso
e svd to nedumszed nmadeduas ad nandeduing
eTponet

Tre BO teodto favor the marnufadiuing sedar in ol to naintain
searedegonthrae in al regas. Thisis becase the pdices eoourae
recang the relative price of caatal adinproving higher producivity inthis
sda of podudion The govam@at palicy is o parde inoustnd
devdagoretinaess ot of BVR adhes desgaediitee z2aesfor gating
tax prvileges to investias ad pondied pgeds. Zae 1 Bagak adte
suraunding aees With a high dersity of industiiesthis area recanes e
fenest bardits for new inestas, z20e 2 cartrd arees induding Charfoun
ad Gedoagso in EB- thee aeless devdgoed ad are providsd with
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grester pranaiord privleges trenzoe 1, z0e 3 the revainder of Thalad,
incuding LeemChabang ad Meb Ta Phu2 is provided with the
nost favarade inoentives for progpedive inestios. Tax exanption ad duty
privleges inregordl arees desged by the BA (iade 51) dons tret aher
regans, dassfied a5 20e 3ware provided with the higher tax priMleges an
copaate innave tax ad inpart duy eenpias then 20e 1ad zae 2
There ware o eenpias an capaae inoae taes ar inpart duties for
pranted pgeds thet were located in BVR, while the coporate inore taes
ar ipart duties for the proated prgedts thet located in BB ad the aher
regaswae eapad The pivleges garted by the BO were eqeaded to
prande indusid adiviies ad erdoynent aedion in the aress aut of
BVR Ths dons tre the investirernt pronotion policy noved in the sane
dredion with the am of the indusiid devdgarernt dars in industndl
deoartrdization aderranarg evdoyrant ggpartunties.

Drain tatde 52 dons et the industria pramation palicy dayed an
impartart rde in menufadunng inestimert adendoyirent aedion over tre
period of 19831956 ad 19964000 The tatd nunoer of Sait-Up goaration
rgeds inreessd fram 224 prgedss in 198 o 611 pgeds in 1956 ad
continually inoreesed to 65 prgeds in 2000 It dso led o the imreese in
inesment\vauss adengdoyret

In 1986 ad 2000, ntdt of the datUp prgeds were located in the
aher regaswhidhware dassfied sszae3d It was partly induoed by the
highest berdiits, which provided for goardionprgedsinzae 3 Honewer, it
shaud e naedthet 20e 3covered alager aeaardlarger 92 of laar farce

2n 2000, Laem- Chabang and Mab Ta Phut were combined into zone 2.
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trenzoe ladzae?2 Thadae tre industia pranotion doud favor e
impoaret inlaoor inoare inte lonvdnooe asss ot of BVRad ER

Tre mam parts in the industridlization pdides desged by the
Natiodl Eoonaic ad Sodd Devdlgarent Board (NEDB) ard the Boad
of Investirent (BOl) eanlee sumaized esfdlons:

1) Duning the Sxth Han the Savath Heny ad the Bighth Fan, the
pdides relied heavly an the dgpersan of sdl 1o medum e
industria adivities anay ron BVR  The nain dgedive Was to
dowvdoanavay high density of industridization in BVR in acder
to redLce inoarre inequedity and poverty inacaoe

2) The Eedan Seboad (ESB) hes baooe the main regan for
indusind adendoyat goartunties ausdete BVR

3 The BA zoing policy povdes less privileges to BVR then EB
andthe dher aessin ader to parde regiard industrialization.

These pdices coud influence an the poverty dleviation in severd
agds via the pramation of industria acivities inthe aress aut of the BVR,
whichwas coscaed ssthe lovvnoone aess Qe of these agadts is e
policy inped ansedad ardregord labar nohlity andinoore derges

Tre agadt for rdating retiond povarty inadence dargess to the
regard indLsinidization pdlides will ke reveded in the folloning sedion
Honever, it daud e naed thet the pdides desged by tre NEDB ad e
BA dd nat esuretrewdHiaing of lonvinooe pede in the regardl aess
lout it hes fooused e an the country aonetition in the warld econany,
with regardto the autut goath



Tae 51 Tax Privleges provided by the BO for the Prarotied Pgedts in Regard Arees duning 198 ad 2000

Region Corporate Income Tax Import Duty Exemption Scheme
Exemption Scheme
On Machinery On Raw or Essential Materials
BMR No exemption v No exemption or reductionZl Exemption of import duty on raw or essential materials

used in export products for a period of one year.

