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It  has  been,  historically,  found  that one  of  the  most  successful  economic 

development concepts is the concept of welfare state where a government plays a big 

role  in  providing  social  benefits  for its  citizens  through  its  various  government 

intervention policies. This administrative concept has been widely adopted by many 

European  countries  with  successes  in  Scandinavian  countries,  namely,  Norway, 

Sweden,  Denmark,  and  Finland.    Attempts had  been  made  by  Thai  government  to  

adopt  the  welfare  state  concept  to  improve the  well-beings  of  Thais.    But  concerns 

over the negative repercussions on the economy from the intervention policies made it 

so difficult for policy makers to pursuit it.   

This  study  examines  empirically  a  living  wage  for  low  income  workers  and,  

through  Computable  General  Equilibrium (CGE)  model,  tests  two  policies  being 

likely  for  implementation  in  the  Thai  economy,  i.e.,  a  living  wage  policy  and  a 

transfer payment policy. The study also tests if a mixed policy between living wage 

and  transfer  payment  policies  would  work  better  for  the  Thai  economy.  The  results 

confirm  the  conventional  economic  theory  that  raising  wage  by  government 

intervention  is  not  a  good  policy  for  the  Thai  economy.  Transfer  payment  policy  is 

found to be the best policy as it could promote economic growth in the economy with 

little  harm  done.  The  only  concern  arising  out  of  transfer  payment  policy  is  the 

government  budget  deficit.  On  income  inequality  issue,  this  study  discovers  that 

living wage policy would not serve well in reducing it. 
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CHAPTER 1 

 

INTRODUCTION 

 

1.1 Background of the Study 

 

In Thailand, lately there have been many political campaigns by Thai political 

parties to raise minimum wage for the whole country. Major Thai political parties use 

minimum wage lifting policy as their main campaign and strategy to get votes from 

the  low  income  worker  group.  These  political  parties  use  higher  minimum  wage 

policy  to  intimidate  their  rivals  despite  being  aware  that  this  is  a  kind  of  populist 

policy  which  can  create  backfire  in  the future.  What  happened  in  2011  election  in 

Thailand  was  when  one  political  party  announced  a  higher  minimum  wage  than  the 

existing level, the others, without any supporting research, simply announced a much 

higher minimum wage just to beat its opponents to win the election. It turned out that 

this  higher  minimum  wage  policy  campaign worked  well  as  the  party  who  won  the 

election in 2011 was the one who announced the highest minimum wage increment of 

39.53%  from  the  current  minimum  wage  in 2011.  This  is  the  highest  year-on-year 

incremental  rate  in  the  country  historical  record  since  1973  when  minimum  wage 

legislation was implemented in Thailand.    

A  large  portion  of  low  income  workers in  Thailand  earn  the  minimum  wage 

announced  by  Ministry  of  Labour.  To  a  great  extent,  they  are  industrial  workers. 

Some informal sectors also use minimum wage to serve as a base wage to pay their 

workers. Even experienced workers, who have worked for the same employers for a 

long period, and receive their wages beyond the minimum wage, also get their wages 

adjusted  upward  when  minimum  wage  increases  for  a  simple  reason  of  maintaining 

wage gaps for experienced workers. This is why low income workers always pay full 

attention  and  give  their  votes  to  the  party  that  promises  the  highest  minimum  wage 

that  they  desire.  However,  a  large  number  of  low  income  workers  never  understand 

the  difference  between  real  income  and nominal  income;  instead,  they  only  pay 
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attention to their nominal income. What they should ask for is a higher real minimum 

wage. But the economy doesn’t work that way. The government can only influence to 

raise minimum wage in nominal term through National Wage Committee. Economists 

know that it is real income that explains the purchasing power in the economy. Once 

workers  have  higher  purchasing  power,  they  would  have  had  a  higher  standard  of 

living. The only way to determine how high minimum wage in nominal term would 

be is to keep the growth in the price level lower than the growth in the minimum wage. 

Standard of living is one of the key economic indicators if families residing in 

the country have happy lives. It is measured by the consumption level of goods and 

services  consumed  by  individuals  or  a  group  of  individuals  who  reside  in  the  same 

geographic  area.  Standard  of  living  takes into  account  only  material  standard  of 

living.  It  doesn’t  include  consumer  intangibles,  for  example,  safety,  security, 

environmental conditions, and physical and mental health, so standard of living relies 

on income level of an individual, and it must consider real income as it removes the 

effect of inflation to measure the real purchasing power of an individual. When real 

income increases, someone can consume more goods and services and have a higher 

standard  of  living.  The  opposite  is  true  when  real  income  decreases.  Hence,  real 

income is the direct indicator for people standard of living. What has happened in the 

Thai economy lately is that the minimum wage increase lags behind the inflation rate. 

This  implies  that  standard  of  living  of Thai  low  income  workers  deteriorates  over 

time.  

Political  parties  know  that  minimum  wage  is  critical  to  low  income  workers 

who decide on casting their votes in an attempt to win the hearts of those workers in 

the election to campaign for a big raise in minimum wage. At the end of the day, after 

the  election,  voters  knew  that  the  new government  would  keep  their  campaign 

promises  and  implement  high  minimum  wage  policy.  However,  the  effect  of 

minimum wage increase has always been a debate since the pioneer work of Stigler 

(1946:  361).  In  his  work,  minimum  wage  policy  will  definitely  cause  substantially 

higher unemployment rate in the economy which proves to be costly to the economy 

as a whole.  

Inflation rate is also hurt by the increase in the minimum wage. This is due to 

the fact that labor plays a key role in almost all industries especially labor-intensive 
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industries like garment, restaurants, hotels, agriculture and mining industries. Most of 

workers  in  these  industries  earn  their  income  at  the  minimum  wage.  When  these 

workers  earn  more  disposable  income  in nominal  term,  they  tend  to  consume  more. 

Therefore, once minimum wage is raised, general prices or inflation rate will increase. 

Lemos  (2004:  83)  studies  the  effect  of a  higher  minimum  wage  in  Brazil  where  a 

similarity found as is the case of Thailand, that is politicians use minimum wage raise 

as a main political campaign. Its finding is that minimum wage increase significantly 

raises overall prices in Brazil, and worst of all is that when there is a big inflation due 

to minimum wage raise, the poor would experience inflation rate three times higher 

than the rich. This means minimum wage raise not only benefits nothing to the poor 

but also hurts them financially. 

Generally  speaking,  higher  unemployment  and  higher  inflation  rates  would 

lower economic growth. However, lately there have been many studies in the US on 

“Living Wage”. It is a campaign used by low income worker group in the US to ask 

for  a  higher  minimum  wage  being  high  enough for  a  worker  to  take  care  of  his/her 

family to live in the economy with a fair level of standard of living and to live their 

lives with pride and dignity.  

From  the  lessons  in  the  US,  there  are some  states  that  this  campaign  has 

worked well as the higher wage increases standard of living while the negative effect 

to the economy is very small. There are also some states that living wage has hurt the 

economy  as  unemployment  rises  and  output produced  lowers  due  to  the  high  labor 

cost.  Therefore,  the  policy  makers  must place  a  great  care  to  the  implementation  of 

living wage policy.  

This study is intended to offer the likely effect from raising minimum wage to 

a  much  higher  level  than  what  it  is  presently,  that  is  “Thai  Living  Wage”  if  it  is 

implemented in Thailand. The study will forecast both short-run and long-run effects 

on the Thai economy. Also in this study, transfer payment policy and a mixed policy 

between the living wage and the transfer payment policy will be tested whether they 

are  better  alternatives  to  improve  household  standard  of  living  compared  with  the 

living wage policy.  
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1.2 Rationale of the Study 

 

During 1980’s and 1990’s, Thailand was promising as one of the top emerging 

economies in Asia. The country recorded a historically high economic growth rate for 

the average GDP growth per annum of 9.93% during 1987 – 1995 with the strongest 

year of 13.3% in 1988. Thai standard of living was expected to be much better due to 

higher individual income from stronger economic growth. However, it turned out not 

to be the case, for some reasons, so far Thai people standard of living has not been 

much  improved  especially  lives  of  low  income  families  who  mostly  receive  their 

wage at minimum wage level. This is supported by the decreasing real wage for the 

last 14 years. See Figure 1.1 for the downward trend during 1997 to 2011. This figure 

shows  real  minimum  wage  movement  since  the  first  year  Thai  government 

implemented minimum wage policy in 1973. This indicates that the cost of living had 

grown faster than nominal minimum wage. So workers who receive minimum wage 

lost their purchasing power during this period. 

 

 

Figure 1.1  Real Minimum Wage at 2001 Price, 1973 – 2011 

Source:  Ministry of Labour, National Wage Committee,  2011. 
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This comes to the rational of this study that for the last 14 years, purchasing 

power of low income group has declined, so their standard of living is deteriorating 

over time. As a policy maker, Thai government needs to do something to cope with 

this persisting problem of declining standard of living among low income workers.  

  From  the  economic  development  perspective,  three  possible  ways  to  raise 

people standard of living are: 

1) The government provides a good education system for the poor or 

low  income  families.  This  can  be  done  through  an  investment  in  human  capital  as 

proposed by Schultz (1961: 7). Once people get more education, their productivity of 

work which reflects through real wage level will get higher, leading them to a higher 

standard of living. 

2) To  raise  the  income  level  of  the poor  to  a  threshold  that  they  can 

have an acceptable standard of living. This can be done through a wage policy. This is 

just what proposed by Pollin and Luce (2000: 196) for a living wage policy where the 

government  raises  the  minimum  wage  of  all workers  to  a  certain  level  that  workers 

can have a better life in term of material standards.      

3) To  improve  the  standard  of  living  of  the  low  income  group,  the 

government can distribute wealth through progressive tax and redistributive transfers 

to correct the economy as Richard A. Musgrave proposed in his work “The Musgrave 

Three-Function Framework” that the second function of every government is income 

redistribution (Musgrave, 1959: 5). This is to transfer wealth from the rich to the poor. 

This can be done through a tax and transfer payment policy.  

To raise a standard of living, most policy makers know that in the long-run it 

is something to do with human capital of the nation as proposed by Schultz (1961: 7). 

This means educational reformation policy is the key to develop country in the long-

run.  Schultz’s  proposal  in  public  policy  to  invest  more  in  human  capital  has 

influenced many governments in America and Europe to tremendously improve their 

education system and invest more in human capital in all dimensions. This policy has 

been  proved  to  be  successful  around  the  world  from  North  America  and  Europe  to 

developed  countries  in  Asia  i.e.,  Japan,  Singapore,  Taiwan,  and  South  Korea. 

However, this kind of policy takes such a long time to implement and to get results, so 

it  must  be  applied  as  a  long-run  policy.  Establishing  a  wage  policy  or  a  transfer 
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payment  policy  should  then  be  a  policy  for  short-run  solution  to  provide  a  better 

standard of living for people in a country.   

The easiest way in term of implementation is to use the second alternative, the 

wage  policy,  as  it  directly  increases  personal  income  of  low  income  workers  who 

disproportionately receive their wage at minimum wage. Since more than 90% of all 

countries  around  the  world  including  Thailand  have  already  issued  minimum  wage 

law  as  the  main  policy  for  their  wage  system  (Belser,  2008),  it  is  not  difficult  to 

implement living wage policy in such countries. This study will then concentrates on 

the  application  of  minimum  wage  legislation  to  raise  real  income  of  low  income 

workers to a living wage level where their standard of living can be improved.    

Minimum wage law enforces all employers to pay their worker compensation 

at  least  at  a  minimum  wage  set  by  the  national  wage  committees  of  Ministry  of 

Labour.  These  national  wage  committees  are  normally  a  group  of  tripartite 

representatives from each party, employees, employers, and the government. For the 

case  of  Thailand,  there  are  5  representatives  from  each  party,  so  there  are  15 

representatives  in  total.  The  national  wage  committee  responsibility  is  to  propose  a 

base  minimum  wage  that  is  a  bottom  wage  for  the  whole  country.  There  are  also 

regional  or  provincial  subcommittees  in each  province  who  are  responsible  to  set 

provincial  minimum  wage,  and  propose  to the  national  wage  committee  for  final 

approval.  After  a  minimum  wage  amount  is  officially  set  in  nominal  term,  all 

employers must comply with the law to pay their employees at least at the minimum 

wage.  However,  the  effectiveness  of  the minimum  wage  law  enforcement  has  been 

different  in  each  country,  so  more  often than  not  the  effective  minimum  wage  is 

somehow less than the national announced minimum wage. 

For the last 10 years in Thailand, there have been a lot of trials, campaigns or 

even protests by low income workers for the government to adopt the idea of “Living 

Wage  Policy”  where  the  governments  are proposed  and  convinced  to  immediately 

raise minimum wage to a certain level satisfied by low income workers. Normally, the 

satisfied minimum wage level is a lot higher than the current minimum wage enforced 

by the law at the present time. This means the conceptual idea of living wage policy 

can  be  implemented  through  minimum  wage  law.  So  far  there  have  been  many 

successes as many as failures around the world where the living wage policy hurts the 

economy by causing the economy to lose its competitiveness in real sector production 
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due to a much higher labor cost. Therefore, before implementing a living wage policy, 

it is necessary that we conduct a proper study to forecast the effects on the economy 

in  more  ways  than  one  aspects  if  implementing  this  policy  by  raising  the  minimum 

wage of the country to a much higher level than the existing one. This is to reduce the 

risk of damaging the economy when implementing this policy to the economy. 

This study uses Computable General Equilibrium (CGE) model to forecast the 

effects  of  increasing  the  minimum  wage  by  forecasting  major  macroeconomic 

variables after a big shock in minimum wage. If these key macroeconomic variables 

can be improved without hurting each other too much, then we can conclude that the 

living wage policy should be adopted for Thailand. However, if the effects turn out to 

be  negative  that  macroeconomic  variables  get  worse  without  a  positive  and 

worthwhile trade off, we can then conclude that the living wage policy is not suitable 

to be implemented in Thailand. The major macroeconomics variables that the study is 

about to examine are: 

1) Gross Domestic Product 

2) Unemployment rate 

3) Inflation rate 

4) Income inequality index 

Firstly, Gross Domestic Product is selected because we want to firstly see how 

the living wage policy affects the economy as a whole which can be reflected through 

the change of the whole country production level. Secondly, we want to forecast the 

unemployment rate whether the higher minimum wage level will cause negative result 

that  can  make  some  people  to  lose  their jobs  as  per  the  prediction  result  by  Stigler 

(1946:  361).  When  people  earn  more  disposable  income,  they  will  consume  more. 

Minimum wage increase can then significantly raise general price, inflation, and when 

this happens the poor would experience inflation rate at a much higher rate than the 

rich  (Lemos,  2004:  83).  Thus,  for  the  third  macroeconomic  variable,  this  study  will 

also pay attention to inflation rate. Lastly, from the institutional economists’ point of 

view, it is expected that when low income workers earn more income from a higher 

minimum  wage,  the  income  inequality  index will  be  more  favor  to  the  poor,  hence, 

minimum wage increase can help reducing income inequality (Volscho, 2005: 362). 

Therefore,  we  also  want  to  forecast  the  change  in  income  inequality  index  to  see  if 

increasing the minimum wage helps improving income inequality aspect. 
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It  would  be  an  ideal  case  if  the  living  wage  policy  can  help  lifting  up  the 

standard of living for low income workers without hurting the economy as a whole. 

However, if it were that easy, why most governments had not decided to implement 

this policy in their countries where minimum wage legislation had been enforced.  

Another short-run policy that can be implemented is a transfer payment policy 

where  the  government  simply  uses  the  taxes  collected  from  the  economy  and 

redistributes  some  of  the  tax  money  to  low  income  workers.  For  a  comparison 

purpose, this study will make a comparison between living wage policy and transfer 

payment policy to raise standard of living of the low income group. Also it is worth to 

explore  if  a  mixed  policy  between  these  two  policies  can  be  implemented  in  the 

economy as an alternative policy to raise the standard of living of low income group. 

Wage  policy  and/or  transfer  payment  policy are  then  to  be  designed  to  serve  this 

purpose.  In  brief,  the  rationale  of  this  study  is  to  test  the  two  policies  with  proper 

economic modeling before being actually implemented in the economy. 

