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The role of public and private institutions in the increase

of the competitiveness of the Thai industry

ABSTRACT

Statement of the Problem

The development success in developed countries has been very much related to the role
of both public and private instilutions in implementing economics and industrial policy effectively.
The public sector looks after the overall policy while the private sector is to reap the benefits from
the overall system according to its own capacities. However, important conditions to success
would depend upon how well these countries adapt (o the liberalization process, affecting their
rules and regulations operating within their own economics. The report of World Economics forum
in its edition of 1994 has specified that East Asian economics have been well adapted to
increase lheir competitiveness within the global economy causing Europe and the U.S. to

readjust their own strateqy vis-a-vis the region.

In the 1980's ; the debate over inlemational competitiveness has gained ground in the
developed countries especially among American economists such as Paul Krugman, John Zysman
and Laura Tysos. These economists have offered views to help their govemment to reshape its
competitiveness policy, such as strategic trade policy, industrial policy, technology policy, etc.
Their focus would be on how to select certain industries to promote trade and production to
compete with othernations. The U.S., in particular, has set up the Competitiveness Policy Council
to study strengths and weaknesses of U.S. competitiveness, as well as to promole
recommendations to build and to balance the role of US. as an economic and political
superpower. Four criteria have been spelt out. Firstly, goods and services offered in the U.S. have,
at least, the comparable both in price and quality to the intemational marketplace. Secondly,
these same goods and services should allow the expansion of the U.S. economy, therefore,
increasing the overall income for U.S. citizens. Thirdly, factors of production’s investment should be
supported by n;ational savings so the ‘country does not have to worry about the debt position. And
lastly, the country must fulfill all necessary requirements in order to move ahead for a conducive

and long-term development.



Objectives of the Research

1. To study the significance of ‘institutions both in the pubiic and private sect'or in
relation to the industrial development.

2. To analyze the role of public and private in te slitutions in promotion of Thailand's
industrial competitiveness.

3. To identify the effectiveness of the public and pnvate role in dealing with the
industrial competitiveness of Thailand.

4. To Recommend the role for public and private insfitutions to enhance Thailand's

industrial competitiveness.
Research Methodology

The study covers all major public and private institutions in Thailand and its role in
promoting the industrial competitiveness. This is included, among others, their linkages in various
areas such as information exchange, training research and development, networking, etc; all of
which contribute to cost reduction and productivity enhancement (o finally increase the overall

competitiveness of the country.

The research is able to identify major and common issues to promote Thailand’s industnial
competitiveness, especially through interviews and documentary research, covering the themes
of basic infrastructure, human resources, technology. The study has also put forward the cases of
the electronic industry and food processing industry to illustrate the imporiance of the

institutions in their industrial set-up and development.

The institution and the industrial development

Institutions are the rules of the game in a society that human beings devise to shape
human interaction. They can be either of formal such as rules and regutations devised by human
beings or informal constraints such as conventions and code of behavior. Institutions exist to
reduce the uncertainty by providing a permanent structure to every day life. The institutional
framework determines the existence and the evolution of the organization in the society and hence

these organizations can influence the institutional changes. The grganization may be political, social

educational or economic.



institutional change s a compiicated process. The changes may come from rules,
regulations, or law enforcement or may come from the evolution. However, whatever the changes
will happen, will depend upon the information received and the method used in the process of the
information. Practicaily, the one who decided must decide from the incomplete information and the
bounded rationalty in the processing, manage and use of the information, accompanied by the limit
in the intempretation of the environment rules and performance. The solution to uncertainty induces
transaction costs, since there are cosls ol measunng the valued altributes of what is being
exchanged, costs of protecting nghts and policing and enforcing agreement. The enactment of law
i5 a method used in reducing the transaction costs, but it can increase lhe transaction cosl in case
it is not socially efficient. The role of institutions is to serve the benefit of the ones who have the
higher bargaining power. {f the changes caused by the benefil are compatible with the social
situation, then the economy will be beneficial because they will affect the directions of long-run
economic changes and will encourage the movement of factor of production, the skill choice, the
continuous production, the low cost and fast transfer of information, the inventicn and innovation of

new lechnoiogQy, elc.

