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Extreme inequality  fosters gross and wasteful 
consumption.

More importantly, it undermines the principle of 
political equality. 

Nearly unencumbered transfers of wealth 
permitted under current law perpetuate those 
imbalances, creating dynasties of the rich and 
hampering economic and social mobility.”   

Henry J. Aaron
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1. Poverty-growth-inequality nexus
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Impacts of globalization

• The law of one price states that, in the long 
run,  the prices of traded goods are dictated 
by the international prices.

• Prices of domestic goods cannot significantly 
deviate from the international prices (traded 
goods or manufactured).

• Fluctuations in the prices of traded goods 
affect values of marginal products of factors 
of production and the overall income 
distribution.

• Globalization raises demand for labor in the 
industries that engage in international trade.

• Export-led growth in East Asian Economies
5



Experiences in East Asian Economies

• East Asian economies have experienced rapid 
growth over three decades, with relatively 
low levels of income inequality, and appear to 
have also achieved reductions in income 
inequality. 

• Reduced poverty and income inequality, such 
as emphasizing high-quality basic education 
and augmenting labor demand also 
stimulated growth in the virtuous circle of 
growth and improved income distribution.
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Policies for sharing growth can also stimulate growth

• Closing two virtuous circles, rapid growth and reduced 
inequality led to higher demand for, and supply of, 
education,

• Moreover, more income equality may have directly 
stimulated growth. 

• A positive causal effect of low inequality on economic 
growth and with low inequality of income as an 
independent contributing factor to rapid growth in 
Japan, South Korea, and Taiwan.

• Investment in education is a key to sustained growth, 
both because it contributes directly through labor 
productivity effects and because it reduces income 
inequality.

• How to measure income inequality?
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The Gini Coefficient:  A measurement 
of income inequality

• Its value ranges between zero and one.

• The higher the value of the Gini, the higher 
the degree of income inequality.

• Perfect equality, when the Gini is zero, may 
not be desirable, because efficiency will be 
threatened.

• At zero value of Gini, x % of the poorest will 
obtain x % of total income. 
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Perfect equality: Area B = 0

Lorenz curve
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The Lorenz curves
Thailand’s Gini coefficient declined from 0.48  in 1992 

to 0.36 in 2015
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The rise of the middle class

• The Gini index is sensitive to the 
changes in the middle of the earnings 
distribution rather than the tails.

• If the income share of the middle class 
is enlarged, the Gini coefficient will 
decline

• This is what’s happening now in China, 
where the Gini has declined with the 
emerging middle class.
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Inequality in China and India

• There are 36 billionaires in India, according to the 
annual Forbes list of the world’s richest people in 
Asia (Japan fell to No. 2 for the first time in two 
decades).

• While 850 million Indians are living on $2 or less a 
day.

• Large income inequality exists in the fast growing 
economies like China and India (evidence supporting 
the Kuznets hypothesis)

• Nevertheless China’s income distribution has 
improved steadily after the rise of the middle class.
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2. Kuznets hypothesis
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The empirical evidence on the Kuznets hypothesis is far from conclusive.
The inverted U-shaped curve cannot properly capture the intricate 
relationship between income and inequality.



A non-linear relationship between 
income and inequality

• “Income distribution must get worse before it 
gets better.”

• Kutznets (1955) hypothesis states that income 
inequality widens in the early stage of 
development and narrows in later stage when 
income rises above certain threshold levels.

• Developing countries had greater equality in 
their early stages of development because 
everyone was thought to be more or less 
equally poor.
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What the Gini does not tell us

• Income measures may inadequately capture 
informal sector income, value of food grown and 
consumed by the family, and other economic 
activity that goes unreported or un-estimated 
(the underground economy).

• The positive relationship between equality and 
growth (when per capita income is above the 
threshold level) does not imply that “soak the 
rich” policies will improve long-term growth.

• How about measuring inequality by 
expenditures rather than income?
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y = -2.464ln(x) + 58.514
R² = 0.1388
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Always be careful when comparing the 
Gini coefficients

• Two different Lorenz curves with different shapes can 
yield the same Gini coefficient. 

• Household income definitions are different from one 
country to another. For example when gross income, 
rather than net income, is used ( excluding taxation 
and transfer money payments. 

