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Chapter 4

GOVERNMENT EXPENDITURE BY DIFFERENT CATEGORIES

4.1	 Introduction

The attempt in Chapter 3 to analyse the determinants of total govern-

ment expenditure growth led, in general, to an impression that not much can

be said about them.	 It is disaggregated analysis that can provide useful

understanding because the growth of total government expenditure in Thailand

over time has been characterised by considerable shifts in its composition.

In connection with disaggregation, different schemes have been used

by different authors.	 For example, Musgrave (1969), utilizing the concept

of efficient resource allocation, classifies government expenditure into

capital formation, consumption, and transfer payments; Rostow (1971) uses

theoretical concept of State's functions as security (external), constitutional

order, growth (economic), and welfare; Deutsch (1980) classifies in similar

manner as Rostow, maintenance of order against external threats, maintenance

of order against domestic threats, pursuit of wealth (by economic development),

and provision of welfare; Bird (1970) classifies into administration and

protection, defence, social services, and capital formation; others, namely

Martin and Lewis (1956), and Pryor (1968), have used functional categories

- administration, health, education, etc.. There is no doubt that each

scheme can serve particular purposes and they are not clearly different from

each other.

It was not possible to use correctly any of the above schemes, except

the functional ones. This was due to the lack of complete information to

re-classify the available data. The functional approach was not preferred

due to its lengthiness which appeared likely to cause more serious problems.

These were especially prevalent in separating the causual factors because

some of them are neither of completely different character nor of completely

same character. The scheme used in this study is somewhat similar to those

of Bird, Deutch and Rostow. This scheme seems to contain the elements of all

classification schemes and does not go into too much detail. 	 In this chapter,

expenditures for general public services, for defence, for social services,

and for capital formation will be discussed in turn.

There are two components which have been excluded from the above

categories.	 Interest on public debt has been excluded from the definition

of social expenditure since it appears to be influenced by different factors.

Present public debt is a tax on the future and therefore its main determinant
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is the peoples' vote.	 If the experience of western countries like Germany,

Italy and Sweden is generalized to other countries, it may vanish in the

future. At present interest on public debt constitutes a small part of total

expenditure in Thailand. Another item that has not been considered here is

economic services. Traditionally in considering economic services, capital

and current expenditures are not usually separated. But in considering

capital formation, current expenditure in economic services cannot be added

with it.	 In the case of Thailand, the item economic services accounted for

only a very small part of total expenditure, that is, about 2 per cent on

average.	 Its share in GNP was about 0.4 per cent on average and has fallen

recently. Economic services itself constitutes many items which are expected

to be influenced by a variety of factors (Tait and Heller 1982).

4.2	 General Public Services Expenditure 

This category covers expenditures on general administration, financial

administration, external affairs, justice, police, public order, planning and

statistics. 18

There are two major explanations relevant to this section and both

lead to the expectation that the share of general public services in GNP will

rise with economic development. Wagner himself expected that increased

expenditures on this category would be required as a result of the increased

complexity of the economy accompanying economic development, as mentioned in

Chapter 2. That is, a more complex economy requires more government regu=

lations and hence costly government machinery. 	 It is not only that the

economic structure becomes more complex with economic development but also

that this complexity has two aspects. On the one hand, there is an increasing

number of economic entities (i.e. greater number of business units, greater

number of households, etc.). On the other hand it leads to an increasing size

of firms, scale of production, and concentration which in turn can be a major

cause of market failure that may justify greater government intervention.

Further, it is true that with economic development there is increasing

division of labour which in turn creates differentiation of status, income

and power. This coupled with the different socio-economic conditions, values,

needs and interests results in the differentiation of preferences and tastes

and hence demand for goods and services (Lehner and Widmaier 1983).

The above argument implicitly assumes that the demand for and supply

of government services are related to the complexity of socio-economic

problems. As such the expenditure share of this category in GNP is expected

to rise with economic development. This, however, appears to require one
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more assumption, that is, there are no significant economies of scale in

the operation of government services.

Another type of explanation that is relevant for the rising share of

general public services in GNP is the assumed productivity lag in government

sector, as mentioned in Chapter 2. This is largely being the consequence

of the labour intensive government sector. Given this characteristic, one

would expect that the proportion of employment in the government sector

would rise with economic development if government services were a function

of output. The productivity lag hypothesis is not only meant for this

category of expenditure but also for government sector as a whole. However,

the item general public services seems more relevant to the productivity

lag case mainly because almost all of the functions of government covered by

this category are labour intensive in character. 	 For this reason it is

preferred to discuss the hypothesis here in greater detail.

Productivity lag is not only the outcome of labour intensive technology

as revealed by productivity lag hypothesis. Factors like efficiency, incentive

and motive of a producer/supplier do affect the productivity. Considering

the supply characteristics of government sector and the behaviour of

bureaucrats, productivity lag in government sector seems feasible.

When the supply side of public and private sector are compared there

appear at least three characteristic differences between these two institutions

(Buchanan and Flowers 1975, 152).	 First, there is the lack of competition

among government bureaus in supplying the same service. The lack of com-

petition reduces the incentive for providing services efficiently. A govern-

ment bureau usually has an exclusive responsibility for providing a particular

service, unlike the case for many firms in the market. Second, government

services are produced with lump sum budget appropriations and in many cases

are not sold for a price: private firms offer units of output at a price.

Decision makers in the government are committed, through their election

promises, to provide services and in doing so they do not have to risk their

own weâlth. Therefore it is easier for government bureaus than their counter-

parts in the market to obtain the requested amount of budget funds without

having to provide the exact costs of services produced. Third, the structure

of government bureaus prevents them being operated for profit. Unlike the

private firms in the market bureaucrats do not have the goal of profit

maximization and the associated incentive to minimize costs. This is basically

caused by two elements. Firstly, governments are often forced to engage in

socially desirable activities which cannot be operated at a profit and
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therefore such activities would be carried out by public enterprises.

That is, the nature of many of the activities in which government is involved

implies low or no profitability and possibly low productivity. Secondly,

private enterpreneurs can capture any excess of revenue over cost as income.

In contrast, if a government bureau saves from the allocated budget, the

residual could not be used to reward the bureaucrats. Such characteristics

of government supply tend to push up the cost of producing services,

making government an inefficient producer resulting in a slower productivity

growth. Let us, now, turn to ask how the bureaucracy affects the supply of

government services.

Bureaucracy is a social institution established to supply public goods

and services.	 It was mentioned above that bureaucrats do not maximise profit.

Then what do they maximize? Presumably they maximize utility. In some sense

variables such as salary, power, reputation, leisure, status, output of the

bureau etc. may enter into the bureaucrats' utility function (Niskanen 1971;

Migue and Belanger 1974).

Niskanen (1971), in his model of bureaucracy, asserts that bureaucrats

maximize their utility by producing that level of output which yields the

highest possible budget. The basic reason provided, as mentioned above, is

that bureaucrats are deprived of property rights to fiscal residuum of the

bureau. Hence the only indirect way by which bureaucrats can claim fiscal

residuum is through budget expansion. 	 In doing so bureau will produce a

larger output than is socially optimal. 	 Given normal elasticity conditions,

such output, however, will be produced at minimum costs. Another feature of

Niskanen's model is that bureaus possess monopoly power to the degree of

perfect price discrimination which is afforded by the fact that the fiscal

purchaser is constrained to buy the output of monopoly bureau in one large

package.

On the other hand Williamson (1964) finds similarity between bureaucrats

and managers of neo-classical firms. As such, bureaucrats are not constrained

to deliver the difference between revenue and costs to the owner (tax payers)

because ownership and managements are in the hands of different persons.

After distributing the residual in the form of a minimum return to the owner,

bureaucrats appropriate part of the residual by producing output above minimum

cost. Building staff numbers has been considered the main source of cost

increases.

Bureaucrats show a strong preference for staff build up (Parkinson

1957; Williamson 1964). The larger the size of staff the more likely that
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further steps in the organisational hierarchy will be created (Parkinson 1958;
Marris 1964, 99-103). Accepting the general rule that higher level staff need
to be paid a larger salary than lower level staff, overstaffing will then lead

to a larger pay roll. Bureaucrats also consider the larger size of staff to

guarantee their survival, at least politically. So efforts to expand the

bureau will persist and the larger staff sizes will lead to greater govern-

ment spending.

By combining the elements of Niskanen and Williamson models, Migue and

Belanger (1974) provide a utility maximizing model of bureaus. Bureaucrats
in the Migue-Belanger model choose an output-residual combination.

Bureaucrats choose that level of output where maximum fiscal residuum is

generated. As a monopolist, a bureau can generate maximum fiscal residuum

and at the same time satisfy the demand for its services. 	 If there is an

increased demand for bureau's services it would respond by expanding budget

(output) but with a comparatively large increase in unit costs.

The above-mentioned behaviour of bureaucrats and the supply character-

istics of government sector, combined with the notion of productivity lag

19
1

hypothesis,	 may extend government sector's activities beyond the point

where marginal cost exceeds marginal benefit.

However, there are two distinctions between the productivity lag

hypothesis and the behaviour of bureaucrats together with the characteristics

of government supply. Although the supply characteristics and bureaucratic

behaviour of government add to the causes of productivity lag they, firstly,

are not related with economic development. Whatever the level of economic

development, bureaucrats always try to maximize their utility. Secondly,

they refer only to the absolute level of government expenditure. But the

utility maximizing process appears to cause a steady upward movement in govern-

ment expenditure.

In the case of steady upward movement in government expenditure, an

approach elaborated especially by Aron Wilda ysky (1984) may be relevant.
This approach focuses- on the budgetary process and is different from other

explanations in the sense that it explains primarily the increase in

appropriation for existing programmes. It may be relevant in the sense that

the increase in expenditure must come, regardless of the motivation for

seeking an expenditure increase, through budgetary process. According to

this approach the main determining factor of the size and content of this

year's budget is last years budget. This year's budget is prepared on the

basis of previous decisions. Many items incorporated in the budget are
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standard and are simply re-enacted every year unless there is special case

to change them. Long-range commitments have been made and there are mandatory

programmes where expenses must be met. Programmes which have been

"satisfactory" are not challenged (Braybrooke and Lindbhom 1963; Wildaysky

1984). Although this explanation is related only to absolute levels of

government expenditure, it may be possible to make an indirect inference of

the growth of relative size along the same lines.

Considering the behaviour of bureaucrats, it may be more useful to

expect that the larger the share of government in GNP, in general, the larger

the general expense of running government. If other factors do not play

any significant role then the share of government expenditure in GNP may

depend on the bargaining power of all bureaucrats in an attempt to maximize

their utility. Therefore, the share of a particular expenditure category in

GNP may depend on how successful the bureaucrats are in raising the share of

total expenditure in GNP. This expectation may be better than the incre-

mentalist hypothesis in the situation where the size of this year's expen-

diture is not determined by last year's expenditure but by the success of

this year's bargain by bureaucrats. Now we will turn to see how the share

of general public services in GNP behaved over time.

The share of government expenditure on general public services in GNP

in Thailand shows a rather unusual growth pattern (Figure 4.1).	 First its

share in GNP rose from 2.68 per cent in 1960 to 3.55 per cent in 1965.

Thereafter it showed a downward trend and reached 2.62 per cent, the minimum

of the period under consideration, in 1974. Since 1975, it again took an

upward trend and reached 3.12 per cent of GNP in 1979 (Table 4.1). 20 This

growth pattern of the share of general public services expenditure indicates

a poor relation with the level of economic develo pment since per capita GNP

was increasing continuously. As a percentage of total government expenditure

it was falling more or less continuously.

The major reason for the falling trend during 1966-1974 is due to,

perhaps, the lag in salary adjustment of government employees. 	 Ingram (1971,

302-305) found that civil services salaries did not keep pace with the

increase in cost of living and his observation was that the large number of

government employees supplemented their income by "tea-money", i.e. system-

payment of small bribes by ordinary citizens to expedite transactions with

government officers. He further observed that many government offices were

greatly overstaffed and argued that the marginal productivity of labour is

close to zero - if indeed not negative. Therefore a substantial part of the
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Table 4.1

Ratios of Various Expenditures in GNP, at 1975 Prices

I General	 I	 I	 I	 I

I	 Public	 I	 I	 Social	 I	 I	 I

Year I Services I Defence I Services I Capital	 I	 Other	 I	 Total

1960 0.0268 0.0335 0.0332 0.0186 0.0098
1961 0.0280 0.0338 0.0319 0.0168 0.0086
1962 0.0297 0.0330 0.0349 0.0250 0.0097
1963 0.0314 0.0316 0.0311 0.0260 0.0104
1964 0.0320 0.0321 0.0319 0.0311 0.0110
1965 0.0355 0.0332 0.0311 0.0396 0.0117
1966 0.0344 0.0323 0.0298 0.0394 0.0114
1967 0.0305 0.0330 0.0289 0.0442 0.0126
1968 0.0326 0.0376 0.0300 0.0514 0.0135
1969 0.0318 0.0392 0.0299 0.0516 0.0147
1970 0.0313 0.0428 0.0323 0.0618 0.0152
1971 0.0316 0.0428 0.0317 0.0566 0.0180
1972 0.0297 0.0408 0.0355 0.0563 0.0193
1973 0.0284 0.0420 0.0328 0.0378 0.0179
1974 0.0262 0.0378 0.0338 0.0256 0.0166
1975 0.0281 0.0368 0.0367 0.0406 0.0192
1976 0.0278 0.0420 0.0389 0.0372 0.0185
1977 0.0288 0.0481 0.0389 0.0544 0.0149
1978 0.0284 0.0523 0.0406 0.0520 0.0155
1979 0.0312 0.0578 0.0454 0.0466 0.0174

0.1218
0.1192
0.1323
0.1306
0.1381
0.1511
0.1473
0.1493
0.1652
0.1673
0.1834
0.1806
0.1816
0.1588
0.1400
0.1615
0.1644
0.1852
0.1887
0.1984

Sources : Calculated using Tables 3.3 and 3.5. See Chapter-4 for classification.