The institutional framework may promote the increase in the productivity or create a barrier
to entry for new firms, promote mongpoly and obstruct the flow of low cosl information. When
compared to the advanced industrial economy, lhe developing economy has a higher cost of
transaction due to uncerainty in the property right, resuiting in employing little fixed cosl technology
and unwillingness to entail long tlerm agreement. The firms are typically small in size, except those
operated or prolected by the govermment. These problems will increase the cost of ransaction and
affect the technological choice which in tum will affect the personal contract. figher cost per

exchange and in the worst case there will be no exchange at all.

The institutional study can be divided into two pards. The first one concems the institutional
environment and the second part concems the govemance or management mechanism in the
inslitutional arangement or the mode in which the economic units cooperate and/or compete. The
sludy is to find out whether the actual institutional environment and the govemance mecharism

encourage or prevent the development of the competitiveness of the Thai industry.

The problems faced by the Thai industry concem production, marketing and judiciai
problems. These problems are relaled to pnvate and public organizations which can be classified

into macro-poiicy, infrastructure, science and technology and numan resources institutons.



Tasks on Macro economic Policy

Agencies responsible for macro economic policy should go for altematives to solve
problems as follows :

As for the overlapping responsibiliies between agencies, there shouid be a clear line to
divide tasks among them. The responsibility, of the Department of Intemal Trade should be clearly
distincted from other agencies, especiaily the issue related to agricultural prices and the impact on
farmers. With regard to trade negotiations at the regional and multitateral level, the govemnment
should ailow the Department of Business Economics to perfrom as a center for trade data
coilection/information of the Minisiry of Commerce. The Department of Intelleciual Property should
acquire itself as a center responsible for data collection/analysis on intellectual property nghts
‘registration. This would include the information on the infringement of intellectual property nghts.
As for the visit of trade representatives from abroad, both from the public and private sector, the
Ministry of Commerce and the Ministry of Foreign Affairs should delegate their present works to
other agencies, in particular the Board of Trade and Thai Chamber of Commerce should also be
involved. As for the tasks on public finance related to fiscal planning and intemational negotiations
on tax reduction, the Fiscal Policy Office should increase their capabilities in analysis, policy
formuiation and work coordination among agencies.

In order o increase the number of qualified staff, the government showd not overiook the
trasming budget in order o suppor personnel development. As for the lack of good networking, the
govemment should encourage the development of 2 management information system and link this
network with the private sector. The budgeting process should be more flexible to atiow the use of
budgel in a more efficient manner. There should be a way that the budget aliotments can be
allocated directly to the responsible agencies without going much into details, but rather based on
efficiency spending or retum on expenses. Each menistry /agency should investigate and evaluate
hisher overall performance, objectively both in qualitative and quantitative terms. The government
regulations with regard to the civil service should pay more important attention to punishment as
weil as renumerations for govermment officials responsible in these major agencies. Finally, the



govemment should adjust its top-down decision-making stnucture by giving more importance 10 the

horizontal level of the decision-making process.

Tasks on Basic Infrastructure

Thailand's competitiveness erosion has also been caused by the maritime problems. A
dependence on foreign ships for transpor of goods has caused Thailand to loose bargaining
power, therefore the costs of transportation for the Thai business community remain relatively high.
There are also problems related to the complicated and out dated govemment regulations such as :
few and unattractive financial schemes promoted by govemment policy, no incentive to promote the
maritime business for Thai nationals. As a result, the Thai maritime business has become limited in
its size and operations. There also, exists additional problems related to the inland port services

and maritime staff development.

The finding of this study is thal the govemment would view the maritime business as purely
commercial and has not yet seriously taken into account the perspectives on national security and

backward and forward linkages to other activities.

Overall, there are still altematives for the govemment to improve and develop the Thai
maritime business in the future which could be elaborated as follows :
- The development of the Thai maritime business should be promoted both in terms of
taxation and other financial assistance.
. - The adjustment of laws and regulations seems necessary in order to attract major players

in this business as well as to improve the present standard up {0 the intemational level.

