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Abstract

Economic Reform and Social Equity

A maintaining assumption of this study is that the underlining cause of the current political
conflict is the high degree of economic inequality. On the one hand, the widespread
monopoly,’ which partly contributes to economic inequality, has generated huge economic
rent for those whose economic power is granted and protected by the government policy
and law. On the other hand, the huge economic disparity means that the majority of Thais
are vulnerable to economic shocks since they do not have access to social welfare.

The objectives of this study are two folds; i.e., first to estimate the economic rent and the
anatomy, of rent, and secondly to study the impact of selected fiscal policies on income
inequality.

There are six sub-projects on the economic rent. The first two studies deal with monopoly in
Thai business and the government concession. The next three studies estimate the economic
rent and the rent seeking behavior in the agricultural price support policies (the so-called
mortgage schemes for paddy, cassava and longan, the price support for rubber and sugar,
and the school milk scheme.), the government procurement, and the stock market. The last
study on rent is an analysis of the rent seeking behavior of the influential persons who
exploit the legal loopholes to acquire the public land, as well as the case of using inside
information to acquire land around the new airport in Bangkok. Due to limited data, the
studies are able to estimate the economic rent of four cases, i.e., the agricultural price
support project which generated the rent of 31.2-40.2 billion baht per vyear, the
telecommunication concession (with the rent worth 189.9.billion baht), and the rent from
the stock market (which estimated three different kinds® of rent at 71.2 billion baht.), and
the rent from non-transparent government procurement of 2.9 billion baht.

The huge economic rent goes to handful business-men who have the closed relationship
with the politicians and senior government bureaucrats. They, in turn, use part of the rent to
obtain political power or influence. Thus, the economic power and political power are
closely intertwined. The economic inequality can be narrowed only if (a) the competition law
is seriously enforced, (b) the market intervention is kept at the minimum, (c) the capital gain
tax law is legislated, and (d) the government procurement and concession auction are
transparently conducted in the competitive manner.

There are four studies of fiscal policies. The first one analyses the equity issues of the direct
income tax. The finding is that the personal income tax is regressive, thanks to the tax

! This study employs a strict definition of monopoly, i.e., the dominant market power that is obtained from the government
policies and law, e.g., the exclusive concession granted by the state, etc.
>The study on excise tax on liquor is drawn from TDRI’s previous study.
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deduction for the purchases of the retirement mutual fund, the long-term mutual fund and
provident fund. If the government eliminates the tax exemption of the first 150,000 baht of
taxable income of the rich people, the government will collect more tax revenue without
creating any tax distortion.

The second study examines the progressivity of the indirect income tax. Its major findings
are as follows. The value added tax is slightly regressive with respect to income, but slightly
progressive with respect to expenditure. The study also finds significant extent of value
added tax fraud, using the fake tax invoice. Another problem of the alcoholic excise tax is the
non-level playing field tax rates. There is, thus, a need to introduce the uniform specific
excise rate based on the alcoholic content instead of the advalorem tax rate. The import tax
is also progressive with respect to the firms’ income. So are the excise taxes on alcoholic
beverages. But the excise taxes on cigarettes and petroleum products are regressive.

The issue of tax base is the focus of the third study in the second group. It finds that only a
quarter of employed persons pay individual income tax. There are millions of rich people
who either underreport their income tax or do not pay any tax at all. The study proposes
several measures to expand the tax base, e.g., a requirement that all people aged 18 years
and over have to fill an income tax form regardless of their income, etc.

The fourth study in the fiscal policy project examines the beneficial incidence of 3 important
public expenditure, i.e., education, infrastructural investment in road and road transport,
and health expenditures. The beneficial incidence for all three types of expenditure is highly
regressive. The rich receive much more than the proportionate share of the benefit
incidence of education expenditure. The government officers enjoy almost unlimited
benefits of medical expenditure. Finally, urban dwellers, especially those in Bangkok, also
enjoy higher proportion of benefit incidence from the infrastructural expenditure. The
reform of the budget allocation is, thus, urgently needed if the fiscal expenditures are to be
partly used as a means to close the income inequality gap.
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