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“Sufficiency Economy” is a philosophy that stresses the middle path as the overriding principle for
appropriate conduct by the populace at all levels. This applies to conduct at the level of the
individual, families, and communities, as well as to the choice of a balanced development strategy
for the nation so as to modernize in line with the forces of globalization while shielding against
inevitable shocks and excesses that arise. “Sufficiency” means moderation and due consideration in
all modes of conduct, as well as the need for sufficient protection from internal and external shocks.
To achieve this, the application of knowledge with prudence is essential. In particular, great care is
needed in the utilization of untested theories and methodologies for planning and implementation. At
the same time, it is essential to strengthen the moral fiber of the nation, so that everyone, particularly
political and public officials, technocrats, businessmen and financiers, adheres first and foremost to
the principles of honesty and integrity. In addition, a balanced approach combining patience,
perseverance, diligence, wisdom and prudence is indispensable to cope appropriately with critical
challenges arising from extensive and rapid socioeconomic, environmental and cultural changes

occurring as a result of globalization.”

His Majesty bestowed the philosophy of the Sufficiency Economy to the nation on December 4, 1997 in

his royal speech given on the occasion of his birthday. It was five months after the floating of the baht and
at the time when the country was almost lost in the economic crisis. Clearly, the philosophy is meant as
guidance to another conceptual approach to development that, like the old route, aims for prosperity, but
this time, with equity, stability and sustainability.

Many organizations and groups have made efforts to reach the understanding of the meaning and
application of the Sufficiency Economy. The 1999 Year-end Conference targeted nothing less. The event
was a joint effort of five co-organizing institutions, the mandate of each involves research and policy
directions: the Chai Pattana Foundation, the National Research Council of Thailand, the National Institute
of Development Administration, the Office of the National Economic and Social Development Board
(NESDB), and the Thailand Development Research Institute. The Conference's objective was to provide an
open forum where views and experiences could be exchanged, and where a coherent and appropriate
framework for understanding the meaning and application of the Sufficiency Economy could be attained.

http://www .tdri.or.th/library/quarterly/text/m00 2.htm 30/7/2552



Summary of Discussion: The 1999 Year-end Conference “Sufficiency Economy” Page 2 of 14

Such a framework of understanding will lead to appropriate incorporation of the Sufficiency Economy into
future national development plans. One point should be made clear from the outset: The Conference did
not aim to provide a conclusion or absolute answers as to how one should apply the philosophy. Such
action plans need to come from brainstorming and discussion of a wider range of people encompassing
different social sectors and groups. Moreover, implementation by different groups should be flexible enough
depending on their individual environment and conditions.

SUFFICIENCY ECONOMY: CONCEPTUALIZATION?

The most often asked question about the Sufficiency Economy concerns whether it opposes globalization
and liberalization. Although the philosophy of the Sufficiency Economy stresses self-reliance, it by no
means favors self-sufficiency and isolationism. Self-reliance here refers to the ability to assess strengths
and weaknesses with wisdom and knowledge, and to foster appropriate tools to immunize the country and
society against internal and external volatility. The Sufficiency Economy emphasizes the middle path which
can be achieved only through moderation, rationality, prudence, wisdom and proper and honest use of
knowledge. It encourages harmonious and constructive participation in globalization and liberalization to
optimally utilize appropriate knowledge and resources and benefit from them. At the same time, the
Sufficiency Economy guides the country and society to assess and correct factors hindering appropriate
development; these hindrances can be in the form of national policies, ways of life, ways of thinking, or
even values in society.

Optimal behavior links the Sufficiency Economy to mainstream economics. In mainstream economics,
human behavior is an effort to reach the optimum. In this regard, the Sufficiency Economy seeks to find
appropriate behaviors for optimal benefits, taking into account limitations, risks, uncertainties and volatility.
To understand the Sufficiency Economy, one needs to differentiate between optimal benefit and maximum
benefit, as behaviors that aim for maximum benefits are only a starting point of non-sufficiency. The
Sufficiency Economy takes into consideration market uncertainties in mainstream economics, and seeks
patterns of decisions and behaviors that are based on prudence and a wise examination of the risks and
uncertainties that are involved.

The Sufficiency Economy does not oppose the creation of wealth and growth. Growth and wealth are
among development objectives of any society. However, growth is not the only contribution to economic
development, nor is wealth the only provision of security. The ultimate goal of the Sufficiency Economy is
sustainable development, and to reach sustainability, it is important that all citizens have equal
opportunities and freedom despite their individual shortcomings. Equal opportunity to good education and
health will lead to the ability to make optimal use of open doors in life. Citizens also need an equal
opportunity to own land and other production capital, as well as to make a living within a fair and
transparent environment.