As far as the role of different organizations involved in this business are concemed, these
can be summarized as follows:

- The office of the Maritime Promotion at the Ministry of transport and Communications
possessed a very wide agenda for its responsibility. But in practice, the agency, itself, is not
entitied to any major promotional schemes on iaw enactments or enforcements. Hence, there

shouid be definitely the improvement of the works of such an agency.



- Thai Mantime Navigation, Co., Ltd faced various setbacks in the past, and should be
given a chance to increase its business by joining with the private sector with a strong background
in management and funding of its own capitél.

- The Port Authority of Thailand could improve its own operations by allowing the uses of
new technology and other adjustments to be made once it would advocate (o have a more efficient
structure and system in place. There exists aiso other areas for improvement such as the review of
the Act related to the Port Authority of Thaitand, covering mainly all aspects of operations and

management of its activities

To conclude, the major changes for the government in the maritime business promotion
should be :

- to balance the business value as much as security and business related activities

- {o plan a proper nationai port and manage it efficiently

- to set up a real central office responsible for all on-shore linkages of marntime business
Tasks on Science and technology

Science and technology are essential for the deveiopment of the productivity of an
economy through innovations and new production processes which consiitute low cost or more
suitable substitution. How science and technology will promote industrial development will depend
upon the ability of entrepreneurs to develop the quality and the standard of both the product aself
and the production process to the acceptable level. This development could affect the cost of
production and marketing. The govemment should invest more in building up the scientific and

technological capability, since, the entrepreneur in the developing country stili lacks know-how and

capital.

Though, there is an attempt to set the budget for research and devetopment at 0.5 % of
GNP for the public sector and 0.25 % for the private sector, during the 7th National Economic and
Social Development Plan, yet the actual expenditure is lower than planned, because of limited
capability and no monitoring machinsm. Besides, the private sector is still not motivated .the major
part of the research and development activities depends on the public sector, however, The Thai
public enterprises do very litlle research and development works. When compared to the newly
industrialized ceuntries, Thailand had a very low budget for research and development. According
to The World Economic Forum, Thailand ranked 42 in the technology capability from the total of 48

advanced developing and developed countries, even though the couniry ranked 26 in the

competitiveness.



The maijor and urgent problem is the shortage of human resource in every level, in both
quality and quantity. The essential solution is to change the national education concept by
elevating the level of education of all the people instead of focusing only on some specific sectors
Furthermore, the govemment should have a system for developing the research professionalism in
order to give importance to research and increase the remuneration of the researchers so that the

research profession could constitute an inleresting career in bolh the public and private seclors.

Secondly, The national research and development plan shouid coordinate ail the
organizations concemed (o find the mpiications thal can produce coordmation between the
govemment agencies, between the govemment and the private seclors, s¢ that the research and
development would have the same onentation and could respond to the real needs of the potential

users.

Thirdly, the scientfic and technological policy and the industrial policy do not focus on the
use of in-depth foreign technology transfer in the absormption .modification and innovation of new
technology. The govemment still does not have the mechanism to promote and reduce the burden
of leaming and use the foreign technology transfer as a basis to increase the technological
capability. The government shouid consider the founding of the educaltional and training institutes
or giving assistance (o the founding of institutes in the specific fields. The mnstitutes shouid be
diversified and should not concentrate only in one or two organizations. In order o increase the
public-private linkage, the private sector should participate more in the educational and {raining

curriculum and the funding of the institutes.

Finally, the privale sector should be encouraged (o have more interest in and support for
résearch and deveiopment by qiving larger loans and easier repayments terms as fund support.
Facihities or the technological infrastructure (information, certification, science-park, etc.), research
training for the upgrading of know-how and capability in research and the supporting services
{industrial consultancy, co-research between pubhc and private sector, administration support, the

monitor and control of quality), are also required.