 

1.3  Statement of the Problem 

 

For over a decade, there are some indicators showing that minimum wage and 

other economic indicators movements tend to be in the way that disfavors low income 

group whose lives only rely on minimum wage. Many economic indicators show that 

Thailand economic status grows up such a lot. Some indicators show that low income 

workers in fact did a great job improving the whole economy. On the other hand, low 

income workers’ stand of living which is reflected by real minimum wage has been 

declining over time. Let’s look at each of these indicators one by one. 

 

1.3.1  Trend of Nominal and Real Minimum Wage 

Figure 1.2 below shows nominal minimum wage movement trend during 1973 

to 2011. The average minimum wage nominal value increased from 12 baht per day in 

1973 to 175.82 baht per day in 2011, or 1,365.17% within 38 years, 35.93% per year 

in  average.  It  shows  that  the  nominal  value  has  never  been  declined  but  kept  on 

increasing  till  present  day.  However,  the  nominal  term  doesn’t  represent  the  real 

purchasing  power  of  low  income  workers  who  receive  their  compensation  at 
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minimum  wage.  Therefore,  before  we  make  a  decision  whether  to  adopt  the  living 

wage policy, we better look at the trend of real minimum wage to see if it moves up or 

down  along  the  time  since 1973,  the  first  year  we  implemented  minimum  wage 

legislation  in  Thailand.  Real  wage  will  tell  us  how  the  purchasing  power  of  low 

income worker moves along the time.  

When comparing Figure 1.2 with Figure 1.1 that shows real minimum wage at 

2001 price, it can be seen that, in contrary to nominal minimum wage, real minimum 

wage moved up for only 1 year since the starting year from 60.83 Thai Baht per day 

in 1973 to 71.37 Thai Baht per day in 1974. Then it declined from 71.37 Thai Baht 

per  day  to  68.82  Thai  Baht  per  day  for  the  second  period  until  1977.  It  picked  up 

again  in  1978  and  continuing  to  grow  until  1982.  From  1982  to  1989,  the  real 

minimum wage movement is quite stable. It starts to move up again in 1990, and grew 

very fast during 1991 to 1997 when it reached its peak. The problem occurs after its 

peak  in  1997.  From  1997  to  2010,  the  real  minimum  wage  moves  downward  for 

13.3%.  Since  the  nominal  minimum  wage  has  never  been  declined,  obviously,  the 

inflation rate has grown faster than the nominal minimum wage during 1997 to 2010. 

This means purchasing power of low income group declines by 13.3% or 1.02% per 

year in average during 1997 to 2010. This means standard of living for low income 

workers decreased during such period. 
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Figure 1.2  Nominal Minimum Wage, 1973 – 2011 

Source:  Ministry of Labour, National Wage Committee,  2011. 

 

1.3.2  Trend of Real Gross Domestic Product and Thai Corporate Profit 

While real minimum wage declined, the real Gross Domestic Product and real 

corporate  profit1  from  Thailand  National  Income  Account  show  the  opposite  way. 

Figure 1.3 shows Thailand real Gross Domestic Product at 1988 price. From 1997 to 

2010, the real GDP at 1988 price was down for only two years in 1997 and 1998 due 

to  the  Tom-Yam-Kung  crisis,  but  it  picked  up  immediately  in  the  following  year, 

1999. During 1997 to 2010, the real GDP grew up for 49.58% or 3.81% per year in 

average.  

 

 

                                                      
1
 Corporate profit is calculated from summing savings of corporations, direct taxes on corporations and 

profit of government enterprises all together. These three elements are from Table 10 of National 
Income Account from Office of National Economics and Social Development Board. 
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Figure 1.3  Real Gross Domestic Product at 1988 Price, 1993 – 2010 

Source:  Office of the National Economic and Social Development Board, 2010. 

 

Figure  1.4  shows  real  corporate  profit  before  tax  and  government  enterprise 

profit payment in Thailand. It can be seen that during 1 997 to 2010 the real corporate 

profit before tax and government enterprise profit payment grew even faster than the 

real GDP at 105.72% or 8.13% per year in average. This is such a big growth during 

the period of 13 years.  
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Figure 1.4  Corporate Profits before Tax and Government Enterprise Profit Payment 

Source:  Office of the National Economic and Social Development Board, 2010. 

 

1.3.3  Trend of Wage Share at Current Price 

One important indicator in wage situation of the economy is a “wage share”. 

The wage share represents a ratio between compensation of employees of the whole 

nation and National Income. Figure 1.5 shows that during 1997 to 2010 wage share 

declined for 7.29% or 0.56% per year in average. This is one of the factors to explain 

why  corporate  profit,  from  Figure  1.4,  grew  up  such  a  lot  during  these  years. 

Obviously,  corporations  paid  less  to  their  employees  and  kept  more  profit  in  the 

corporations.  
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Figure 1.5  Wage Share at Current Price 1997 – 2010 

Source:  Office of the National Economic and Social Development Board, 2010. 

 

1.3.4  Trend of Labor Productivity Index 

Labor Productivity Index is an indicator that shows how workforce productivity 

is in the economy. Its changes will indicate whether labor force improves its income 

earning capability or not. Figure 1.6 shows Thailand’s Labor Productivity Index from 

year 2000 to 2011. It can be captured that Labor Productivity Index grew from 98.68 

in  2000  to  142.41  in  2011.  Its  growth  is  44.32%  in  11  years  or  4.03%  per  year  in 

average. This means Thai labor force is doing a better job every year increasing their 

income  earning  capability  for  the  economy. The  increment  of  Labor  Productivity 

Index  also  explains  the  growth  in  Gross  Domestic  Product  and  corporate  profit  as 

labor is one important factor in production function. 
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Figure 1.6  Labor Productivity Index at 2000 Base Year, 2000 – 2011 

Source:  Office of Industrial Economics, 2011. 

 

Both  increments  in  real  GDP  and  corporate  profit  during  1997  –  2010 

demonstrate  that  the  economy  as  a  whole and  Thailand’s  public  and  private  sector 

gained  such  a  lot  of  benefits  from  the  economic  growth  while  low  income  group 

suffer from the declining of real minimum wage even though labor productivity has 

been continuously improved during the same period of time. Obviously, the economic 

growth is enjoyed only by everyone but the poor.  

These facts lead to a statement of problem that for over a decade while Gross 

Domestic Product of the nation and the national corporate profit tremendously grow 

up in part because of the growth in labor productivity, in the opposite way, the real 

minimum  wage  declines  over  time.  This  causes  low  income  workers  experience 

difficulties  in  their  purchasing  power.  Say  another  words,  their  standard  of  living  is 

getting worse due to the lower purchasing power. If this problem persists without an 

intervention from the government for a long time, lives of low income workers will be 

miserable for a long time as the down force is pulling the real minimum wage down.   
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1.4  Research Questions, Objectives and Contributions of the Study 

 

 Raising standard of living of low income workers by tremendously increasing 

minimum wage or the living wage policy is an ideal solution for every government. 

This is in part because of the ease of its implementation, and it requires a short time to 

implement  and  to  see  the  result  compared with  other  policies  such  as  educational 

reformation  or  workforce  productivity  improvement.  However,  if  the  policy  makers 

are not well prepared, the living wage policy could seriously hurt the economy rather 

than  help  the  low  income  workers.  Forecasting  the  effects  of  living  wage  policy  is 

therefore a very important task before the implementation.   

Lately, there have been such a lot of movements both by low income workers 

and some political parties to use the campaign of raising minimum wage to a much 

higher level than the existing one as their main political campaign. If the government 

doesn’t prepare to cope with negative effects before the implementation, it is expected 

to be a disaster rather than an opportunity to provide a higher standard of living for 

low income workers. What could happen is the economy may experience such a high 

cost of labor which leads to losing its competitiveness in real sector production. From 

the statistic of National Economic and Social Development Board, Thailand export is 

35%  of  our  Gross  Domestic  Product.  Thus,  when  our  labor  factor  cost  increase  too 

much within a short period of time, the economy will definitely lose its competitiveness 

in the world trade forum as the Thai entrepreneurs don’t have enough time to adjust 

their production planning for such a high labor cost.   

As discussed in earlier section, the lower purchasing power problem leads to a 

lot  of  movements  by  low  income  workers  group  to  force  the  government  to 

immediately increase national minimum wage to a much higher level, the living wage. 

Therefore,  this  study  will  forecast  the  effects  of  a  large  increase  in  minimum  wage. 

Also in this study, the same Computable General Equilibrium model will be used to 

test an alternative policy, transfer payment policy which aims to redistribute welfare 

from high income group to low income group. Then, the forecasted effects of the two 

policies will be analyzed and compared. The research question here is then to provide 

Thai  low  income  workers  an  acceptable standard  of  living  without  hurting  the 

economy, what would be a living wage amount in nominal term for Thai low income 
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workers,  and  what  would  be  an  effect if  living  wage  policy  is  implemented  in 

Thailand? Then to answer, which is a better policy between raising minimum wage or 

using transfer payment policy, or if the mixed policy working better for the economy? 

  Since  this  is  a  policy  research,  the  research  objective  is  to  make  a  study  to 

compare the advantages and disadvantages in term of economic growth and stability 

of the two economic policies between using living wage policy and transfer payment 

policy to provide an acceptable standard of living for Thai low skilled workers. This 

research  also  studies  if  a  mixed  policy between  the  two  policies  works  better  than 

being separately implemented.  

A contribution of this research is to be able to integrate all costs, benefits and 

concerns  of  implementing  living  wage  policy  and  transfer  payment  policy.  Then, 

using  the  impact  analysis  by  Computable General  Equilibrium  model  technique  is 

expected to generate a convincing research results that can offer policy recommendations 

for public policy makers.  

The organization of this research is that Chapter 2 reviews related literatures 

and  discusses  conceptual  framework.  Chapter  3  discusses  the  research  methodology 

to  explain  how  to  get  an  answer  to  the research  questions.  Chapter  4  discusses  the 

findings from this research. Chapter 5 provides conclusions and recommendations for 

policy makers. 

 

 



 
 

 

CHAPTER 2 

 

CONCEPTUAL FRAMEWORK AND LITERATUREREVIEW 

 

The  study  of  wage  or  wage  theory  has  long  been  studied  by  economists  to 

understand the nature and characteristics of wage. The better economists understand 

wage, the better wage policies they can design. This chapter begins with a study in the 

evolution of wage theory. 

 

2.1   Evolution of Wage Theory 

 

Wage  and  wage  system  in  an  economy  is  believed  to  play  a  major  role  in 

human being life quality as it represents a capability or a potential of a person to gain 

commodities and other necessary items for his or her own life. For the etymology of 

wage, the word wage is derived from a French word “wagier or gagier”which mean 

to  pledge  or  to  promise.  Wage  then  means  “making  a  promise”  used  often  in 

monetary  term  (Britannica  Encyclopedia,  2012:  1).  Todaywage  is  defined  as  a 

compensationthat  workers  receive  from  their employers  in  exchange  for  their  labor 

service. 

According  to  Sunee  Chattrakom  and  Komain  Jirunyakul  (1981:  1-29),  there 

are up to seven main revolutions for wage theories from the past till present. 

 

2.1.1 Just Price Wage Theory 

  The Just Price Wage Theory had been used since the medieval ages in Europe 

until 18th century when there was an industrial revolution. The idea of Just Price started 

from ancient Greek philosophy, and it was advanced in 13th century by Thomas Aquinas 

who put his idea in price and wage in his work “Summa Theologiae”, written in 1265-

1274. His thought was it is unfair that one sells something to another one at a higher price 

when there is an extra demand during a certain period. He believes usury is harmful to 

the  economy  as  a  whole.  Therefore,  his  idea  was  not  to  allow  anyone  to  set  goods 
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price  or  wage.  For  the  Just Price  Wage  Theory,  the  one  who  sets  the  wage  level  is 

public officer. The wage level is set by the concept that the wage is not to be too high 

that prices of goods and services are too expensive for most people to consume. Also 

the  wage  is  not  to  be  too  low  until  a  man cannot  live  his  life  in  the  economy.  This 

means wage was fixed by the state, so it could not adjust freely as it should be in the 

labor market.  

    The  purpose  of  this  wage  policy  is to  keep  the  economy  stable  and  not  to 

allow people to change their class, or economic status easily. Public officers tried to 

keep  their  power  in  their hand,  and  did  not  want  low  status  people  to  have  an 

opportunity to get up to a higher status. The public officer had absolute right from the 

King to set all prices in product markets and set all wages in labor markets. This Just 

Price  Wage  Theory  is  the  conceptual idea  of  minimum  wage  law,  where  the 

government mandates minimum wage at a certain level, we have these days.  

 

2.1.2 Subsistence Wage Theory  

When  there  was  an  industrial  revolution  in  18th  century,  all  industries  were 

expanding so fast. Machines took place of handcraft production, and the laissez-faire 

thought had spread all over Europe area. Setting prices and wages by public officers 

just like during Just Price time could not be implemented anymore as it is against the 

idea  of  laissez-faire  where people  did  not  agree  to  have  government  control  or 

mandate  such  things  in  the  economy.  The wage  then  was  free  from  the  mandatory. 

The Subsistence Wage Theory is sometimes called “The Iron Law of Wage”. 

French  Physiocratic  economists  Francois  Quesnay  and  Anne  Robert  Jacques 

Turgot  explained  that  working  class  would  only  receive  wage  at  a  subsistence  level 

where they can only live their lives and have a small family to descend in the society. 

When the wage increase to a higher level than subsistence level, number of working 

class  will  expand  and  labor  market  will  be  more  competitive,  so  wage  would  get 

down to subsistence level again. Meanwhile, when wage gets down under subsistence 

level,  working  class  will  suffer  from  diseases  and  starvation.  Work  force  would 

reduce, and wage would get higher to subsistence level again. 

However,  there  are  some  questions  that  Subsistence  Wage  Theory  cannot 

provide a reasonable answer for. They are the questions of why wages among some 
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groups of workers are so different from each other, and why wages of some group of 

workers could stay much higher than subsistence level for such a long time.   

Adam Smith (1776) proposed in his famous book “An Inquiry into the Nature 

and Courses of the Wealth of Nations” that wage depends upon the demand for and 

supply of labors just like other goods or commodities (Book I Chapter 8). At a certain 

period of time, wage level depends upon the state of the Nation. If the Nation is in a 

period of prosperity, wage will rise higher than subsistence level. However, during a 

recession or stationary state wage would fall to the subsistence level where workers 

only get the lowest possible wage to live in the economy. Adam Smith also explained 

that  the  wage  can  be  different  according to  the  job  characteristics,  training  costs, 

hiring  consistency,  progress  in  careers  and the  level  of  responsibility  in  each  job 

(Smith, 1776 quoted in Sunee Chattrakom and Komain Jirunyakul, 1981: 4-5). 

In the beginning of the 19th century, David Ricardo (1817) argued in his book 

“On  the  Principles  of  Political  Economy  and  Taxation”  that  labor  force  is  just  like 

other  goods  and  services  in  the  market (Ricardo,  1817  quoted  in  Sunee  Chattrakom 

and Komain Jirunyakul, 1981: 5-7). He argues that wages depends upon demand for 

and  supply  of  labor  in  the  market  which  is  very  much  the  same  as  Adam  Smith’s 

argument  in  18th  century.  However,  further  to  Smith’s  proposal,  Ricardo  proposed 

that  there  are  two  wage  levels  in  each  labor  market.  The  first  one  is  called  “natural 

wage”,  and  the  second  one  is  called  “market  wage”.  The natural  wage  is  just  like 

subsistence  wage  of  the  Physiocrats’.  The  market  wage  depends  upon  the  level  of 

population.  When  population  grows  faster  than  the  wealth  of  nations,  or  production 

level  of  the  economy,  the  market  wage  will  get  down  to  the  natural  wage  level. 

However, when the wealth of nation grows up faster than the population, market wage 

would be higher than natural wage level. Ricardo uses the term “improving society” 

for the economy that can accumulate its wealth faster than its population growth rate.  