ESB 3 years exemption for projects that are located in ~ 50% reduction Exemption of import duty on raw or essential materials
industrial estates or promoted industrial zones. used in export products for a period o f one year.
Other 8 years exemption Import duty exemption on Exemption of import duty on raw or essential materials
Regions 4 509 reduction of corporate income tax for 5 machinery used in export products for a period of 5 years.

years after the exemption period

Note: " in 2000, projects located in BMR were exempted for corporate income tax for 3 years.
2/In 2000, projects located in BMR were granted with a reduction on machinery tax for 50%.
(According to the criteria for granting tax and duty privileges for promoted projects, effective from August, 2000)
Source: Office ofthe Board of Investment, 1988,1996, and 2000
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Tade 52 Didribution ad Srudure of Sartyp Querdion Rgeds S ygoarted

bytreBOl in 1983 1986 ard 000,

BMR Other Regions
Structure ESB J Total

(Zonel)  (Zone?) (Zone 3)

1988

Projects 151 19 b4 224
Investment(million baht) 11,201 1,916 4814 17,930
Employment (Thai labor) 31,900 4,357 9941 46,198
19%

Projects 159 143 309 611
Investment(million baht) 44593 94,446 141,101 280,140
Employment (Thai lahor) 48,746 37,615 85,350 171,711
2000

Projects 165 163 207 625
Investment(million baht) 81513 107,614 115,729 304,856
Employment (Thai labor) 47113 29,776 64,187 141,076

Note: Tincludes agricultural products, minerals and ceramics, light industries, metal
products and machinery, electric and electronic products, chemical , paper and plastic,
service and public utilities.

ZIESB cover 3 provinces; Chon Buri, Chachoengsao, and Rayong
Source: Statistics of Investment Promotion, the Board of Investment (BOI).
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52 Regod Industrialization Pdicy Amalyss ad  Inplications an
Poverty

Regod industnidlization pdlicy hes a dired effedt an the labar
maike, espadaly anlaboar mohility ard lebar inoomedages  Differacein
labar inoore ad wages beween the agriauitural ard nonagricuitural ssaar
ooud leed to an yonard moblity of londnoone labar aacss different
produdion sedas ad regans (acoading to the theary of Lewis's dA
nodd). At the ssneting, if nogt of the lowinoonre labor ware pad with a
higher inoare in nonragyiauitural sadar, poverty inddenoe tenoidito dedine

Tre labor inoame dages ad the nobllity of labor aatss regas
and ssaas ean aoribute to the dargss in the natiordl povarty led. This
anbe eained by anestireted value of the contrioution of the productivity
effect adthe resourae dlocation effedt to the retiordl povarty dagssinte
folloning dgae.

Ths sadion amdtyzes the regod industridization pdiicy ad its
indlications antre retiondl povarty inadee dargess Qe of theways in
which pdiges infiluence anpovarty is viatheir effeds an o, as mreesurad
by Guss Regad Poda. Trerate of gronth of GRPwas negatively reated
to the daes in poverty inacece. Hgher goath nears loner poverty
(NESDB/ADB, 2001).  Tre ssdad ad regod Goss Regad Rodud
(P dffered o trepaiccs of e .

Bavwean 1988 ad 1955 ageder nmenufaduning ouput angneted
fromaess ausde BVR might possidly refiedt the dedire in netiondl poverty
level as anred by the NEDB adthe BOl. The aupput of manufadiunng in
the regordl aress hes een coaidered es ae aorsegLa e of the gova et
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policy implementation in industrial development. Data in table 5.3 shows that
the share of manufacturing output moved in line with the aim of industrial
development plans in slowing down a high degree of industrialization in BMR
and promoting ESB to be the second most important region for industrial
development outside the BMR. The share of manufacturing in the BMR’s
GRP decreased from 40.03 percent in 1988 to 37.61 percent in 1996. At the
same time, the share of manufacturing in ESB’s GRP sharply increased from
31.52 percent in 1988 to 59.50 percent in 1996.

In this period, the percentage share of manufacturing in GRP in the
other regional areas outside the BMR and ESB also increased as aimed by
industrial development plans. The share of manufacturing in GRP in the other
regions increased from only 9.04 percent in 1988 to 17.01 percent in 199.