• Different population coverage in the household survey.

• Underlying household surveys differ in method and in 
the type of data collected, the distribution data are not 
strictly comparable across countries.

• Furthermore, we must take into account of any major 
event affecting transitory income that might create 
distortions to the computation of income.

23



24

Norway

Switzerland

Sweden
Netherlands

Ireland
Germany

Austria

Finland
Belgium

United Kingdom

France

Italy
SpainGreece

Slovenia

Portugal
Estonia

Slovak Republic

Poland

Uruguay

Turkey

Hungary

Latvia

Brazil

Panama

Russian Federation

Luxembourg

Malaysia

Kazakhstan

Romania

Botswana

Dominican Republic

Namibia

Belarus

Peru

Serbia

Thailand

20.0

25.0

30.0

35.0

40.0

45.0

50.0

55.0

60.0

65.0

0.0 10000.0 20000.0 30000.0 40000.0 50000.0 60000.0 70000.0 80000.0

G
in

i C
o

e
ff

ic
ie

n
t

Percapita Income (PPP)

Gini coefficients of high income countries 
Compared with Thailand in  2015



25

0.35

0.37

0.39

0.41

0.43

0.45

0.47

1985 1990 1995 2000 2005 2010 2015 2020

Figure 12.8   Declining inequality
Gini Coefficient 

(consumption expenditure) 



Should we tax the rich?

• Policies designed to decrease inequality may 
increase government consumption, and the cost of 
the greater government consumption may 
outweigh the benefits of greater equality.

• Similarly, if per capita income is below the 
threshold level, a higher level of inequality is not a 
necessary condition for high income growth.

• How did Korea and Taiwan manage their income 
equality so well?
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Extreme inequality fosters wasteful 
consumption

Richard Mille RM 11-02 GMT Rose Gold Titanium Rubber Automatic 
Watch
US $195,000 ( 6.2 million baht)
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Capital is Marx‘s masterpiece, a work 
he had been working for over thirty 
years but never finished. 

The first volume, which first appeared 
in German in 1867 with the title 
Das Kapital, analyzes the process of 
the capitalist production. 

It was the only part published during 
his life.
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Thomas Piketty
Capital in the Twenty-First Century

• Capital in the Twenty-First Century is a 
2013 book by French economist Thomas 
Piketty. 

• It focuses on wealth and income inequality 
in Europe and the United States since the 
18th century.

• When the return on capital (interests, 
dividends, rent,  and  profit) is lower than
economic growth, income equality rises.
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Thomas Piketty
Capital in the Twenty-First Century

( When R > g, inequality rises )

• The book's central thesis is that when the rate 
of return on capital (R) which includes profits, 
rent, dividends, and interest is greater than 
the rate of economic growth (g) over the long 
term, the result is concentration of wealth, 
and this unequal distribution of wealth causes 
social and economic instability.

• Rate of growth is viewed as the growth of 
demand for labor (and wage share).

• In 2020, deposit interest rate is 1.4%, while  
output growth is -6.7%. 
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Piketty’s Solution: Global Wealth Taxes

Piketty proposes:  
( 1) A global system of progressive wealth taxes  up 
to 2 %,and 
(2)  progressive income tax up to 80% to reduce 
inequality and avoid the vast majority of wealth 
coming under the control of a tiny minority.
• He has got plenty of criticism  from theoretical and 

empirical points: “An essential thinker of the left,” 
“ an armchair-economist” and a dreamer. 

• Global wealth tax will not be  materialized without 
global corporation to prevent capital outflows.

• Excessive high progressive tax rates  will slowdown 
economic growth and reduce the size of the 
output pie for distribution.
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Has Thailand’s economic development led to rising 
income inequality?

It is premature to say that Thailand’s market 
friendly development policy has increased income 
inequality, as argued by critiques of globalization.

To reduce vertical and horizontal 
inequality, the government must 
intervene

“From each according to his ability, to each according to his needs”
Karl Marx



How do we deal with vertical 
inequality

• (1) Tax the rich (progressive income tax, wealth 
tax, inheritance tax). Make sure that the tax rate 
is not so high that it deprives incentives to work, 
save, and invest.