In this regard, it is clear how the Sufficiency Economy transcends the economic sphere. The Sufficiency
Economy embraces a holistic approach to development and takes into account political freedom and
stability, economic development, social capital, cultural values and traditions, ethics, attitudes and the
environment. Application of the Sufficiency Economy needs proper understanding and supporting attitudes,
for instance, self-reliance and not seeking causes of problems from the outside but from one's own
strengths and weaknesses. The Sufficiency Economy accords the Thai way of life and encourages the
revitalization of the moral and ethical fabric of Thai society. It respects compassion, good will, mutual
assistance in society, and outweighing social benefits to individual benefits.

The Sufficiency Economy is a fundamental guidance of conduct and decision-making at all levels in all
sectors. It contains dynamism in line with the development of society. It encompasses at least five major
components:

¢ Integrity

Moderation and the middle path

Prudence achieved via mindfulness and wisdom
Rationality that will lead to patience and perseverance
Balance and sustainability.

THAILAND'S DEVELOPMENT AND TRAITS OF NON-SUFFICIENCY
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Thailand has achieved many desirable goals in the course of its development that have provided for the
well-being of many Thai people. However, an assessment of Thailand’s past development reveals
imbalance and inflexibility in many ways. More often than not, developmental achievements are visible in
the form of quantity rather than quality. While Thailand has made great progress in reducing poverty, the
distribution of income is still very uneven. Basic infrastructure has expanded nationwide, but the distribution
is not balanced and the quality is uneven. The country has also developed at the expense of depleting
natural resources and degraded the environment. The country's forest area decreased from approximately
53 percent in 1961 to less than 25 percent in 1997.

Thailand's development has resulted in better health and education of a large number of citizens; however,
the quality does not match the quantity. Distribution of services is uneven and does not cover all targeted
areas. At the same time, ethics, morals and disciplines have weakened. It is clear that administration and
institutions, be it the political sector, the public sector, private businesses, communities or families, do not
have the necessary tools to guard against internal and external volatility. While the present Constitution
concretely encourages political reform and public sector reform and decentralization of power to local
communities and administration are underway, tangible progress needs constant support and refinement.
The economic crisis has shown shortcomings in the private sector, particularly in terms of a lack of good
corporate governance. Concrete channels to empower local communities and the civil society are being

implemented, but individual families remain weak and reveal patterns of lavish spending and over-

consumption.3

Implementation is needed to foster balance in many areas of development; for instance, the production
structure, land and income; quantity and quality of education, information and analysis of information;
knowledge and integrity; roles of the public, private and people sectors; and balance between politics,

economics, society and the environment.#
NON-SUFFICIENT BEHAVIOR PRIOR TO THE CRISIS

Apart from imbalanced development, considerable pre-crisis non-sufficient behavior is believed to have
significantly contributed to one of the country's worst economic stumbles. The decline in the household
saving rate in less than a decade from approximately 14 percent in 1988 to approximately 5 percent in 1996
shows patterns of over-consumption. Inefficient investment was also evident. The total factor productivity
growth increased from -1.27 during the period of 1981-1985 to 3.98 during the period of 1985-1990, and
sharply dived to -3.07 during the period of 1991-1995. Private businesses resorted to debt rather than
equity to finance investment. Private debt was massive: The ratio of foreign debt to investment sharply
increased from approximately 0.4 in 1988 to 1.2 in 1995. A sharp increase in the ratio of short-term to long-
term private debt was also withessed. Excessive competition in international trade also led to a situation
where aggregate benefits for all traders decreased. High quantity of similar exports induced pressure on
prices. Competition to attract foreign investment led to unfair and distorted industrial promotion and a
situation where benefits fell into the hands of transnational companies rather than home countries. There
was fierce competition in the region to become a financial center, which apparently led to policy
implementation with less careful risk assessment.

At the macro level, macroeconomic policy did not provide appropriate immunization against external
volatility. The country lacked mechanisms to balance risks from volatility from financial liberalization with the
potential benefits liberalization offered. The pegged foreign exchange rate policy at the time of financial
liberalization increased the risks for the overall system. The country lacked the necessary information for
indicators and early waning signs. Imprudent management of foreign reserves also exacerbated the

situation.2
GROUP DISCUSSION

After the morning plenary session, the 453 Conference participants, from the public sector, the private
sector, universities, international organizations and the people's sector, divided into seven groups. Two
groups examined the meaning of the Sufficiency Economy from the economic and social perspectives. The
five other groups discussed the application of the Sufficiency Economy in different development aspects
and sectors, namely, moderation and rationality in economic decision-making, agricultural and rural
development, industrial and service development, production structure and international trade, and financial
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and capital market development. The results of the group discussions are as follows:

GROUP Understanding the Philosophy of the Sufficiency Economy from the Economic
1: Perspective

The group analyzed the conceptualization of the Sufficiency Economy within an economic framework. The
group felt that mainstream economics can explain the Sufficiency Economy to a certain level. However, a
thorough understanding of it from the economic perspective needs to surpass certain conventional
boundaries. Another interpretation is that the Sufficiency Economy is not a theory, but a philosophy.

