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Capital Formation In Thailand During 1957—1966

Introduction

The growing need to estimate capital
formation as a measure of economic policy
has long been realized in Thailand, but despite
this fact, the first attempt to estimate capital
formation was not made until recently. In
1957—1958, the International Bank Economic
Survey Mission to Thailand, with the cooper-
ation of the Ministry of Finance and the
National Economic Council, prepared the first
capital formation estimates for the years 1952
through 1956. Estimates for the years since
then have been the responsibility of the
National Economic Development Board.
However, in view of the different techniques
now being used, these later estimates are not
on a comparable basis with those earlier made
for 1952—1956.

The earlier chapters are presented only
in Thai and it is not intended here to give a
full account of them in English. Of these,
the first four chapters describe the summary
estimates for 1962, the projectionfor 1963 -1966,
the methodology, the role of capital formation
in the economic development of the country
and the reliability of the estimates in greater
detail. Only a few paragraphs dealing with the
summary estimates for 1962—1966, certain
limitations of the estimates, the methods of
estimation and the relevant statistical tables,
are recapitulated here in English for the inform-
ation of foreigners who are interested in the
progress of the Thai economy.

Capital Formation for 1962 and Projection for
1963 — 1966

Gross fixed capital formation in Thailand
for 1962 valued at current market prices was
estimated at 11,300 million Baht—an increase
of about 16 per cent over that for 1961.

Gross fixed capital formation for 1962 consti-

tutes roughly 18 per cent of gross mational
income in the same year. In other words, out
of each 100 Baht Thailand earns as her income
18 Baht will be spent on the purchase of
machinery, tools, equipment and other capital
goods. The remaining 82 Baht is spent on
consumption. It can be said that this percent-
age ratio is quite high for an under-developed
country like Thailand. The principal factor
accounting for this high rate of gross fixed
capital formation is the fact that capital
formation, because of the absence of reliable
information and for some practical reasons, is
estimated on a “gross-gross” basis and hence
includes not only new capital goods and depre-
ciation, but also parts and accessories.

Projection of gross fixed capital formation
was made for the years 1963—1966 on the
basis of the past performance in earlier years
and the expected expansion in industrial and
construction activities during this period, and
also on expected grants and loans which Thai-
land will receive from abroad during the
period.

A corresponding projection of gross
national product was also made, taking into
account the trends of past years and the
expected increase in goods and services.

During 1963—1966 gross fixed capital
formation increases at an annual rate of 7
per cent while the annual growth of gross
national income is 6 per cent. The projection

of gross fixed capital formation and national
income (rounded to the nearest hundred million
Baht) and the percentage ratios of gross
fixed capital formation to gross mnational
income during 1963—1966 are presented in
the following table:
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Projection of Capital Formation and Gross National Income, 1963 —1966
( Million Baht )

1962 1963 1964 1965 1966

Gross National Income at Market

Prices of 1962 ) 60,797 63,800 67,600 71,600 75,900
Gross Fixed Capital Formation at

Market Prices of 1962 11,316 11,800 12,600 13,500 14,500
Gross Fixed Capital Formation as

Percentage of Gross National Income 18.6 18.3 18.6 18.9 19.1

It should be noted here that the increase stocks. These limitations should be taken

of gross fixed capital formation in 1963 over
1962 is only 3.5 per cent. This is due mainly
to the fact that foreign grants and loans in
1963 are expected to be somewhat lower than
the 1962 level.

Limitations of the Estimates

In estimating gross fixed capital forma-
tion we have encountered certain difficulties
which tend to reduce the accuracy of the
estimates involved. For example, construction
activity in the private sector has been estimated
largely on the basis of ‘building permits’.
Consideration must be given to the fact that
in many cases although permits have been
issued but no actual construction took place.
Conversely, buildings are known to be erected,
altered or expanded without having been
given permits. Building construction outside
municipal boundary requires no permit at all
nor is there any compulsory registration.