• (2) Help people afford basic needs: school lunch, 
milk for children

• (3) Rewrite the rules: establish anti monopoly 
laws, strengthen labor and worker health and 
safety laws, environmental laws, and continuous 
improvement in financial and market regulations.

35



Addressing horizonal inequality

• All kinds of income, regardless of sources, 
(wages, rents, interests, dividends, and capital 
gains) at the level must be subject to the same 
of tax rates, implying that

• No LTF, RMF tax exemption and tax privileges 
(near the end of the year for the last five 
years)

36



Figure 12.9 Inequality is linked to rural 
poverty
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Other kinds of social inequality

• Note that measurements of inequality and 
poverty are based on estimated monetary
income. 

• Income inequality does not deal with the issue 
of quality of life, but income is the best 
available measure of poverty

• Non-monetary indicators of poverty are: infant 
mortality, child and adult death, literacy, and 
school enrollment, life expectancy, availability 
of safe water and medical serves, caloric and 
protein intake.
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Income inequality is related to asset 
inequality
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Progressive tax rates
On larger piece of land



41

The Judge Housing Project
Doi Suthep, Chiang Mai

Enforce the environmental law to reduce vertical inequity
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98 Wireless Road
A 300 million-baht apartment

The price has gone up above a million baht per square meter 

Continuous improvement in financial and market regulations to address 
Vertical inequality



3. Factors contributing to income 
inequality

• Inequality in  access to education

• Rising poverty  and deepening household debts 

• Slowdown in economic growth (depressed 
growth of employment)

• Rising unemployment and underemployment

• Deteriorating terms of trade of agricultural prices

• Financial exclusion

Severe inequality causes a vicious circle of slower 
economic growth (two-way causations)
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When access to education is denied to the poor,

44



Neoclassical theory of wage

• The wage rate (W) is determined by the value 
of marginal product of labor in the 
competitive market.

• The demand for labor is the derived demand 
from the goods produced by the labor (MPL).

• The higher the marginal productivity of labor, 
the higher the real wage rate. 
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Wages =  (MPL ) X (Product prices)

• Income distribution between farmers in rural 
and labors in urban areas depends partly on 
relative marginal productivity as well as 
relative prices of the products they produce.

• Marginal productivity of each industry 
depends on the capital-labor ratio employed 
in each sector.

• The changing terms of trade among sectors 
also determine income distribution (PM/PA).
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The gap between non-agriculture and 
agriculture can rise or fall

 income share between two sectors
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The  wage share of industrial labor rises relative 
to agricultural sector when

(1) The agricultural share of employment is 
declining relative to other sectors.(LM /LA ) rises

(2) if the marginal product of other sectors rises 
faster than that of agricultural labors. Thus  (MPL

M/ 
MPL

A ) rises

(3) If the terms of trade of agricultural goods to 
manufactured goods declines, i.e., (PM/PA) rises, 
income inequality will increase.
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Capital control liberalization may lead to 
income inequality

• Capital liberalization led to capital concentration in 
the modern sector; thereby raising the capital-labor 
ratio in the manufacturing and non-traded sectors, 
including the FIRE (Finance, Insurance, Real Estates) 
sector.

• The agricultural sector is credit constrained with 
low level of capital accumulation.

• Productivity differentials grow together with wage 
differentials and income inequality.

50



K/L in Agriculture is the lowest and has not changed 
much over the years
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High capital –labor ratio means higher 
productivity and wages

20 22 24 24.5

32

40

83

0

10

20

30

40

50

60

70

80

90

Toyota
Forklift

Mazda &
Ford

Toyota Daikin Misubishi Honda BMW

Topups after bonus in 2019 (Thousand baht)



53

21.7

145.6

163.2

28.7

140.2 142.1

0.0

20.0

40.0

60.0

80.0

100.0

120.0

140.0

160.0

180.0

Agriculture Industry Services

P
er

ce
n

t 
o

f 
ec

o
n

o
m

y-
w

id
e 

p
ro

d
u

ct
iv

it
y

Figure 12.13 Relative Labor Productivity Index
(Sectoral output share/employment share)

2000-2005 2006-2015



54

7
7.5

8 8.05
8.45

9.5

10.5

0

2

4

6

8

10

12

Misubishi Daikin Toyota Mazda &
Ford

Honda BMW Toyota
Forklift

Bonus in 2019 (months)