Moreover,  Ricardo  is  the  proponent  of  free  market  economy  where 

government  is  not  supposed  to  intervene  in  the  market  for  whatever  reasons.  He 

strongly believes that any trial to increase wages from the market level is harmful to 

the economy in the long run as working class would increase its size and starvation 

would  occur.  Finally,  Ricardo  proposed  that working class wage and  fringe  benefits 

can be improved in the long-run if and only if the size of population can be limited at 

an appropriate level. 
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2.1.3 Wage Fund Theory 

At  the  same  time  as  Subsistence  Wage  Theory  leaded the  thought  of  many 

people, there were a number of economists argue that Subsistence Wage Theory only 

pays attention to the labor supply side. A group of economists led by John Stuart Mill 

(1848) proposed in his book “Principles of Political Economy” that, in fact, wage also 

depends  upon  demand  for  labor.  This  demand for  labor  is  tied  up  with  the  size  of 

Wage  Fund  or  a  capital  which  is  normally  set  by  the  entrepreneurs  as  per  the 

following model: 

 

   Wage   =                 (2.1) 

 

Moreover,  most  of  the  time  this  Wage  Fund  or  capital  is  fixed  at  a  constant 

level, so any negotiation for a higher wage from workers would be no results as the 

Wage  Fund  is  set  at  a  fixed  level  since  the  beginning  by  each  entrepreneur.  Any 

successful negotiation would hurt some workers who get less power in the negotiation 

floor as they would get lesser wage than powerful group of workers. This could bring 

inequality among the worker groups.  

 

2.1.4 Residual Claimant Theory 

Residual Claimant Theory was proposed by an American economist, Francis 

Walker, (1896) in his book “Political Economy”. He proposed that income would be 

distributed to all factor owners, so wage would equal the residual after deducting rents 

(land  owners),  interests  (capital  owners)  and  profits  (entrepreneurs).  Workers  would 

get only the residual income after these three factor owners. This means worker is the 

last one who gets the benefits from the economic system. Walker continues to explain 

that workers could get higher wage if and only if they increase their productivity in 

their jobs. This is in fact the beginning of Marginal Productivity Theory later on.  

 

2.1.5 Surplus Value and Exploitation Theory 

Karl Marx is the one who proposed the Surplus Value and Exploitation Theory 

of Wage in 19th century.  Marx argues that the real value of any products and services 
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is  from  the  labor  value  added  into  those products  and  services.  Marx  led  people  to 

believe that entrepreneurs keep all of this added value. He calls this “surplus value”. 

Then, entrepreneurs pay for all factors of production such as rents and interests, but 

only  pay  subsistence  wage  to their  workers.  Entrepreneurs keep  most  of  the  surplus 

value  as  extra  profit,  and  reinvest  in  high  technology  machines  which  creates  even 

more unemployment in labor market. Workers would suffer from low wages and high 

unemployment  rate.  When  entrepreneurs  take  away  the  surplus  value  from  workers, 

he calls this as “worker exploitation”. 

Marx  believes  that  entrepreneurs  always  have  more  bargaining  power  than 

workers, so workers would always suffer from such wage system. He predicted that at 

the  end  all  working  class  would  not  stand  in  this  suffer,  and  would  fight  with  the 

entrepreneurs  (the  rich).  Finally,  working  class  would  win  as  they  have  more 

manpower in the economy.   

It  is  now  proved  that  Marx  was  wrong  in  his  wage  theory  as  after  over  100 

years of his prediction, we see that wage in the capitalism economies did not get down 

to  subsistence  level.  Working  class  did  not  create  a  civil  war and  destroy  the  rich. 

This  means  entrepreneurs  did  pay  workers at  a  higher  wage  level  than  subsistence 

level so far.  

 

2.1.6 Marginal Productivity Theory 

John Bates Clark proposed in 1899 in his book “The Distribution of Wealth” 

that  production  level  would  decline  if employers  keep  adding  labor  into  the 

production function while maintaining all other factors constant. This is the Principal 

of Diminishing Returns. This means the very first units of labor can increase marginal 

products  more  than  the  latter  labor  units.  If  we  assume  that  price  is  constant,  we 

would  have  that  the  Value  of  Marginal  Product  (VMP)  decreases when  hiring  more 

labor in the same production function. Firms would then hire labor force at the level 

that Value of Marginal Product equals market wage to maximize their profits (MR = MC).  

The Marginal Productivity Theory then implies that wage can increase if and 

only  if  workers  have  more  marginal  productivity.  This  wage  theory  becomes  very 

widely accepted among prominent economists and became “Orthodox Wage Theory” 

in the beginning of 19th century. Since then we have a model of: 
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MR  =  MC  =  W =  MPL                (2.2) 

 

Where 

MR    =   marginal revenue 

MC  =  marginal cost 

W  =  wage 

MPL =  marginal product of labor 

 

2.1.7 Wage Bargaining Theory 

The  wage  bargaining  between  employers  and  workers  has  begun  since 

18thcentury  during  Adam  Smith  time.  However,  at  that  such  time,  workers  did  not 

have much power to negotiate with their employers, so the wage is mostly determined 

by  employers  as  they  have  more  bargaining  power.  However,  starting  from  the 

beginning of 20th century, workers have more information and could stick together to 

create  higher  bargaining  power  than  the  past.  A  group  of  economists  led  by  Sidney 

and  Beatrice  Webb  (British),  Arthur  Cecil  Pigou  (British)  and  John  Bates  Clark 

(American) had proposed a Bargaining Theory of Wage. This theory states that when 

workers  can  stick  together  to  bargain  with  their  employers  as  a  group  or  called 

“collective  bargaining”,  wage  was  then determined  by  the  power  of  each  group.  If 

employers have more bargaining power or have more information in the product and 

labor  markets  than  workers,  wage  will  be  low.  Meanwhile,  if  workers  have  more 

bargaining  power  or  more  information in  the  product  and  labor  markets  than 

employers, wage will be high.  

From the history of wage theory, the first five theories have been obsolete as 

they  can  no  longer  explain wage  level  in  the  modern world.  For  these  days,  the 

Bargaining  Theory  of  Wage  is  believed  to be  best  to  explain  wage  in  the  short-run 

where  wage  level  is  set by  bargaining  process  between  employers  and  workers. 

Meanwhile, for the long-run, Marginal Productivity Theory is still a better theory to 

explain wage level as in the long-run workers will maximize their utility by trying to 

get  higher  wage  and  firms  will  maximize  their  profits  by  improving  their  firms’ 

productivity.  Once  workers  know  they  can  get  higher  wage  by  improving  their 

productivity,  they  will  improve  their  productivity  by  increasing  their  skills  of  work. 
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At the same time, if employers can see a higher productivity from workers, they are 

willing  to  pay  higher  wage  as  they  can  somehow  maximize  their  profit  without 

lowering worker wages (Sunee Chattrakom and Komain Jirunyakul, 1981: 29).  

From the history of wage theory, we can see that wage is a major determinant 

in the prosperity of the economy. If an economy can increase the wage level while not 

hurting its competitiveness, the economy will be prosper as its people can enjoy high 

real wage. On the other hand, if another economy get a low real wage level, its people 

will  be  suffer  from  diseases  or  starvation  as  they  are  in  poverty.  To  develop  an 

economy, we should then pay full attention to real wage level and wage system in the 

economy. 

 

2.2   Living Wage 

 

From  the  history,  there  is  always  a fight  between  low  income  workers  and 

their employers to get higher wages. Workers in every country always try their best to 

negotiate for a higher wage in order to have a better standard of living for themselves 

and  their  family.  For  the  past  decade,  there  have  been  a  lot  of  movements  to 

encourage governments to implement a wage policy called “Living Wage” (Pollin and 

Luce, 2000: 1-2). Living wage is then a public policy concept to make a policy that 

sets  a  standard  wage  at  the  level  that everyone  in  the  economy  should  be  able  to 

achieve in order to meet basic needs. It is a wage that a worker, who works as a full 

time  employee,  should  be  able  to  afford  a  certain  quality  and  quantity  of  housing, 

food,  utilities,  transport,  health  care  and  recreation  without  other  income  from  a 

second  job  or  working  overtime  (Wikipedia,  2012a:  1).  Say  another  word,  a  living 

wage is a minimum wage level that everyone in the economy should get in order to 

have  an  acceptable  and  a  reasonable  standard  of  living.  The  living  wage  should  not 

only  support  oneself  but  also  to  raise  his  or  her  family.  This  means  a  living  wage 

should  cover  expenses  of  more  than  one  person  as  most  people  do  not  live  alone. 

They live as a family. 

The history of living wage concept has been traced back to 19th century where 

the  Catholic  Church  realized  that  wages are  to  be  sufficient  to  support  all  family 

members. One of the most influential theorists who fully supports and promotes living 
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wage campaign is Monsignor John Augustine Ryan. He argues in his book “A Living 

Wage: Its Ethical and Economic Aspects” that all laborer deserve a living wage as it 

is of the nature of a human right (Ryan, 1920: 3). Ryan’s argument didn’t rely on any 

economic logic, but his feeling that moral value should be superior to economic value 

(Ryan,  1920:  68).  Ryan  used  Catholic  Church  teaching  function  to  promote  living 

wage campaign in early of 20th century. 

Pollin and Luce (2000: 1) support the living wage policy and encourage that 

more  US  cities  adopt  this  policy  to  their municipalities.  Their  campaign  is  about  to 

raise a local or municipality minimum wage to a much higher than federal minimum 

wage.  Their  approach  is  through  political  action  and  moral  persuasion.  They  use 

Input-Output  Table  simulation  technique  to show  that  living  wage  can  effectively 

reduce  poverty  while  not  hurting  the  economy.  They  claimed  that  the  cost  of  local 

municipalities  or  firms  that  are  affected  by the  wage  increase  is  much  less  than  the 

benefit  from  production  of  more  goods  and services  provided  for  ones  who  get  the 

living wage (Pollin and Luce, 2000: 134).  

Pollin and Luce (2000: 123-124) concluded that even firms and municipalities 

administration has incremental cost in labor factor, there are 3 mechanisms that help 

to minimize the effect which are competition from bidding for public projects, firms 

profitability  and  productivity  growth.  In  a  competitive  environment,  living  wage 

pushes  the  cost  up  by  roughly  1  percent.  Therefore,  living  wage  policy  is  worth 

implementing (Pollin and Luce, 2000: 123). 

Further  work  of  Pollin  and  Luce  is their  research  published  in  a  book  “A 

Measure  of  Fairness:  The  Economics  of Living  Wages  and  Minimum  Wages  in  the 

United  States”  published  in  2008.  In  this  research  they  have  more  data  from  many 

municipalities as there are roughly 140 living wage ordinances in the country up until 

2007, so they can do a retrospective analysis on cities that have already implemented 

living  wage(Pollin,  Brenner,  Wicks-Lim and  Luce,  2008:  4).  The  finding  of  this 

research is that living wage policy is an effective policy intervention in labor market 

as it is proofed to target to the right group of people and the incremental cost to the 

local economy is not significant (Pollin et al., 2008: 6).   

Krugman (1998: 1-2) debated with Pollin and Luce in 1998 that living wage 

may be a too much intervention in the labor market, and could lead to an economic 
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inefficient where people in the economy do not utilize resources and skills when they 

easily  earn  higher  income.  Instead  of  a  mandated  increase  in  minimum  wage, 

Krugman  proposes  higher  food  stamp  or  higher  Earned  Income  Tax  Credit  or  even 

more health care support in order to help low income workers. At the end Krugman 

argues that living wage policy is not an answer to the economic development. It is not 

even economics but morality (Krugman, 1998: 2).  

Neumark and Adams are the economists who put such a lot of time and effort 

trying  to  measure  the  result  of  implementing  living  wage  policy.  Started  with  their 

work in 2000, Neumark and Adams (2000: 29) compared the changes in outcome for 

workers in the city that have adopted living wage policy to workers in cities that have 

not adopted such policy. Their findings are that no contemporaneous effect of living 

wage on wages of low income workers. However, there is a positive lagged effect on 

wage  that  is  significant.  Moreover,  they  see  no  negative  effect  on  employment  rate. 

Finally, they conclude that living wage ordinances can result in modest reduction in 

urban poverty (Neumark and Adams, 2000: 30). Neumark (2001: 26-27) also finds an 

evidence that the wages of municipality workers increased after implementing living 

wage policy. The evidence indicates elasticity of average wages with respect to living 

wage in the range of 0.10 to 0.15. He concludes that living wage laws help to achieve 

a higher standard of living for low income workers goal. However, it is important that 

no narrow but political-powerful group uses living wage for their self-interest as there 

may  be  a  more  effective  policy  to  reduce  poverty  than  the  living  wage  policy 

(Neumark, 2001: 27). 

Neumark and Adams (2003: 561-563) indicates sizable positive wage effects 

in  cities  with  broad  living  wage  laws that  cover  employers  receiving  business 

assistance  from  the  cities.  They  also find  a  trade-off  between  higher  wage  and 

employment.  This  trade-off  finding  is  commented  by  Pollin  et  al.  (2008:  233)  that 

Neumark  and  Adams  (2003)  have  made  a  mistake  in  relying  on  Current  Population 

Survey  (CPS)  data.  This  is  because  it  is likely  that  there  are  sufficient  numbers  of 

workers covered by living wage law. This makes it impossible to detect the effect.  

Adams  and  Neumark  (2004:  237-239)  pays  more  attention  to  unemployment 

effect due to living wage policy implementation. They show the evidence that living 

wage causes employment loss for the lowest skilled workers even there is a positive 
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net effect in distributional effects. They also argue that there are some efficient wage 

type  effects  due  to  living  wage  which  benefits  employers  who  pay  more  for  labor. 

Later Adams and Neumark (2005c: 190-192) research changed to study the effect of 

wage increase from the coverage whether to include only contractors that get contract 

work  from  the  cities  or  to  include  both contractors  and  business  firms  that  get 

assistance from the cities. They find that broader enforcement or implementation and 

geographic concentration of living wage laws also appear to strengthen their effects. 

They conclude that geographic concentration of living wage may be more significant 

than the distinction between business assistance firms and contractor only living wage 

laws (Adams and Neumark, 2005c: 191).  

In the US, living wage policy concept is often misunderstood by many people 

as  living  wage  is  implemented  by  local governments  by  raising  city  or  provincial 

minimum wage to a higher amount than the federal minimum wage. Bartik (2004: 1-2) 

gives  a  definition  that  a  living  wage  is different  from  minimum  wage  policy  as 

followed: 

1) Living wage is an ordinance set by local government not by federal 

government just like minimum wage law which is a legislation wage policy applied to 

the whole country. 

2) Living  wage  covers  only  firms  that  do  business  with  local 

government or get subsidy from local government. It is not applied for private firms 

that don’t do business with local government. 

3) The living wage level is set at a much higher level to ensure people 

can be above poverty threshold. 

4) Since  living  wage  doesn’t  cover  private  firms,  the  coverage  of 

living  wage  is  then  much  less  than  minimum  wage  law  that  is  applied  to  the  whole 

country.  Bartik  (2004:  29-30)  studies  the  outcome  of  implementing  living  wage 

policy, and he put that moderate living wage may do more good than harm. From his 

research, he provides a recommendation that living wage should not be pushed up by 

more than 30 percent over currently prevailing wages because if it is raised too high, 

low skilled workers get a high risk of displacement with a higher skilled workers as 

employers  will  maximize  their  profit  by increasing  productivity.  One  of  the  key 

decisions whether to adopt living wage to any municipality is to look at fundamental 
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strength  of  the  local  economy.  If  the  local  economy  is  strong,  living  wage  may  be 

useful  as  a  poverty  reduction  tool.  However,  if  the  local  economy  is  weak,  living 

wage could make a negative effect (Bartik, 2004: 30).  

Adams  and  Neumark  (2005b:  99)  update  their  finding  by  using  an  updated 

data for 1996–2002. They reconfirm their earlier finding that living wage boost wages 

of  lowest  income  workers.  This  happens  at  a  cost  of  a  certain  amount  of 

unemployment;  however,  the  net  urban  poverty  is  reduced.  They  conclude  that 

poverty  reductions  induced  by  the  living  wage  may  stem  from  income  gains  for 

individuals  with  higher  wages  or  skills  who  are  nonetheless  in  poor  families  rather 

than  the  lowest-wage  or  lowest-skill  workers.  They  conclude  from  the  analysis  of 

over 90 municipalities that implemented living wage that the presence of living wage 

reduced  the  possibility  of  employment  for  persons  at  the  lowest  wage  rank    by  as 

much  as  5  percentage  points  (Adams and  Neumark,  2005a  quoted  in  Borjas,  2005: 

146) 

By  the  year  2005,  there  are  more  than  100  jurisdictions  in  the  US  that  have 

been  implemented  living  wage  policy  successfully.  However,  there  are  some  cities 

that have not been successful or not even close. Adams and Neumark (2005a: 199-201) 

then try to address what are factors that  makes  living  wage  unsuccessful.  They  find 

that  unsuccessful  living  wage  campaigns  provide  a  better  control  group  or 

counterfactual when estimating the effects of living wage laws than the broader set of 

all cities without such law. They find an indication that living wage laws raise wages 

of low income workers but also reduce employment among the least-skilled workers. 