Remark : Rows may not exactly add to total due to rounding errors.
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government payroll could be treated as a transfer payment. One may question

why then people are staying in government jobs when wages are lower than in

the private sector.	 It is that the civil service is considered as a high

status occupation in Thailand (Ingram 1971, 302).

Some authors have a different explanation for the falling share of

administrative expenditure in GNP. For example, Pryor (1968, 235-236) argued

the falling share is a consequence of the economies of scale within the

administrative structure. The case of Thailand does not appear to support

the realization of the economies of scale since the contribution by public

administration and defence combined in GDP did fall in more or less continuous

fashion (Table 4.2) while the employment in government sector as a proportion

of both total employment and population did increase over time (Table 4.3).

The percentage of population and total working force employed in government

sector increased from 1.68 and 3.71 in 1971 to 2.41 and 5.22 in 1979. This

implies a falling per capita output in government sector. Although we cannot

rely very much on such production data, it does not indicate any rise in the

productivity of government sector. Bird (1970, 159) argued that the falling

share of administration and protection was caused by the inadequacy of

accounting system. That is, a good deal of government work is done by people

as the task of filling various tax forms and replying to other government

department's enquiries which are not counted as government's work. This is

true for every nation, although the degree may differ between nations. Since

the latter is spread throughout the period, its inclusion would have probably

resulted in an upward shift in the ratio of expenditure on general public

services to GNP, but it is hard to argue that such inclusion would have

removed the falling trend over the period in question. To remove the falling

trend the amount of such works done by people requires to be large enough

and income elastic (i.e. relative amount of work rising with economic

development). In a country like Thailand, where the tax system has not yet

penetrated the larger section of the population and other activities of

government like social welfare system are not yet extensive, it seems reason-

able to argue that such inclusion would not have corrected the growth pattern

of expenditure on general public services.

A comparison of per capita government civilian payroll presented in

Table 4.4 with per capita national income calculated using Tables 3.4 and

3.5, both at current prices, shows evidence of the lag in wages adjustment

in government sector. Per capita national income increased by 247 per cent

between 1967 and 1979 whereas per capita government civilian payroll increased



Table 4.2

Gross Domestic Product by Public Administration
and Defence

Figures in Million Bhat

Year GDP

Contribution
Administration

Amount

by Public
and Defence

Per Cent of
GDP

1960 56069 2586 4.61
1961 59030 2720 4.61
1962 63420 2850 4.49
1963 69125 3121 4.52
1964 73700 3210 4.35
1965 79487 3458 4.35
1966 89190 3550 3.98
1967 96136 3869 4.02
1968 104286 4409 4.23
1969 112548 4767 4.23
1970 150092 6476 4.36
1971 157088 6993 4.45
1972 164626 7178 4.36
1973 180146 7692 4.27
1974 189950 7866 4.14
1975 203514 8359 4.11
1976 221225 8893 4.02
1977 237173 9555 4.03
1978 261097 10166 3.89
1979 276907 11594 4.10

Source : Yearbook of National Account Statistics,
1970, 1976 and 1980, United Nations.

Remark : Figures from 1970 onwards in 1972 prices
and before 1970 in 1962 prices.



Table 4.3

Pattern of Employment in Thailand

Figures in Million

Year

1

Total

1

Agriculture

2
Government

Service

1971 16.62 13.16 0.62
1972 16.13 11.64 0.70
1973 17.04 12.27 0.74
1974 17.16 11.23 0.99
1975 18.18 13.27 0.87
1976 18.41 13.95 0.83
1977 20.31 14.92 0.94
1978 21.74 16.02 1.02
1979 21.23 15.02 1.11

Per cent of Total
Employment 

3)
Per cent of
Population
Employed in
Government

Service
1 Government

Agriculture	 Service 

79.17 3.71 1.68
72.18 4.35 1.82
72.00 4.35 1.85
65.42 5.76 2.40
72.98 4.79 2.05
75.76 4.50 1.92
73.48 4.63 2.12
73.69 4.69 2.26
70.74 5.22 2.41

Sources : 1) Yearbook of Labour Statistics, 1981 and 1982 International Labour Office.

2) Statistical Bulletin(various issues), Office of the Prime Minister, Thailand.

3) Calculated using Table 3.4.
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Table 4.4

Government Civilian Payroll and Employment
in Thailand

Figures in Million

Year 1	 Payroll 1 Employment 1 Per Capita

1967 2301 0.189 12175
1968 2796 0.210 13314
1969 3060 0.225 13600
1970 3810 0.235 16213
1971 4119 0.253 16281
1972 3449 0.243 14193
1973 4384 0.290 15117
1974 5849 0.305 19177
1975 6437 0.320 20116
1976 7256 0.348 20851
1977 7572 0.342 22140
1978 11858 0.440 26950
1979 9918 0.332 29873

Source : Statistical Yearbook, 1974-75 and 1976-80,
National Statistical Office, Office of
the Prime Minister, Thailand.
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by only 145 per cent in the same period. The same was true when per capita

civilian payroll was compared with per capita GDP or GNP.

4.2.1	 Statistical Results 

The correlation coefficient between the share of general public

services expenditure of government in GNP and per capita GNP turned out to

be -0.299. This obviously does not support the expectation of Wagner's law

or of the productivity lag hypothesis. When the ratio of general public

services expenditure of government to GNP was regressed separately on per

capita GNP, lagged dependent variable and on the ratio of total government

expenditure to GNP, the only variable that was significant was the ratio of

total government expenditure to GNP. After a number of experiments, statist-

ically better estimated regression equation obtained was the following with

t-ratios in parentheses.

log (GPS/y) = 0.827 log Ct- 0.381 log YP: - 0.022 log (GPS/y);_i
(0.798)	 (-3.908)	 (-1.850)

+ 0.592 log (G/y);

(4.410)

-
R
2
 = 0.750;	 h = 1.89

21
;	

2
a = 0.0015

(4.1)

where GPS/ = the ratio of general public services expenditure
of government to GNP, at constant prices

C. = constant

YP = per capita GNP, at constant prices

G/y = the ratio of total government expenditure to GNP,
at constant prices and subscript t denotes time.

The statistical test of the relevance of the regressors as a set

showed that the estimated equation is significant at 5 per cent level of

significance .22 All the t-values are significant
21
 and there is no auto-

correlation (after correcting the first order) at 5 per cent level of sig-

nificance. The value of the coefficient of determination (R 2 ) is 0.75 which

is satisfactory.

The above estimate shows that the share of general public services

expenditure of government in GNP is negatively and significantly related with

the level of per capita GNP. Now the situation is that we can reject, on the
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basis of equation (4.1), the hypothesis based on Wagner's law that the

share of general public services expenditure of government in GNP rises

with the rise in per capita GNP. This is despite the fact that the prop-

ortion of employment in the government sector did rise as expected, with

economic development that has taken place in Thailand over time.

The reason for the unexpected relationship may be due to the

situation of lag in the adjustment of wages of government sector which

does not satisfy the main assumption of the productivity lag hypothesis.

The assumption is that wages in both public and private sectors will grow

at the same rate. Now, if the government services were a function of per

capita GNP then we have two reasons to lean towards the productivity lag

hypothesis despite the unexpected statistical result. Firstly, there is

the indication that per capita output of government sector did fall while

the proportion of employment in the government sector was rising (Tables

4.2 and 4.3). Secondly, the wage rate of the government sector did not

increase as fast as the wage rate of the private sector (as mentioned

earlier). The latter may have been significant in slowing down the

growth in general public services expenditure of the Thai government.

Therefore, we can argue that the share of general public services expend-

iture of government in GNP may not have fallen had the adjustment in wages

of both public and private sectors been made at the same rate, as product-

ivity changed.

The coefficient of (GPS/y) t _ i is negative and thus it does not

support the incrementalist hypothesis that this year's expenditure largely

depends on the last year's expenditure. The coefficient of (G/y) is

significant with the expected sign, which simply indicates that the larger

the G, the larger GPS would be since the denomination of both G and GPS

is the same in the above estimated equation (4.1). 	 In other words, what

it says is that the size of a particular expenditure this year is determined

by the success of this year's bargaining by bureaucrats in raising the share

of total expenditure in GNP.

4.3	 Defence Expenditure 

This category includes all defence expenditures except those for

military pensions.

Defence is a good example of a pure public good as no one is

excluded from foreign invasion and the cost of protecting an additional

person is zero. Certainly, there are cases in which defence expenditures

bear virtually no element of public goods, for example, the building of

bomb shelters (Pryor 1968, 88). Similarly, the location of defence bases

and the composition of defence purchases affect different people as well
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as different sectors of the economy, differently (Bolton 1966 quoted in

Bird 1970, 146). Sometimes the whole purpose of defence build up may divert

from the property of a public good as it appears in the case of Thailand,

though this may not always be so. One of the causes of the sharp growth

of defence expenditure seems to be the threat of "expansionist communism"

(Kurian 1982, 1735-1736). This certainly does not protect the Thai citizens

who are proponents of communism. It may be, perhaps, fair to say that the

theory of public good is not followed fully in practice.

Long ago Adam Smith (1976, 707) noted:

The first duty of the sovereign ..., that of

defending the society from the violence and

injustice of other independent societies,

grows gradually more and more expensive, as

the society advances in civilisation. The

military force of the society, which originally

costs the sovereign no expense either in time

of peace or in time of war, must, in the progress

of improvement, first be maintained by him in

the time of war, and afterwards even in time

of peace.

If the advancement in human civilization and in economic development

move together then it is clear from the above quotation that the cost of

defence rises as the economy grows. Robinson (1960, 237) argues strongly

about the existence of the relationship between per capita income and defence

expenditure by saying:

If one turns from a priori arguements to examine

the actual expenditures on defence, it is at once

clear that the richer nations, quite irrespective

of size (geographic) spend very substantially more

than the poorer nations.

In fact, Robinson (1960, 238) found that the differences in per

capita income dominate all other factors and explain the widely varying

levels of defence expenditure. Somewhat contrarily to Robinson's findings

Russet et al. (1964, 289 quoted in Bird 1970, 149) reached the conclusion

that military expenditure should not be related to any single factor, size

or economic development, political orientation, political stability or

violence.

Adam Smith, in addition to his above-mentioned observation, stressed

the importance of changing military technology for the rising cost of defence

as:

The great change introduced into the art of war

by the invention of fire-arms, has enhanced still
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further both the expense of exercising and

disciplining any particular number of soldiers

in time of peace, and that of employing them

in time of war. Both their arms and ammunition

are getting more expensive.

(Smith 1976, 707-708)

Smith's perception of the rising cost of defence expenditure,

due to changing military technology, appears, in general, true even for

modern times. The recent advancement in military technology has favoured

the offensive side rather than the defensive side (Pryor 1968, 90; Bird

1970, 149). That is, a nation with sophisticated arms and ammunition can

extensively damage another nation but cannot save itself to the same extent

if there is such an attack from another nation. This means that the "damage

limitation ability" for a given amount of resources is declining and a rising

proportion of GNP would be required to maintain the same level of security.

In recent times most nations of the world have become militarily more powerful.

That is, they can damage more of another nation than they could in the past.

It follows that the national security of all nations has declined.	 In such

a situation if they desire to maintain a certail level of security then they

surely have to increase their defence outlay. Unfortunately it is not possible

here to analyse this aspect due to the complexity associated in obtaining

accurate or close to accurate information about the changes in military

technology in Thailand.

Now we turn to the case of productivity lag. Let us first

assume in similar line with Robinson (1960) that the level of external

security required by a nation depends on the level of its per capita income.

This is not a very unrealistic assumption because the fear of invasion for

a poor nation is much less than for a rich nation. Further assume that a

soldier of the present day produces, in absolute terms, the same output of

external security as a soldier of the past. Now if the above assumptions

are true then to maintain a certain level of security at a given level of

income, a nation would require relatively more expenditure on defence items

as the economy grows. The argument along this line does not necessarily

stand in the light of the recent improvement in military technology which

might have offset the assumed productivity lag. We turn, now, to see the

growth pattern of defence expenditure in Thailand.