1. Sufficiency Economy as Explicable by Mainstream Economics
The mainstream economics can explain the Sufficiency Economy in three ways.
e Imbalance of Information

The quality of information one possesses determines one's ability to make investment choices and create
wealth and income. As information determines opportunities, imbalance of information can explain uneven
opportunities in the market and hence income disparity. There is a need for the state, presumably the
player with sufficient information, to provide accurate and timely information to those in need so as to create
opportunities for them. Moreover, imbalance of information could be a factor of non-sufficiency behavior of
some groups of people. Mechanisms are thus needed to provide them with balanced information in the
future.

e Balance Between Competition and Basic Security

Two sets of economic concepts are in the picture here. The first is competition for highest efficiency, and
the other is provision of basic security. Efforts in mainstream economics to achieve an equilibrium between
the two make mainstream economics an explicable framework for the Sufficiency Economy.

e Risk Management

Risk management in mainstream economics is a feasible explanation of the Sufficiency Economy. On the
assumption that individuals need to manage and guard against incurring risks, risk management is a
benchmark for each individual’s “sufficient” level. As the risk premium of individuals varies, the level of
“sufficient” conduct of each varies. In other words, individuals are assumed to act according to their own

boundaries of “sufficiency.”
2. Sufficiency Economy as Beyond Economics

The Sufficiency Economy is conceptualized as beyond economics as it takes into account other non-
economic variables. First of all, it encompasses social factors and values in its approach to understand
economic behavior. Moreover, it is not possible to adopt the Sufficiency Economy approach without taking
into account the normative aspects of the people, institutions or events involved. The Sufficiency Economy
approach also takes into consideration dimensions of institutions. For instance, explanation of the
Sufficiency Economy on the matter of pre-crisis financial liberalization and the subsequent financial crisis is
complete only with due examination of surrounding policies. The interpretation that the Sufficiency
Economy is beyond economics takes on the dynamism of mainstream economics in that it adds to the
development of economic theories. Moreover, to understand the Sufficiency Economy, complexity and
diversity on the level of “sufficiency” needs to be taken into account.

3. Sufficiency Economy as a Philosophy, Not a Theory

Another interpretation from the group is that the Sufficiency Economy is not a theory. It does not explain
behavior, but provides guidance for behavior based on decades of experience and actual practice. Within
the framework of this interpretation, questions were raised as to whether the Sufficiency Economy is a
different way of doing things or a basic framework of recommendations to which one should preferably
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adhere to in one's normal behavior. The latter was agreed upon. It was also agreed that the Sufficiency
Economy does not deny changes from globalization, but provides a core philosophy for needed tools in
order to develop the country with immunity in line with global trends.

GROUP 2: Understanding the Philosophy of the Sufficiency Economy from the Social Perspective

The group did not use a framework of social science theories to conceptualize the Sufficiency Economy.
Rather, it sought to understand the meaning of the Sufficiency Economy and identified significant factors in
society that attribute to and nurture the state of “sufficiency” as interpreted in the Sufficiency Economy
approach.

To the group, the Sufficiency Economy is a holistic approach to the understanding of society. It transcends
the economic field and the boundaries of different fields altogether and covers social as well as spiritual
dimensions. A sufficiency society is a society with equity. The gap between the rich and the poor, the haves
and the haves-not can rightfully exist, but it must not be too wide as to disintegrate the fabric of the society.
The Sufficiency Economy values traditions, culture, the Thai way of life, and local wisdom. People in and
across communities care for one another and live in harmony with one another. Local wisdom is
appropriately utilized. A sufficiency society is a society with vision. It invests sustainably for the future and
lives in tune with the environment. The Sufficiency Economy is both ends and means. As ends, it provides
balance and moderation. As means, it serves as a core philosophy to create sustainability. The Sufficiency
Economy is thus an ideology as well as a technique in leading one's life.

The following are recommended directions for the creation of a sufficiency society.
1. Promotion of Factors Supportive of the Sufficiency Economy

o Internal Factors refer to resources within each individual, such as spiritual and moral enrichment and
incubation of wisdom, that lead to inner immunization. Leaders should adhere to conduct and values in line with
the Sufficiency Economy, and such leaders should be promoted as role models. At the same time, the
Sufficiency Economy values should be instilled in the youth. In the course of this learning process, the
population in general will naturally learn and absorb desirable Sufficiency Economy values.

o External Factors refer to mechanisms and institutions, particularly legal frameworks, that facilitate the conduct
and practice of the Sufficiency Economy.