This  is  especially  when  the  laws  cover  business  assistance  firms.  Moreover,  the 

success  of  living  wage  policy  also  depends  on  whether  nearby  cities  adopted  the 

living wage. If nearby cities also implement living wage policy, business firms who 

get  city  assistance  have  no  incentive  to  relocate  their  business.  This  ensure  there  is 

minimal  business  moving  out  from  the  cities  reflecting  low  unemployment  (Adams 

and Neumark, 2005a: 182). 

Even  living  wage  policy  effectiveness  is  still  a  controversial,  there  are  over 

140  local  governments  adopted  this  policy,  and  over  100  more  cities  are  on  the 

process of passing this ordinance. This study then adopts the idea of living wage law 

to  raise  minimum  wage  to  a  much  higher  level  than  current  prevailing  minimum 
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wage.  The  study  will  then  simulate  a  model to  predict  the  result  or  impact  when 

minimum wage in Thailand is set at a much higher level.  

 

2.3   Minimum Wage 

 

2.3.1 International Minimum Wage Literatures 

The first minimum wage law was implemented in Australia and New Zealand 

in the late 19th century. Minimum wage law has been implemented in Thailand since 

1973 until present day. Until now 90% of all countries around the world have adopted 

minimum wage as their main wage policy. This means the effects of minimum wage 

policy are almost everywhere in the world (Wikipedia, 2012b: 2). 

The standard model of minimum wage was first presented by George J. Stigler 

in 1946. The model predicts that the minimum wage policy, if set above equilibrium 

wage  level,  would  create  unemployment  both  because  some  previously  employed 

workers  lose  their  jobs  and  because  some workers  who  find  it  is  not  worthwhile  to 

work at the minimum wage that is above competitive wage (Stigler, 1946: 361). From 

figure 2.2, initially the equilibrium or competitive wage level was at W0. Then, when 

the government implements the minimum wage legislation at wage W1, employment 

level decreases from E0 to E1. Firms will be more selective to only hire ones that are 

productive.  They  will  decline  the  least  skilled  and  least  experienced  in  the  labor 

market. This is the biggest concern of minimum wage legislation. Stigler’s minimum 

wage  modeling  has  been  well  accepted  since its  first  introduction  until  these  days 

(Borjas, 2005: 136). 

The standard model prediction by Stigler was challenged by Card and Krueger 

(1994: 772, 792). They argue that minimum wage legislation doesn’t always lead to 

higher unemployment, and in many occasions the minimum wage effect has a positive 

in employment level. They proved this by looking at the employment data of fast-food 

restaurants  in  New  Jersey  and  Pennsylvania  after  the  minimum  wage  increment  in 

New Jersey while there was no increment in Pennsylvania at the time. The result of 

this  study  is  very  controversial  among  economists  as  it  is  directly  against  the  basic 

theory  which  has  long  been  accepted  by  economists  worldwide.  They  argue  that 

minimum  wage  has  no  effect  in  employment  level  in  the local  economy  they 
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surveyed.  In  opposite,  the  employment  slightly  increases  in  New  Jersey  where  the 

minimum wage has increased. Moreover, they see no effect in number of McDonald 

outlets opened in New Jersey. 

 

Figure 2.1  Standard Model of Minimum Wage 

Source:  Borjas, 2005: 137. 

 

Card  and  Krueger  (1994:  792)  also  find  that  prices  of  fast-food  meals 

increased  in  New  Jersey  when  compared  with  those  of  Pennsylvania.  This  finding 

suggests  that  much  of  the  increase  in minimum  wage  cost  was  passed  onto  end 

consumers.  

Card  and  Krueger’s  work  on  minimum  wage  has  been  criticized  by  many 

leading economists. For example, Gary Becker, 1992 Nobel laureate, does not accept 

Card and Krueger’s results (Becker, 1995: 1-2). Gregory Mankiew (2006: 1) and Paul 

Krugman (1998: 1-2) also disagree that minimum wage do not cause employment. At 

the same time Joseph Stiglitz (2002: 13) does accept this result.  

Welch and Cunningham (1978: 144) argue that in the US the group that gets 

direct effect from minimum wage policy is teenager as they rely heavily on minimum 

wage.  This  finding  is  in  line  with  Neumark  and  Wascher  (2003:  9)  who  find  that 

higher minimum wage encourages teenagers to seek for employment and drop-out of 

their  schools.  This  could  lead  to  a  social problem  as  teenagers  get  less  education. 
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They  argue  that  public  policy  makers  should  pay  more  attention to  school  drop-out 

issue  other  than  only  unemployment  effect  of  minimum  wage  (Neumark  and 

Wascher,  2003:  1,  9).  Not  only  the  education  in  school  gets  affected  by  increasing 

minimum wage, but also skill acquisition when workers are at work has been reduced 

due  to  cost  cutting  by  employers.  When  minimum  wage  increases,  firms  tend  to 

reduce  general  job  trainings  to  cut  their cost  down.  The  increase  in  minimum  wage 

then causes less investment in human capital. (Neumark and Wascher, 2001: 590).  

Neumark  and  Wascher  have  further  researched  in  minimum  wage  effect  and 

conclude in his work “Do Minimum Wages Fight Poverty?” (Neumark and Wascher, 

2002),  and  they  conclude  that  there  is  no  firm  evidence  that  minimum  wage  help 

fighting  against  poverty.  There  are  some families  get  out  of  poverty,  but  some 

families get worse as their family members lose their jobs. For the income distribution 

aspect,  the  minimum  wage  effect  cause  income  distributed  among  low  income 

families rather than distributed from high income to low income families. Lastly they 

summarize that the answer to the question “Do Minimum Wages Fight Poverty?” is a 

“No, minimum wage neither help fighting poverty not help income distribution from 

the rich to the poor.” (Neumark and Wascher, 2002: 332-333). 

The final remarks on minimum wage policy as a tool to support low income 

workers in the US is that it does not target to the right group of people. Burkhauser, 

Couch and Wittenburg (1996: 550) find that the main beneficiaries of minimum wage 

policy  are  not  the  working  poor  families  but  the  better-off  families.  Workers  who 

benefit  from  minimum  wage  are  mostly  teenagers  who  are  not  in  poor  families.  It 

turned  out  that  only  19%  of  the  increase in  income  induced  by  the  minimum  wage 

benefit  poor  households  that their  annual  income  are  below  the  poverty  threshold. 

While over 50% of the income induced by minimum wage goes to families that are at 

least two times above poverty threshold.  

Neumark  and  Wascher  have  been  studying  the  effect  of  minimum  wage  in 

many aspects such as effect on employment, acquisition of skills, wages and income 

distributions  and  long  term  labor  market  outcome  in  aggregate  economy.  They 

finalize  their  work  regarding  minimum  wage  in  their  book  “Minimum  Wage” 

(Neumark and Wascher, 2008: 1-7) that minimum wage doesn’t achieve its main goal 

to  reduce  poverty  in  low  income  families.  Minimum  wage  reduces  employment 
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opportunity  of  low-skilled  workers,  and  tends  to  reduce  their  earning.  Moreover, 

minimum  wage  appears  to  have  adverse  long-term  effect  on  wages  and  earnings  in 

part by reducing the acquisition of skills or less human capital accumulation. Finally, 

they argue that policy makers should instead look for other tools to raise the wages of 

low-skilled  workers  to  provide  poor  families with  an  acceptable  standard  of  living 

(Neumark and Wascher, 2008: 285-289).  

From  the  US  experiences  in  minimum  wage,  therefore,  it  shows  us  that 

minimum wage is not an effective tool to improve standard of living of low income 

group  in  the  US.  It  does  not  target  to  the right  group  of  people,  and  also  has  some 

adverse effects in the long-run. This is a good sample for all other countries.  

Lately there is a movement to come up with an alternative policy to help low-

income  workers.  These  policies  are,  for  example,  basic  income  or  negative  income 

tax,  guaranteed  minimum  income,  earned  income  tax  credit  (EITC),  and  collective 

bargaining.  Well-known  economists  who  support  these  policies  are  Herbert  Simon, 

Friedrich  Hayek,  James  Meade,  Robert Solow,  Milton  Friedman,  Jan  Tinbergen, 

James  Tobin  (Wikipedia,  2012b:  9).  These  alternatives  are  expected  to  benefit  a 

broader  population  of  low  income  workers,  not  cause  any  unemployment,  and  can 

distribute  the  costs  widely  rather  than  concentrating  the  cost on  the  employer  side 

(Wikipedia, 2012b: 9). These policies are: 

1) Basic Income 

Basic income is a system of social security that provides each worker a 

sum of money this is sufficient to live in the economy. The basic income program is 

entirely  unconditional,  and  there  is  no  means  test.  The  only  requirement  to  be 

qualified for the basic income is a citizenship. This is in fact a transfer payment policy 

from  the  government  to  each  worker.  Basic  income  policy  is  sometimes  called  a 

negative income tax policy. 

2) Guaranteed Minimum Income 

Guaranteed minimum income is similar to a basic income except that 

itnormally  comes  with  some  conditions  to  qualify  for  the  guaranteed  income.  A 

means  test  is  always  required  to  receive  the  guaranteed  income.  The  conditions 

required are something to benefit the society such as the workers have to participate in 

the labor market in any forms, or to perform some kinds of community services.  
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3) Refundable Tax Credit 

Refundable tax credit is sometimes called earned income tax credit or 

EITC.  The  refundable  tax  credit  is  a  policy  that  tax  owned  by  a  household  can  be 

negative.  This  means  household  receive  a net  payment  from  the  government.    The 

refundable  tax  credit  is  different  from  the  basic  income  in  the  sense  that  the 

refundable tax credit is usually only paid to households that have earned at least some 

income.  This  is  to  motivate  workers  to  work  at  a  certain  level  to  qualify  for  the 

program. 

4) Collective Bargaining 

In some developed countries such as Germany, Sweden and Denmark, 

there  is  no  minimum  wage  legislation.  Instead,  minimum  wages  in  each  industry  or 

sector are set by collective bargaining between employers and employees. 

 

2.3.2 Thai Minimum Wage Literatures  

Thailand  has  adopted  minimum  wage policy  from  International  Labour 

Organization (ILO C131 Minimum Wage Fixing Convention, Geneva 1970) in 1972, 

and  has  implemented  minimum  wage  policy  since  February  14th,  1973.  The  first 

minimum wage for Bangkok and vicinity provinces was 12 baht per day at that time. 

Now the latest adjustment was on April 1st, 2012, and the wage is 300 baht per day for 

Phuket,  Bangkok  and  its  vicinity  provinces  (Ministry  of  Labour,  National  Wage 

Committee, 2012: 20). In total, there have been 45 adjustments in 39 years since its 

first implementation. Labor in private sector who receives wage over minimum wage 

gets a market rate as the private sector is in a competitive labor market. There is no 

upper ceiling for one who can earn high wage as it is a free labor market.  

During  the  first  year  of  Thailand  minimum  wage  law  implementation,  there 

was  an  oil  crisis  originated  from  the Organization  of  Arab  Petroleum  Exporting 

Countries (OAPEC) proclaimed an oil embargo which raised oil price up so high. The 

inflation rates in Thailand were 4.5 percent in 1972 and 15.5 percent in 1973. During 

such time, low income workers got together to negotiate their wages with employers. 

There were many conflicts between workers and their employers during such difficult 

time. Minimum wage law came in at the right time to help minimizing the conflicts as 

it helps to set a standard wage for low income workers (Kannika Theepakdeetrakul, 

1996: 14). 
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Apichai Pantasen and Jiraporn Ounkasem (1988: 112) has summarized that the 

root  cause  of  low  income  of  Thai  workers  firstly  are  from  the  Feudalism  system 

continued to Totalitarian system in Thailand history which make such a huge gap in 

income inequality between the rich and the poor. This is why it is hard to change the 

low  wage  regime.  Secondly,  the  low  income  is  from  the  government  policy  to 

promote import-substitution since early of 1960’s and followed by export-promotion 

in the mid 1970’s. These policies require maintenance of general low wage in order to 

improve  international  competitiveness.  This  includes  a  low  minimum  wage  level. 

Thirdly,  the  authors  find  that  wage  structure  in  three  labor  markets,  private  sector, 

civil  services  and  state  enterprises,  are  closely  related.  The  wage  rigidity  in  civil 

services  is  one  important  explanation  for low  wage  in  the  other  two  labor  markets. 

The low wage in civil services is a reflection of regressive tax scheme in the country. 

Finally, the authors suggest that the solution to low wage in labor market is the ability 

to  reduce  the  current  platform  of  increasing  uneven  income  distribution  of  rural 

population as well as to raise to raise their absolute income level (Apichai Pantasen 

and Jiraporn Ounkasem, 1988: vii-viii). 

Somsak  Samaggithum  (1990: 18) argues that the government  export  promotion 

policy has pushed minimum wage to be at a low level to stay competitive in export 

market. Real minimum wage has been either constant or declined during 1979 – 1989. 

This makes the purchasing power of minimum wage workers lower than before. The 

author concludes that there are two main problems making Thai low-income workers’ 

wage  so  low.  Firstly,  there  was  a  change  in  minimum  wage  definition  in  Thai 

minimum  wage  law  in  1976.  Originally, since  its  first  introduction  in  1973,  the 

minimum wage was defined that minimum wage is a compensation that is sufficient 

not  only  for  the  worker  alone  but  also  for  two  additional  family  members,  without 

income,  to  live  well  in  the  society.  However,  this  definition  was  changed  in  Mom 

Rajawongse Kukrit  Pramoj  time  as  the  Prime Minister  of  Thailand  in  1976  that  the 

minimum wage is the wage that is sufficient for only the worker alone to live well in 

the  society.  The  purpose  of  this  change  again  is  to  keep  the  minimum  wage  level 

down  to  be  competitive  for  export  promotion.  Secondly,  having  a  minimum  wage 

officially  announced  by  the  government,  employers  take  this  reason  to  tie  most 

workers wage with minimum wage. No matter how long the employees work for the 



34 

firms, employers take an advantage to make minimum wage become maximum wage 

for  most  of  their  employees.  Also  for  the  annual  adjustment, employers  take  the 

incremental  minimum  wage  as  a  standard  adjustment  for  most  employees.  The 

increment  is  sometimes  merely  0.5–3  Thai  Baht  per  day  (Somsak  Samaggithum, 

1990: 19). 

In 1996 ILO provided knowledge and suggestion for minimum wage fixation 

for Thailand in order to achieve the highest effectiveness implementing this policy in 

Thailand.  ILO  assigned  Dr.  David  Peetz, an  expert  in  minimum  wage  policy 

implementation, to conduct a research in minimum wage for Thailand labor market. 

Peetz (1996: 18-19) key recommendations for Thai minimum wage fixation are; 

1) To  set  a  clear  objectives  of  minimum  wage  policy  that  there  are 

two objectives; 

(1) To provide social protection, or a “poverty safety net” 

(2) To  enable  employees  to  benefit  from  economic  development 

and growth or a “fair wage” 

2) To follow a “Composite Model” of minimum wage where there are 

two  tiers  of  minimum  wages.  The  first  one  is  national  level  and  the  second  one  is 

industrial level. For the national level, the author suggests assigning an impartial body 

to set minimum wage. This impartial body process can be done by public officer who 

has  enough  information  about  the  Thai  labor  market.  The  major  determinant  for 

national  level  minimum  wage  is  the  cost  of  living,  so  the  national  minimum  wage 

level  acts  as  a  poverty  safety  net  for  low income  workers.  For the  second  tier,  the 

industrial level, it is advised to use bargaining between employers and employees in 

each  industry  together  with  a  witness  from  the  government  side  to  attend  the 

negotiation.  The  major  determination  of  industrial  minimum  wage  is  the  growth  of 

each industry. This composite model is believed to be able to serve both objectives in 

the first recommendation. The national level can serve objective one to set a safety net 

level  of  wage.  The  industrial  level  can  be  set  to  serve  objective  two,  to  enable 

employees to benefit from the economic growth by industries (Peetz, 1996: 82-83). 