In absolute terms, defence expenditure in Thailand grew in a

highly erratic pattern (Figure 3.7). 	 It is not known how much has been

contributed to this pattern by expenditures on police and justice as the

data on defence expenditure includes both of them (Table 3.1). Considering

the problem of internal security that Thailand has had during the period
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of this study, (Kurian 1982, 1735) expenditures on the item police would have

been large. Despite this possibility, there are sufficient reasons (to be

mentioned later) to believe that the exclusion of items police and justice

may not have altered the pattern of growth of defence expenditure in a signif-

icant manner, although it would have changed the volume.

In the period of 20 years (1960-1979) defence expenditure as a share of

GNP rose from a minimum of 3.2 per cent in 1964 to a maximum of 5.8 per cent

in 1979 (Table 4.1). As figure 4.1 shows, in the first five-year period it

remained more or less constant share of GNP. Thereafter, its share in GNP

started to rise with a noticeable fall in 1974 and 1975. After 1976 its

share rose sharply. As a percentage of total government expenditure the

general impression is that, first it fell for sometime and then started to

rise (Figure 4.2).

Generally, it appears that there is an empirical relationship between the

share of defence expenditure of government in GNP and per capita GNP.

One of the causes of the recent sharp rise in defence expenditure in

Thailand seems to be the dissolution of the South East Asian Treaty Organiz-

ation (SEATO) in 1977. Thailand and the United States (U.S.) were among the

signatories of the 1954 SEATO treaty.	 It was mentioned in Article IV(1) of

the treaty that in the event of an armed attack in the treaty area each member

would "act to meet the common danger in accordance with its constitutional

process" (U.S. Department of State 1983, 1102). The dissolution of SEATO

might have raised the defence burden of Thailand. The intention of the

dissolution of SEATO may be the main reason behind the closure of the U.S.

military base in Thailand in the year 1976. The U.S. military base was

primarily established to defend Thailand against external attack. For Thailand,

the matter of national security appears as equally important as it was in the

period of military alliance, as will be described later. Therefore, the closure

of the U.S. military base seems to have caused an increase in Thai defence

expenditure recently. Using Figure 4.3 it is possible to show that the diss-

olution of such alliance raises the claim of item defence in total resources.

For this purpose we divide all goods and services produced in the economy into

two categories - military goods and services that represent a certain level of

military security, and other goods and services.

In Figure 4.3 the quantity of military goods and services (x) is measured

along the horizontal axis, and the quantity of other goods and services (y) is

measured along the vertical axis. The curve TT and TT
1
 are the hypothetical

0
transformation curves depicting the various combinations of military goods and

services, and other goods and services that can be produced under military
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Figure 4.3
Possible Effect of the Dissolution of Military Alliance 

0
	

So
	

X1 Xo
	 To P1	 Bo	 X

Military Security

and non-military alliance, respectively.	 Similarly, lines BB 0 and B113 1 are

gross national expenditures under military and non-military alliance, respect-

ively. A nation which enters into military alliance receives a certain amount

of security (which is equivalent to a certain amount of military goods and

services), though not in money terms, from other member nations. Therefore,

it is assumed here that the equivalent amount which would have been required

to produce the level of security received if the country in question had to

produce by itself, is considered as an increase in resources. Further, this

increase is assumed to contribute nothing towards the larger production cap-

ability of other goods and services than it is permitted by its own total

resources. However, the possibility of substitution is not ruled out.

Now assume that the country in question is in equilibrium at point A

(Figure 4.3) where BB 0 has the common tangency with TT 0 and the community

preference curve 1 0 . At point A 0Y0 of Y and OX0 of X of which 0S 0 is

received from other member nations and S X is produced by itself, is
0 0
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produced.	 If the alliance is dissolved and the community's taste pattern

remains unchanged as represented by	 the new equilibrium will be at

point B. At point B it will only be possible to produce OY / of Y and

OX 1 of X. At point B the output of Y has fallen from 0Y 0 to OY / . Resources

of the economy released by the fall in the output of Y must have been used

in producing larger output of X. Given that a certain amount of total dis-

posable resources is available in the economy a fall in Y must lead to a

rise in X. Therefore, the ratio of X to total output of the economy will

rise.

The above analysis is consistent with the argument of Pryor (1968, 94)

who writes that in a military alliance there is the tendency to enjoy the

defence benefit provided by other nations and to cut down on one's own

defence expenditure. The point we should bear in our mind here is that

the situation in our case is reverse to that of Pryor. Similarly, but from

a different angle, the above analysis is also supported by the hypothesis

and empirical confirmation of Olson and Zeckhauser (1966, 275). According

to them the degree to which a member fulfils or over-subscribes its quota

would be positively correlated with its size (GNP). Now if a small nation,

in our case it is Thailand compared to the U.S., tends to cut down its

defence after entering into alliance then it has to increase its defence

expenditure after the dissolution of the alliance.

As the available reports suggest, preservation of the nation's independ-

ence continued to be the major government policy of the Thai Government (U.S.

Department of State, 1983, 1101). As Kurian (1982, 1735) mentions, in 1965

communist infiltration and subversion came openly with insurgent armed attacks

and the assassination of village leaders in north-east Thailand. Again, in

1967 insurgency broke out in the north where communist agents had recruited

Meo Hill Tribesmen. The insurgency was directed by pro-Peking communist party

with the help of China. Since the fall of Laos and Cambodia to communist

forces in 1975 insurgents escalated their activities in border areas forcing

the Thai Government to conduct a full scale military operation. Until recently

border clashes continued between Thailand and Cambodia. In these circumstances

the dissolution of SEATO and the closure of the U.S. military base in Thailand

definitely have put upward pressure on the Thai Government's defence expenditure.

Following the above argument another phenomenon of the increase in defence

expenditure emerges. That is, the interdependency of military expenditures
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between enemy nations. Thailand shares its considerably long international

border with two enemy nations: 803km with Cambodia and 1754km with Laos

(Kurian, 1982, 1731).	 Pryor (1968, 110-111) argues that military expenditures

of enemy nations would be related to each other directly. It is possible

because enemies tend to react to some common factors such as a change in the

state of tension between enemies or changes in the state of military technol-

ogy or changes in the military budget of the enemy. Unfortunately, data on

defence expenditure for Laos and Cambodia are not available to explore this

relationship.

One of the geographic approaches related to the location of a country

to explain the growth of defence expenditure seems to have a bearing with

respect to Thailand. Two countries, A and B, which are similar in all

respects except their location, might be expected to have quite different

defence budgets at the same level of income if A is distant from any aggressor

or international conflicts and B is in the middle of the trouble zone (Bird

1970, 148). Thailand, in fact, was in the middle of the Vietnam and Cambodian

war. Again, empirical information to explore this proposition is not available.

A slight fall in defence expenditure in the middle of the 1970's appears

to have had a direct effect on the changes in foreign policy during the

regime of the democratically elected government. The elected government

attempted to improve relations with Hanoi and Peking. 	 In fact, solid progress

was made in negotiations with Peking. That resulted in the resumption of

diplomatic relations between the two countries. But the military government,

which again took office towards the end of 1976 reversed most of the policies

of the democratically governed period. As a consequence relations with Laos

and Cambodia deteriorated. As this would suggest, the expectation is that

the normalization of relations with rival nations leads to slowing down the

speed of arms build up.

4.3.1	 Statistical Results 

The following is the estimated regression equation with t-statistics

in parentheses.

log (D/y)* t = -7.477 log CI 0.486 log Ypt* + 0.151 ln D1
t

(-7.513)	 (4.204)	 (2.519)

^
R

2	 2
= 0.90; d = 1.55; a = 0.0033

(13.2)
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where,

D/y = the ratio of defence expenditure of government

to GNP, at constant prices,

	

Y	 = per capita GNP, at constant prices,

. { 1 period of non-military alliance

	

1	 0 otherwise.

The variables D/y and Y , and D/y and D I are positively related, in

fact, the partial correlation coefficients between them are 0.71 and 0.52,

respectively. The above estimate shows that the share of defence expenditure

of government to GNP is significantly and positively related to per capita

income. The estimated ratio income elasticity is 0.486 which implies that

the elasticity of per capita defence expenditure with respect to per capita

GNP is 1.486. The estimated ratio of income elasticity is significant at

the five per cent level of significance. The coefficient of determination

(R2 ) is 0.90 which is quite high implying that 90 per cent variation on the

share of government's defence expenditure in GNP is explained by regressors.

The Durbin-Watson Statistic of 1.55 assures that the problem of auto-correl-

ation is not present (after correcting the first order).

The estimate of equation (4.2) supports the expectation by Robinson

(1960) that the level of defence expenditure is positively related to the

level of per capita income. Since defence is the protective service of a

nation we can say that Wagner's expectation is also supported by the estimate

of equation (4.2). Similarly, Smith's (1976) expectation, that defending

society from violence and injustice gradually grows more and more expensive,

is also supported by the assumption that advancement in human civilization

and in economic development move together. The productivity lag hypothesis -

to maintain a certain level of security at a given level of income, a nation

would require relatively more expenditure on defence items as the economy grows

- is also supported. All the above expectations do relate to the same variable,

income, in explaining the rising share of government defence expenditure in

GNP. The difference in some of the above expectations lies in the matter of

causes.

The coefficient of D
1
 is positive, as expected, and significant at the

five per cent level of significance. This supports the expectation we made

in the preceding section that the level of the share of government defence

expenditure in GNP rises if military alliance is dissolved. This may not be

the case for other member nations of the alliance that are bigger in size (GNP)

and are far away from potential military attack.

D
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4.4	 Social Expenditure 

This category of expenditure includes expenditures on education, health,

social security and welfare, and transfer payments. In recent years social

expenditure has been the second fastest growing item of the Thai Government's

expenditure. In fact, many authors have noted that social expenditure is the

fastest growing item in many countries (see Bird (1970); Lotz (1970); Musgrave
(1969); Pryor (1968) and Thorn (1967). Much has been written about each of
the three types of expenditures mentioned above and the explanations that have

been provided have been many and varied. But very few studies appeared covering

social expenditure as a class. This section will consider those factors which

seem important and are likely to influence government social expenditure in

general.

Wagner considered, as mentioned in Chapter 2, that social expenditure

constituted superior goods and thus he expected its share in GNP to rise with

the level of economic development. In a developing country where these services

have to be directly and extensively financed by the general public it is quite

reasonable to agree with Wagner. One can easily expect that as people become

richer they certainly tend to obtain better education, health and provision of

welfare services.

Urbanization, which is considered as a correlate of economic development,

has been also regarded as one of the major factors explaining the increasing

share of social expenditure of government in GNP. According to Pye:

It is a universally observed circumstance in all

nations of the world that urban populations benefit

from larger sums of social expenditure per capita

than rural population. Therefore, the observed

rising proportion of urban population to total

population accompanying development, all other

things being equal, alone is sufficient to raise

the relative level of public expenditure.

(Pye 1960, cited in Thorn 1967, 191).

A movement from rural to urban areas means a shift in the population proportion

from a low standard of public services to a high standard (Hicks 1961, 233).

In this respect, empirical studies found that the provision of different

types of social services in Thailand, uneven as they were, there was a definite

bias towards the urban area as opposed to the rural area (World Bank 1979, 46;

United Nations 1982). For this type of tendency Lipton (1977) opines that the

rural sector may contain most of the people, the poverty and low cost sources

of potential improvement in output and welfare; but the urban sector contains

most of the articulateness, organization and power. As a result resource
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allocations reflect urban priorities rather than equity and efficiency.

In addition to a movement from low to high standard of public services,

increased urbanization may in many cases mean the end of the traditional system

of family support which has to be replaced by the government's welfare system

(Lotz 1970, 132). The latter means the lessened possibility for redistribution

within families and the increased scope for redistribution between families.

This is primarily because of the increased consumption unit as a household on

the one hand and an increase in the units of production on the other hand, both

being the results of urbanization.

The proportionate increase in urban population is also accompanied by an

increase in the relative political importance of urban industrial workers in

the population (Thorn 1967, 191). Since the political stength of urban workers

is greater they can influence the growth of government social expenditure

favouring them. The increased importance in all present day nations of the

mass of the people as a political force has been a factor influencing to some

extent the expansion of various social programmes. Thus, Pryor (1968, 173)

found that the degree of unionization, that is a reflection of the degree of

political mobilization of the working class, was the only factor that was

significantly related to the establishment of various social welfare systems.

Importantly, this process is largely independent of the prevailing form of a

government. Even dictators require the support of large, organized groups in

society. The urban population receives a voice, if not a vote, and thus a

tendency for social benefits for urban groups to grow continues (Thorn 1967,

192).

The question which invites attention is why the rural population does

not influence the government as the urban population does. The answer according

to Thorn (1967, 191) is that the rural population is never so successful as to

close the above mentioned gap in public social benefits basically for their

physical dispersion over the land which remains a permanent deterrent to their

effective organization.

Therefore, it is expected that the share of social expenditure of the

government in GNP is positively related to the degree of urbanization or its

correlates - per capita GNP, industrialization, etc.

Let us now turn to the relation between per capita income and urbanization.

Researchers have found a high correlation between the level of per capita income

and the level of urbanization and thus have inferred that increasing urbanization

is the cause and consequence of economic development. This may be true in some
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cases but not in others. This is because the degree of urbanization can become

greater at the same or constant level of economic development or per capita

income.	 If this happens to be the case and also if there exists a relationship,

as argued by Pye (1960), between the ratio of government social services expend-

iture to GNP and urbanization then the rising proportion of urban population to

total population at a given level of per capita income would lead to an increase

in the ratio of government social services expenditure to GNP. Therefore,

there may exist a partial relationship between the ratio of government social

services expenditure to GNP and per capita GNP, and between the same ratio

and the degree of urbanization.