2. Education Reform

The educational system should promote awareness and understanding of the Sufficiency Economy as well
as the way of life in line with the Sufficiency Economy. More importantly, education should not only lead to
knowledge, but to the creation of wisdom to make use of knowledge. The educational system should enrich
individuals' learning processes and serve as an effective means to a good quality of life and quality of
society. Education should enable individuals and communities to share such good qualities with others.
Encouragement of this kind of education in local communities will lead to the sharing of knowledge and
nurturing of wisdom consistent with local needs.

3. Development of Background Knowledge for the Sufficiency Economy

Concrete implementation of the Sufficiency Economy requires the development of background knowledge
in various fields. Connectivity among disciplines is necessary.

4. Social Movement

Background knowledge and educational reform discussed above will lead to social understanding and
consensual need. However, application of the Sufficiency Economy at the macro policy level requires
political channels and appropriate social movement.

5. Promotion of a Strong Community and Functional Civil Society
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Local community is an important social level in putting the Sustainable Economy to practice. The
strengthening of communities and civil society is thus important. The capacity of communities to lead
themselves via their own initiatives along the path of the Sufficiency Economy must be promoted.
Community master plans, e.g., at the level of tambon or province, should be developed. To this end,
support from the state in forms of financial and other resources are necessary.

The group supported the incorporation of the philosophy of the Sufficiency Economy in the Ninth National
Economic and Social Development Plan. The Ninth Plan should encompass necessary reforms in different
areas, such as the value system, education, community economics, macroeconomics, public sector, politics
and administration, the legal system and the media.

GROUP Moderation and Reasonability in Economic Decision-Making: The Sufficiency Economy
3: Perspective

The economic crisis clearly shows the lack of moderation and reasonability in Thai economy, visible in
forms of over-consumption, lavish spending, over-investment, decline of household savings, and increases
in individual and corporate debt. Two preference relations—habit formation and “catching up with the
Joneses”—can be used to explain pre-crisis non-moderate behaviors. In the case of habit formation, utility
derived from present consumption depends on the level of past consumption. As for “catching up with the
Joneses,” utility derived from one’s consumption depends on others’ or the social average consumption.
These preference relations imply that one tends to be more risk averse at times of steady economic growth.
With regards to irrational economic decision-making, the “herding” and speculative behavior in the
emulation of investment projects without careful judgement of risks and returns was evident (Somchai
1999).

The group conceptualized a moderate and rational economic decision as having at least five components:
Self-reliance, utility, moderation, the middle path and accurate information. A moderate and rational
decision is made with efforts to be self-reliant as much as possible while striking a balance between the
need to be self-reliant and the need to depend on others. Utility in moderate and rational decision-making
encompasses both utility of individuals and of society based on morals and ethics. Moderation and the
middle path serve as guidance to appropriate self-reliance and utility. Last but not least, a decision risks
being non-moderate and irrational without accurate and timely information.

Evidently, information critical to sound decision-making was lacking prior to the crisis, e.g., the quarterly
GDP, land prices, unoccupied housing units, labor productivity, inventory, borrowers’ credit information and
non-performing loans. Other factors have intensified the ineffectiveness of information usage in Thailand,
e.g., the lack of coordination between agencies in management and sharing of information, institutional
factors such as laws and regulations, insufficient financial and human resources in data collection and
processing, lack of information sharing between the public and private sectors at all levels, and lack of
effective dissemination of information. An efficient system of information gathering, analysis and
dissemination not only provides an effective background for decision-making and development of warning
signs, but also enables the public to monitor the government’s performance (NESDB 1999a).

The group recommended the following directions in the promotion of moderation and rationality in decision-
making at all levels.

1. Individual and Family Level

Individuals and families must respect laws and regulations. They should be disciplined in their spending
and feel accountable to the next generation, such as in the area of environment protection. They should be
ethical and moral and promote such traits to family members.

2. Community Level

Members of a community need to unite and enhance their ability in adjustment to external changes. They

should have good judgement in assessment of risks and development of appropriate immunization for their
community.
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3. Governmental Level

The Sufficiency Economy should be set as a national agenda with clear concrete strategies. Moreover, the
government should promote on-going study as well as human resources development supportive of the
promotion of the Sufficiency Economy. Development of accurate and timely information, equity of access to
information, and indicators to monitor the level of “sufficiency” are also necessary.

GROUP 4: Bringing the Sufficiency Economy into Practice: Agricultural and Rural Development

The goal of agricultural and rural development in the Sufficiency Economy perspective is sustainable
development at both the community and household levels. It does not aim solely at sustained income, but
also good quality of life, good health, warm family, strong community, respect for human dignity, and social
and political fulfillment.