3) The  industry  minimum  wage  level  should  not  be  less  than  the 

national safety net level. This is to make sure that workers can meet their basic needs 

as a first step, and then to benefit from the economic growth as a second step. (Peetz, 

1996: 83) 
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4) To adjust minimum wage at the same time of each year. This is to 

allow  private  firms  to  adjust  their  labor  cost  to  be  ready  for  the  increment  (Peetz, 

1996: 86). 

Peetz (1996) recommendations can be modeled as followed: 

 

Wj   = Wn  +  WIj           (2.3) 

 

Where 

  J  =  Industry j  

Wj = Minimum wage for industry j 

Wn  =  Base minimum wage or national minimum wage level 

WIj =  Additional wage for industry j on top of national  

minimum wage (Wn) 

 However, for some reasons, after considering ILO’s proposal by Peetz (1996), 

Thai government never adopts this minimum wage system. Instead, Thai government 

has been using the following model of minimum wage: 

 

Wi   = Wb  +  WPi                         (2.4) 

 

Where 

i  =  Province i  

Wi = Minimum wage for province i 

Wb  =  Base minimum wage for all provinces 

WPi =  Additional wage for Province i on top of base minimum  

    wage (Wb) 

This means Thai minimum wage will be set by provinces not by industries. At 

the time of adjustment, national wage committee will set a base minimum wage for 

national  level,  Wb.  Then,  sub-wage  committee  of  each  province  will  set  additional 

wage for each province on top of base minimum wage, Wb. 

Kannika Theepakdeetrakul (1996: 46, 104) studies the effect of average minimum 

wage  and  Consumer  Price  Index  (CPI)  during  1982  and  1995  by  causality  test.  The 
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author finds that average minimum wage increment is one of determinants that cause 

inflation.  However,  in  opposite,  inflation does  not  cause  an  increment  in  base 

minimum wage.   

After 26 years of Thailand minimum wage implementation, Imudom (2000: 3) 

shows that since then there has been only upward trend without any downward trend 

for nominal minimum wage while the real minimum wage sometimes has a negative 

growth  and  it  always  grows  at  a  rate  less  than  real  GDP.  The  increase  in  minimum 

wage  since  1981  to  1999  was  below  real  GDP  growth.  This  creates  an  unfair  wage 

incremental. It can be inferred that the enjoyment of industrial expansion and foreign 

direct investment was at the expenses of seductive labor cost.  

Yaowaluck Thassaneepak (2000: 26) studies the necessity of minimum wage 

adjustment in an industrial estate. The author finds that minimum wage has different 

effect  on  each  industry.  Labor  intensive  industries  get more  effects  than  capital 

intensive  industries.  There  is  also  evidence  that  employers  replace  low-skills  labor 

with  some  other  factors  when  possible. The  author  concludes  that  one  of  major 

problems with minimum wage is employers try to keep all workers wage at minimum 

wage  or  a  little  higher  than  minimum  wage  to  minimize  their  labor  factor  cost. 

Employees who work for these firms for such a long time, with higher skills than new 

employees, lose their morale to work for the same employers after working for them 

for  a  long  time.  These  higher  skilled  employees  always  look  for  an  opportunity  to 

work  offshore  to  earn  more  income.  When  there  is  shortage  of  low-skilled  labor 

supply,  many  employers  turn  to  immigrant  low-skilled  workers  that  they  can  pay 

lower wage than higher-skilled Thai workers.  

There  are  two  complete  reports  for  minimum  wage  fixation  in  Thailand  that 

are  provided  for  Ministry  of  Labour. The  first  one  was  conducted  by  Economic 

Research and Training Center of Faculty of Economics, Thammasat University (2004: 

iii-iv). In this report, the author uses a survey with Provincial Sub-Wage Committees 

and  expert  interviews  to  see  what  the opinion  of  having  minimum  wage  policy  in 

Thailand.  Also  the  author  uses  Computable  General  Equilibrium  (CGE)  modeling 

technique  to  forecast  the  effect  of  minimum  wage  on  GDP  growth,  unemployment 

rate, inflation and competitiveness of the whole economy. From the survey with 760 

members  of  Provincial  Sub-Wage  Committees  and  interviews  with  11  experts  in 
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Thailand minimum wage system, the author concludes that most of the stake holders 

like  members  of  Provincial  Sub-Wage  Committees  and  experts  in  Thai  minimum 

wage system agree that minimum wage is necessary for Thai economy provided that 

there  are  some  improvement  to  the  procedure  of  minimum  wage  determination 

(Thammasat  University,  Faculty  of  Economies,  Economic  Research  and  Training 

Center, 2004: 6-3, 6-4) such as: 

1) The  policy  to  decentralization  authority  to  provincial  level  to  set 

their own minimum wage  

2) To  provide  more  information  for  both  employer  and  employee 

sides  

3) To  allow  an  establishment  of  labor  union  in  area  that  never  exist 

before  

For the forecast of effect of minimum wage increment on Thai economy, the 

author  finds  that  if  the  increment  is  small such  as  1  percent  or  less,  the  effect  on 

macroeconomic  variables  such  as  unemployment  rate,  inflation,  labor  factor  cost  or 

the  economy  competitiveness  follows  basic model  of  minimum  wage  presented  by 

(Stigler,  1946)  which  is  unemployment  rate  and  inflation  rate  get  higher  while 

economic  growth  is  down.  However,  the changes  are  not  significant,  and  can  be 

compensated  by  government  policy  such  as  increase  in  government  spending  (G), 

decrease  tax  rate  and  other  stimulation  policies.  Therefore,  the  author  concludes  the 

report  by  supporting  having  minimum  wage policy  for  the  Thai  economy  because 

Thai labor market still needs this policy to be a social protection tool, and the negative 

effects  of  minimum  wage  increment,  if  not  much  increased  per  annum,  on  the 

economy  is  not  significant  (Thammasat  University,  Faculty of Economies,  Research 

and Training Center, 2004: iv, 6-4). 

The second complete report in minimum wage study is conducted by Thailand 

Development  Research  Institute  (TDRI)  (Srawooth  Paitoonpong  et  al.,  2005).  The 

report objectives are to: 

1) Set a model to determine minimum wage and base minimum wage  

2) Establish basic tools and information when determining minimum 

wage and base minimum wage  

3) Develop procedure to set minimum wage  

4) Study the effects of minimum wage on Thai economy. 
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The  report  finds  that  it  is  not  possible  to  set  a  formula  or  a  model  to  set 

minimum wage and base minimum wage. This is because the minimum wage is set by 

negotiation between employer and employee representatives. The determinants to be 

considered when negotiating for a minimum wage should be only 3 determinants such 

as cost of living index, labor productivity and economic growth. The current system 

takes  as  many  as  10  determinants  for  consideration  as  per  the  Labor  Protection  Act 

1998 Section 87 (Ministry of Labour, National Wage Committee, 2012: 3). The report 

also proves the proposal by multiple regressions that using only 3 determinants yields 

very much the same results as using 10 determinants to be taken into account when 

negotiating  for  a  minimum  wage.  Therefore, the  report  suggests  to  use  only  these  3 

key  determinants,  cost  of  living  index,  labor  productivity  and  economic  growth,  to 

address  the  minimum  wage  as  this  can  avoid  confusion  and  complexity  during  the 

negotiation (Srawooth Paitoonpong et al., 2005: 8-1). 

Moreover,  the  report  finds  that  the  current  minimum  wage  is  above  poverty 

line in all provinces, so the minimum wage serves its purpose in the Labor Protection 

Act 1998, and it is proved that the current minimum wage can be a social protection 

or a safety net for low-income workers (Srawooth Paitoonpong et al., 2005: 8-2).     

The report also finds that one of a major problem in setting minimum wage by 

bargaining  between  employer  and  employee representatives  is  that  the  Labor 

Protection Act 1998 specifies that the representatives from employees have to be from 

operational level of workers. This makes most of the employee representatives very 

young,  and  having  no  experiences  in  this  kind  of  negotiation.  On  the  other  hand, 

employer representatives are always very senior and very experienced in this kind of 

negotiation.  Furthermore,  employer  representatives  always  have  a  good  relation  and 

connection with government representatives. What normally happens is that employer 

representatives takes advantages from the inexperienced counterparts, and can always 

keep minimum wages in a low side (Srawooth Paitoonpong et al., 2005: 8-2).   

Srawooth Paitoonpong, Nipanan Akkarakul and Chothiga Sukaruji (2005: 10) 

summarized minimum wage fixing problems in Thailand labor market as followed: 

1) There  are  systematic  problem  having  Provincial  Minimum  Wage 

Sub- Committee determine minimum wage for each province. This is firstly because 

there  is  always  a  bias  in  favor  of  employer  side  by  government  representatives. 
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Secondly,  the  selection  and  appointment  of  Provincial  Minimum  Wage  Sub-

Committee are not a transparent process. Some of employee representatives who are 

appointed to be in the Sub-Committee are not even known among workers. 

2) Data at provincial level are not available in many provinces. 

3) Data  at  national  level  are  not  consistent  among  government 

departments who duplicatedly collect the data. Also most of the data are not systematically 

collected.   

4) Enforcement  of  minimum  wage  policy  is  not  seriously  implemented, 

so there are a lot of non-compliance firms in the labor market. 

5) The  purpose  of  minimum  wage  policy is  to  help  Thai  workers  to 

achieve a higher standard of living. However, the government doesn’t have a strong 

policy or a clear cut policy to stop the influx of immigrant workers who illegally enter 

to Thai labor market. 

Attakrit Leckcivilize (2011: 27) tests if minimum wage has any effect on wage 

inequality  in  Thai  labor  market.  The  author  uses  Ordinary  Least  Squares  and  Two-

Stage  Ordinary  Least  Squares  techniques  to  check  the  effects  of  minimum  wage  on 

wage inequality. The result is that the author finds that minimum wage doesn’t affect 

wage inequality at the very bottom of wage distribution in Thailand at all. This means 

minimum wage doesn’t help minimizing income inequality in the economy.  

Thai government has not implemented any provident fund or retirement fund 

law for private sector. This means private workers have to rely on  their  own  saving 

when  they  get  old  or  retire.  This  is  quite  a  risk  of  private  workers  when  compared 

with  that  of  the  public  workers.  The  only policy  private  workers  get  is  the  Social 

Security  Office  (SSO)  or  National  Health  Security  Office  of  Thailand  (NHSO). 

However, these funds cover only some benefit for private workers such as medication 

fee  and  some  small  worker  compensation  in  case  of  death,  injury  and  retirement. 

These  supports  are  not  enough  for  low  income  workers  to  have  a  good  standard  of 

living.  In  brief,  private  workers  do  not  get  much  benefits  or  supports  from  the 

government side in the long-run.   

Somsajee Sikasamat (2011: 21) uses a CGE model to forecast the result of 300 

Thai  Baht  per  day  minimum  wage  policy  if  implemented  in  Thailand.  The  results 

predicts  that  when  immediately  raising a  minimum  wage  from  the  average  of  157 
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Thai Baht per day in 2011 to 300 Thai Baht per day, real GDP would reduce by 1.7% 

from the baseline, and the inflation would increase  1%  from  the  baseline.  Then,  the 

worst of all is the employment forecast that shows 4.5% decline in employment rate. 

Since the study found a big negative effect on the Thai economy, Somsajee Sikasamat 

then  proposes  not  to  tremendously  increase  minimum  wage  in  one  time,  but  to 

increase it along with labor productivity growth over time. 

The latest comprehensive study on the effect of minimum wage intervention is 

conducted  by  Yongyuth  Chalamwong  et  al.  (2012:  6-9)  of  Thailand  Development 

Research Institute. The report studied both the impact of minimum wage raise for low 

income  workers  to  300  Thai  Baht  per  day and  the  raise  of  civil  servants  who  hold 

Bachelors’ degree salary to start at 15,000 Thai Baht per month. To raise minimum 

wage  to  300  Thai  Baht  per  day,  the  study  foresees  that  all industries  would  be 

negatively  affected,  especially,  textile  industry,  garment  industry,  leather  industry, 

wooden industry which are all labor intensive industries. There will be a pressure in 

inflation  rate  to  increase  at  a  higher  rate  than  the  past  as  Thailand  has  never 

implemented  any  policies  that  tremendously  and  suddenly  raise  minimum  wage 

before. Employment rate would also decline enormously from the policy implementation. 

However,  the  study  did  not  use  any  model  to  forecast  the  effects  quantitatively.  In 

summary, the study proposes that in order to minimize the pain from the backfire of 

the  huge  minimum  wage  raise  policy,  the  government  should  only  increase  the 

minimum  wage  in  Bangkok  and  its  vicinity area  including  Phuket  (7  provinces  in 

total) in 2012 as approved by the National Wage Committee, and hold the minimum 

wage raise for the rest of the provinces till 2014 or 2015.  

 

2.4   Efficiency Wage 
 

The efficiency wage theory was firstly introduced by Alfred Marshall in 1920, 

and since then this theory has played an important role in new Keynesian economics 

(Snowdon and Vane, 2005: 388). In some labor markets, employers are willing to pay 

their  employees  at  a  wage  higher  than  the  market-clearing  level.  This  means  the 

wages in these markets are not determined by the supply of and demand for labor in 

the market. Employers are willing to pay more because they want to recruit the best 
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human resources to increase their firm productivity or efficiency (Akerlof and Yellen, 

1986: 1-2).  

Shapiro  and  Stiglitz  (1984:  443)  propose a  simple  “Shirking  Model”.  They 

argue  that  firms  are  willing  to  pay  wages higher  than  market-clearing  level  because 

they believe this will reduce their control and  monitoring  cost  which  is  even  higher 

than  the  wage  they  pay  more.  The  idea  of efficiency  wage  is  to  increase  workers’ 

opportunity cost if they shirk rather than work in the organization. People do not want 

to  get  fired  while  they  get  high  wage,  so they  would  not  want  to  get  caught  being 

shirk. They would rather work harder. 

One benefit that firms pay higher wage than market-clearing level is to reduce 

labor turnover. This is because firms want to avoid cost of replacing workers such as 

searching,  recruiting  and  training  cost  (Schlicht,  1978:  346;  Yellen,  1984:  204). 

Further  to  the  lower  labor  turnover,  it  has been  observed  that  in  the  existence  of 

excess labor supply, not only workers but also employers do not reduce the wage they 

pay or offer for recruitment. Firms appear to continue paying their workers at a wage 

above market-clearing wage. This is a paradoxical fact that can also be explained by 

efficiency wage models (Yellen, 1984: 204-205). Yellen (1984: 204-205) conclusion 

is  confirmed  by  Riveros  and  Bouton(1991:  24)  that  efficiency  wage  theory  can 

explain  why  wages  are  not  responsive  to  macroeconomic  policy  that  tends  to  keep 

real wage low to prevent inflation during the economic crisis. Firms will react to these 

macroeconomic policies by laying off workers rather than cutting wages. 
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Figure 2.2  Shapiro-Stiglitz Model 

Source:  Shapiro and Stiglitz, 1984: 438. 

 

Shapiro and Stiglitz (1984: 443) conclude that even there are many benefit for 

employers  to  pay  efficiency  wage,  there is  a  negative  feedback  from  paying  higher 

than  market  wage.  The  backfire  is  that  efficiency  wage  leads  to  involuntary 

unemployment. They explain this model by Shapiro-Stiglitz Model as per Figure 2.2. 

The Non Shirking Condition (NSC) is the efficiency wage level that firms want to pay 

higher than market wage (W) in order to get the best human resources available in the 

labor market. The workers get higher wage than W at W*. However, the higher wage 

level creates involuntary unemployment as E* is less than EFull.  

Where 

W  =  Market-Clearing Wage 

 W*  =  Efficiency Wage willing to pay by firms 

NSC  =  Non Shirking Condition curve 

 EFull  =   Full employment level 

 E*  =  Employment level when firms pay efficiency wage 
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2.5   Welfare State 

 

Welfare state is a system that the state provides benefits for its citizen. These 

benefits are in such area as unemployment, medicine, education and housing. Welfare 

state  can  also  provide  a  “Safety  Net”  or minimum  standards  of  different  kinds  of 

welfare.  The  concept  of  welfare  state  firstly  appeared  since  the  8th  century.  For  the 

modern  welfare  state,  The  United  Kingdom is  the  country  which  has  been  a  role 

model  for  the  welfare  state  since  early  20th  century  (Schifferes,  2009:  1-4).  This  is 

because the UK has introduced this concept of country administration, and seriously 

implemented  it  with  many  laws  and  measurements.  One  may  call  welfare  state 

concept as “Cradle to Grave” concept which means the state provides a comprehensive 

system  of  social  insurance and  health  care  from  the  birth  till  the  death  of  people 

(Schifferes, 2009: 1).  