The evidence for Thailand tends to support this expectation as the

percentage of urban population in total population increased from 12.42 per

cent in 1960 to 16.48 per cent in 1979 (Table 4.5). Also, the work force of

Thailand has shifted away from agricultural sector to the non-agricultural

sector. As Table 4.3 shows, employment in the agricultural sector fell from

79.17 per cent of total employment in 1971 to 70.74 per cent in 1979. With

regard to the degree of industrialization the contribution by the manufacturing

sector to GNP increased from 12.27 per cent in 1960 to 20.08 per cent of GNP

in 1979 and that of the agricultural sector fell from 38.96 per cent to 26.91

per cent of GNP in the same period (Table 4.6).

Egalitarianism is the major factor leading to the provision of many social

goods and services. Government expenditure on social goods and services is

designed primarily to achieve its distribution objectives. These objectives

may take the following three distinct forms in relation to material welfare

(Bird 1970, 163):

(i) To equalise the living standards of individuals,

(ii) To equalise the living standards of families, and

(iii) To ensure that no one falls below some minimum

standard of living, at least with respect to some

particular standard like food consumption, health

services and housing facilities.

If a government assumes its role to minimize the gap in income distrib-

ution and reduce the incidence of poverty then it is obvious that it will need

more resources at its command when the degree of inequality and the incidence

of poverty is greater. In this context it is normal to expect that the growth

of government expenditure (particularly social expenditure) is positively

related to the degree of inequality in the distribution of income (de Tocqueville

1835, cited in Peacock and Wiseman 1979, 7). Therefore, at a given level of



Table 4.5

Urban and Student Population In Thailand

Figures in Million

I	 I	 Per cent of Total

	

1)	 1)	 I	 2)	 I	 Population	 3)

	

Total	 I	 Urban	 I Student
Year	 Population	 Population I Population 1	 Urban	 1 Student

1960 25.76 3.20 4.41 12.42 17.10
1961 26.48 3.30 4.53 12.46 17.10
1962 27.32 3.40 4.66 12.45 17.06
1963 28.45 3.60 4.79 12.65 16.84
1964 29.56 3.70 4.92 12.52 16.64
1965 30.57 3.90 5.06 12.76 16.55
1966 31.48 4.00 5.25 12.71 16.67
1967 32.47 4.20 5.45 12.94 16.78
1968 33.55 4.30 5.66 12.82 16.87
1969 34.52 4.50 6.00 13.04 17.38
1970 35.55 4.70 6.34 13.22 17.82
1971 36.82 5.00 7.02 13.58 19.08
1972 38.36 5.20 7.39 13.56 19.27
1973 39.95 5.50 7.43 13.77 18.60
1974 41.33 5.80 7.73 14.03 18.70
1975 42.39 6.10 8.00 14.39 18.87
1976 43.21 6.40 8.27 14.81 19.14
1977 44.27 6.80 8.62 15.36 19.48
1978 45.22 7.20 9.03 15.92 19.98
1979 46.11 7.60 9.56 16.48 20.73

Sources : 1) Table 3.4.

2) Statistical Bulletin(various issues), Office of the
Prime Minister.

3) Calculated using Table 3.4.

Remark : Figures in the right hand side of columns 3 and 4 are
not real. They are calculated using annual avarage
growth rate.



at Current Prices 1

Agri-	 I Manu-
culturallfacturing

at 1975 Prices 2

I	 1	 Percentage of

Agri-	 I Manu-	 I	 Agri.	 I Manf.
culturallfacturing1 in GDP 1 in GDPYear

Table 4.6

Agricultural and Manufacturing Output of Thailand

Figures in Million Bhat

1960 21463 6759 43272 12425 43 12
1961 23120 7730 44633 13609 43 13
1962 23690 9000 47955 15280 42 13
1963 24564 9653 52264 16643 42 13
1964 25010 10440 52875 18094 40 14
1965 29383 11978 51279 20977 36 15
1966 37010 13910 62306 23418 39 15
1967 34641 16663 60561 26282 35 15
1968 36616 17851 66454 28156 35 15
1969 40321 20141 71365 31970 35 16
1970 38493 21814 73181 34138 34 16
1971 40786 24908 76522 36846 33 16
1972 49919 27864 75635 40796 31 17
1973 73233 35614 85254 46132 32 17
1974 84735 49359 86288 50315 31 18
1975 94063 54353 94063 54353 32 18
1976 104657 63026 99864 62217 31 19
1977 110929 74676 99310 70316 29 20
1978 129094 89089 109867 76867 29 20
1979 147076 109740 108224 84611 27 21

Sources
1) Yearbook of National Account Statistics, 	 1970,	 1976 and

1980,	 United Nations.

2) Calculated using respective deflators from table 3.2 and
GDP figures from Table 3.5.
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income the ratio of social expenditure of government to GNP will vary, ceteris
paribus, with the degree of inequality. Regarding the relationship between the
share of government social expenditure in GNP aimed at reducing the income

inequality/poverty and economic development there are different views. For

instance, Musgrave (1969, 80) argues that the share will fall as income levels
rise. His argument is based on the assumption of constant minimum sets of

income standards. The experience of the real world is, however, that the

standard of poverty is redefined with economic development and the continuous

policy redesign is done to reduce the degree of income inequality. Contrary

to Musgrave's argument, Galbraith stated that the movement from a world where

people had little, to one where they had much more to protect means that mis-

fortunes and sufferings become avoidable and as they become avoidable, one sees

the merit of measures to avoid them and the possibilities for doing so (Galbraith

1958, 108-109).

Now, let us turn to the case of Thailand with reference to the three

redistribution objectives mentioned above. 	 It may be quite fair to say that the

first objective has no relevance to developing nations. But the reflection of

both the second and, particularly, the third objectives can be seen in the

policies adopted by the Thai Government. The Thai Government was not mainly

concerned with the problems of income inequality and poverty during the period

of the first two development plans (1961-1966 and 1967-1971). This is not to
say that there were no social services operating but in a lesser degree. Consid-

eration was given in the Third Development Plan (1972-1976) to the problem of
a wide gap in income distribution. Social services, especially education and

health services, were planned to reach more rural people (NESDB 1967).	 It was
the fourth plan which gave priority to reduce income inequalities (NESDB 1972).
The major egalitarian redistributive strategies of the Thai Government were,

perhaps, the provision of free schooling and health services. Money income

transfer was relatively very small (Figure 3.7).

Data on income distribution over the years are not available. An attempt

is being made here to use the series of domestic factor incomes as an indicator

of the pattern of income distribution. Given whatever proportion of total

factor incomes in GDP, an increasing ratio of compensation of employees to

property and entrepreneurial income or to total factor incomes would mean a

falling degree of inequality in the distribution of income. This is because

the people in low and middle income brackets get an increasing proportion of

rising income. Using Table 4.7 we can see that the distribution of incomes
seems to have improved in Thailand over the period of consideration. The share

of operating surplus in the total factor incomes fell from 72.2 per cent in 1960
to 69.6 per cent in 1979. The opposite holds for the compensation of employees.



Table 4.7

Domestic Factor Incomes in Thailand

Figures in Million Bhat

	

1 Compensation 1
	

Operating 1
	

1 Percentage 1 Percentage 1 Percentage

	

Year 1 of Employees 1
	

Surplus 1
	

Total	 1 of 2 in GDP 1 of 3 in GDP 1 of 4 in GDP
(1)	 1	 (2)	 1

	
(3)	 1
	

(4)	 1	 (5)	 1	 (6)	 1	 (7)

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979

12897 33651 46548 23.89 62.34 86.23
13650 35120 48770 23.87 61,41 85.28
14930 39130 54060 23.54 61.70 85.24
16262 41274 57536 23.89 60.63 84.51
17980 44580 62560 24.00 59.50 83.49
19901 50431 70332 23.61 59.82 83.43
22990 60200 83190 23.11 60.50 83.61
25869 63557 89426 23.89 58.69 82.58
28903 66170 95073 24.75 56.67 81.42
31866 72412 104278 24.79 56.32 81.11
33761 76250 110011 24.81 56.04 80.85
38052 78787 116839 26.31 54.48 80.80
42066 91937 134003 25.55 55.85 81.40
50651 128395 179046 23.39 59.29 82.68
63907 157423 221330 23.55 58.01 81.56
71058 174021 245079 23.91 58.55 82.46
81320 198836 280156 24.09 58.89 82.98
93813 226891 320704 23.87 57.73 81.60

114491 269300 383791 24.36 57.30 81.67
137658 315792 453450 24.75 56.77 81.52

Source : Yearbook of National Account Statistics, 1970, 1976 and 1980, United Nations.

Remark : Columns 5 and 6 may not exactly add to column 7 due to rounding errors.



-78-

In terms of ten years average the share of operating surplus in total factor

incomes was 72 per cent and 70 per cent in the first and second ten-year period,

respectively. The result is similar when constant price figures were used.
24

As a percentage of GDP the share , of compensation of employees also increased (a

situation which is not guaranteed by the former measure) from 23.9 per cent in

1960 to 24.7 per cent in 1979 and that of operating surplus decreased rather

quickly from 62.3 per cent to 56.8 per cent from the year 1960 to 1979. The

improving trend in the distribution of income shown here is consistent with

the finding of a World Bank study which mentioned that rural-urban income

disparities and the incidence of poverty lessened during the period 1962/1963

to 1975/1976 (World Bank 1979, 23 and 55).

The above result, coupled with the expected relationship between social

expenditure of government and the degree of inequality, tends to suggest that

the role of government as a redistributor has been lessened, and consequently

government expenditure on social services is expected to fall. This may be

true if the set standard of poverty and the desired level of income inequality

is constant.	 In addition, if the variation in income distribution is mainly

caused by economic development. On the other hand, it may also be expected

that the provision of government services can contribute significantly to reduce

the income inequality and the government continuously aims to further minimize

inequality.	 If so, the level of government expenditure on social services may

not fall until the socially accepted minimum point of inequality and poverty is

reached.

It can be expected that the population structure in a country will have

a considerable effect on the growth of government social expenditure. The prop-

ortion of the population not in the workforce or unable to obtain work appears

as an important factor underlying the level of social expenditure. This category

of the population seems to consist of five sub-categories; infants, school-age

children, unemployed, old-age persons and housewives. Looking at these sub-

categories it immediately appears that they all have an influence on social

services in all nations in one way or another. For instance, the increasing

proportion of school-age children in the total population is directly and posit-

ively related to expenditure on education because it sets the basic demographic

constraint in expenditure on education. Similarly, an increase in the proportion

of old-aged persons in the total population raises the demand for old-age pensions

and requires more medical facilities. As Pryor (1968, 154) points out, many

people are now living longer due to an increase in health expenditure, whereas

in previous eras they would have died at a much earlier age. An increase in

the remaining three sub-categories would raise the demand for child benefits,

unemployment benefits and family allowances in richer nations, and health plus

other poverty related services in poorer countries where such benefits and
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allowances are not paid.

Thus it seems reasonable to expect that the ratio of social expenditure

to GNP is positively related to the proportion of the population not in the

work force. Data on the employment or on population not in the work force are

available only from 1971. A simple comparison between the percentage of social

expenditure in GNP and the percentage of population not in the work force of

the total population does not give any clear indication of the nature of the

relationship.

Social services is the area where the "demonstration effect" seems to

have a more prominent impact. Prest (1972, 15-18) identified the emergence
of strong local opinion as a major spending pressure on the government of low

income countries. Education, modern communication, international migration

and foreign presence have been the medium of human contact between the people

of low and high standards of living, which in turn contributed to a demonstration

effect that put pressure on the government of low income countries to provide

the standard of public services which exist in wealthy countries, regardless

of their economic development and ability to respond to the resulting pressure.

About this change of idea Martin and Lewis wrote:

this change in idea is not confined

to the richer countries and is not

proportional to income per head. 	 It

has affected the poorer countries

just as much, ... as in rich count-

ries.

(Martin and Lewis 1956, 206)

The demonstration effect possibly leading to a better life probably stimulated

the effort of the poor, the old, the weak and others to achieve material well

being for themselves. It may also, though less certain, have increased the

willingness of the relatively better off to accept collectively some responsib-

ility for those perceived as less fortunate (Bird 1970, 162).

The above factors may have helped create a climate in which increased

public financing of health, education and welfare is seen as economically

beneficial, socially desirable and politically necessary. When we consider

the priority of the Thai Government, especially since 1977 and more recently

as the fifth Five-Year Development Plan (1983-1987) spells the increasing role

of the government in the field of social services has been operative. Another

factor contributing to this effect is world opinion as expressed through various

international organizations (Prest 1972, 18).