1. Commercial Agriculture and the Sufficiency Economy

Commercial agriculture does not contradict the philosophy of the Sufficiency Economy as long as it is in
balance with market demand and existing resources, adopts appropriate agricultural tools, and protects the
environment. Weaknesses in past commercial agriculture derive from high risks in comparison to return, a
trend of decreasing comparative prices, volatility in production and prices, encroached environment—forest,
water and soil, inappropriate use of chemicals that has led to pollution, and over-use of foreign money.
State regulators have partly caused these weaknesses via inappropriate price intervention programs,

promotion schemes with inappropriate directions and tools, and inability to manage water and natural

resou rces.ﬁ

The group agreed that commercial agriculture in appropriate locations practiced along the lines of the
philosophy of the Sufficiency Economy will regulate the country’s income earnings and imports of needed
goods. Private companies that promote international competitiveness of commercial agricultural goods
should thus receive needed support, provided that they do not take advantage of society or others. In the
long run, farmers of commercial agriculture should become stronger and adopt a similar position and role in
the development of commercial agriculture as large-scale private companies.

2. The New Theory and the Sufficiency Economy

The New Theory does not contradict liberalization or commercial agriculture, but serves as an alternative,
particularly for farmers in remote rain-fed areas where benefits from the market economy are not available.
Farmers and rural communities in remote areas are less capable of engaging in risk management schemes
due to the lack of market diversity and opportunities. Transaction costs are high, and so are interest rates
as a result of the high cost of information on borrowers.

The New Theory is also relevant to Thailand considering past national policies that have been biased
against the agricultural sector. Maintaining a strong foreign exchange rate affected the price of agricultural
exports, while many agricultural policies have transferred economic rent from agriculture to urban
consumers and agricultural factories. Past development direction promoted the industrial and service
sectors. Land expansion was encouraged as a tool to increase agricultural output, leading to ecological
imbalance. The government also failed to develop instruments for agricultural price stability (Adis 1999).

Caution is needed in implementation of the New Theory, however. The New Theory will reduce costs and
risks of farmers only if it is practiced in appropriate localities and with the readiness and understanding of
farmers. There is a danger of indiscriminatory promotion of the New Theory in infeasible areas or in areas
with farmers who are over-qualified (Viroj 1999 and Chanika 1999).

3. Other Sustainable Agriculture and the Sufficiency Economy
All sustainable agricultural systems are in line with the philosophy of the Sufficiency Economy,
in terms of food security, environmental protection, enhancement of learning processes, and promotion of a

solid society. Within sustainable agricultural systems, expansion of networks to all three phases of the New
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Theory is feasible (For understanding of the three phases of the New Theory, see Chanika 1999).
4. Assessment of Past Implementation of the New Theory

Although the support of government agencies in the implementation and promotion of the New Theory has
yielded desirable results in certain areas, the following reservations remain.

1. Accurate understanding of the New Theory has not reached all levels, particularly the local level.

2. Expansion of the New Theory should be based on long-term sustainability rather than quantity.
Decisions based on quantity will lead to illusions in policy setting.

3. Implementation of the New Theory must not cater to the needs of public officials or politicians, but to
the real needs of farmers.

4. Farmers must not be forced to apply the New Theory. Learning processes and enhancement of local
wisdom need to be promoted so that farmers have the confidence in their own choices of agricultural
patterns.

Like Group 2, the group encouraged the incorporation of the Sufficiency Economy into the Ninth Plan. The
group also believed that the Plan should promote all forms of sustainable agriculture. The NESDB should
receive necessary cooperation from all parties in this regard and should set clear strategic implementation
plans. The NESDB should also play a significant role in budget allocation to the plans and in the evaluation
of the budget spending of involved agencies. In any case, there is no need to wait for the Ninth Plan to
apply the Sufficiency Economy and the New Theory. In addition, the group suggested that promotion of
networks of farmers, foundations, civil society organizations and private businesses will help alleviate the
burden of government agencies. These networks will result in networks of learning and information sharing,
production methods, and market orientation. In any case, coordinating support from public agencies as well
as sufficient and transparent budget spending are crucial.

GROUP 5: Bringing the Sufficiency Economy into Practice: Industrial and Services Development

The group took into account external and internal factors, such as trade liberalization, the role of the private
sector and natural resources and the environment in determining appropriate ways for a holistic approach
to industrial and service development.