Tasks on Human resouices

The Thai industry is mn the slate of structural change : from the labor intensive to higher

technology intensive production, and consequently requires higher manpower quality, especially, in



n

science and technology. At present, there 1s a shortage of technical manpower in every level, as the
result of rapid economic expansion and lack of continuous close monitonng of the demand-supply
situation. The number of teachers., trainers and lecturers is still not sufficient, and in addition, their
guatity is declining. The existing system and measuwres are unlikely to reclify the situation. This
siuatbon is critcal for Thaland's success in the more open world economy, and ability to response
to the snvestment i new technology which is actualty i the increasing trend, such as. the

communication satellite, the electronic components, eic.

The manpower problems n Thailand are related to the educationat system , 70 % ot
manpower has only pamary education and mostly has received only 3.8 years of education which
1s not adequate for a high technology industry. The appropriate education should be al least the
vocational or the secondary education level. However, the manpower who has finished the
vocahonal or secondary education does not have the required quality. Both students and teachers
do not have adequaie machinenes and equipments for training. Besides, the number of teachers

1S less than requsred.

A solution to the manpower shorfage such as opering new universities would be even more
harmful to the academic qualty because new universities would still depend on lecturers of the old
eslabhshed universities, and consequently, wouid increase the teaching load of these lecturers
angd result In less ime in teaching preparation and research. Since this problem is related to the
overall educational system, the government should give priority to the problem of human resource
planming, in order to build a system that can coordinate with the private sector, have the continuous
monitonng process and have long-term planrng based on national capability development and
competttveness.  Poor mcentive s one of the most important causes of me limited number of
qualfied researchers and teclurers, besides, it does not altract qualified graduates to teaching as a
career The siuation changes from bad lo worse when the science and technology graduates

prefer a business or inance career instead.

The number of institutes that provide traimng which is the crucial factor in preparing and
upryrading the skilled manpower (s stll less than expected. At present, the Skiled Labor
Devetopment Department of the Muustry of  Labor and Welfare 1s responsible for the lower level of
skled tabor training such as vocatonal traiming. There are also the departments n the Ministry of
Industry who are responsible for the lower level and the specialized traiming. The training facilities
provided by the pnvate sector are Foundalions which may be established with the help of foreign

organzations or with the cooperation between the Thai govemment and the Foreign organizations.



These foundations conduct mainly the training on the production management techniques. Some
may conduct training conceming the use of industrial production machineries and equipments.
Actually, there is an attempt to establish a specialized organization such as The Textile Institution
and the Food Institution. This could be helpful, however, there still remain the problems of funding.
The govemment should provide privileges and support to the private sector training activities using
tax incentives or development funds. In order to reinforce the training activities, the govermment

shoutd consider establishing the Labor Development Fund for the funding suppor.

The other important problem is the skilled labor standardization, which concems the
certificalion and salary struclure of skilled labor. Actually, the standardization is not yet set for all
sectors and is still not acceptable to all people concemed. Furthermore, there is no concrete
evidence of implications to increase the number of certification bodies and training institutes. To
solve this problem, the private sector should be encouraged to take a more active part in order to

enlarge the knowledge and the acceplability.

Case studies : electric appliances and electronics industry

The electric appliances production requires medium and high technology, and mostly are

the assembly of imported components, using the imported machinenes, raw malterial and
technology. Actually, the Thai industrial firms can design and produce components, assemble
parts and the finished products themselves. On the other hand, although the electronics industry
produces parts for the electric appliances and computer industry, 90 % of raw materials are
imported. The production firms are mostly joint ventures with foreign firms using not very high
technology but are highly labor intensive. The production is that of reiocated divisible production
“with the parent company keeping the high technolrgy production. In order to develop the
-capabitity of this industry, the government should encourage the research and development and the
potential in the technological transfer. Moreover, the govemment should also promote the quality
devéloprnem and product standardization , including developing the standard certification bodies.

Besides, the appropriate restructure of taxation is also needed.