The proper evaluation of the demonstration effect obviously seems very

hard. There are two useful approaches for evaluating the demonstration effect
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The first approach suggests a comparison of government policies among neighbouring

countries. Government policies are likely to be influenced more by policies

pursued in the neighbouring countries rather than by policies pursued in distant

countries (Gupta 1983, 39; O'hagan 1980). By definition, it also appears that

the demonstration effect is transmitted from a more developed nation. Keeping

these criteria in mind, only Malaysia among Thailand's neighbours appeared as

a suitable nation for comparison, however, they are distinct on religious grounds.

Unfortunately, comparable data on Malaysia is not available for a sufficient

time period to allow a useful analysis. An attempt was made to use the data

of other nations (which appear similar to Thailand in some respects) in the

region.	 In this respect, South Korea, though a neighbour, appeared to share

many similarities with Thailand. Economically, both countries are growing at

a similar rate; religiously, both are Budhist; politically, both have military

regimes and are pro-U.S. nations. However, one important difference relates

to the degree of openness of the economy. The Korean economy is highly open

whereas the Thai economy is a semi-closed one. This difference is mentioned

here because it has some bearing on the second approach which will be discussed

below. Surprisingly, the ratio of social expenditure (excluding transfer expend-

iture) to GNP decreased over time in Korea which is the opposite situation in

Thailand.

The second approach is the use of the degree of openness. In this

regard Lotz writes:

In countries where a high per capita income

can be related more to export related activ-

ities, spending on education and health tends

to be more important. ... It is conceivable,

however, that spending policies of export

economies are likely to be influenced more

by the example of developed countries ...

and according to the standards of developed

countries priority may be given to spending

on education and health.

(Lotz 1970, 119-120)

Following Lotz, it can be argued that the demonstration effect in Thailand is

not the consequence of the degree of openness of the Thai economy since the

growth of the Thai economy is not an export-led one. The export sector constit-

uted only 17.5 per cent of GDP in 1960 and 23.7 per cent of GDP in 1979 (at

current prices). The development pattern of Thailand is more balanced. Again,

following Lotz, the comparison between South Korea and Thailand, in this regard,

can be considered invalid since the process of the transmission of the demonstration

effect should be different between these two countries, at least in the degree

of transmission.
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However it is hard to dismiss the question of the demonstration effect

since it is virtually undeniable that every nation, except those leading ones,

and to some extent the communist nations, have been influenced by this.. The

presence of this effect can be seen even among the regions of a country and

among the individuals of the same localities. The matter is one of degree

which would require a great deal more study.

Finally, one important factor in relation to social expenditure must

be mentioned, the effect of which can't be analysed here because of the lack of

sufficient information and data. The factor is the length of time in which

various social programmes have been in operation. According to Pryor (1968,

133) this time factor reflects two phenomenon: the basic climate of opinion

in nations for government intervention in the field of social services; and the

desire to attend such programmes to increasingly broad groups of the population.

The importance of this latter factor lies in the fact that most social programmes

started on relatively small scales with relatively low benefits. However, over

the years such programmes have gradually been broadened in coverage (expenditure

base) and the benefits have been extended. This is basically a political variable.

He also found that the level of economic development is an underlying cause for

the establishment of social programmes (Pryor 1968, 173).	 In technical terms
the time factor representing political variables would mean that at a given level

of per capita income a political decision leading to the establishment of new

social services and/or increase in the benefits of existing ones would shift the

level of government social expenditure upward. That is, an upward shift in the

intercept.

4.4.1	 Statistical Results

The following is the estimated regression equation with t-statistics

in parentheses:

*
log (S/y) t = -5.835 log C t + 0.287 log YP t	(4.3)

(-3.708)	 (1.581)

R
2
 = 0.72; d = 2.23; 2	 2a = 0.0042;	 R = 0.703

where S/y = the ratio of social expenditure of government

to GNP at constant prices; and

YP = per capita GNP at constant prices.
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Equation (4.3) shows that the estimated ratio-income elasticity (of

the share of social services expenditure of government in GNP with respect to

per capita GNP) is positive with the value of 0.287 and significant only at the

10 per cent level of significance. As in the case of other expenditures the

value of 0.287 of the ratio-income elasticity is equivalent to that of the

income elasticity of per capita social services expenditure of government with

respect to per capita income which is 1.287. Since the value of income elast-

icity is greater than unity Wagner's expectation that the share of social

services expenditure of the government in GNP will rise with the level of

economic development could be said to be supported by the above estimate. The

above estimated relationship also may be said to support the hypothesis that

the rising proportion of urban population to total population raises the

relative level of government social expenditure if the level of economic

development and the degree of urbanization are highly correlated. The case

of Thailand is that the urban population relative to total population and

per capita GNP are both rising. As mentioned earlier due to lack of time series

data on urban population the correlation between the above variable could not

be completed. However, it is generally considered that urbanization is a

cause and consequence of economic development.

In an attempt to see whether there exists any partial relationship

between the ratio (S/y) and YP, and between the same ratio and (M/y) (the

ratio of manufacturing output to GDP as a proxy for the degree of urbanization),

as suspected earlier, the following regression equation with t-statistics in

parentheses was estimated:

*
log (S2y) = -2.057 log C + 0.567 log (M/y) - 0.031 log YP

t

(-0.613)	 (1.292)	 (-0.101)

(4.4)

R
2
 = 0.74;
	

d = 2.16;
	 a = 0.0041;	 17t

2
 = 0.709

None of the coefficients in the estimated regression equations are

significant even at the 10 per cent level of significance. Moreover, the sign

of the coefficient of YP is negative which does not give any useful meaning.

The poor result may have been caused by multicollinearity since the variables

(M/y) and YP are expected to have high correlation. What we can say from the

above estimate is that there is no significant partial relationship, provided

that there is a strong correlation between (M/y) and the degree pf urbanization.

The equation (4.3) was extended to include the variables - the ratio

of compensation of employees to operating surplus (CE/OS) as a proxy for income
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distribution and the ratio of the population out of the workforce to total

population (POWF/TP). Since the data on employment were available only from

1971 to 1979 the estimate was made using nine observations. The estimated

equation with t-statistics in parentheses is as follows:

log (S/y) = -1.816 log C t + 0.167 log YP t + 0.193 log (CE/OS)t

(-0.517)	 (1.182)	 (0.412)

- 0.093 log (POWF/TP)
t
	

(14.5)

(-0.175)

Ft
2 

= 0.71;	 a = 0.0044;
	

d = 2.08

where	 YP = per capita GNP at constant prices;

CE/OS = the ratio of compensation of employees

to operating surplus at constant prices; and

POWF/TP = the ratio of population out of workforce

to total population.

The estimated coefficients of (CE/OS) and (POWF/TP) turned out to be positive

and negative respectively as against our expectation made earlier and both

were insignificant even at the 10 per cent level of significance. When we

look back the situation as shown by the data the negative signs are not sur-

prising. The ratio of (CE/OS) is, as explained earlier, rising.	 Since (S/y)

and (CE/OS) are both rising then it is normal to have positive correlation

between them. The rising ratio of (CE/OS) is meant for the improvement in

the distribution of income. Since the coefficient of (CE/OS) is obtained,

though insignificant, it can be said that the estimate does not tend to

support the similar expectation as made by de Tocquerville (1835) that the

ratio (Sly) is positively related to the degree of inequality in the distribution

of income. Rather, the estimate tends to support the expectation made by

Galbriath (1958) that by seeing the merit of measures (spending) to avoid

misfortunes and sufferings people tend to spend relatively more. Perhaps

the degree of inequality in the distribution of income, though improving,

is greater in Thailand and thus the effort to reduce inequality is being made

continuously.

It can be seen from Tables 4.3 and 4.5 that the ratio of (POWF/TP)

is gradually falling. At the same time the ratio of (S/y) is rising, then

to have a negative correlation between (S/y) and (POWF/TP) appears normal.

This negative relationship obviously does not lend support to the expectation
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that the ratio (S/y) is positively related to the ratio of (POWF/TP). Perhaps

whatever social security benefits exist in Thailand are too narrow and the

payable amount is insignificant. Other poverty related services of the Thai

Government may not be responsive to their needs.

4.5	 Capital Expenditure 

As in the case of other categories of expenditure, the data on

capital expenditure used here covers only the expenditure made by general

government. However, it appears downward biased even from the point of view

of the general government. It excludes such amounts as the concessions or

exemptions of taxes and duties granted on imports of capital goods. A pro-

vision was made for the exemption of import duties and business taxes on

machinery, component parts and accessories to facilitate the industrial

activities (Government of Thailand 1964, 86-87). Such exemption is purely

an expenditure on the part of the government and a considerable one in the

case of Thailand. Imports of capital goods formed a high proportion in the

1960's (Ingram 1971, 232), a common phenomenon observed by Rostow (1971) in
the period of "pre-condition" for "take-off". However, as will be seen later,

the growth pattern of government capital expenditure (formation) still tends

to support the expectation made in the literature.

The literature on economic development suggest that public capital

formation is of particular importance at the early stages of economic develop-

ment. The relative importance of the government's capital expenditure, while

considered for a longer period, is expected to depend on the stages of economic

development. The major factor explaining the growth pattern of government

capital formation has been the level of economic development.

Arthur Lewis (1955, 211) found that public works and utilities were

of greater importance in the early stages of development, mainly due to the

fact that early stages of development require the establishment of a framework

of public utilities. The proportion of government capital expenditure rises

sharply as public utilities are nationalized and even more so if the government

takes direct responsibility of housing.	 Similarly, Nurkse (1960, 152) argues:

if there is a place for government activity
on the investment side, it is by almost
general consent in the field of essential
public works and services ranging from roads

and railways to telegraph and telephone
services, power plants, water works and
schools and hospitals.
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In addition to the above the early stages of development also necessitates

the production of certain capital goods since the facilities for private

capital formation are limited and entrepreneurship (Mugrave 1969, 76). According

to Rostow's theory on politics and stages of growth (1971), the creation of

pre-conditions for take-off to development was primarily a matter of building

social overhead capital. The theory is that the government's share in a nation's

capital formation 25 rises with economic development at the early stages (Lewis
1955, 211; Musgrave 1969, 76).

Economic reasons behind such propositions are fairly obvious. Trans-

portation facilities are essential to open up the country and to link the

resources to the market. Construction of roads, rail and port facilities are

required as prerequisites for private sector development.	 Irrigation systems

are necessary for the advancement of agriculture. The point to be remembered

is that these needs are not necessarily fulfilled by public authority as has

been the case in a number of countries. For example, the Australian railway

system was originally built under private finance. Therefore it could be

possible to fulfill the above needs through private sector at economic

prices whether they are competitive, monopolistic or oligopolistic.

Now considering the general acceptance of the view that the ratio of

total (government plus non-government) capital formation to GNP tends to rise

as economic development takes place, the share of government capital formation

in GNP, even at the early stages of development, depends on the condition put

by Lewis (1955, 215)• 26 
That is, the extent of government capital expenditure

is determined mainly by the extent of dependency of the productive sector of

the economy (e.g. agriculture, industry) on government for finance. 	 In most

of the third world countries the lack of finance and entrepreneurship have

often been observed. Private foreign investment in the area of social over-

heads is rarely seen in many countries. Besides these problems, developing

countries are aiming at rapid economic as well as social development which is

often reflected in their development plans. For these reasons the share of

government capital formation in GNP is also expected to rise at the early

stages of economic development.

The above relationship is not expected to hold forever. In this

regard Lewis (1955, 211) argues that when the basic stock of social overhead

capital has already been created the additions are not such a burden. There-

fore he believes that the proportion of government capital formation in a

nation's capital formation is particularly high in the first decades of

development and declines thereafter. Musgrave (1969) has a similar view

in this connection as he expects government capital formation to form a
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relatively high proportion of total capital formation in the nation at the

early stages of development and then to decline, at least temporarily after

"take-off" is reached. This is because the capital stock in the private

sector builds up when increased flow of saving becomes available as a result

of economic growth. Thereafter there may be a condition again calling for the

public share . in national investment to rise especially to complement the private

sector demand. He provides the example of the development of urbanization

and industrialization calling for greater provision of public investment.

At the same time private investment may increase to complement their changing

pattern of consumption. Therefore the net effect on the public sector is

determined by a particular case (Musgrave 1969, 76-77).

In summary, the above arguments lead one to expect that the share

of government capital formation to total capital formation would rise at the

early stages of economic development and then decline, at least temporarily.

This follows, at the early stages of economic development the share of govern-

ment capital formation in GNP rising, as long as the ratio of total capital

formation to GNP is also rising. When the ratio of government capital form-

ation to total capital formation is falling it does not necessarily imply

that the ratio of government capital formation to GNP is also falling, unless

the ratio of total capital formation to GNP is also falling. Therefore the

ratio of government capital formation to total capital formation appears

appropriate for our analysis.

The relative importance of the Thai Government's capital formation

in the nation's capital formation during the period 1960-1979 varies quite

significantly. The percentage of government capital formation in total

capital formation varied from a minimum of 11.5 per cent in 1961 to a maximum

of 25.5 per cent in 1972 (Table 4.8). The second lowest point occurred in

1974. The government share of capital expenditure in total capital expenditure

showed a significant upward trend to 1972. Although there appeared to be many

short run fluctuations, considering economic growth as a major objective of

the Thai Government in the period 1960-1971 (period of first two plans), one

would expect such fluctuations to have occurred as a result of counter-cyclical

policy taken by the government to offset the changing levels of investment in

the private sector so that the desired level of national investment could be

maintained. The case of substitution which is discussed in section 4.6 casts

enough doubt as to whether the Thai Government had deliberately varied its

level of investment to react to the cyclical swings in private investment.