1.  Non-Sufficiency and Imbalanced Aspects of Past Development
e Society

Past development has led to a society that is too receptive of external influences without due screening.
The liberalization policy was implemented without sufficient institutional preparation. The country lacked
appropriate warning systems, immunity and mechanisms to adjust itself in time of crisis, thereby reducing
the survival chances of many industries. Moreover, a number of social capitals have been weakened, such
as ethics, compassion, the environment and the Thai way of life. The quality of people and labor has
declined. Income has been unevenly distributed.

e Infrastructure

Infrastructure projects have weaknesses in that they are not cost-effective. Many are inappropriate for

targeted users who should benefit, such as the elevated train system that does not cater to the elderly.
Many investment projects reinforce non-sufficiency values, such as road and highway construction that
supports an extravagant value of owning cars, rather than focusing on mass transit systems.

o Industrial Structure and Development
Ironically, it was the policies of investors’ countries that determined development directions in the Thai
industrial sector. Thailand, as a result, has had no real power in setting its industrial development
strategies. The country also lacks a holistic approach in industrial and production structural planning, and
does not develop long-term planning (30, 50 or 100 years), as many other nations do. This has led to a
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piece-meal style of industrial and service sector development where existing jigsaws do not match.

Implementation of import-substitution industrialization has led to government protection of certain
industries, resulting in unfair competition and a shift of the burden onto consumers due to high prices.
Implementation of export-oriented industrialization has caused over-investment despite the country’s
inability to guide the trend of the world market. Moreover, the industrial sector tends to purchase ready-
made technology rather than develop its own designs or production technology. No backward integration is
practiced. The lack of research and development in science and technology has led to inadequate locally-
produced parts, resulting in higher import contents. In addition, local institutions that produce high-level
engineers tend to focus on administrative and managerial skills rather than on design and industrial and
production development. This results in a lack of expertise in the development of production lines.

In the past, a large number of small and medium enterprises (SMEs) served as shock absorbers of external
volatility. However, biased industrial policies in favor of large-scale industries have penalized and
discouraged Thai SMEs. This is viewed as one reason for the strong negative effects on the industrial
sector and the country prior to and during the economic crisis (For analysis on the Thai industrialization and
the Sufficiency Economy, see Nipon 1999).

2. Development Strategies in the Sufficiency Economy Perspective

Development of the industrial and service sector in line with the philosophy of the Sufficiency Economy
accords the global trend of liberalization and globalization, with a specific focus on balance, optimal
benefits, immunization and ability to assess weaknesses and strengths and act accordingly with wisdom
and prudence.

e Economic Policies

Thailand should adopt a policy of optimal openness in which appropriate regulation of capital flows and an
appropriate foreign exchange rate level are achieved. The private sector should practice optimal
competition as excessive and irrational competition will only lead to loss for all. The public and private
sectors are also encouraged to determine practical development and competition strategies, to concentrate
on organizational development, and to coordinate in the development of government’s support that is
necessary yet insufficient. Development of effective warning signs and indicators of corporate performance
as well as national performance is also encouraged.

e Targeted SMEs

Promotion of SMEs is viewed as an alternative for a risk management strategy in the Thai economy. The
group conceptualized SMEs as both tools in the application of the Sufficiency Economy for the entire
industrial and service sectors, and as potential users of the philosophy for the sake of their own
development and risk management. In the former case, SMEs are shock absorbers of external volatility;
they can enhance productivity and competitiveness, thus strengthening communities and the local
economy. In the latter case, appropriate SMEs are encouraged to adopt the philosophy of the Sufficiency
Economy in order to survive the risks of the liberalized and globalized economic system (Santi et al. 1999).

The group agreed that the product champion policy should be lifted as it distorts price and market
mechanisms. There is also a need to strike a balance between promotion of appropriate SMEs while not
picking or supporting only winning SMEs. Indiscriminate promotion of SMEs will send a wrong signal and
create moral hazard. Such a signal will also lead to excessive SMEs and subsequent unproductive
competition among them. Conversely, support and encouragement should be given to SMEs that serve as
linkages in the industrial structure and to SMEs that are technologically self-reliant and commercially viable.
It is also suggested that a benchmark of the level of sufficiency in the Sufficiency Economy perspective be
determined for different industries at all levels, i.e., community, national and international levels. This will
help determine appropriate capital and needed support and promotion. In addition, SMEs should extend
lines or sizes of investment only if they have sufficient capabilities and capital. Those that lack comparative
advantage and competitive edge should downsize or terminate without unnecessary intervention.

In the world of globalized trade and non-tariff barriers, it is important for Thailand to be exporters with
responsibility to society, labor, the environment and its trading partners. Thailand also needs to develop a
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pattern of relationship with transnational corporations that potentially leads to sustainability, for instance, in
areas of technology transfer and promotion of local staff to the highest position of the companies.

e Strengthening of Institutions via Good Corporate Governance

Independent institutions should be empowered as checks and balances between employers and
employees, between majority and minority shareholders, and between borrowers and creditors. The
selection process of directors of private sector institutions, such as the Federation of Thai Industries, should
also allow more representatives from SMEs. In addition, there is a need to establish independent regulators
to monitor the performance of boards of directors and auditing practices of private and public organizations,
as well as to guard against insider trading (Also see Duenden 1999).

e Human Resources Development

Human resources development should take into account both the ethical and practical side of development
and skill enhancement. The new generation should be encouraged to value careful and cost-effective use
of national resources. Rational decision-making must be promoted. At the same time, the educational
system should fill the gaps of needed labor, particularly the skilled labor and technical labor required by
SMEs.