Modern welfare state in the UK started in 1942 when Sir William Beveridge 

created the Social Insurance and Allied Services in order to aid one who is in need of 

help  like  the  poor.  He  stated  that  “All  people  of  working  age  should  pay  a  weekly 

national insurance contribution. In return, benefits would be paid to people who were 

sick,  unemployed,  retired  or  widowed.” (Beveridge,  1942:  1-3).  When  Sir  William 

Beveridge implemented this concept to the UK economy in 1940s, many countries in 

Europe  got  an  inspiration  and  followed  the  UK  to  implement  welfare  state 

administration concept especially Scandinavian countries. Also after the discovery of 

oil in Middle East countries like Saudi Arabia, Brunei, Kuwait, Qatar, Bahrain, Oman 

and  the  United  Arab  Emirates  have  adopted  the  welfare  state  concept  to  administer 

their countries (Wikipedia, 2009: 3). 

In welfare states, the activities or program always extend to the provision of 

both  cash  welfare  benefit,  or  transfer,  (such  as  old-aged  pensions  or  unemployment 

benefits)  and  in-kind  welfare  service  such  as  healthcare  and  childcare  services.  

(Wikipedia, 2009: 2). 

Empirical studies have shown strong evidence that collecting high tax and pay 

high transfer in welfare states can reduce poverty and income inequality in  industrialized 

countries  (Kenworthy,  1999:  1119)  and  (Moller,  Huber,  Stephens,  Bradley  and  Nielsen, 

2003: 22). This is especially in Scandinavian countries like Sweden, Denmark, Finland 
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and Norway. Even these Scandinavian countries collect the tax as high as 60%, and 

have  such  large  transfer and  public  service  provision,  but  these  countries  has 

successfully  develop  their  country  in  term  of  raising  standard  of  living  of  people  in 

their countries. (Uamporn Pichaisanith, 2010: 136-139). 

This study is about to forecast the result of implementing welfare state concept 

through living wage policy for Thailand. This is to provide a policy recommendation 

for government who has welfare state concept in their public administration policy. 

 

2.6   Summary from Literature Review 

 

 From  the  literature  review  in  living wage,  minimum  wage,  efficiency  wage 

and  welfare  state,  we  can  see  that  there is  a  linkage  among  these  four  components. 

Firstly,  to  implement  a  living  wage  policy,  we  need  a  minimum  wage  law  to 

implement  in  the  economic  system.  Secondly,  living  wage  conceptual  idea  to  get 

workers a higher standard of living for his or her own together with their own family 

is actually the idea of an efficiency wage where firms pay higher wage than market-

clearing wage level. The purpose to pay efficiency wage is to get higher productivity 

workers to maximize firms’ benefits. Thirdly, the idea that the state intervene in the 

economy to implement living wage to raise standard of living for workers is actually a 

concept of welfare state. If the state doesn’t intervene in the labor market, low income 

worker wage is likely to be stuck at low level for a long period of time. 

  As living wage policy has never been implemented in the Thai economy, it is 

a research gap to study how it would be if living wage policy is to be implemented in 

Thai economy as one part of welfare state administration concept.  

Chapter 3 is a methodology to answer research questions in this study. 

 

 

 

 



 
 

 

CHAPTER 3 

 

RESEARCH METHODOLOGY 

 

3.1   Introduction to Wage Levels 

 

This chapter explores a research methodology to answer the following 

research questions: 

1) What would be a living wage level for Thai workers, and what 

would be likely effects if being implemented in Thailand? 

2) To provide the living wage as an acceptable standard of living, 

which is a better policy between minimum wage policy and transfer payment policy? 

3) Does a mixed policy between minimum wage and transfer payment 

policies work better for the Thai economy? 

To answer the first question, this research begins with clarifying the definition 

of living wage that policy makers can quantify therefore enabling them in setting up a 

minimum wage level as an acceptable standard of living for low income workers to 

have a decent life. This means the wage level that a worker can purchase a certain 

basket of goods and service required for spending their lives happily in the society. 

Since there are so many wage level terms used in labor economic literatures, before 

setting a suitable and rightful living wage for the economy, an understanding on the 

definition of each wage level term is needed as discussed below: 

 

3.1.1  Minimum Wage Level 

Minimum wage is the wage legislatedly set of each country, for Thailand, it is 

set by the Ministry of Labor. From the Labor Protection Act 1998 Section 87, Thai 

minimum wage is set from the following determinants (Ministry of Labour, National 

Wage Committee, 2011) 

1) The current wage level that employees currently receive from their 

employers 
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2) Cost of living index 

3) Inflation rate 

4) Standard of living in each demographic area 

5) Production cost of goods and services in the country 

6) Price level of goods and services provided in the country 

7) Capability of business firms in the country 

8) Labor productivity 

9) Gross Domestic Product of the country 

10)  Current social and economic situation of the country 

The body that sets a minimum wage is National Wage Committee with 5 of 

representatives each from employers, employees and Labor Department officers. The 

committee will discuss and negotiate to set up a base minimum wage in nominal term. 

Then, Provincial Minimum Wage Sub-Committee sets a provincial additional 

minimum wage apart of the base minimum wage. Clearly, Thai minimum wage is in 

fact set by the negotiation process being the Bargaining Theory of Wage discussed 

earlier in section 2.1.7. 

The official definition given to minimum wage in 1973 has evolved from a 

wage that would support own worker together with two additional family members to 

a wage that could support the worker alone in 1976, Somsak Samaggithum (1990: 18-

19). This means Thai minimum wage is just enough to pay for average standard of 

living of an adult worker (Ministry of Labour, National Wage Committee, Labour  

Policy Office, 2012). 

The current daily minimum wage in Thailand ranges from 222 Thai Baht in 

Payao Province to 300 Thai Baht in Phuket, Bangkok and its vicinity (Ministry of 

Labour, National Wage Committee, 2011). 

 

3.1.2 Living Wage Level 

Living wage is a wage that is sufficient for a worker to meet all basic needs at 

a reasonable quality and quantity of housing, food, utilities, transport, health care and 

recreation for not only the worker who works and earns his or her income, but also his 

or her family. Some living wage activists define the living wage as a wage that can 

bring a family of four persons above the poverty threshold (Wikipedia, 2012a: 1). 
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This is why living wage is normally much higher than minimum wage being defined 

as an income that would support the worker alone for the case of Thailand.  

Living wage policy has never been implemented in Thailand. But living wage 

policy has been implemented in the US by local governments for over a decade. For 

example, when Los Angeles and Baltimore local government set their first living 

wage Level in 1997, they put the living wage as high as 45% higher than the state 

minimum wage then (Pollin et al., 2008: 9-10).  

According to Pollin and Luce (2000: 89), the living wage should be set at the 

wage level that is sufficient to enable one full-time worker, without working overtime 

or additional income from a second job, to support a family of three persons at the 

national poverty threshold. 

It can be seen that the living wage is in fact an income for the whole family to 

live their lives decently above national poverty threshold. Living wage is then 

different from minimum wage in the sense that minimum wage is set by the 

legislation while living wage is a wage level that is sufficient for one worker to earn 

to live at an acceptable standard of living with pride and dignity together with his or 

her family members.  

 

3.1.3  Poverty Line or Poverty Threshold Level 

World Bank was first in studying and setting a poverty threshold or poverty 

line for Thailand in 1980. Then, the poverty line was further developed by two 

prominent economists in poverty study, Nanak Kakwani and Medhi Krongkaew 

(1998: 1-3) calculate poverty line from the minimum calories of food needed for a 

man to stay healthy and a minimum of non-food goods and services needed to live 

normally in a society. The poverty line set by Kakwani and Krongkaew in 1998 had 

been used as a Thai national poverty threshold for such a long time until Somchai 

Jitsuchon, Jiraporn Plangpraphan and Nanak Kakwani improved Thailand national 

poverty line again in 2004. Somchai Jitsuchon, Jiraporn Plangpraphan and Nanak 

Kakwani (2004: a, b) modified the poverty line by implementing different food 

calories and non-food items needed in different demographic locations based upon the 

fact that each family in different location can get the same utility level by consuming 

different basket of goods and services. The outcome of this improvement is that the 
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new national poverty line is 29 percent higher than the previous methodology 

developed by Nanak Kakwani and Medhi Krongkaew (1998: 1-3). 

The latest Thailand poverty line is at 1,678 Thai Baht per person per month in 

2010 (National Statistical Office, 2012) which is much lower than the lowest 

minimum wage level in the same year of 3,883 Thai Baht per worker per month 

(Ministry of Labour, National Wage Committee,  2011), or one worker can support on 

average 2.3 persons, including him or herself, at the poverty threshold standard of living.  

 

3.1.4 Basic Needs Approach Wage Level 

Basic needs approach measures absolute poverty in terms of consumption 

goods by defining minimum resources necessary for long-term physical well-being. 

This is the same wage level as the poverty threshold level in most countries. However, 

in some countries, say the U.S., the Basic Needs Approach level is called “Self-

Sufficiency Standards or Living Income Standard”. It is different from the federal 

poverty threshold which is calculated from a single national variable like cost of food. 

The Basic Needs Approach assumes that different households have different needs 

depending upon the family size, ages of family members, and the location of the 

household. It does not include extra money for entertainment, saving, debt payment or 

avoidable expenses like car repair. Apparently, Basic Needs Approach in the U.S. is 

somewhat different from its poverty line (Wikipedia, 2012: 1). 

 

3.1.5 ILO’s Decent Work Wage Level 

International Labour Organization (ILO) has been promoting their campaign 

called “Decent Work Agenda” since 2007 (International Labour Organization, 2012: 1). 

Conceptually, Decent Work is defined for a full-time worker that he or she should get 

a decent wage that: 

1) The worker and the whole family can consume food and non-food 

items at above national poverty threshold. 

2) The worker can possess their own transportation. 

3) The worker can possess their own housing together with utilities. 

4) The worker can get a good standard of health care. 

5) The worker can get a suitable recreation.   
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6) The worker can support their children for high education level. 

7) The worker can work with pride and retire with dignity.  

Clearly, Decent Work Agenda concept requires a wage level going beyond the 

Thai poverty threshold and its minimum wage as it sets an enough income for one 

worker to support the whole family. What Decent Work Agenda has defined is 

actually for employers and employees to find a decent work that would make it 

possible financially as far as the employers are concerned to pay decent wage to their 

employees. This is in line with the definition of living wage concept in the sense that: 

1) The income of a worker has to be sufficient for not only the worker 

but also for the whole family. 

2) The income level that earns the whole family to an acceptable 

standard of living, not just satisfying the basic needs. 

Given the definitions of Decent Work Agenda and the living wage Thai 

workers will be provided with a higher standard of living for the whole family only 

through raising their wage to a much higher level than the existing minimum wage. 

Since ILO and other international organizations have not yet established a standard 

calculation for a decent wage, a methodology is needed here to set up decent life wage 

level for Thai low income workers, i.e., a “decent wage” or a “living wage for Thai 

workers”.   

 

3.2   Methodology for Calculating Living Wage for Low-Income Workers 

 

To raise the standard of living of low income workers to a certain level, policy 

makers must provide workers with asufficient purchasing power enough to obtain a 

set of consumer goods for basic needs. Given such framework, this thesis will seek an 

acceptable and reasonable standard of living serving as a base for living wage for Thai 

workers. In other words, this thesis aims to establish a minimum, acceptable wage in 

Thai economy. To find an acceptable and reasonable standard of living is for low 

income workers, this study will construct a typical basket of goods for the general 

public by adopting the linear expenditure system methodology out of which a living 

wage for low income workers will be decided.  
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To ensure living wage serves its purpose, the followings are the concepts must 

be met: 

1) Living wage is to be a wage level that a worker can support himself 

or herself together with all dependents in the family.  

2) The consumption behavior or goods basket for low income workers 

must cover all goods and services needed for the general public to stay alive.  

 

3.2.1 Linear Expenditure System 

  Demand analysis is one of the classic works that economists attempt to 

estimate and interpret consumption behavior in the economy. In early days, 

economists used single equation to estimate the demand for the whole economy. Until 

the middleof 20th century, system of demand equations was discovered to be more 

powerful in explaining the consumption behavior. Linear expenditure system 

proposed by Stone (1954: 511-527) was one of them. Its simplicity and ability to 

explain the general consumption in the economy has gained wide acceptance in the 

economic community.   

  Consumer behavior theory starts from the utility maximization problem where 

each consumer maximizes his or her utility by consuming n goods given a budget 

constraint. In its function forms:  

 

   														=									( , ,..., )                           (3.1) 

 

subject to −	∑ . 			=											0                  (3.2) 

 

Where 

     =   Total income 

     =  Price of goods i 

    =  Consumption of goods i 

 

  Demands for individual goods for a consumer are: 
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   				=				 ( , ,…, ,)                               (3.3) 

   				=				 ( , ,…, ,) 

   				=				 ( , ,…, ,) 

 

 When considering household demands, equation 3.3 becomes: 

 

				=				 ( , ,…, ,)                   (3.4) 

   				=				 ( , ,…, ,) 

   				=				 ( , ,…, ,) 

 

where  is consumption of household h for good n. 

 

Linear expenditure system is derived from Stone-Geary Utility Function in the 

form of: 

 

			=				∏( −	 )                     (3.5) 

 

Where 

 U =  Utility 

   = Consumption of goods i 

  and  are parameters and   ∑ 		=			1 

 

From the Stone-Geary Utility Function in equation 3.5, Stone (1954: 512) 

proposes household consumption problem as follow: 

 

	 					=						∑ .ln	( −	 )                          (3.6) 

 

subjectto the following constraint: 

 

 				=					∑ .                                 (3.7) 
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and from the Engel aggregation condition on the : 

 

 ∑ 				=						 1                                (3.8) 

 

Where 

,   =   parameters of the linear expenditure system for 

household h on market commodity c 

  =   total income of household h 

  = price of commodity c 

  = household h’s consumption quantity of market 

commodity c 

To solve the household consumption problem in equation 3.6, the Lagrangian 

technique is employed as follows: 

 

					=					 	+		[		−		∑ . 	]                            (3.9) 

 

by differentiating the above Lagrangian equation with respect to and rearranging 

the first order condition, the demand function of the household h on commodity c 

becomes: 

 

				=					 	+		 	[		−		∑ . 	]                       (3.10) 

 

Its interpretations are: 

1) Household spending on individual commodity c is a linear function 

of total consumption spending (or income), ; while, it is a non-linear function of the 

two parameters, , . 

2) The consumption quantity, , has two separate components, 

	and 	[		−		∑ . 	]. The former can be referred to as the subsistence 

minima or a consumption floor of household h for commodity c denoted as . The 

latter is an additional consumption quantity beyond the minimum consumption 

level, , being calculated from the residual income (or supernumerary income), 
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[	−		∑ . ] portioning by . Supernumerary income is the remaining total 

income, , after subtracting sum of expenditures on subsistence minima, ∑ . . 

The second component is, therefore, a share of supernumerary income that is to be 

spent on commodity c after subsistence quantity is consumed. 

In brief,  represents subsistence quantities of household h on market 

commodity, c; while,  represents the relative contribution of each commodity c to 

household utility after subsistence quantity, , has been consumed. 

Household Socioeconomic Survey 2009 (SES 2009) data will be used here to 

estimate the econometric equation. Since the SES data comes with total expenditure 

of each household on each commodity group, an econometric model can be prepared 

by multiplying both side of equation 3.10 by to obtain a linear expenditure system 

of equations. Equation 3.10 then becomes: 

 

. 				=					 . 	+		 [		−		∑ . 	]                             (3.11) 

 

Every component in equation 3.11 is an expenditure in nominal term, so it allows an 

estimation from SES data. To prepare for the econometric model, an error term is 

added. The corresponding econometric model is: 

 

. 				=					 . 	+		 [	−		∑ . ]	+		                        (3.12) 

 

Where 

,  =  Parameters to be estimated 

c   = Commodities in consideration 

  = An error term of household h when consumes 

commodity c 

  

Equation 3.12 is an econometric model for the linear expenditure system to be 

estimated. Once 	and  is estimated, this model can yield a sum 

of . 	or∑ . . It is a total of subsistence expenditure for a household to 

spend on its livelihood to survive in the economy.  
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This study therefore proposes this amount to serve as a minimum acceptable 

income to live in the economy. If a family head earns this monthly income, it is 

conceptually argued that the family will live with a fair standard of living. 