-~
-

The success of the electronic industry in Singapore reveals that the development in this
field required an accumulated capability buill up from the skills in engineering and basic industry.
Only the skills in software and computer is not adequate because there is a closed and complex
relation between the new and old technology. The success depends on the development of other

related capabilities: ptastic, molding, mechanics, assembly and electric-mechanical electronics.



This industry depends on the systematic and continuous accumulation of capability in
infrastructure, leaming process and industnal know-how. In the elecltronics industry, the
govemment has allowed the private sector decide 1o itself mostly. but the govemment operates the
activities conceming the incentives, the labor training and the infrastructure. The education.- training
and development of skilled man-power policy covers all levels of education; from the vocational
level for the basic technical study, the apprenticeship, institutes for software, electronic engineering,
advanced mechanical engineering, and researches. These institutions are the support for the irms
to advance to a higher value added actlivities. Besides, The Skills Development Fund is established

to support the training activities.

When compared to Singapore, Thailand still lacks many development factors :

-The institutions producing basic industrial manpower is limited in both number, and
activihes. Actuaily, there are the MIDI of the Ministry of Industry concemed mostily with the molding
for car parts, the MTEC of the NSTDA with the cooperation of public universities focus on the
research and development, and the recently established Thai-German Institute of the Ministry of
Industry engaged the lraining of personnel, information and services, engaged in the design
technique, the automaltic production system, the maintenance and the instailation of big mouid.

-The educational and training institutions for the development of specialized man-power are
stitl limited in number. The existing institutes engage mostly in research works. Aithough, there is
an intention to establish the research and development center for micro electronic technology by
the NECTEC, but so far it has not yet malenialized.

- Inadequate science and technology infrastructure due to inadequate facilities, small
amount of researchers and incompiete lelecommunication structure limited capability in the higher
electronic industry.

- Thailand still lacks the coordination between the public and private sector. especially in
information technology.

Case study : Processed food industry

The processed food industries studied are canned vegetable and fruit which used the raw
material produced in the country, and canned sea food which used imported raw material. Both are
produced for export.

The major problem of the processed food is the shortage of raw material in required quality
and the quantity. which affect the cost of production. The ministries concemed, for example, the



Ministry ot Agriculture and Cooperative, the Ministry of Industry and the Ministry of Science and
Technology and Environment, should coordinate to study the production and process system, ang
encourage the use of appropnate technology to enhance the productivity and o reduce the

production ¢ost.

The govemment policy in protecting the mtemal agricultural products which results in high
@axes or quotas on imported agricultural products 1s a8 problem which hmits the development of Lhe
food processing industry, due to higher animal feed prces and a delay in importation.
Consequently, the food processing producers cannot efficiently plan the production in advance.
Thus, it is necessary to consider the siructure of overall tax system to find the appropnate

measures for the tax and the quotas system.

The manpower is another problem due to the labor intensive charactenstics of the industry
and the shorlage of manpower in every level; from the unskilled up 1o the technician and the
specialized personnel (nutrition and food scienusts). The manpower training and development is
related (o several orgamzations such as the Ministry of Labor and Welfare, Mimstry of industry,
Ministry of University Attars, and the recent established Food Institubon.  These organizations
should coordinate in the development planning and it will be heipful if The Food Institution should

have a more active role In the development pian.

Marketing is another problem. The exporters faced very tight competibon n Loth pnce
and non-pnce. Besides, there is the trade bamers, for example, countervaiing duly or ant-
dumping duty. The Thai exporters must montor the information and changes closely, and adapt
themselves 10 the new situation  The concemed organizations such as the Mirustry of Commerce

shouid be rapid in informing. consulling and solving the problems.