As Figure 4.4 shows government capital expenditure formed a smaller proportion

of total capital expenditure and a larger increase in it in the early 1970's

had virtually no effect in the swing of total capital expenditure which is



Table 4.8

Gross Fixed Capital Formation in Thailand, at 1975 Prices

Figures in Million Bhat

Per cent 'of	 Total
Capital	 I	 Per cent of	 GNP	 4

1)	 Non	 2)1	 3)	 Non	 Non
Year	 I	 Total	 I	 Government	 Governments	 Government'	 Government	 Governments	 Government

1960 14390 12470 1920 86.66 13.34 12.07 1.86
1961 15322 13554 1768 88.46 11.54 12.90 1.68
1962 18231 15388 2843 84.41 15.59 13.53 2.50
1963 21697 18406 3291 84.83 15.17 14.55 2.60
1964 26593 22509 4084 84.64 15.36 17.13 3.11
1965 28908 23431 5477 81.05 18.95 16.92 3.96
1966 35365 29309 6056 82.88 17.12 19.07 3.94
1967 43427 35737 7690 82.29 17.71 20.53 4.42
1968 47293 37587 9706 79.48 20.52 19.91 5.14
1969 53150 42627 10523 80.20 19.80 20.92 5.16
1970 53387 39968 13419 74.86 25.14 18.40 6.18
1971 53901 40653 13248 75.42 24.58 17.37 5.66
1972 53821 40106 13715 74.52 25.48 16.45 5.63
1973 56578 46436 10142 82.07 17.93 17.30 3.78
1974 60439 53211 7228 88.04 11.96 18.83 2.56
1975 66128 53999 12129 81.66 18.34 18.08 4.06
1976 70319 58392 11927 83.04 16.96 18.19 3.72
1977 93225 74522 18703 79.94 20.06 21.69 5.44
1978 100043 80507 19536 80.47 19.53 21.42 5.20
1979 107889 89422 18467 82.88 17.12 22.57 4.66

Sources
1) Gross fixed capital formation at current prices were obtained from Yearbook of

National Account Statistics, 1970, 1976 and 1980, United Nations, and deflated
using table 3.2.

2) Total minus government.

3) Table 3.3.

4) Calculated using Table 3.5.
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dominated by the non-government sector (Figure 4.5). From this it may appear

that the capital account of the Thai Government was used as a strategic tool

for arms build up (Figure 4.2).

In 1973 and 1974 the share of government capital expenditure in

total capital expenditure fell very sharply. Broadly speaking, the government

share of capital expenditure in total capital expenditure is of a falling

trend (Figure 4.4) in the later years.

The evidence for Thailand tends to support the expectation we

expressed earlier. Figures 4.4 and 4.6 present the graphical view of the

pattern of growth of government capital expenditure both in terms of the

percentage of total capital expenditure and of GNP. As mentioned in the

above two paragraphs the share of government capital expenditure in total

capital expenditure first rose with economic development and then showed a

tendency to fall. Remember that the per capita GNP of Thailand is rising.

It is believed that the upward trend in the share of government capital

expenditure began in the early 1950's. As the available information suggests,

the social overhead facilities were being expanded since the early 1950's,

partly by finance from the World Bank and partly by U.S. economic aid (Ingram

1971, 229). The turning point seems to have occurred after about two decades

which is close to the probable prediction made by Lewis. 	 In 1973 and 1974

the share of government capital expenditure fell in an unusual fashion. This

was, as mentioned in Chapter 3, the consequence of inflation which led the

government to take deliberate action to stop construction projects and purchase

of equipment.

Interestingly enough, the economic and social development efforts of

Thailand appeared to follow the theory of stages of growth. At this point a

brief mention of the priorities given in different development plans seems

appropriate. The period under examination of this study covers the first

three and more than a half of the fourth plan periods. The first Six-Year

Economic Development Plan (1961-1966) gave priority for government investment

in economic infrastructure, such as roads, power and irrigation. The scope

of the second Five-Year Development Plan (1967-1971) was broadened to incor-

porate other development programmes such as transport, communication and

electricity. During the period of the second plan the private sector was

involved in the process of establishing targets for production and investment.

Thailand achieved a remarkable growth (that is, 8.1 per cent and 7.2 per cent

per annum during the first and second plan periods, respectively) in gross

domestic product. By the end of the period of the second plan the level of

gross fixed capital formation was well above 20 per cent of GNP (Table 4.8).
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In the third plan (1972-1976) the emphasis was shifted away from new and big

capital projects to support better utilization of existing infrastructure.

Emphasis was placed on social services, such as education, health and family

planning programmes as well as on the redistribution of income. In the fourth

plan (1977-1981) government capital works were concentrated in those areas

(telephone, water, electricity) which facilitated industrial activities and

emphasis was given to distributional, poverty alleviation and improvement of

education and health.

On the basis of emphasis provided in the development plans and of

the actual pattern observed, the growth pattern of the share of government

capital expenditure in total capital expenditure in Thailand lives up to

the expectation made by development economics.

4.5.1	 Statistical Results

For the reasons given above the sample size was broken into two

periods, 1960-1971 and 1972-1979 while estimating the regression equations.

The estimated regression equations are as follows. The statistics in parent-

heses are t-ratios.

1960-1971:	 log (GC2NC) t = -12.449 + 1.259 log YP t	(4.6)

(-8.503) (7.312)

R2 = 0.84; d = 2.436; 2a = 0.0093

1972-1979:	 log (GC/NC) t = 6.914 - 0.958 log YP t - 0.383 log D 2	(4.7)
t

R
2 = 0.56;	 d = 1.59;

	
-2 = 0.028

where GC/NC = the ratio of government capital expenditure

to total (national) capital expenditure, at

constant prices;

YP = per capita GNP, at constant prices; and

{ 1 if there is deliberate action to cut expenditure
= {

0 otherwise.

Estimated equation for the period 1960-1971 shows the positive and

significant (at 5 per cent level of significance) relation between the share



Table 4.9

Comparision of Government and Private Health Expenditure

Figures in Million Bhat

Percentage of GNP

I	 I	 I	 I

Year	 I	 GovernmentI	 Private	 I	 Government'	 Private	 Government	 I	 Private

1960 210 2301 361 4342 0.35 4.20
1961 220 2430 374 4459 0.36 4.25
1962 240 2580 400 4574 0.35 4.02
1963 270 2725 446 4840 0.35 3.83
1964 300 2900 487 5106 0.37 3.89
1965 310 3146 498 5424 0.36 3.92
1966 350 3530 545 5815 0.35 3.78
1967 405 4.036 609 6356 0.35 3.65
1968 542 4443 803 6942 0.43 3.68
1969 571 4849 834 7506 0.41 3.68
1970 568 5255 818 8160 0.38 3.76
1971 663 6410 961 9892 0.41 4.23
1972 728 7232 1020 10714 0.42 4.40
1973 826 8258 1071 10547 0.40 3.93
1974 1006 9556 1062 9913 0.38 3.51
1975 1263 11423 1263 11423 0.42 3.83
1976 1587 8920 1514 8569 0.47 2.67
1977 1827 10469 1690 9406 0.49 2.74
1978 2455 12120 2060 9943 0.55 2.65
1979 3065 13512 2385 10016 0.60 2.53

Source : Yearbook of National Account Statistics, 1970, 1976 and 1980, United
Nations.

Remark : Constant price figures were obtained by using their respective deflators
from Table 3.2.

1975at Current Prices	 I	 at	 Prices
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of government capital expenditure in total (national) capital expenditure

and per capita income. The ratio income elasticity with the value of 1.259
is highly significant. The value of R

2 
of 0.84 is considerably high, that is

84 per cent of the total variation in (GC/NC) is explained by the explanatory
variable (YP). As Durbin-Watson statistics suggest there is no auto-correlation

at the 5 per cent level of significance. The correlation coefficient between
(GC/NC) and (VP) is 0.91 with a positive sign.

The estimate for the second period, that is 1972-1979, also has
the signs of coefficients as expected. The coefficient of (YP) is negative

and significant only at the 10 per cent level of significance. This indicates

the falling share of government sector's capital expenditure in total (national)

expenditure as per capita income rises after some stages of economic development.

The coefficient of (D
2
) is significant at the 5 per cent level of significance

and that simply confirmed that fact that the government's deliberate inter-

vention altered the level of government capital formation. The value of R
2

is only 0.56 which means 56 per cent of variation in (GC/NC) is explained
by explanatory variables, (YP) and (D 2 ). Durban-Watson statistics with the

value of 1.59 suggests that there is no auto-correlation at the 5 per cent
level of significance.

When equation (4.7) was re-estimated without the variable (D 2 )) the

results obtained were rather unsati,sfactory.

Combining the results of equations (4.6) and (4.7), the evidence

does not seem to support the expectation made by Wagner as the secular growth

in the share of government capital formation would take place. Rather, it

supports the expectation made by Rostow (1970); Musgrave (1969); Nurkse (1960)
and Lewis (1955) that in the early stages of economic development the importance
of government investment in total national investment is increasing and in the

later stages of economic development a falling share of government investment

can be expected.

4.6	 Substitution Case

There are usually two types of substitution cases. The substit-

ution between different types of government expenditures and the substitution

between the government and private sector for the same type of expenditure.

Due to the lack of comparable data we will only deal with the case of substit-

ution between the different types of government expenditures.

First, let us see how the substitution between different types of

expenditures can occur within the government sector. For this we assume the
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government is an economic unit with limited resources and facing the problem

of allocating its resources between two different goods and services, x and y.

In this situation if the government wants to consume more of x then it has to

sacrifice a certain amount of y as required by the marginal rate of substitu-

tion between x and y.

Figure 4.2 shows a clear opposite movement between military and

capital expenditure and presents a good case of substitution within the Thai

Government's activities. To check whether there exists a significant substitu-

tion relation the following equation with t-ratios in parentheses was estimated:

A	 *
In d t

*
 = -1.855 log C

*
t - 0.336 In ca t	(4.8)

R
2
 = 0.74; d = 1.51;

-2
a = 0.0023

where	 d = percentage of government defence expenditure in

total government expenditure; and

ca

	

	 percentage of government capital expenditure in

total government expenditure.

Equation (4.8) shows a significant substitution relation between

the Thai Government's defence and capital expenditures. The estimated

coefficient of elasticity of substitution is -0.336 which has the correct

sign and is significant at the 5 per cent level of significance. The value

of R
2
, the coefficient of determination, is 0.74 which shows that 74 per cent

of variation in d is explained by ca. The d-statistics is satisfactory showing

no auto-correlation at the 5 per cent level of significance.

Economically, the reason behind such a substitution is not at all

clear. Perhaps it is the costliest one as far as economic growth is concerned

because the defence expenditure of the Thai Government was not used in the

production of arms and ammunition so that they could be exported in exchange

for other goods and services or foreign currency is saved. Most of it was

used in purchasing military goods and services. Such goods and services,

whatever their worth other than economic, yield no economic utility in the

ordinary sense of contributing to consumers goods or services, or to raise

the capability for further production. From an economic standpoint, therefore,

it differs from other types of spending. Military spending does put money

into circulation by taking tax money from the whole community and distributing

it to the military-serving parts.	 In return, the people of the military

economy deliver goods and services which have no economic utility to anyone.
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However, their work is paid for with generous claims on the civilian goods

and services produced by the rest of the community. As such this makes

disproportionate claims on the community's stock of consumers' and producers'

goods and services. When we invest in civilian productive equipment, fresh

output can be produced year by year. With the military product, however

technologically sophisticated, there can be no productivity of capital because

there is no further production. Therefore with spending on a military tech-

nology what is foregone is not only the immediate economic use of the product

but also the incremental productivity of capital (Melman 1974, 129-147).

The only reason seems to be a political one in the sense that it

may be politically less painful in the Thai context of low literacy and

poverty where most of the people may be happier in receiving services in

the fields of education and health than in seeing the construction of economic

infrastructure.
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Chapter 5

SUMMARY AND CONCLUSIONS

The limitations, both conceptual and statistical of this study have

been frequently mentioned in the course of the preceding chapters. It is

hoped that they need not be repeated here. This chapter will summarise the

results and conclusions emerging from previous chapters.

The government sector of the Thai economy has experienced considerably

sharp growth, whether this is measured in current or constant prices. It has

also experienced a significant increase relative to the growth of the overall

economy. In constant prices it grew from about 12 per cent of GNP in 1960 to

a position where it was about 20 per cent of GNP in 1979. The main contribution

of this increase came from direct resource absorption, particularly through

government capital formation in earlier years and in the later years through

defence and social service expenditures. An increasing number of the work

force were engaged in the government sector.

In general, the evidence of Thailand, as shown by equation (3.1),

seems to support Wagner's law. Statistically the relationship between the

share of government expenditure in GNP and the level of per capita income is

positive and significant. The rising ratio of government expenditure to GNP

itself, in our case, confirms the notion borne out by Wagner's law that the

elasticity of government expenditure per capita with respect to GNP per capita

.
is greater than unIty.