 

3.2.2 Household Socioeconomic Data Preparation 

  SES 2009 data to be prepared for the estimation are: 

1) Total money income 

2) Total expenditure by commodity groups  

From the SES 2009 data dictionary, household expenditures for all goods and 

services with the unit in Thai Baht per month are in Part 3 Expenditure on Goods and 

Services. They are: 

1) Housing (shelter) 

2) Household operation, furniture, and equipment 

3) Service workers in household 

4) Cloth, clothes, and clothing materials 

5) Footwear 

6) Personal care 

7) Medical and health care 

8) Transportations and communications 

9) Education expenses 

10)  Recreation/religious activity expenses 

11)  Special ceremony expenses 

12)  Non-consumption expenditure 

13)  Expenditure on food, beverage, and tobacco 

To minimize regression burden while maintaining test reliability intact, this 

study reduces expenditures groups from 13 to 9 categories as followed: 

1) Housing includes housing (shelter), household operation, furniture 

and equipment, and service workers in household (exp_housing) 

2) Clothing and footwear include cloth, clothes, clothing material and 

footwear (exp_clothfoot) 

3) Personal care (exp_personal) 

4) Medical and health care (exp_health) 
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5) Transportations and communications (exp_transcomm) 

6) Education expenses (exp_education) 

7) Recreation/religious activity and special ceremony expenses 

(exp_recre_cere) 

8) Non-consumption expenditure (exp_non_con) 

9) Expenditure on food, beverage, and tobacco (exp_food_beverage_ 

tobacco) 

 

The following 9 equations are to be estimated: 

 

	_ℎ 	=		 +	 { −[ + +⋯+ ]}+	          (3.13) 

 

	_ ℎ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ℎ ℎ	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ _ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ _ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ _ _ 	

=		 +	 { −[ + +⋯+ ]}+	  

 

subject to ∑ 				=					1 
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The estimation will give 9 values of parameter and additional 9 values of 

 parameter resulting in the followings: 

1) Sum of subsistence expenditure = ∑ .   =  ∑  

2) Contribution of each commodity to household utility =  

, ,…, , and from the constraint in equation 3.8,∑ 		=		1 

The methodology of this study is to raise the minimum wage to the 

subsistence level, ∑ .   =  ∑ ,in the same sense that the lowest income 

of a worker should be at least at the subsistence expenditure level that a worker who is 

the head of the family earns in a month, and this monthly income is enough to support 

the whole family with a reasonable and acceptable standard of living. It is to be 

repeated that this income is for a monthly family expenditure with no extra hours or 

overtime pay. 

This study uses Non-Linear Seemingly Unrelated Regression model or 

NLSUR, to estimate demand system of equations, and uses Stata2 Version 12 as a 

software package to estimate this demand system. This is because Stata software 

includes data management, statistical analysis and simulation capability in the same 

package. Stata also comes with NLSUR command, so it is suitable for this research. 

 

3.3   Forecasting Model 

 

 Computable General Equilibrium (CGE) is developed under the concept of 

General Equilibrium Theory. CGE seeks to find equilibrium in all prices of products 

and services in the economy by taking actual economic data to estimate how an 

economy might react to a change in policy, technology, or other external factors. CGE 

model then consists of a huge set of equations and variables that are modeled from the 

real economy. To run a CGE model, it needs two set of databases as follow: 

1) Tables of real transaction such as Input-Output Table or a Social 

Accounting Matrix (SAM)  

                                                   
2
Stata is a general purpose statistical computer software package developed by StataCorp since 1985. 

The current version is Version 12 released in July 2011. 
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2) Elasticity which is a parameter that capture behavioral feedback 

from the change in the economy. 

CGE Model has been used by many developing countries due to the absence 

of time series data or the presence of a disturbance like a change in political regime 

(Wikipedia, 2012: 2). 

 

3.3.1 Rationale for Using CGE  

 There are two model approaches, a partial equilibrium approach and a general 

equilibrium approach. Partial equilibrium approach pays an attention to certain 

markets of goods and services. CGE modeling is general equilibrium approach, so it 

takes into account all effects in every market. This study is a policy research looking 

at impact of wage increment in every market through macroeconomic variables. Since 

CGE is embedded with General Equilibrium Theory that looks at long-run as well as 

short-run effects, CGE can forecast for both short-run and long-run effects which is a 

desirable property for policymakers. Given these reasons, this study will employ CGE 

as a research tool to forecast the results of economic policy implementation.  

 

3.3.2 Simulation by CGE Modeling   

This study adopts a CGE model, “ORANI-G”, developed by the Centre of 

Policy Studies and Impact Project, Monash University, Australia. ORANI model was 

developed in 1975 as part of the IMPACT Project being sponsored by Australian 

Government and Australian Industrial Assistance Commission (Dixon, Parmenter, 

Sutton and Vincent, 1982: vii). ORANI-G is a multi-sectoral model that can simulate 

the effect of policy change in every sector of the economy. 

ORANI-G is a comparative-static linearized equation system. Therefore, 

ORANI-G consists of equations that are transformed from variety of mathematic 

forms to linear form. Three rules of linear equation system will be applied: 

1) Multiplying Rule 

If an equation is in regular multiplying rule of 

 

   R  = ℰ.P.Q  

 

it will be transformed to 

 

    r  =  p + q 
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2) Power Rule 

If an equation is in regular power rule of 

 

   R  = ℰ.Pβ   

	

it will be transformed to 

	

   r  =  β.P 

 

3) Adding Rule  

If an equation is in regular adding rule of 

 

   R  =  P + Q  

 

it will be transformed to 

 

   r  =  p.Sp + q.Sq  

	

Where the upper-case letters represent the value or amount form, and lower-case 

letters represent percentage-change form of the variable in upper-case. 

Once all equations are in linear form, these linear equations can be modeled in 

the matrix form. The mathematical principle that a CGE model can find a solution 

from the policy change or a shock in the economy is as followed: 

   

   A.z  =  0                (3.14) 

 

Where A is mxn matrix of coefficients in the equation system, z is a vector nx1 

dimension of percentage-change of variables in the model. 

m is total number of variables in the equation system, and n is total number of 

equations. To get a feasible equilibrium, total number of variables has to be more than 

total number of equations. To solve for general equilibrium results, values of n – m 

(exogenous) variables must be identified, and m (endogenous) variables will be 

solved in the equation system.  
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From a set of exogenous variables and a set of endogenous variables, an 

equation can be written as: 

 

A1.y + A2.x  =  0                 (3.15) 

 

Where A1 is mxm coefficient matrix of percentage-change in endogenous variables, 

and A2is nxn coefficient matrix of percentage-change in exogenous variables. y  is 

mx1 matrix of percentage-change in endogenous variables, and x  is  nx1 matrix of 

percentage-change in exogenous variables. If inverse matrix of A1  is valid, 

percentage-change of all endogenous variables in the model at equilibrium point can 

be achieved from: 

 

 A1
-1.A1.y + A1

-1.A2.x =  0   

 

or it can be written as 
 

       y  =  - A1
-1.A2.x             (3.16) 

 

Where A1-1	is an inverse matrix of A1, and it can be seen that - A1-1.A2  is actually a 

matrix that contains elasticities of endogenous and exogenous variables. This matrix 

shows a percentage-change of all variables in the model when there is a change in the 

exogenous variable by 1 percent. 

Intuitively, this linearized model studies the effects of a policy change or 

impact by including the choice policy variable into the model, and then shocks it to a 

desired level. The choice of exogenous variables is called the model closure. The 

solutions obtained are simulation results that show percentage-change of endogenous 

variables after the change or shock in exogenous variable when implementing a 

policy. 

 

3.3.3 Policies to Study 

  This study will examine the following policies: 

1) Living wage policy by shocking nominal wage to the sum of 

subsistence expenditure amount, ∑ . , that is achieved from the linear 
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expenditure system in Section 3.2. Other than implementing one minimum wage for 

the whole country, this study also tests for the following policies: 

(1) To implement different living wage between workers in rural 

area and workers in urban area. 

(2) To implement different living wage between senior citizen 

(equal or more than 60 years old) and working ages workers (less than 60 years old). 

2) Transfer payment policy by the government giving additional 

nominal income to workers to reach the same living wage estimated in Section 3.2 

3) A mixed policy between living wage and transfer payment policies 

Each simulation, will result in a forecast for target macroeconomic variables in 

this study namely, national income, employment rate, inflation rate, and income 

inequality. Then, each policy forecast results can be compared and discussed. 

To test the first policy, the living wage, it is very straight forward given a 

targeted nominal wage to shock the wage in the economy to. However, to test the 

second policy for transfer payment policy effect, the effect of implementing the policy 

to make the economy to the same welfare level must be compared. In ORANI-G 

equation system, there is a variable, Equivalent Variation (EV) which represents 

welfare of the whole economy, so looking at the social welfare as a whole can be 

done through the EV value3 whether it is higher or lower after the policy 

implementation.  

EV is the change in utility measured in initial price units. It is an amount of 

financial compensation for economic agents if a policy were not implemented. 

Economic agents are then equal off regardless of policy implementation. In contrast, 

the Compensating Variation (CV) is the change in utility measured in final price units. 

It is defined as the cost of moving to the final level of utility at the final prices. CV is 

then an amount of money that economic agents are willing to pay for getting that 

policy implemented in the economy in order to get the same utility level. From the 

definition, EV is a better proxy to explain the change in consumer utility. Therefore, 

each simulation for each policy study here will focus on the EV. 

                                                   
3
The EV in the ORANI-G model is shown in level form not in a percentage-change form just like other 

variables. 



 
 

 

CHAPTER 4 

 

RESEARCH FINDINGS AND DISCUSSIONS 

 

4.1  Finding a Living Wage for Thai Low Income Workers 

 

 To implement a living wage policy, this study proposes to use household 

subsistence expenditure, estimated from Linear Expenditure System, as a living wage 

target as, by definition, living wage is a wage that a worker earns enough to support 

all dependents to have an acceptable and reasonable standard of living. 

From Chapter 3, the linear expenditure system model is: 

 

. 				=					 . 	+		 [		−		∑ . 	]                                  (3.11) 

 

There are 9 commodity groups, so equations to be regressed are: 

 

	_ℎ 	=		 +	 { −[ + +⋯+ ]}+	          (3.12) 

 

	_ ℎ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ℎ ℎ	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ _ 	=		 +	 { −[ + +⋯+ ]}+	  

 

	_ _ 	=		 +	 { −[ + +⋯+ ]}+	  
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	_ _ _ 	

=		 +	 { −[ + +⋯+ ]}+	  

 

subject to ∑ 				=					2 

 

 The living wage policies to study are: 

1) To implement one living wage for the whole economy, a nation-

wide living wage 

2) To implement different living wage between workers in rural area 

and workers in urban area 

3) To implement different living wage between senior citizen (equal 

or more than 60 years old) and working-age workers (less than 60 years old) 

 

4.1.1 Linear Expenditure System Regression Results  

Results from linear expenditure system regression yield the nation-wide living 

wage as shown in Table 4.1. 

 

Table 4.1  Linear Expenditure System Regression Results: A Nation-Wide Living 

                  Wage 

 

Commodity Group (c) .  c R2 

Housing  3,026.4470*  0.0415*  0.0552 

 (32.5793)  (0.0008)   

Cloth and Footwear 402.9683*  0.0074*  0.0844 

 (4.5590)  (0.0001)   

Personal Care 450.0197*  0.0068*  0.1239 

 (3.4474)  (0.0001)   

Health Care 284.1007*  0.0058*  0.0123 

 (9.3273)  (0.0002)   

Transportation and Communications  3,148.8120*  0.0653*  0.1494 

 (31.1713)  (0.0007)   
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Table 4.1  (Continued) 

 

 

 

 

Commodity Group (c) .  c R2 

Education 188.8031*  0.8127(a)  

 (6.2257)   

Recreation and Ceremony 491.1286*  0.0069* 0.0212 

 (8.4278)  (0.0002)  

Non Consumption  1,850.2970*  0.0442* 0.1513 

 (20.5449)  (0.0005)  

Food, Beverage, and Tobacco  1,235.9910*  0.0094* 0.1638 

 (4.1080)  (0.0001)  

Number of observations 43,844   

 

Note: (a) * significant at 1% level 

  (b)  Numbers in parentheses are standard errors. 

 

From the linear expenditure system model, the subsistence expenditure is the term: 

 

∑ .   =  ∑  

 

This is the sum of all constant terms from the regression result. From Table 4.1, 

subsistence expenditure for a nation-wide living wage is 11,079 Thai Baht per month 

or 443 Thai Baht per day4. 

  To separate living wage into two groups, rural and urban workers, the 

regression results are shown in Tables 4.2 (rural workers) and 4.3 (urban workers) 

below. 

 

                                                   
4
 Under an assumption that regular working hours of a Thai worker is 8 hours per day, 6 days per 

week, and workers has a minimum of 13 days of public holidays per year, so total number of working 
days = 365-52-13 = 300 daysper year or = 300/12 = 25 days per month. 



64 
 

Table 4.2  Linear Expenditure System Regression Results: A Living Wage for Rural 

Workers 

 

Commodity Group (c)  c R2 

Housing  2,207.8910* 0.0674* 0.0327 

 (64.3463) (0.0028)  

Clothing and Footwear 289.2084* 0.0119* 0.1099 

 (5.8810) (0.0003)  

Personal Care 320.0234* 0.0105* 0.2098 

 (3.7689) (0.0002)  

Health Care 203.9674* 0.0084* 0.0157 

 (10.7418) (0.0005)  

Transportation and Communications  2,154.6530* 0.1174* 0.2230 

 (44.5521) (0.0017)  

Education 96.3648* 0.6891 (a)  

 (7.2965)   

Recreation and Ceremony 420.2081* 0.0120* 0.0156 

 (15.4994) (0.0007)  

Non Consumption  1,198.1370* 0.0676* 0.1970 

 (25.9612) (0.0011)  

Food,Beverage, and Tobacco 1,051.5400* 0.0157* 0.2180 

 (5.6126) (0.0002)  

Number of observations 16,791   

 

Note: (a) * significant at 1% level 

 (b)  Numbers in parentheses are standard errors. 

 

From Table 4.2, subsistence expenditure or a living wage for rural workers is 

7,942 Thai Baht per month or 318 Thai Baht per day.  
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Table 4.3  Linear Expenditure System Regression Results: A Living Wage for Urban 

Workers 

 

Commodity Group (c)  c R2 

Housing  3,473.9720* 0.0367* 0.0764 

 (36.6570) (0.0008)  

Cloth and Footwear 462.2050* 0.0066* 0.0773 

 (6.4687) (0.0001)  

Personal Care 522.0207* 0.0061* 0.1053 

 (5.0618) (0.0001)  

Health Care 327.1523* 0.0053* 0.0112 

 (13.6439) (0.0003)  

Transportation and Communications  3,633.2640* 0.0572* 0.1348 

 (43.2242) (0.0009)  

Education 249.6135* 0.8334 (a)  

 (9.1284)   

Recreation and Ceremony 521.2092* 0.0061 0.0279 

 (9.9643) (0.0002)  

Non Consumption  2,195.4380* 0.0402* 0.1391 

 (29.3485) (0.0006)  

Food,Beverage, and Tobacco 1,335.4080* 0.0082* 0.1496 

 (5.6901) (0.0001)  

Number of observations 27,053   

 

Note: (a) * significant at 1% level 

  (b)  Numbers in parentheses are standard errors. 

 

From Table 4.3, the subsistence expenditure or a living wage for urban 

workers is 12,720 Thai Baht per month or 509 Thai Baht per day.  