Finally. the quanty standard especially the health quaiy requirement and the producbon
process requrement which affect the safety of the consumers and the enwvironment. These
requiations for example Codex Alimentanes Commission, Intermmatonal Organization  tor
standardizauon, etc.. are used as trade bamers Thar exporter should adapt the produchon
standard system 1o satisfy these world standards. However. the cenibicatton of tood processing
requires the control of several govemmenl orgamzauons such as the depanment of hvestock
development. the department of fisheries (the Mimistry of Agnculture and cooperative), the
deparment ot Medical Soience (Ministry of Public Health) 1 is bme a consueming procedure due 10
the bureaucrauc process and the shonage of qualiffied personnel and equipment  This affects the

transportation process The exponed certified product may he rejected when (t amves at the
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destination due to the inappropriate control or some damage occurring during the transportation

process.
Conclusion

Macro-policy

1. Agencies dealing with the macro-policy are now subject to structural adjustments.
information system, for example, has become key for institutional improvement both in the public
and private sector. This is not including the improvements of the Agricultural Standard Agency, the
Anti-trust Low and Price Controls Low, the Design Service Center, information Service Center. The
Private sector has , also , an increasing participating role in the policy making process.

2. The overlapping works between agencies shouid be alliviated through a clear division of
role and responsibility between these agencies. Such problems are aclually existed for exampie
the task division of agricultural support between the Ministry of Inlerior, the Ministry of Agriculiture
and coopeeratives and the Ministry of Commerce and the lask of trade negotiations between the
Ministry of Commerce and the Ministry of Foreign Affairs

3. The private sector still weak in ils institution support. There should be a major

improvement in this area and also their role in policy decision making at the rational tevel.

Basic Infrastructure

1. Thai maritime fleet and its business is still weak in its overall capabilities. Govemment
rules and regulations, financial and fiscal promolion measures and strict control for shipment

handling are some of the major problems faced in this service

2. The Thai martime fleet processes a very small size of ships and supporting linkages.
Most shipments from and to Thailand prefer to uilize instead foreign services.
3. Port administration is weak and inefficient causing delays and increasing expenses.

4. The Govemnment always prefers to ook at Thai maritime only in the strict sense of
business, and has nol covered the view of security or its related businesses such as human

resources development, ship repairments, etc.

Science and technology

1. There are very few agencies responsible for science and technology. Their activities are

still very limited in size and scope and the private sector is still playing a very limited role at present.



2. Shortage of professionals in science and technology are the major constraints causing a
limited number of research and development activities in Thailand. It is important for the
govemment to raise these issues seriously and sort out effective measures to deal with education
and training. In addition, it needs to promote the private sector in the built - up of technicat know -
how.

The pnvate should play on increasing role to develop its own technological capabilities in strategic
Industries to help enhance the country competitiveness. There should be solutions io promote and

raise the profile of professionals in this areas.

Human resources

1. Shortage of industrial manpower should be eradicated rapidly through educalion and
training with a consistent policy, especially int important industnes.

2. Renumerations for teachers and professor in academic institutions have o be adjusted
continuously at least in relation to the job market. This is also to attract and keep good and high
quality teaching in this area.

3. The private sector should be encouraged o help in the areas of education and training
especially in (he segmenls where govemment instilutions are no! able to address and keep up
with the on - going work extensively enough. in the meanmime, industnal development,
technological improvement, and the educational system should be readjusted in response 1o the

overall fong - tern needs for manpower both in terms of quantity and quahty.
Case studies

_ 1. The electrical industry has developed quite well its own produclion capacity
related to parts and components. The electronic industry ., however , depends on
technology transfer and high import content , especially through its connections with the
head quarters of the company. Cost reduction, import content and technology development
should be a major focus aimed at to improve the industnal capabilities of these two
industries. High-technology relaled activities should be promoted as compared (o the
gradual phase-out of Iabor-intensive related- aclivities.

2. Education and ftraining in electrical and electronic  industries should be seriously
promoted with a view of long term industrial development in comparison to other countries

in East Asia and the development of an information-related industry.



3. Raw matenals shortages and lack of technica! know-how are major constraints': fo
the development of the food processing industry. The private sector should be promoted to
train its tabor on information related to food quality and increase its modem production
technology 1o catch up with the increasing needs of standards and regulations especially in
Europe and the U.S. The Govemment shouid keep continuing to be informed about major
issues related to the environment production standards and production controls so that, at
teast, to keep in line with the development and market access constraints with Thailand's major

trading partners,
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