27
 The same is true for the productivity lag hypothesis.

The evidence as depicted by Figure 3.6 and equations (3.2) and (3.3) showed

that the rate of increase in the share of government expenditure in GNP is

falling which may cast doubt on the long run validity of Wagner's law. There

may be some critical limit as suggested by Musgrave (1969) and others beyond

which the ratio may cease to rise or may even fall. 	 If there is no critical

limit the total socialization of the community's output will occur which does

not appear as a feasible expectation in a society where property rights exist.

But it is not known what would be the critical limit which Milton Friedman (1976)

once suggested as 60 per cent. If 60 per cent is somewhere close to reality

then it is still a long way off for Thailand. There did not appear to be any

evidence for the presence of a displacement effect in the growth of the share

of government expenditure in GNP during the period 1960-1979.

In the case of this study, however, it is revealed that the growth

of government expenditure is determined by the complicated interplay of many
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economic, political, social and ideological forces which are assumed to influence

the demand for and supply of government goods and services.

The expansion of government expenditure, at a glance, tended to diverge

from the expansion of government revenue. This divergence, it is thought, was

possible mainly because of the ease of deficit financing and foreign aid.
28
 In

addition the considerable growth in income that took place in Thailand and seems

likely to do so in the coming years, should give the Thai Government hope that it

can adjust its activities in future so as to conform with the revenue raising

capacities. The estimated income elasticity of direct taxes, whose main

component is income tax, is already greater than the estimated income elasticity

of government expenditure. This shows the likelihood of being able to bridge

the gap between expenditure and revenue levels in the future. 	 In addition,

there is the possibility of persistent expansion of the tax base and to some

extent the rise in tax rates. These above factors suggest that there would

not be any serious limit on the expansion of government sector from the revenue

side.

5.1	 Share of General Public Services Expenditure 

The statistical results obtained show a significant negative relation-

ship between the share of general public services expenditure of government in

GNP and the level of per capita income. This observed tendency towards a negative,

rather than positive, relationship suggests the rejection of Wagner's expectation

and the productivity lag hypothesis. The main reason behind such an unexpected

result, as discussed in section 4.2, was the lag in the adjustment of wages of

civil servants. As such it appeared unreasonable to establish the case of no

relationship.	 In addition, the proposition of labour intensive government

services was borne out by data as the increasing number of working population

was absorbed by government services while producing relatively lesser output

compared to the private sector. And since the bureaucrats are regarded as

utility maximers against the profit maximizer private individuals there is the

likelihood that the government sector tends to incur relatively more costs compared

to the private sector in order to produce the same output. Now, if the level of

government services is a function of economic development then even to maintain

the constant level of government services with the level of income, the government

sector would require an increasing proportion of total resources at its command.

Therefore, from the above discussion, it can be concluded that the share of general

public services expenditure of government in GNP may not have fallen had the

adjustment in civil servants' wages taken place along with the private sector.
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The coefficient of the dependent variable lagged once also turned

out to be negative and significant, not supporting the incrementalists' hypothesis

that this years expenditure largely depends on last years expenditure. The

conclusion is that the incrementalists' hypothesis is rejected.

The coefficient of the ratio of the government's total expenditure

to GNP is significant with the correct sign. This suggested the acceptance

of the expectation that the size of a particular expenditure this year is

determined by the success of this years bargaining by bureaucrats in raising

the share of total expenditure of government in GNP. What can be said of this

acceptance is that the absolute level of the government budget matters much

to the government because it is directely related to the amount of tax that

can be raised, and therefore it is sensitive to politics. Also, the amount

allocated to different sectors in the budget is closely linked to the total

budget. The latter is less sensitive from a political point of view.

5.2	 Share of Defence Expenditure 

It was observed that the share of defence expenditure in total GNP

increased quite sharply in recent years.

The observed positive and significant relationship between the relative

size of defence expenditure and the level of per capita income leads us to

accept the expectation that the size of the defence expenditure in relation

to GNP rises with the level of economic development.	 In fact, the finding

of this study endorses the results of previous studies, namely by Robinson

(1960) and the expectation of Smith (1976) and Wagner (1883).	 In addition, the

productivity lag hypothesis is also supported since the hypothesis means that

a nation would require relatively more expenditure on defence items as the

economy grows.

As it was hoped, this study also supports the expectation that the

level of the share of government defence expenditure in GNP rises if existing

military alliance is dissolved. This may not apply to those which are bigger

in size (in terms of material wealth) among the members of the dissolved

alliance and at the same time individually far from the potential military

threat.

Given Thailand's location vis-a-vis Cambodia, Laos and Vietnam, it

was also expected that the military build up of enemy nations would have had

some influence on the growth' of defence expenditure in Thailand. The relation-

ship between the two rival nations (Vietnam and China) during the regime of the

democratically elected government tended to slow down the speed of the arms
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build up in Thailand.

5.3	 Share of Social Services Expenditure 

The share of social services expenditure of government in GNP rose

in Thailand during the period 1960-1979.	 In fact it was the second fastest

rising item, after defence expenditure, of the Thai Government's expenditure.

The observed tendency towards a positive, but not statistically

highly significant, relationship between the relative size of government

social services expenditure and per capita GNP tended to support Wagner's

expectation that the share of social services expenditure of government in

GNP rises with economic development. The item social services expenditure

is income elastic as argued in section 4.4 is confirmed implying that the

government services in education, health and welfare would be in more demand

when there is an increase in the level of real per capita income. This may

also happen via the proportional increase in urban population as a consequence

of economic development.

The influence of the demonstration effect in pushing the ratio of

the government's social services expenditure to GNP upwards is thought unden-

iable even without the estimate of such an effect. As already argued the

presence of the demonstration effect can be realised even among the individuals

of the same society.

The observed positive relationship between the ratio of social

services expenditure of the government to GNP and the ratio of compensation

of employees to operating surplus might tend to suggest that the government's

tendency to spend increasing amounts of GNP on social services is caused by

the merit of past spending to avoid misfortunes and sufferings. The same merit

might have also made the politicians and taxpayers happy. Of course, this

positive relationship is at variance with the hypothesis that the degree of

inequality is positively related to the ratio of the government's social

services expenditure to GNP.

The negative relationship, though insignificant, shown by the data

used, between the ratio of social services expenditure of the government to

GNP and the proportion of the population out of the work force to total popul-

ation leads one to reject the proposition that these two ratios are positively

related. This may have happened due to, as has been suggested, the suspected

very small range of provisions of social security benefits in Thailand and

the irresponsive supply of various benefits needed in the community.
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5.4	 Share of Government Capital Expenditure 

The observation of the growth pattern of the share of government

capital expenditure in total (national) capital expenditure is that the share

showed significant upward trend to 1972.	 In the later years the share showed
a downward trend.

For the period 1960-1971 the observed positive and statistically
significant relationship between the share of government capital expenditure

in total capital expenditure and per capita GNP leads us to expect that the

share rises as the economy grows. For the period 1972-1979, the observed
relationship between the same variable is negative, implying that the above

said share falls as the economy advances to a higher level. When the evidence

of the two periods (1960-1971 and 1972-1979) are looked at together the results
support the expectation made in section 4.5 that in the early stages of economic

development the importance of government investment in total national investment

is increasing and in the later stages of economic development the importance

of government investment in national investment is falling. This expectation

is reasonable since in the early stages of economic development the government

is required to make increasing investment mainly for the creation of economic

infrastructure.	 In the later stages the basic stock of social overhead capital

has already been created and the addition and maintenance are not so heavy. In

fact the emphasis of the Thai Government's capital expenditure has been shifted

from the creation of social overhead capital to the utilization and maintenance

of the already created infrastructure since 1972. However, the results do not
support Wagner's expectation as the secular growth the share would take place.

The statistical result also confirmed that the policy decision taken

by the government affects the growth pattern of the government's capital expend-

iture.

5.5	 Substitution Case

There appeared a clear opposite movement between the military and

capital expenditure of the Thai Government.

Statistically it was confirmed that there existed a substitution

relationship between the items defence and capital expenditure. Economically

the existence of such substitution is perhaps the costliest one as far as

economic growth is concerned because the substitution is in between defence

and capital expenditure.
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Defence expenditure yields no economic utility in the ordinary

sense of contributing to consumers goods and services, or to raise the cap-

ability for further production. The only reason seems to be a political one

in the sense that it may be politically easier to cut down capital expenditure

than to cut down on other expenditures such as education, health, etc. in the

circumstances where illiteracy and poverty is overwhelming. The capital account

of the Thai Government may be considered as a strategic tool for arms build up.



- 102 -

FOOTNOTES

1
	

All annual average rates of growth (or increase) wherever mentioned

in this study have been calculated using the semi-log function of the

form:	 log x i = i + 1S it + Ui where x denotes the variable for which

average rate of growth is required and t denotes the time variable

(1	 ... 20).

2	 This method was used only to test whether linear or log form is

suitable for the data.

3	 This conclusion is reached after the comparison of residual sums of

squares based on transformed data according to Box-Cox transformation,

because the statistical tests showed no significant difference

between linear and log form estimates.

4	 For detail see H. E. Doran and J. W. B. Guise, 1984. Single Equation
Methods in Econometrics: Applied Regression Analysis. The University

of New England, Australia.

5	 To correct heteroscedasticity the first observation was transformed

as following.

(G/O lt ;; = 
3

I
 _ p 2 (G/y)lt

C lt*	 = l - P2

X	 1,	 =11 -	 It

See Doran and Guise (1984)

6	 For detail of deflation method used in this study see remarks on

Table 3.3.

7	 The ratio of government expenditure to GNP is equivalent to the ratio

of per capita government expenditure to per capita GNP

[ G/Y = (G/P)/(Y/P)]. Where G, y and p denote government expenditure,

GNP and population, respectively.

8	 Government revenue includes all receipts (taxes, fees, charges,

dividends, etc.) of the government except borrowings and foreign aids

and grants.

9	 The comparison was made only for the period 1969-1979 because of the

difficulty in obtaining comparable constant prices data for the years

before 1969.

10	 income-elasticities, for the purpose of this section only, were

estimated using current prices data in the equations of the form



15	 Let G/Y = (G/p)/(Y/p), where p is population. Therefore, log (G/Y)

= log G - log Y, where subscript p denotes per capita. Now rewriting
P

equation (3.1) in per capita terms and adding log Y
pt 

to both sides

we have log
t
*	

t
= -6.480 log C + 0.534 log Y 

pt 
* + log Y 

pt 
* . And

p 

therefore, d log G
pt

*/d log Y
pt

* = 0.534 + 1 = 1.534. There exists a

monotonic relationship between the ratio-income elasticity and income

elasticity.
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log x it = i + i log y pt	 uit . Where xi denote per capita revenue,

taxes and expenditure, yp denotes per capita income, and i are the

income-elasticity coefficients.

11
	

Such a divergence was possible because of the ease of deficit financing

mainly through domestic borrowings and partly through foreign aids and

grants.

12	 For central government only. See Quarterly Bulletins, Bank of Thailand,

1982.

13	 ibid.

14	 This statement is based on the share of government expenditure in

GNP for various countries calculated from the data presented in the

Yearbook of National Account Statistics, United Nations, 1980.

16	 Derived by dividing the current prices figures of Table 3.1 by

constant prices figures of Table 3.3.

17	 Calculated using Tables 3.3 and 3.5.

18	 The items justice and police have been included in defence; see

remarks in Table 3.1.

19	 Note that the productivity log hypothesis expects the government's

claim in total resources to rise with economic development simply

because of the increase in government sector employment as a prop-

ortion of total employment if the ratio of government to non-govern-

ment output requires to be maintained, if not rising.

20	 For convenience it is preferred to talk in terms of percentages.

21	 Due to the inclusion of lagged dependent variable as a regressor,

the Durbin-Watson statistics (d) has been modified as:
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h = (1 - 1d)(	
N
	 )1

--2
1 - Naf3

2

where d is the usual Durbin-Watson statistics, N is the sample

—2
size, af3

2
 is the square of the standard errors of 13.'

2' 
the

coefficient of the dependent variable lagged once.

0.5
22	 Ho: B

1
 = B

2
 = B

3
 = 0.	 Fcal = 8.01, F4, 16 = 

3. 
1; therefore

rejecting the null hypothesis that the regressor variables as

a whole set have no relevance in explaining the movement of

the dependent variable.

23	 Since the estimated regression equation (4.1) includes Y and
P

G/y as independent variables which were highly correlated as

shown by Chapter 3, one would expect the problem of multi-

colinearity. However, the estimate does not indicate the

problem as serious.

24	 Compensation of employees and operating surplus were deflated

by consumer's price index and wholesale price index respectively.

25	 The words "nation's capital formation" and "total capital formation"

have been used synonymously.

26	 It is quite possible to see that the share of government capital

formation in GNP is falling while the share of total capital

formation in GNP is rising.

27	 This interpretation is not true in all circumstances.

28	 It is believed that Thailand has received substantial foreign

aid during the period of this study.



- 105 -

BIBLIOGRAPHY

Afxentiou, P. C. (1983), "Economic Development and Government Revenue and
Expenditure Theorising: A Critical Appraisal", Economic Notes, 1:98-111.

