Sufficiency Economy and the Government
Kobsak Pootrakool

There is a general misperception among the public that Sufficiency Economy only
applies to the agricultural sector. But, in truth, the concept of sufficiency economy
can be applied and extended to all levels of the populace and especially to the day-to-
day conduct of the government. Thus, it is the main intention of this manuscript to
provide some illustrative light upon this topic.

This manuscript consists of two sections. The first section discusses
sufficiency economy concept from the viewpoint of economics so as to provide the
background to the discussion that follows. The second section discusses the
application of sufficiency economy to the conduct of the government in three levels:
(1) macroeconomic management, (2) design of the government policies and projects,
and finally (3) as an alternative development strategy for developing countries.

I. Applicability of Sufficiency Economy

To appreciate the applicability of the sufficiency economy concept, one has to begin
by asking oneself what does this concept advocate and how does it differ from what
we already understand at this point about how people should behave themselves
(optimally as economists always use the word.)

On the basic level, sufficiency means (1) moderation, (2) reasonableness, and
(3) self-immunity from internal and external changes. Most important of all, the
foundation of sufficiency rests upon honesty/integrity and patience/perseverance of
every member of the society.!

' Many including myself often overlook the importance of honesty and integrity as the foundation of
sufficiency economy. But more and more as I look back at the current economic and political situation in
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Moderation, reasonableness, and the consideration for self-immunity from
uncertainties together form the frame for our decision making process under
sufficiency economy and they provide rules of thumb for each individual to follow or
to be cross-checked against as one makes one’s decision. For instances:

Which products should I buy?
Think about what you need and buy those that suif you.

- Should I have more for lunch?
Be moderate. Don’t indulge yourself too much.
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- Should I borrow that money?
Think carefully and don’t borrow just to spend unwisely.

N

How large should I build my factory?
Be reasonable, do not be too optimistic and over-extend yourself.

Q:
A:
Q: Should I bride these officials and cut the corner?
A: Be honest and keep your integrity.

By asking ourselves as we are making our decisions, especially at the
important junctures in life whether we are violating any of these three main
components or pre-conditions of sufficiency economy, we will assure ourselves of

Thailand, it becomes more and more evident that honesty and integrity is a critical and indispensable
element. Fconomic success without them will only sow the seed of future problems. At the end,
one needs a system that promotes better governance and greater honesty.



choosing reasonable choices for our lives. In effect, through our adherence to the
sufficiency economy philosophy our courses of action will be limited to those actions
that are “prudence” and “long-sighted” in nature and overtime these choices will
provide us with room to be resilient in face of any uncertainties that may arise.

Here, one may ask how decision making under sufficiency economy differs
from what we understand at this point about how people should behave or choose as
described in neo-classical economic textbooks.

From my view, there are two important differences. The first one is based on
the normative feature of sufficiency economy that it prescribes rules of thumb for
people to follow or to be cross-checked against as one makes one’s decision.’

Neo-classical economics normally posits that consumers and businessmen will
choose what is optimal in term of utility maximization from all available options, now
and into the future. But mere reflection upon our own experiences reveals that people
many times have difficulties imagining all their available options and do not process
the ability/facility to optimize as neo-classical economics requires. Thus, in reality,
people at times end up choosing based on their gut instinct or picking the choices that
they feel they can live with. And some people may pick “wrong” choices by
gamblirslg their lifetime assets into a stock or an investment project that later gone

s&busted.

Sufficiency economy provides those people without clear guidelines on how
they should choose, with clear principles that they can live their lives and with rules to
help these people making their decisions.

At this point, one may ask whether behaving according to sufficiency
economy will lead to inferior outcomes compare to the case when one can choose
=freely. I would like to point out that the choices of the consumers who rely on the
rules of thumb based on sufficiency economy concept will be “similar” to those of
neo-classical consumers who are having long-foresight, being risk averse, as well
as being prudence, Neo-classical consumers with such characteristics will (1) look
at all possibilities and weigh them with their rationality, (2) pick the courses of action
that is moderate and (3) will not overexposed themselves to risks and provide
themselves with some immunity for future unexpected events. In effect, if we behave
under the rules of thumb of sufficiency economy, we will not be far out from the
prudence consumers who are maximizing their utilities.’