There may also be some possible double-
counting of the value of imported inventories
in the estimates of imports of capital goods.
The lack of factual information with regard
to the channel of trade, from importers all the
way through to final consumers, makes it

difficult to estimate the wvalue of imported
capital goods which go to build up stocks.
Consequently, we are forced into assuming
that mostof the capital goods imported during
the year have been sold and few are left in

into account when such estimates are used for
economic analysis and policies. Ways and
means are being devised to obtain more reliable
data and information, but without full coop-
eration from all concerned, difficulties will
continue to be encountered.

Method of Estimation

The annual increment of capital forma-
tion in Thailand can be measured from the
changes in the value of four major components,
namely, (1) imports of capital goods, (2) build-
ing and construction, (3) other domestic
capital goods, and (4) changes in inventories.
The first three of these categories are termed
“fixed capital formation™ or “fixed assets”.

The capital formation estimates are pre-
sented both for the private and public sectors
and by industry. The estimates are also
shown in current prices and in constant prices
as described below.

Capital formation at Current Prices

A. Fixed Capital Formation

In Thailand, as in many other under-
developed countries, international trade
statistics are available in a well-organised and
comprehensive form, and hence provide the
best source of information for the compilation
of capital formation data with regard to
external purchases. It is for this reason the
estimates of capital formation are chiefly based
on foreign trade statistics which are more
reliable and comprehensive than those derived
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from domestic sources. For building and
construction, independent estimates were
made both for the government and the private
sectors. But for machinery and equipment,
estimates in the government sector were
obtained by means of sending questionnaires

to the different government agencies concerned.

The estimate for imported machinery and
equipment in the private sector is the residual
between the total imports of machinery and
equipment and the corresponding estimate for
the government sector.

Jmports of capital goeds Foreign trade
data on imports, as published annually by
the Department of Customs, have been used
as a basis for deriving net imports of capital
goods by deducting re-exports from gross
imports. Capital goods are here defined as
goods which are used forthe further production
of other goods and services and which last one
year or longer. [n the absence of reliable
information, no distinction is made between
parts used for repairs and those which
constitute new capital goods. Hence, the
estimates have been made approximately on
a “gross-gross” basis since all imports of
parts and accessories are included.

Since customs figures give only the c.i.f.
values, an adjustment was made to reflect the
total expenditure on imported goods by adding
import duties, importers’ mark-ups, local
freight and insurance from dock to the place
where the capital goods are installed, and the
cost of installation in the case of fixed capital
goods. Through this method a better picture
is obtained of all the costs involved in the
acquisition of capital goods imports.

Information on import duties is derived
from two official publications issued by H.M.’s
Department of Customs entitled, “The Customs
Tariff Guide” and * Thailand Customs Tariff
Act, B.E. 2478".

Estimates of the cost of transportation

and insurance, cost of installation and

importers’ mark-ups for trade margins are
made (on c.if. value) for each category of
goods on the basis of information supplied
by the wvarious Chambers of Commerce in
Thailand, especially the British Chamber of
Commerce. The addition to each category
of imported capital goods for these charges
has been kept constant every year on the
assumption that the rates determined for these
additional costs do not vary substantially from
year to year. In view of this weakness, however,
a survey has been organised to determine the
relationship of final cost to c.i.f. value for
nine important categories of imported capital
goods.

The total expenditures on imports of
capital goods have been classified under three
main commodity groups, viz. (1) transport
equipment, (2) machinery and other equipment,
and (3) industrial raw materials (embodied in
capital goods after domestic fabrication) The
fourth group represents the additional costs, L/
for trade and transport to the c.if. value of
imports of capital goods.

