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	Question 1.1: Is import-substitution industrialization a good idea?

Class Discussion on Tuesday, 4 September 2012
	
[bookmark: _GoBack]	BoI was given responsibility for implementing ‘Act on the Promotion of industries’ in 1959. For example, they gave foreign companies many benefits including guarantees against nationalisation and competition from state enterprises, exemption from import duties on import of raw materials and input, etc. – was given to promoted firms by BOI. Moreover, firms were further assisted by tariff protection for competing imports, or even by ban. Hence, investment promotion was a sharp change in economic policy occurred in late 1950’s. However, our group believes that Thai government should not promote BOI at that time because of ineffectiveness with the following reasons.

	First, Thai market is too small, making scale of output too small to exploit benefit from economies of scale, resulting in high unit cost.
Due to high unit cost, tariffs and bans were necessary to protect domestic firms from foreign competition. Therefore, domestic firms that were protected became monopoly, charging higher price on Thai consumers. Moreover, firms had to be dependent on a tariff-sheltered market forever.

	Second, one important ineffectiveness of policy is substitution of imported raw materials and capital goods for imported finished product produced by promoted firms. The share of imported manufactures to total manufactures remained almost the same. (0.34 in 1960 to 0.32 in 1968), indicate that policy was ineffective.
	As a result, balance of payments deficit starting from 1969-1970 as protected manufacturing sector was not capable to compete in export market and had to rely on import inputs. Exports were not promoted as exporting firm faced higher cost of inputs produced by protected domestic firms. Resources were allocated to inefficient promoted import-substitution industries, instead of efficient firm that faced competition, creating inefficient resource allocation.

	To sum up, the idea of encouraging import substitution industrialization is not good at that time because of small size of Thai economy, inefficient monopoly firms, and high tariff. These factors weaken exporting firms because these firms have relatively higher cost than foreign firms, which have the protection.  As a result, import exceeds export and BOP deficit for many years. BOI was criticized and change the policy from import substitution industrialization to export oriented economy.