55

1

1.2

1.4

1.6

1.8

2

2.2

2.4

2.6

2.8

400.00

600.00

800.00

1,000.00

1,200.00

1,400.00

1,600.00

1,800.00

2,000.00

Declining commodity prices
$ per MT (palm kernel) and kg (rubber) 

Palmkernel Oil (left scale) Rubber  (Right scale)



56

(Price of Rice/Price  of Diesel)

Global
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Malnutrition causes stunting

• Stunting: When a child cannot grow to an age 
approximate height

• Chronic malnutrition: Some children from poor families 
never got a chance to reach their potential

• Stunting impedes brain development , especially in 
children up to the age of 5, preventing them from 
reaching their full potential.

• The world bank estimates that every dollar invest in 
material and child nutrition can deliver returns up to 
16 dollars on average. 

• There is no single magic bullet but a number of 
different interventions needed, focused primarily on 
young pregnant women and young children.
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Winston Churchill on political statistics

“There is no finer investment for community 
than putting milk into babies”

“I gather, young man, that you wish to be a 
Member of Parliament. The first lesson that you 
must learn is, when I call for statistics about the 
rate of infant mortality, what I want is proof 
that fewer babies died when I was Prime 
Minister than when anyone else was Prime 
Minister. That is a political statistic.”
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Swindled budgets for school lunch 
April 2018

noodle with fish sauce--nothing else
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After the corruption purge: June 2018
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Cognitive ability: IQ of Grade 1 students (2016)
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But efforts outperform IQ by a factor of 
two in predicting success in life



4. Financial inclusion:
Three important effects

• There is now a wealth of evidence from worldwide 
research that suggests financial inclusion plays a 
critically important role in

(1) poverty reduction,

(2) reducing income disparities and

(3) increasing economic growth. 

• Recall the non-neutrality of monetary policy in the 
market segmentation model.
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Impacts of financial exclusion

• The cumulative effect of a large group of 
population being effectively excluded from 
access to formal financial services carries both 
private and social costs, and ultimately 
undermines economic growth and 
development. 

• The most important reason for being excluded 
appears to be either having incomplete 
documentation or lacking any collateral.
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5. Microfinance: Loans for the poor

• Microfinance is a type of banking service that is 
provided to unemployed or low-income 
individuals or groups who have limited 
financial resources, do not have enough 
income to do business with traditional financial 
institutions. 

• Ultimately, the goal of microfinance is to give 
impoverished people an opportunity to 
become self-sufficient.
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The poor attempt to save and borrow

• Those who live off of as little as $2 a day do 
attempt to save, borrow, acquire credit or 
insurance, and do make payments on their 
debt. 

• Thus, many poor people look instead to 
family, friends, and even loan sharks—who 
often charge exorbitant interest rates—for 
help.
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How does microfinance work?

• Microfinance allows people to take on 
reasonable small business loans safely, and in 
a manner that is consistent with ethical 
lending practices. 

• Although they exist all around the world, the 
majority of microfinancing operations occur in 
developing nations, such as Uganda, 
Indonesia, Serbia, and Honduras.

• Many microfinance institutions focus on 
helping women in particular.
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Microfinance began in Ireland in 18th century

• Microfinance is not a new concept: Small 
operations have existed since the 18th 
century. 

• The first occurrence of microlending is 
attributed to the Irish Loan Fund system, 
introduced by Jonathan Swift, which sought to 
improve conditions for impoverished Irish 
citizens. 
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Grameen Bank and Muhammad Yunus

• In its modern form, microfinancing became 
popular on a large scale in the 1970s. 

• The first organization to receive attention was 
the Grameen Bank, which was started in 1976 
by Muhammad Yunus in Bangladesh. 

• In 2006, the Nobel Peace Prize was awarded 
to both Yunus and the Grameen Bank for their 
efforts in developing the microfinance system.
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Wider scope of activities

• Microfinancing organizations support a large 
number of activities that range from providing 
the basics—like bank checking and savings 
accounts—to startup capital for small 
business entrepreneurs, and educational 
programs that teach the principles of 
investing. 
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Wider scope of activities offered by 
microfinance

• These programs can focus on such skills as 
bookkeeping, cash-flow management, and 
accounting

• Unlike typical financing situations, in which 
the lender is primarily concerned with the 
borrower having enough collateral  to cover 
the loan, many microfinance organizations 
focus on helping entrepreneurs to succeed.
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Nano and Pico Finance

• Under the ministry of finance’s idea, ‘Pico 
Finance’ and ‘Nano Finance’ handle loans at 
rural level.