* “Sufficiency Economy is a philosophy that stresses the middle path as an overriding principle for
apptoptiate conduct by the populace.”

3 This may be the result of their greediness that makes them fail to carefully weigh the probability of the
negative outcomes correctly, or their crave for instant gratification that they fails to look at the longer
horizon, or their attachment to social standing that they have to be richer and have more luxurious things
than others. Economics disciplines may look at these behaviors as abnormality and ignore them in their
standard theoretical formulation. But, in reality, these behaviors are prevalent and can be easily observed
in the populace. And it is these behaviors that lead people to over-exposed themselves to risks and
therefore often run into difficaltes.

* Good rules of thumb can lead to great performances. Robert Axelrod in eatly 1980s invited computer
sctentists to submit a comput:r program to compete in an international tournament in a non-cooperative
game. Out of a toral of 62 entres, the program with the simplest strategy known as tit-for-tat {(or
cooperates when the other sicle cooperates and defects when the other defects the last time) had the best



The only instances that there will be marked differences between the two
solutions are when the consumers have preferences that are not “standard” such as
risk-loving or short-sighted who would then bet big and exposed themselves to risk
and subjected themselves to the up and down of things (the type of behavior that
clearly is not advocated by sufficiency economy).

In this way, at the very moment that one has to make decision, the
concept of sufficiency ecomomy becomes applicable, in fact, applicable to all
economic actors: consumers, businessmen, as well as the government during
their decision making. All one needs to do is to pay close attention to the moments
when the decisions are being made, especially for those important junctures of our
lives, and ask whether these decisions adhere to the main elements of sufficiency
economy: moderation, reasonableness, the need for self-immunity as well as honesty
and integrity. By so doing, we will choose better, proper, or at least reasonable paths
for our lives in the short and over the long run.’

This is probably why His Majesty the King always emphasis that he does not
advocate the application of sufficiency economy to % of the land areas of Thailand
but rather Y% of our doing. And more importantly, this suggests a way for the
promotion of sufficiency economy: the encouragement of prudence and honest
behavior within the economy.

Let me now turn to the second difference between neo-classical economics
and sufficiency economy. This is slightly more subtle than the first one and is based
upon another normative feature of sufficiency economy: that is, it encourages people
to have certain set of preferences such as long-sighted, risk averse, and being
prudence®. As one reads about sufficiency economy, one will find references in
various places of His Majesty the King’s speech to other related concepts such as:

“don’t be too greedy,”

“don’t over-extend yourself,”

“don’t be too extravagant,”

“don’t live beyond your means,”

“don’t be in debt for no good reason,” and
“stand on yours own feet.”

While neo-classical economics takes people’s preference as given, whether
they are good or bad preferences, sufficiency economy philosophy tries to encourage
people to behave themselves in certain ways: moving toward having a good set of

performance and won the toutnament. It out-performed those other submitted programs with
complicated strategies on how one should cooperate. This example provides illustration of power of a
simple rule of thumb that can lead to great performance in one life.

5 One can offer an alternative explanarion here. If people have limited ability to make their choices and
some times choose by their instincts/convenience or by pressure, then going through the elements of the
sufficiency economy (which share similar characteristc with the optimal choices) will serve to ensure that
their choices are rational and close to the optimal solution. For example, if one fails to assess the
situation correctly and decides to invest heavily into a particular project, thereby over-exposing ourselves
to risk, then it will fail the third critera. By looking at the third criteria and reconsidering one’s choice,
one decision will move toward the optimal solution.

& Prudence here would mean that one should save now for possible rainy days in the future.
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preferences and reducing/avoiding bad ones. For instance, for those who love to
gamble, sufficiency economy would encourage them to lessen their love for gambling
and become more risk averse. For those who love to drink heavily and be in debt and
ruin their own life along the way, sufficiency economy would encourage them to
lessen their love for drinking heavily and only drink moderately. For those who love
instant gratification, sufficiency economy would encourage them to think long-term
and give less weight to the present.” So, in effect, this suggests that the promotion of
sufficiency economy can also be achieved through the modification of people’s
preferences.