Changes in the manufacturing output could contribute to the national
poverty changes via the productivity and resource allocation effects. If there
was no either outward or inward mobility of labor in the manufacturing sector,
the increase in manufacturing output in ESB and the other regions might
possibly decrease the number of poor people through an increase in labor
income.  On the other hand, if the overall poverty incidence is assumed to be
constant, the unbalance mobility of the poor and the non-poor might also
reflect the changes in the level of poverty incidence in the manufacturing
sector.

According to the promotion of the investment in services and trading
to support manufacturing development, a high percentage of GRP in BMR and
the other regions were dominated by the services sector (table 5.3). Through
this means the alleviating in national poverty was not depended only on the
manufacturing output but also the output of services.
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Table 5.3 Percentage of Gross Regional Product (GRP) by Region and Sector

of Production
Year 1988

(1)
Agriculture 2.72
Manufacturing 40.03
Services 50.46
Others 6.60
Total(%) 100.00
Agriculture 15.51
Manufacturing 31.52
Services 37.69
Others 15.28
Total(%) 100.00
Agriculture 31.35
Manufacturing 9.04
Services 49.53
Others 10.08

GRP Share
1996 2000
2) 3)
I(mR
.86 2.22
37.61 41.76
52.71 51.10
1.82 4,92
100.00  100.00
['SB
5.21 4.32
59.50 61.96
21.67 18.55
13.56 o7 v
100.00  100.00
Urner Regions

22.76 2453
17.01 18.70
46.71 47.63
13.51 9.15

GRP Share Changes

-0.86
-2.42
2.25
1.22
0.00

-10.24
21.98
-16.02
-1.72
0.00

-8.59
197
-2.82
3.43

0.36
4.15
-1.61
-2.90
0.00

-0.95
2.46
-3.12
1.61
0.00

177
1.69
0.92
-4.36

Source: Calculated from figures supplied by the National Economic and Social

Development Board.
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The way in which policy influence poverty in this study can be
explained by the contribution of the productivity effect and resource allocation
effect to the national poverty changes to see the link between the regional
Industrialization, labor mobility, and poverty changes. However, the national
poverty change is not in itself the effect of government policies but also that of
external forces and the way market mechanism respond to them. Inthe period
of economic boom (1988-1996), there has been a gradual liberalization of the
financial sector in Thailand. It fueled a domestic investment boom,
particularly the boom on demand for non-traded assets (i.e. stocks, red estate
and property development).  The investment boom should raise the
employment opportunities and wages in the services and the construction.
(Samtisart, 2000). Therefore, the financial liberalization could also be
considered as one of many important factors influenced on the national
poverty reduction between 1988 and 199.

Between 1996 and 2000, the regional industrialization policies
continually aimed to slow down ahigh degree of industrialization in BMR and
encourage industrialization in the ESB and the other regions. However, the
BMR remained its most prosperous region status for industrial activities. The
evidence in table 5.3 shows that the share of manufacturing in BMR’s GRP
increased from 37.61 percent in 1996 to 41.76 percent in 2000. The share of
manufacturing in ESB’s GRP and the other regions’s GRP also increased as
aimed by the regional industrialization policies designed by the NESDB and
the BOI. However, the increase in the share of manufacturing in GRP in ESB
and the other regions in this period was lower than the increase in the period
of 1988 - 1996. It might be partly induced by the onset of the 1997 economic
crisis.  The economic downturn could reflect the decline in the economic
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outcome and employment. Thus, the regional industrialization in this period
might adversely affect the poverty alleviation via the contribution of
productivity and resource allocation effects.

However, the national poverty changes in the period after the 1997
economic crisis was not depended only on the government policies. It would
also be affected by other factors. The agricultural prices that deteriorated
during this period might also adversely affect the poverty alleviation as
suggested by many previous studies on poverty in Thailand.  Moreover, the
effect of the manufacturing investment boom in China would also be
considered as one of the important factors that might reverse the trend of
poverty reduction in Thailand. ~ The competitive pressure of China can
contribute to a lowering in Thailand’s manufacturing exports. Consequently,
manufacturing output and employment in Thailand tend to decline and might
possibly decrease income of workers in low-income brackets.
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