Building and construction In Thailand,
building activity constitutes about 45 per
cent of estimated gross fixed capital formation.
The estimation of building activity in the
private sector was made on the basis of data
on building permits which are issued only for
urban areas. The permits provide information
relating to type and floor-space of buildings
classified into five categories, namely, dwellings,
commercial buildings, other commercial and
industrial buildings, schools and hospitals, and
other works and structures.  Unfortunately,
the building permits contain no information
on the value of building and other construction.
An indirect method was adopted to derive the
value for each type of building on the basis of
municipal building construction costs which
are supplied by the National Statistical Office.
In order to obtain the total value of buildings
and other conmstruction in the private sector,

_1/ These costs cover import duties, local freight and insurance, trade mark-ups, and installation coss.
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additions were made to the total cost of building
and construction which cover the imputed
profit of builders (based on sample surveys of
building contractors), since the figures derived
from the government building activities contain
no profit margin. Adjustments also had to
be made for permanent fixtures and fittings.
Despite the fact that the permit method intro-
duces many serious limitations, especially with
references to time-lag, it is felt that in Thailand
this method provide the only practical solution
for obtaining a fairly accurate estimate of
building and construction activity in the private
sector.

As building permit data cover only activity
in the municipal area, an attempt was also made
to estimate capital formation in the form of
building and construction for the remainder
of the economy, utilizing various sources of
information. This includes imputed value of
private construction for own use as well as the
cost of opening new lands.

The estimate of government building
activity is calculated separately on the basis
of questionnaires sent to various government
departments and enterprises.

Capital formation taking the form of
grants and loans was estimated independently
on the basis of available data of foreign and
international organizations, particularly the
United States Operations Mission (USOM) to
Thailand. These estimates served to supplement
the questionnaire data.

Other domestic capital formation This
item includes four major components:

(1) Domestic additional cost to

obtain the ‘final’ value of
imported transport equipment;
and

Domestic additional cost to
obtain the ‘final’ value of other
imported tools and equipment.

(2)

The value of agricultural tools
and equipment
produced; and

The value of office equipment
of the public sector.

(3)

domestically

(4

The main sources for these domestic
capital expenditures are foreign trade statistics,
the Thailand Economic Farm Survey, 1953, and
other data supplied by the government
departments concerned.

B. Changes in Inventories

Stock changes in the private sector were
estimated on the basis of financial accounts,
especially the profit and loss accounts, of all
companies and partnerships in Bangkok and
Dhonburi as well as in other provinces. These
financial accounts, which are available in the
files of the Department of Revenue for income
tax purposes, contain information on the value
of stocks at the beginning and at the end of the
year. These data were assembled and classified
by industrial sector. This method is regarded
as fairly reliable and comprehensive. However,

the weakness of this approach lies mainly in the

fact that no allowance was made for changes
in the stocks of business concerns earning gross
receipts of less than 600 Baht per month.
Data were not available because such concerns
are not required to submit financial reports to
the Department of Revenue. Hence the
estimates tend to be underestimated to that
extent. Furthermore, in view of the failure to
take into account the value of stocks held by
sole-proprietorships, which are not also subject

to submission of financial accounts, it was
necessary to estimate this value in order to

obtain the total changes in inventories in the
private sector.

Capital Formation At Constant Prices

Imports of capital goods
1. Where data are available for the same
code numbers in 1956 (the base year) and the
years 1957—1962, the quantities in each year
are multiplied by the corresponding unit prices
in 1956.



2. Where such data are not available, a
price index estimated on the basis of information
derived from the UN Commeodity Trade Statistics
is constructed for each item with 1956 as the
base year. These price indices are then used
to deflate the current value of the corresponding
items.

Building and construction

Price indices of construction materials
derived on the basis of the Quarterly Bulletin
of Statistics, National Statistical Office, with
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1956 as the base year, are used to deflate the
current value of construction in each year,

Other domestic capital goods and changes
in inventories

General price indices, having 1956 as the
base year, derived on the basis of the Quarterly
Bulletin of Statistics, National Statistical Office,
are used to deflate the current value of other
domestic capital goods, and changes in
inventories.
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