II. Applications of Sufficiency Economy for the Government

There are three areas that the government can apply sufficiency economy concept in
their day-to-day operations: (1) macroeconomic management (2) design of the
government policies and projects and (3) as alternative development strategies.
Below we will discuss each of these areas in turn.

II.1 Macroeconomic Management that is in line with Sufficiency Economy

Let me now discuss the application of sufficiency economy to the government
management of its economy. Conservative fiscal policy and prudence monetary
policy has been a hallmark of Thailand’s macroeconomic management for quite some

time and certainly qualifies as being consisfent with sufficiency economy philosophy.

Fiscal Conservativeness

The fiscal conservativeness of the Thai government has its root to the decision
made more than 50 years ago. At the time, the Thai government had been facing with
the persistent problem of budget deficits. The government debts had been rising and
part of the government deficits had been financed with monetization by the central
bank that subsequently led to rising domestic prices level. This difficulty originated
from the way that annual budget has been set by the government. The government
would first list projects that it would like to engage in first and set the level of budget
expenditure for the year accordingly. Then it would proceed and give the forecast of
its revenue to be consistent with the desired expenditure. It was this very practice of
budget setting that led Thailand to the problem of persistent budget deficits since by
every year-end, revenue always failed short of the overly optimistic forecast made
earlier.

In response to this problem, a new approach to budgetary process was
proposed in the series of the Bank of Thailand’s Annual Report during 1953-1955 as

7 Note that from welfare point of view it is very difficult to judge whether this normative prescription is an
improvement to the quality of life/maximum utlities of those people who love to gamble, drink, and
consume, since prefetences are no longer taken as given. But by encouraging people to modify their
preferences away from gambling, drinking, and instant gratification, long-term sustainability of these
people livelihoods will be greatly enhanced. The sustainability of the system as a whole is also enhanced
along the way.
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part of its yearly reporting to the government at the time. It was eloquently suggested
by the Bank of Thailand’s Board members in 1953 and 1955 that:

“The bank feels deeply concerned over the problem of inflation and has
repeatedly pointed to the potential danger of real inflation unless counter
measures are taken. When expenditure exceeds revenue by such a wide
margin and further spending still deemed necessary, expansion in the note
issue can hardly be avoided. This will seriously jeopardize the economy
of the country and the standard of living of the people. Every effort should
also be made to scrutinize all investment projects submitted by various
government bodies. Only those that are really necessary and which will
yield quick returns should be carried out; other projects, of lower priority,
should be spread over a longer period; while others, though equally
important but less urgent, should be postponed until the treasury balance
has recovered its strength.”

Two years later, the 1955 Annual Report suggested further that:

“Government spending in 1954 exceeded revenue by Baht 776 million.
This substantial deficit was almost entirely financed by short-term lending
from the Bank of Thailand. It is to be noted that the amounts of both
Treasury Bills and overdrafts have been increasing steadily every year. ...
However, it has been made clear that neither Treasury Bills nor
government bonds have any popular appeals, in spite of the fact that the
latter yield an interest of 6% per annum. It is therefore imperative for the
government to make drastic retrenchment and balance the budget.

The present budgetary procedure and administration are inductive to
deficit spending. This is because estimates of revenue are based on
expenditure, a method most unsuitable for the present financial condition
of Thailand. It is suggested therefore that the procedure be reversed;
expenditure estimates should be based on revenue expectation. By this
method, revenues from taxes and other sources are estimaied as
accurately as possible and should also include borrowing of non-
inflationary nature.  Expenditure estimates must be based on strict
necessity, its overall amount not to exceed total revenue.”

Under this newly proposed framework, the Budget Act was then amended by
1959 and the government was prohibited from borrowing directly from the Bank of
Thailand and the government overall borrowing was limited to a maximum of 20
percent of the total budget in that particular year. The key to this new budgetary
process was to get all the leading governmental economic agencies — the Bureau of
Budget, the Ministry of Finance, the National Economic and Social Development
Board as well as the Bank of Thailand ® - to come together in an annual meeting and
discuss the likely level of revenue that the government will be able to collect for the
year based of the collective wisdom of the four agencies.

¥ The story being told was that it is more difficult for the military government at the time to change the revenue
forecast that agreed by the four agencies since they have to convince each of the four agencies to change their
projection. This thus provides the needed insulation of the government interference into this process.