All'in all, there is a need to lay out a framework of “sufficiency” of industries at different levels. Small
industries should be able to survive with their limitations and should have relevant networks. Medium
industries should be promoted to seek their own networks. Large industries should adopt a balanced level
of investment, practice good corporate governance, and not take advantage of small industries and
consumers.

GROUP Bringing the Sufficiency Economy into Practice: Production Structure and International
6: Trade

The Sufficiency Economy is in accordance with at least two trade theories. First, according to the
comparative advantage concept of the traditional trade theory, a nation should produce goods of relatively
lower cost and higher efficiency under their best knowledge and practices. Secondly, the concept of the
“‘home market effect” of the new trade theory states a tendency of countries to export products for which
they have relatively large domestic markets in order to achieve benefits from the economy of scale. The two
concepts aim at risk reduction for the highest return at the optimal level. Similarly, the Sufficiency Economy
stresses moderation and rational decision-making with proper immunity against internal and external
volatility (Nattapong et al. 1999).

The group participants recognized benefits from international trades to the country and agreed on the
importance and relevance of the Sufficiency Economy to production structure and international trade. At
least two past trade strategies were found to contradict the philosophy of the Sufficiency Economy and the
benefits that should follow. First, tariff protection of selected industries, and second, the promotion of capital
intensive, technologically dependent and large-scale industries with artificial comparative advantages, e.g.,
petrochemicals and steel, have distorted balance of the economy.

While opening to trade has benefited the country in its development and growth, negative effects of external
volatility need careful assessment and management. Fluctuating prices in the world market, particularly
those of primary goods, is one of the risks. The floating foreign exchange rate also poses risks in
production planning. Moreover, the foreign exchange rate does not move in accordance with the
comparative advantages of different countries and the trade markets but rather depends on factors in the
financial and capital markets. Rapid technological change affects comparative advantages and shortens the
product cycle. Intense trade competition, e.g., from e-commerce and the entrance of new trading countries
with labor-intensive products of lower cost, have a negative effect on Thailand. Rapidly changing trading
rules, e.g., consideration for the environment and human rights, forces the country into rapid adjustment. In
addition, biased national policies in favor of certain large industries have led to non-sufficient investment
and a shift of economic rent from small enterprises to large-scale industries.
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The group suggested the following as directions to immunize the country against risks from international
trade.

1. Diversification

The country needs diversity and refinement in both its production and market penetration. Industries should
develop according to their individual comparative advantages, while trade negotiations for open markets in
industrial countries are necessary. The country should encourage foreign direct investment as it is less
volatile than other types of foreign investment. Development of SMEs, e-commerce and supply chains is
encouraged.

2. Dynamism in Technological Capability

This aspect is very important due to the shortening of product cycles and the shift of comparative
advantages from labor-intensive products to knowledge-based products. The public sector needs to rapidly
and seriously promote strength in technological capabilities while developing linkages of technological
development between the public and the private sectors. The technological capability of private businesses
and industries needs to be promoted. In this regard, reverse engineering and creative imitation are viable
solutions. In addition, Thai industries need to develop linkages with foreign direct investors for technology
transfer. It is equally important to create a body of knowledge for technological capability of people at all
levels to enhance their flexibility to change.

3. Production Restructuring

The production structure needs to be restructured for more balance. The group discussed directions to
determine an appropriate production structure and stressed that development of all production sectors is
needed. Production sectors must systematically link, and there is a need for dynamism in utilization of
production factors appropriate at different times (See NESDB 1999b).

4. Measures for Fair and Even Distribution of Benefits

Intervening measures for fair and even distribution of benefits need to be set and implemented, e.g.,
creation of trade ethics, eradication of monopolies at all levels, termination of rent seeking resulting from
public policies, entrance of small enterprises to capital and financial markets, and the use of fiscal tools in
benefit distribution.

5. Trade Negotiation, Safety Nets and Concern for the Environment

GROUP Bringing the Sufficiency Economy into Practice: International Financial and Capital
7: Market Volatilities

Development of the financial and capital markets in the Sufficiency Economy perspective primarily lies in
the need to foster the country’s immunization against external volatility. The recent economic crisis clearly
shows that rapid expansion of the financial and capital markets has led to high volatility and high risks in the
economic system. The group agreed that there is a need to seek immunization mechanisms in line with the
philosophy of the Sufficiency Economy.