• Pico Finance handles smaller cases and with 
loans not exceeding 50,000 baht whereas 
‘Nano Finance’ will handle larger loans up to 
100,000 baht.
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Warnings: Pico and Nano Finance

• In both loans, interest charge must not exceed 
36% per year

• It  is expected to help the borrowers who are the 
victims of loan sharks in the informal market.

• The catch is that the new instruments  for 
financial inclusion may worsen household debt 
and raise income inequality, if this type of 
microfinance is complement rather than 
substitute for informal money markets. 
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Households Debt in Thailand increased to 69.50 percent of GDP in 
the first quarter of 2020 from 69.20 percent of GDP in the fourth 
quarter of 2019.
Households Debt To GDP in Thailand reached an all time high of 70.90 percent of GDP in 
the fourth quarter of 2015 and a record low of 25.40 percent of GDP in the fourth quarter 
of 1991



Economic scars from Covid-19

• Lost jobs

• Record debts

• Corporate bankruptcies

• Atrophying skills

• Missed investment

• Deglobalization

• Frayed mental health,

• Rising inequality
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Summary

• Output growth of the service sector has more impact 
on poverty reduction than manufacturing and 
agricultural sectors.

• Capital liberalization led to rapid capital inflows, 
enhancing capital-labor ratio, and enlarging 
productivity differentials.

• When the terms of trade turns against farm prices and 
agricultural productivity lags behind other sectors, 
income inequality deteriorates.

• There are some flaws in using the Gini coefficient to 
measure inequality.

• An attempt to make Pico and Nano finance available to 
the poor can backfire if the volume of lending in 
informal money markets does not decline.
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Questions

• Explain how trade reform and capital control 
liberalization might affect income distribution.

• “Economic development in Thailand is a failure because 
income distribution has worsened” Discuss.

• What are major factors determining income distribution 
in Thailand? Are they different from other emerging 
economies?

• “A move toward free trade improves income distribution 
in Thailand” Discuss.

• Analyze the impact of oil price shocks and food price 
shocks on income distribution and poverty.

• What can Government Savings Bank and the Bank of 
Agriculture and Agricultural Cooperatives (BAAC) 
contribute to reduce income inequality?
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Previous final exam questions

1.”Quantitative easing policy conducted in the US 
would exert a negative impact on Thai exports in 
2011” State whether you agree or disagree with the 
statement. Provide brief reasons to support your 
answer. 

2.  “The Bank of Thailand raised its key policy rate to 2% 
last week. Other things equal, the normalization of 
monetary policy that would continue into next year 
can subdue inflation in 2011”. State whether you 
agree or disagree with the statement. Provide brief 
reasons to support your answer.
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Open-book exam
Each question carries 10 points

3.  With substantial extension of mass-
transit routes of trains to provinces 
surrounding Bangkok,   What would 
the rent gradient of Bangkok look like 
in 2025?  

4. Discuss whether a ban on rice exports 
by China (or India) would have any 
impact on poverty and income 
distribution in Thailand.
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Answer all questions

5. If Myanmar and Laos are accepted as  
members of the WTO in 2025, how would 
Thailand’s pattern of trade be affected? You 
may compare with the impact of China’s entry 
to the WTO in 2001.

6. If the government does not cut public 
consumption in the next fiscal year, the 
budget deficit will be worsen and raise the 
debt-to-GDP ratio further.
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Make sure that your answers are as 
clear and concise as possible

7. Thailand was able to recover within a few years after 
the bailout by the IMF during the financial crisis in 
1998. Do you envisage any similar pattern of recovery 
of the Greek economy in the near future?

8. Examine how Thai industries, poverty,  and income 
distribution can be affected by:

(a)the baht appreciates to 27 baht to the dollar by the 
end of the year

( b) the depreciation of the baht to 40 baht by the end of 
the year

(c) The daily minimum wage is raised to 356 baht.
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