By setting a conservative level of targeted government revenue, the
government expenditure will then be limited and it is very likely that by year-end
revenue will exceed the conservative forecast made earlier and fiscal surplus will
likely to emerge. Consequently, before the 1997 crisis, the Thai government had one
of the lowest levels of public debts to GDP ratio of around 4-5 percent when other
more advanced countries such as Japan or Italy, the ratio can easily exceed 100
percent of their GDP.

From sufficiency economy philosophy point of view, this fiscal
conservativeness is very much consistent with the concept of living within one’s
means: being reasonable about what one will be able to earn for the year and then
spend moderately and accordingly. As a result, fiscal position of the Thai government
has always been quite strong and provides the needed immunity vis-a-vis unexpected
economic shocks that come along. In fact, it was our strength in our fiscal balance
sheet that allowed us to weather the 1997 crisis and allowed us to be able to absorb all
of the economic costs of the crisis resolution.

At the present time, the Thai government imposes on itself fiscal rules that
will help ensure its fiscal conservativeness. These consist of (1) keeping the public
debt/GDP ratio below 50 percent, (2) achieving balance budget by the year 2005-2009,
«(3) maintaining the share of capital expenditure to be greater than 25 percent of each
annual budget, and (4) keeping the government debt service ratio below 15 percent,
Thus far, these fiscal rules have been met with the ratio of public debt to GDP
declining from 57 percent in 2000-2001 to the present level of 46 percent. '

Our government determination to uphold these conservative rules will keep

our fiscal decision within the framework of sufficiency economy (living within one’s

smeans) and will not only reduce the likelihood that economic crisis that may originate

from the difficulties in the fiscal front, but also provide the necessary room for
zmaneuvering in the future should some unforeseen circumstance happen.
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Prudent Monetary Policy

Another pillar of macroeconomic stability in Thailand is the prudent monetary
policy. There are three distinct periods of monetary management in Thailand. The
first period was during the period of fixed exchange rates regime between 1962 and
1997. The second period was after the 1997 crisis to mid-2000 where our monetary
policy was based on monetary targeting. The final period is after the introduction of
inflation targeting framework in mid-2000 to the present time.

For a large part of our history, monetary management was under the fixed
exchange rate regime. With domestic interest rates mostly determined by external
interest rates, monetary management of the economy was then largely a matter of
providing appropriate level of liquidity to the economy so as to facilitate the
expansion in the overall economic activities without putting undue pressures on the
general prices level. In effect, the rate of money supply expansion was kept in line
with the rate of the expansion of the overall economic activities. For instance, if the
economy was projected to expand nominally 6 percents this year, money supply
expansion would then be targeted at 6 percent plus 2-3 percents (the additional growth
in money supply was to facilitate the continued deepening of the financial system).
So, with prudent and moderate expansion of the money supply, the overall level of
prices in the economy has then been kept under control and domestic price stability,
assured.

Dr. Chatyawat Wibulsawadi (1986) writes that the conduct of monetary policy
has three important guiding principles: (1) appropriate balance of the policy,
(2) policy flexibility, and (3) prudence:’

Appropriate Balance Since monetary policy affects many groups of
people in the ecomomy and affects many of the governmeni
macroeconomic objectives such as growth, inflation, external balances,
income distribution etc., it is important that the conduct of monetary
policy in term of the level of interest rates or the targeted rate of credit
expansion must strike the right balances between its various objectives. It
should not be too loose that will later lead to economic instability nor too
tight that will lead to overall economic stagnation. As for the interest
rates, they should not be too high that they create difficulties for the
borrowers and not too low that depositors do not get adequate refurns.

Policy Flexibility Given that economic conditions do and can change
dynamically, monetary policy should be able to respond to the changing
condition flexibly. For instance, when the economy overspends and starts
to affect overall economic stability, monetary policy should then be tight.
Once the situation becomes under control, the monetary policy stance can
then be relaxed.

Prudence Since the financial and economic conditions of the country are
uncertain and can be quite volatile in some periods especially those
financial conditions that related to external enviromment, thus it is

9 This part is based on Wibulsawadi (1986).





