One important concept of the Sufficiency Economy is self-reliance. To develop immunization in the financial
and capital markets, therefore, basic consideration should be given to how the country could foster inner
strength to best co-exist with external volatility. In this regard, the group agreed on mobilization of domestic
savings at all levels. Clearly, the higher the level of domestic savings, the lower level of dependence on
external capital. No less important is the development of efficient and diversified capital markets with
sufficient instruments and sufficient understanding of the public toward the instruments. Domestic investors
should understand existing financial instruments in order to make wise choices, while borrowers should
have appropriate mechanisms to tap long-term domestic savings. At the same time, strong financial
institutions should be able to manage external volatility to the level that it is not harmful to the organizations
and the overall system. Strength of financial institutions can be instilled through promotion of good

http://www .tdri.or.th/library/quarterly/text/m00 2.htm 30/7/2552



Summary of Discussion: The 1999 Year-end Conference “Sufficiency Economy” Page 12 of 14

governance and ethics among financial executives. Strong financial institutions should distribute needed
credit to local communities and small investors with relevant potential, not only to strong investors and
existing winners.

Appropriate financial strategies and foreign exchange rate are important factors in the process of
immunizing the country against external volatility. Past policies, e.g., the liberalization of exchange controls
or external balance sheets while keeping the pegged exchange rate, have increased risks in the system
and contributed to the economic crisis (Pakorn and Yos 1999). New conditions of the financial market, the
floating of foreign exchange rate, have led to a need for a new effective financial policy. A flexible foreign
exchange rate and inflation targeting serve as a viable option in line with the perspective of the Sufficiency
Economy.

Inflation targeting specifies the forecast of inflation with the objective to balance the actual with targeted
inflation. It emphasizes economic growth with no inflationary pressure (Bank of Thailand, Monetary Policy
Group 1999). With a clear financial policy objective, inflation targeting should lead to transparency in
financial policy decision-making, which in the past was mostly done among a small number of policy
makers. In the past, the public also did not have information on the national financial policy, particularly its
rationale and principle. With a clear objective, accountability can be determined. Clarity, predictability,
transparency and accountability will lead to credibility of the country’s financial policy.

The framework of inflation targeting is consistent with the philosophy of the Sufficiency Economy in that it
induces moderation and rationality. With regards to moderation, inflation targeting will help prevent the
economy from overheating, thus reducing the chances of excessive speculation, over-spending, over-
investment, depletion of natural resources, and inefficiency and unsustainability of the business sector.
Inefficient production and management tend to induce unnecessary investment expansion, while inflation
targeting is a constraint against such expansion. Accordingly, the business sector needs to enhance
efficiency of resource utilization both in production and management. On the part of rationality, inflation
targeting is a system where objectives and directions for implementation are clear, transparent and open to
monitoring mechanisms.

Effective implementation of inflation targeting requires prudence and care, as stipulated in the philosophy of
the Sufficiency Economy with regards to the introduction of untested theories. Practiced in many countries,
yet a new approach in Thailand, inflation targeting needs proper discussion and clear understanding from
all parties involved. Coordinating policy directions of related government agencies are necessary.
Moreover, the monetary policy needs independence from fiscal policies. In addition, the country needs a
strong system of financial institutions.

The group agreed that appropriate immunization tools, such as mobilization of domestic savings and
inflation targeting, require time for actual implementation. In the short run, the country needs some
protection tools that can be used in emergency situations, such as capital control mechanisms. However, it
is extremely important that protection mechanisms are not used indiscriminately and do not replace
immunization strategies. In addition, due to the size of external volatility, domestic immunization may prove
insufficient. Regional cooperation should be taken into account in such areas as exchange of information
and warning indicators, cooperation in foreign exchange policy, and regional long-term capital mobilization.

The Road Ahead

The co-organizing institutions of the 1999 Year-end Conference view the event as an initial stage of fruitful
discussion for a coordinating framework of the understanding of the Sufficiency Economy. Brainstorming
forums with a similar objective are needed at all levels and in all social sectors in order to reach a concrete
understanding and application of the philosophy in all dimensions, catering as much as possible to diverse
contexts of different groups and sectors. The Sufficiency Economy serves as a core philosophy that
harmonizes development plans and strategies as well as conduct at all levels with the ultimate goal of
sustainable development. The NESDB will incorporate the Sufficiency Economy as the main thrust of the
Ninth Plan, and will organize forums on the philosophy in all provinces in preparation for the Plan. There is
clearly a need that all parties cooperate to create momentum of the understanding and application of the
Sufficiency Economy.

The Sufficiency Economy may be viewed as a means, an end, or a development process. But the
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fundamental approach to the Sufficiency Economy is the holistic adaptation of attitude, behavior, and way
of life at both the micro and macro levels. For concrete realization, application of the philosophy needs due
consideration, prudence, determination and patience. Indiscriminate, superficial and forceful application of

the philosophy without proper and adequate understanding or sincerity will only prove futile.”
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