	  (1982), "Economic Development and the Public Sector: An
Evaluation", Atlantic Economic Journal, 10:32-38.

Bank of Thailand (1973), Annual Economic Report, Bangkok, Thailand.

	  (1974), Annual Economic Report, Bangkok, Thailand.

Baumol, W. J. (1967), "Macroeconomics of Unbalanced Growth: The Anatoms
of Urban Crisis", American Economic Review, 37:415-426.

Beck, M. (1976), "The Expending Public Sector: Some Contrary Evidence",
National Tax Journal, 29:15-21.

(1981), "On Measuring Public Sector Shares", National Tax Journal,
34:487-488.

Bird, R. M. (1970), The Growth of Government Spending in Canada, Toronto,
Canadian Tax Foundation.

Bolton, R. E. (1966), Defence Purchases and Regional Growth, Washington, DC.,
The Brookings Institution.

Bonin, J. M., Finch, B. W. and Waters, J. B. (1969), "Alternative Tests of the
Displacement Effect Hypothesis", Public Finance, 24:441-452.

Borcherding, T. E. et al. (1982), "Comparing the Efficiency of Private and
Public Production: The Evidence from Five Countries", Z. nationalokon,
2:127-156.

Braybrooke, D. and Lindblom, C. E. (1963), A Strategy of Decision, Glencoe,
Illinois, Free Press.

Brown, C. V. and Jackson, P. M. (1978), Public Sector Economics, Oxford,
Martin Robertson.

Buchanan, J. M. and Flowers, M. R. (1975), The Public Finance: An Introductory
Textbook, Homewood, Richard D. Irwin Inc.

Buchanan, J. M. and Wagner, R. E. (1977), Democracy in Deficit: The Political
Legacy of Lord Keynes, New York, Academic Press.

Cameron, D. R. (1978), "The Expansion of the Public Economy: A Comparative
Analysis", The American Political Science Review, 72:1243-1261.

Chelliah, R. J. (1973), "Significance of Alternative Concepts of Budget
Deficits", International Monetary Fund Staff Papers, 20:741-784.



- 106 -

Chelliah, R. J. (1971), "Trends in taxation in developing countries",
International Monetary Fund Staff Papers, 18:254-327.

Clark, C. (1945), "Public Finance and the Changes in the Value of Money",
Economic Journal, 45:371-389.

(1977), "The Scope For, and Limits Of, Taxation" in A. R. Prest
et al. (eds), The State Taxation, London, Institute of Economic Affairs.

de Tocqueville, A. (1835), De La Democratie en Amerique, Part I. Translated
by Henry Reeve, Oxford, World Classics, 1965.

Deutsch, K. W. (1980), Functions and Transformations of the State: Notes
Toward a General Theory, Wissenschaftszentrum-Berlin, Berlin, International
Institute for Comparative Social Research.

Doran, H. E. and Guise, J. W. B. (1984), Single Equation Methods in Econometrics:
Applied Regression Analysis, Australia, The University of New England,
Armidale.

Downs, A. (1957), An Economic Theory of Democracy, New York, Harper and Row.

(1960), "Why the Government Budget is Too Small in a Democracy",
World Politics, 12:541-563.

Friedman, M. (1976), "The Line We Dare Not Cross: The Tragility of Democracy
at 60 Per Cent", Encounter, 47:8-14.

Galbraith, J. K. (1958), The Affluent Society, Boston, Houghton Mifflin Co.

Graziani, A. (1887), Intorno All Aumento Progressivo	 Spese Pubbliche:

Modena.

Gupta, S. P. (1967), "Public Expenditure and Economic Growth: A Time Series
Analysis", Public Finance, 22:423-461.

	  (1968), "Public Expenditure and Economic Development: Cross-

Section Analysis!', Finanzarchiv, 27:26-41.

Head, J. G. (1968), "The Theory of Public Goods", Revista di Diritto
Finanziario e Scinze delle Finanze, 27:209-236.

Heald, D. (1983), Public Expenditure: Its Defence and Reform, Oxford, Martin
Robertson.

Heller, W. (1954), Taxes and Fiscal Policy in Under-Developed Countries,
New York, United Nations.

Hibbs, D. A. Jr. (1978), "On the Political Economy of Long Run Trends in
Strike Activity", British Journal of Political Science, 8:153-175.

Hicks, U. K. (1961), Development from Below, Oxford, Oxford University Press.



- 107 -

Hinrichs, H. H. (1966), A General Theory of Tax Structure Change During
Economic Development, Cambridge, The Law School of Harvard University.

Ingram, J. C. (1971), Economic Change in Thailand, 1850-1970, Stanford,
Stanford University Press.

Kramer, G. H. (1971), "Short-term Fluctuations in U.S. Voting Behaviour,
1896-1964", American Political Science Review, 65:131 - 143.

Kurian, G. T. (1982), Encyclopedia of the Third World, Vol. 3, London,
Mansell Publishing Ltd.

Lehner, F. and Widmair, U. (1983), "Market Failure and Growth of Government:
A Sociological Explanation" in C. L. Taylor (ed.), Why Governments Grow:
Measuring Public Sector Size, Beverly Hills, Sage Publication.

Lewis, W. A. (1955), The Theory of Economic Growth, London, George Allen
and Unwin Ltd.

Lindbeck, A. (1976), "Stabilization Policy in Open Economy with Endogeneous
Politicians", American Economic Review, 66:1 - 19.

Lipton, M. (1977), Why Poor People Remain Poor: Urban Bias in World Development,
Mass., U.S.A., Harvard University Press.

Lotz, J. R. (1970), "Pattern of Government Spending in Developing Countries",
The Manchester School of Economic and Social Studies, 38:119 - 144.

Lotz, J. R. and Morss, E. R. (1967), "Measuring Tax Efforts in Developing
Countries", International Monetary Fund Staff Papers, 14:478 -499.

Mahar, D. J. and Rezende, F. A. (1975), "The Growth and Pattern of Public
Expenditure in Brazil, 1920-1969", Public Finance Quarterly, 3:380 - 399.

Mann, A. J. (1975), "Public Expenditure Pattern in the Dominican Republic
and Puerto Rico, 1930-1970", Social and Economic Studies, 24:47-92.

Marris, R. (1964), The Economic Theory of Managerial Capitalism, New York,
Free Press.

Martin, A. and Lewis, W. A. (1956), "Patterns of Public Revenue and Expenditure",
The Manchester School of Economic and Social Studies, 24:203 - 244.

Melman, S. (1974), The Permanent War Economy: American Capitalism in Decline,
New York, Simon and Schuster.

Meltzer, A. H. and Richard, S. F. (1981), "A Rational Theory of the Size of
Government", Journal of Political Economy, 89:914 -927.

Migue, J. L. and Belanger (1974), "Toward A General Theory of Managerial
Discretion", Public Choice, 17:

Musgrave, R. A. (1969), Fiscal Systems, New Haven, Yale University Press.



- 108-

National Economic and Social Development Board (NESDB) (1961), The First Six-
Year Development Plan, 1961-1966, Bangkok, Thailand.

(1967), The Second Five-
Year Development Plan, 1967-1971, Bangkok, Thailand.

(1972), The Third Five-
Year Development Plan, 1972-1976, Bangkok, Thailand.

(1977), The Fourth Five-
Year Development Plan, 1977-1981, Bangkok, Thailand.

(1982), The Fifth Five-
Year Development Plan, 1982-1986, Bangkok, Thailand.

Niskanen, W. A. (1971), Bureaucracy and Representative Government, Chicago,
Aldine-Atherton.

Nurske, R. (1960), Problems of Capital Formation in Underdeveloped Countries,
Oxford, Basil Blackwell.

Nordhaus, W. D. (1975), "The Political Business Cycle", Review of Economic
Studies, 42:160-190.

O'hagan, J. W. (1980), "Demonstration, Income and Displacement Effects as
Determinants of Public Sector Expenditure Shares in the Republic of

Ireland", Public Finance, 35:425 - 435.

Olson, M. Jr. and Zeckhauser, R. (1966), "An Economic Theory of Alliance",
The Review of Economics and Statistics, 48:266-279.

Oshima, H. T. (1957), "Share of Government in National Product for Various
Countries", American Economic Review, 47:381 - 390.

Peters, B. G. and Heisler (1983), "Thinking about Public Sector Growth" in
C. L. Taylor (ed.), Why Governments Grow: Measuring Public Sector Size,
Beverly Hills, Sage Publications.

Parkinson, C. N. (1957), Parkinson's Law and Other Studies in Administration,
New York: Ballantine Books.

(1958), Parkinson's Law, or the Pursuit of Progress,
London, John Murry.

Peacock, A. T. and Wiseman, J. (1967), The Growth of Public Expenditure in
the United Kingdom, London, George Allen and Unwin Ltd.

Peacock, A. T. and Wiseman, J. (1979), "Approaches to the Analysis of Government
Expenditure Growth", Public Finance Quarterly, 7:3 - 23.

Pluta, J. E. (1981), "Real Public Sector Growth and Decline in Developing
Countries", Public Finance, 36:439 - 454.



- 109 -

Popper, K. R. (1960), The Poverty of Historicism, Boston, Beacon Press.

Prest, A. R. (1972), Public Finance in Developing Countries, London,
Weidenfeld and Nicolson.

Pryor, F. (1968), Public Expenditures in Communist and Capitalist Nations,
George Allen and Unwin Ltd.

Pye, L. (1960), "The Politics of Southeast Asia" in A. A. Gabrial and
S. C. James (eds) The Politics of Developing Areas, Princeton,
Princeton University Press.

Robinson, E. A. G. (1960), "The Size of the Nation and the Cost of
Administration" in E. A. G. Robinson (ed.) Economic Consequences
of the Size Nation, London, Macmillan and Co. Ltd.

Rokkan, S. (1970), "Nation-building Cleavage Formation and the Structuring
of Mass Politics" in Citizens, Elections, Parties, New York, McKay.

Rostow, W. (1971), Politics and Stages of Growth, Cambridge, Cambridge
University Press.

Rothenburge, J. (1970), "Local Decentralization and the Theory of Optimal
Government" in J. Margolis (ed.) The Analysis of Public Output, New
York, National Bureau of Economic Research.

Russett, B. et al. (1964), World Handbook of Political and Social Indicators,
New Haven, Yale University Press.

Seers, D. (1973), "The Meaning of Development" in C. Wilber (ed.) The Political
Legacy of Development and Under-Development, New York, Random House.

Smith, A. (1976), An Inquiry into the Nature and Causes of the Wealth of
Nations Vol. 2, Oxford, Clarendon Press.

Tait, A. A. and Heller, S. H. (1982), International Comparision of Government
Expenditure, Washington, D.C., International Monetary Fund.

Tarschys, D. (1975), "The Growth of Expenditures: Nine Modes of Explanation",
Scandinavian Political Studies, 10:9 - 31.

Thorn, R. S. (1967), "The Evolution of Public Finances During Economic
Development", reprinted in B. S. Sahni (ed.) Public Expenditure Analysis:
Selected Readings, Manchester School of Economic and Social Studies,
35:19 - 53.

Tiebout, C. M. (1961), "An Economic Theory of Fiscal Decentralization" in
Public Finances: Needs, Sources Utilization, National Bureau of Economic
Research, Princeton, Princeton University Press.

Tufte, E. (1975), "Determinants of the Outcome of Midterm Congressional
Elections", American Political Science Review, 69:812 - 826.



- 110 -

United Nations (1980), Yearbook of National Account Statistics,_New York.

(1982), Migration, Urbanization and Development in Thailand,
New York.

United States Department of State (1983), Reports on Contemporary PoZitical
and Economic Condition, Michigan, Gale Research Co.

Wagner, A. (1983), "The Nature of the Fiscal Economy", in R. A. Musgrave and
A. T. Peacock (eds) Classics in the Theory of Public Finance, London,
The Macmillan Company.

Wilda ysky, A. (1975), Budgeting: A Comparative Theory of Budgetary Process,
Boston, Little, Brown.

(1984), The Politics of the Budgeting Process, Boston, Little,
Brown and Company.

Williamson, J. G. (1961), "Public Expenditure and Revenue: An International
Comparison", The Manchester School of Economic and Social Studies, 29:43-56.

Williamson, 0. E. (1964), The Economics of Discretionary Behavior: Managerial
Objectives in a Theory of the Firm, New Jersey, Prentice Hall.

World Bank (1979), "Income, Consumption and Poverty in Thailand, 1962/63 to
1975/76", World Bank Staff Working Paper No. 364, Washington, D.C.

Zarembka, P. (1974), "Transformation of Variables in Econometrics" in P.
Zarembka (ed.) Frontiers in Econometrics, New York, Academic Press.


	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 47
	Page 48
	Page 49
	01_front_Malla.pdf
	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8

	Certification_Malla.PDF
	Page 1

	03_Chapters 4-end_Malla.PDF
	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 47
	Page 48
	Page 49
	Page 50
	Page 51
	Page 52
	Page 53
	Page 54
	Page 55
	Page 56
	Page 57
	Page 58
	Page 59
	Page 60
	Page 61