Tables 4.4 and 4.5 show different analysis for senior and working-age 

workers. 
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Table 4.4  Linear Expenditure System Regression Results: A Living Wage for Senior 

                  Workers  

 

Commodity Group (c)  c R2 

Housing  2,962.389* 0.0585* 0.0823 

 (69.50317) (0.0018)  

Cloth and Footwear 296.3885* 0.0086* 0.1125 

 (8.428641) (0.0002)  

Personal Care 363.8909* 0.0082* 0.1350 

 (7.266462) (0.0002)  

Health Care 383.9394* 0.0078* 0.0107 

 (24.72235) (0.0007)  

Transportation and Communications  2,144.665* 0.0663* 0.1875 

 (51.21955) (0.0013)  

Education 123.8826* 0.7911 (a)  

 (8.3247)   

Recreation and Ceremony 500.2272* 0.0076* 0.0193 

 (17.90235) (0.0005)  

Non Consumption  1,215.353* 0.0403* 0.1570 

 (33.54308) (0.0009)  

Food, Beverage, and Tobacco 1,059.312* 0.0117* 0.2300 

 (7.88457) (0.0002)  

Number of observations 11,915   

 

Note: (a)  * significant at 1% level.  

  (b)  Numbers in parentheses are standard errors. 
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Table 4.5  Linear Expenditure System Regression Results: A Living Wage for 

Working-Age Workers 

 

Commodity Group (c)  c R2 

Housing  3,056.1340* 0.0360* 0.0464 

 (36.4876) (0.0009)  

Cloth and Footwear 444.2865* 0.0069* 0.0737 

 (5.3933) (0.0001)  

Personal Care 483.5227* 0.0063* 0.1182 

 (3.8609) (0.0001)  

Health Care 246.3781* 0.0053* 0.0160 

 (8.8632) (0.0002)  

Transportation and Communications  3,535.0780* 0.0638* 0.1363 

 (38.0163) (0.0009)  

Education 213.5564* 0.8218(a)  

 (8.0016)   

Recreation and Ceremony 487.8928* 0.0066* 0.0224 

 (9.4447) (0.0002)  

Non Consumption  2,093.2600* 0.0449* 0.1471 

 (25.1161) (0.0006)  

Food, Beverage, and Tobacco  1,304.5610* 0.0084* 0.1394 

 (4.7518) (0.0001)  

Number of observations 31,929   

 

Note: (a)  * significant at 1% level.  

  (b)  Numbers in parentheses are standard errors. 

   

  All results from linear expenditure system regressions are summarized in 

Table 4.6. 
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Table 4.6  Linear Expenditure System Regression Results: A Summary 

 

Living Wage Policies 
Wage per Month 

(THB) 

Wage per Day 

(THB) 

Nation-wide Living Wage 11,079 443 

Living Wage for rural workers 7,942 318 

Living Wage for urban workers 12,720 509 

Living Wage for senior citizen 9,050 362 

Living Wage for working-age 11,865 475 

 

Source:  Author’s Calculation 

 

Next, the daily living wage rate will be inputted into Computable General 

Equilibrium model to forecast the results from different policy implementation. 

   

4.1.2 Wage Changes for Living Wage Policy Intervention 

To prepare for the simulation, an initial wage must be set before the living 

wage policy implementation. This is usually called a “Pre-Simulation” or “Pre-Sim” 

value for short. From the ILS 2009, this study identifies minimum wage workers with 

the following characteristics who would be affected by the living wage policy: 

1) Being under Social Security Fund system or 

2) Being a civil servant or  

3) Being a state enterprise employee 

If a living wage of 443 Thai Baht were implemented, labor income of wage 

earners who will be affected are shown in Table 4.7. 

 

 

 

 

 

 



69 
 

Table 4.7  Labor Income and Number of Workers Affected by Nation-Wide Living 

Wage 

 

Industry 

Labor Income  

(Million Baht) 
 

Number of Workers  

(Thousands of workers) 

Skilled Unskilled Min. Wage  Skilled Unskilled Min. Wage 

Agriculture  3,370  177,547  7,197    14  2,250  105 

Fishery 403  28,432  316    2  81  4 

Mining and 

Quarrying 
810  2,638  1,898    2  18  21 

Manufacturing  107,809  238,915  215,842    303  1,318  2,443 

Electricity and 

Water Supply 
14,534  11,894  2,715    31  33  41 

Construction  24,082  104,395  18,378    72  1,387  208 

Wholesale and 

Retail Trade 
55,292  128,351  77,426    179  1,023  822 

Hotel and 

Restaurant 
17,255  35,099  23,575    42  357  272 

Transport and 

Communications 
32,084  71,277  22,112    83  225  215 

Bank, Insurance 

and Real Estate 
56,510  42,682  7,279    148  141  71 

Owner Dwellings  60,657  42,902  25,433    128  127  294 

Public 

Administration 

and Defense 

167,044  100,564  42,847    457  335  565 

Education  277,834  47,772  17,392    815  103  227 

Health 67,301  20,104  29,609    208  103  332 

Services 27,144  51,446  12,657    57  418  152 

Total  912,129  1,104,017  504,677   2,541  7,919  5,772 

 

Source:  Author’s Calculation  

Note:  Occupation Skills are Classified by the Definition of ILS2009 Occupation  

           Code. 
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Table 4.8  Labor Income and Number of Workers Affected by Living Wage: Rural 

and Urban Areas 

 

Industry 

Labor Income  

(million Baht) 
 

Number of Workers  

(Thousand workers) 

Min. 

Wage 

Rural 

Min. 

Wage 

Urban 

Others   

Min. 

Wage 

Rural 

Min. 

Wage 

Urban 

Others 

Agriculture  4,285  1,570  182,259    70  21  2,278 

Fishery 155 161 28,834  2 2 83 

Mining and 

Quarrying 
1,090  980  3,275    13  8  20 

Manufacturing 99,375 103,587 359,605  1,228 1,092 1,744 

Electricity and 

Water Supply 
1,086  1,433  26,623    18  19  69 

Construction  6,460  10,664  129,730    89  102  1,475 

Wholesale and 

Retail Trade 
24,635  53,556  182,877    329  487  1,208 

Hotel and 

Restaurant 
6,043  17,605  52,281    81  189  401 

Transport and 

Communications 
5,780  15,402  104,291    65  140  318 

Bank, Insurance 

and Real Estate 
1,344  6,840  98,288    14  59  286 

Owner Dwellings 7,402 19,433 102,157  102 200 249 

Public 

Administration 

and Defense 

12,870  21,767  275,818    236  225  897 

Education 4,874 10,224 327,900  87 110 947 

Health 10,381 14,339 92,293  144 132 367 

Services 2,840  10,059     78,349  40     110 477 

Total  188,620  287,621  2,044,581   2,519  2,896  10,818 

 

Source:  Author’s Calculation  

Note:  Occupation Skills are Classified by the Definition of ILS2009 Occupation Code. 
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Table 4.9  Labor Income and Number of Workers Affected by Living Wage: Senior 

and Working-Age Workers 

 

Industry 

Labor Income  

(Million Baht) 

 Number of Workers  

(Thousand workers) 

Min. 

Wage 

Senior 

Citizen 

Min. 

Wage 

Working-

ages 

Others   

Min. 

Wage 

Senior 

Citizen 

Min. Wage 

Working-

ages 

Others 

Agriculture 93 7,505 180,516  1.69 107 2,260 

Fishery 0 316 28,834  0 4 83 

Mining and 

Quarrying 0  2,137  3,209    0  22  19 

Manufacturing 577 221,434 340,556  7.54 2,479 1,578 

Electricity and 

Water Supply  11  3,024  26,108    0.14  43  62 

Construction 119 18,611 128,125  1.69 209 1,456 

Wholesale and 

Retail Trade  261  80,158  180,649    3.38  841  1,181 

Hotel and 

Restaurant 61  24,321  51,548    0.83  277  394 

Transport and 

Communication  173  22,984  102,316    1.80  222  299 

Bank, Insurance 

and Real Estate  4  8,309  98,158    0.07  79  280 

Owner Dwellings 571 25,995 102,425  6.81 297 247 

Public 

Administration 

and Defense  560  50,696  259,198    11.18  628  718 

Education 183 22,661 320,154  3.57 273 867 

Health 35 34,308 82,671  2.04 368 273 

Services 121 13,049 78,077  1.99 155 470 

Total 2,769 535,509 1,982,545  43 6,004 10,186 

 

Source:  Author’s Calculation  

Note:  Occupation Skills are Classified by the Definition of ILS2009 Occupation  

           Code. 
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From ILS 2009 database, this study calculates the average wage in each wage 

bracket (Table 4.10). All workers who get their wage rate equal or under 443Thai 

Baht per day has an average wage of 260 Thai Baht per day. This mean the 260 Thai 

Baht per day is the average wage rate that they receive before the living wage policy 

is implemented.  

 

Table 4.10  Average Wage of Labor in Formal Sector by Range of Wage Rate 

 

Wage rate 
per day 

Average 
wage 

(Baht/day) 

Number 
of 

workers 

Total 
number of 
workers 
(a) 

Average wage 
x Number of 
workers 

Cumulative 
average wage 
x Number of 
workers 
(b) 

Average 
wage of 
workers in 
the same or 
lower wage 
bracket 
(a)/(b) 

0-100 75 60,417 60,417 4,516,308 4,516,308 75 

>100-200 171 1,502,928 1,563,345 256,474,708 260,991,015 167 

>200-300 246 2,502,456 4,065,801 615,350,188 876,341,203 216 

>300-443 365 1,707,415 5,773,216 623,904,266 1,500,245,469 260 

>443-500 478 593,965 6,367,181 283,793,127 1,784,038,595 280 

>500-600 558 429,048 6,796,229 239,549,861 2,023,588,457 298 

>600-700 646 398,350 7,194,579 257,532,441 2,281,120,898 317 

>700-800 753 301,276 7,495,855 226,885,676 2,508,006,574 335 

>800-939 859 321,834 7,817,689 276,587,033 2,784,593,607 356 

>939-1131 1,030 337,806 8,155,495 347,897,481 3,132,491,088 384 

>1131 3,127 1,171,639 9,327,134 3,664,105,116 6,796,596,203 729 

 

Source:  Author’s Calculation  

 

By the same calculation, ILS 2009 database yields the average wage for each 

subsistence expenditure as shown in Table 4.11. Being the “Pre-Simulation” value, it 

makes possible the calculation of the percentage of nominal wage to shock the 

economy when each living wage policy is implemented as discussed below: 

1) For nation-wide living wage policy, the wage rate change is 

 

%∆ 	 		=		
443−260

260
×100=71.38% 
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2) For rural living wage, the wage rate change is 

 

%∆ 	 		=		
318−213

213
×100=	49.29% 

 

3) For urban living wage, the wage rate change is 

 

%∆ 	 		=		
509−299

299
×100=70.23% 

 

4) For senior worker living wage, the wage rate change is 

 

%∆ 	 		=		
362−209

209
×100=73.21% 

 

5) For working-age worker living wage, the wage rate change is 

 

%∆ 	 		=		
475−269

269
×100=76.58% 

 

These “Wage Intervention Targets” will serve as shocks to the economy in the 

CGE simulation to forecast living wage policy effects5 as shown in Table 4.11.  

 

Table 4.11  WageIntervention Target by Living Wage Policies 

 

Living Wage 

Policies 

Pre-Simulation 

Average Wage 

(THB/day) 

Intervention Target 

(THB/day) 

Percentage Changes 

(%) 

Nation-wide living 

wage 
260 443 71.38 

Living wage for rural 

workers 
213 318 49.29 

                                                   
5
ORANI-G and GEMPACK software only takes a shock or a closure in percentage change form, so 

this study has to convert the Living Wage level to shock the economy to a percentage change form. 
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Table 4.11  (Continued) 

 

Living Wage 

Policies 

Pre-Simulation 

Average Wage 

(THB/day) 

Intervention Target 

(THB/day) 

Percentage Changes 

(%) 

Living wage for 

urban workers 
299 509 70.23 

Living wage for 

senior workers 
209 362 73.21 

Living wage for 

working-age 
269 475 76.58 

 

Source:  Author’s Calculation 

 

4.2 Simulation Results from Living Wage Policy, Transfer Payment 

Policy, and the Mixed Policy 

 

 From the subsistence expenditure findings in Section 4.1, this study tests the 

policy effect from living wage policy. Then, a comparison is made with transfer 

payment to raise low-income worker wage. There are a total of 8 simulation scenarios 

to analyze as followed: 

1) The government implements the nation-wide living wage of 443 

Thai Baht per day. 

2) The government implements the nation-wide living wage of 443 

Thai Baht per day and to increase labor productivity to keep the Gross Domestic 

Product unchanged (ΔGDP = 0). 

3) The government implements rural and urban living wage of 318 

Thai Baht per day and 509 Thai Baht per day, respectively. 

4) The government implements senior workers and working-age 

workers living wage of 362 Thai Baht per day and 475 Thai Baht per day, 

respectively. 

5) The government transfers extra income to minimum wage workers 

to achieve the total income of 443 Thai Baht per day. 
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6) The government transfers extra income to minimum wage workers 

to achieve the total income of 443 Thai Baht per day and to keep government budget 

balance unchanged (Δ(T-G) = 0). 

7) The government implements a mixed policy between living wage 

and transfer payment by the same portion to raise worker income to 443 Thai Baht per 

day. 

8) The government implements a mixed policy between living wage 

and transfer payment by the same portion to raise worker income to 443 Thai Baht per 

day and to increase labor productivity to keep the Gross Domestic Product unchanged 

(ΔGDP = 0). 

To make easier interpreting the results of simulations from the ORANI-G 

model equation system, the impact channels of minimum wage increment is shown in 

Figure 4.1. 

 

Wage Policy Shock 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.1  Impact Channels of Minimum Wage Increment Policy 

Note:  Arrows with no Negative Signs are Positive Feedbacks. 
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It can be summarized that when increasing a minimum wage: 

1) Household income increases, so does the production cost. 

Households will consume more, so household consumption (C) will increase. By 

contrast, when production cost increases, general price or Consumer Price Index 

(CPI) will also increase. This reduces purchasing power of households. The net effect 

from the nominal wage and CPI increases will tell whether households could consume 

more or less than before implementing the living wage policy. Household 

consumption (C) would then affect the social welfare (EV) as a whole. 

2) The increase in production cost also affects competitiveness in 

exports. Exports would reduce due to the higher production cost. In addition, 

investment cost would also increase. Therefore, the rate of return on investment is 

reduced that would make lower investment. 

3) Household income is not only affected by nominal wage but also 

from national output (GDP). If GDP increases as a whole, household income would 

rise. However, if GDP decreases, household income would also decrease. Workers 

who will be badly affected are low income workers. They do not benefit from the 

minimum wage raise, but get hurt from the CPI increase. These workers include 

workers in informal sector who are not covered by the minimum wage law. 

4) Change in GDP also affects employment in labor market and rate 

of return on investment which directly affects investment decision and tax revenue. 

The latter would then affect government spending. 

In short, the net effect from the nominal wage increase by living wage policy 

depends upon the sizes of wage increase and the CPI increases. If the former is 

stronger than the latter, workers would consume more so they get higher utility and 

enjoy the living wage policy. If the opposite is true, workers would suffer from the 

lower purchasing power due to the inflation. From the CGE model, if all consumers 

can consume more, the EV will be positive. The opposite will be true if all consumers 

consume less. The simulation results from different policy scenarios will be discussed 

in sections below. Noted that all the values simulated by CGE model are in 

percentage change term, not in level term. They represent the change from the pre-

simulation condition before policy implementation. 
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4.2.1 Simulation Results for Nation-Wide Living Wage Policy 

  For this scenario, the government intervenes the labor market through 

Minimum Wage Committee to raise the nominal minimum wage amount (260 Thai 

Baht per day) to the planned wage target (443 Thai Baht per day). The CGE 

simulation yields the following results as shown in Tables 4.12 – 4.16: 

 

Table 4.12  Effects on Real Wage and Employment: Nation-Wide Living Wage 

           

(unit: percent) 

Labor Groups 
Real Wage Employment 

Short-run Long-run Short-run Long-run 

1. Skilled 0 0 -10.46  -14.58 

2. Unskilled 0 0 -13.27  -17.62 

3. Min. Wage 68.31  66.32  -28.43  -32.16 

 

Table 4.13  Simulation Results for Macroeconomic Variables: Nation-Wide Living 

Wage 

 

(unit: percent) 

Descriptions Variables Short-run Long-run 

EV (change)(1) EV -197,133 -422,590 

Real GDP (expenditure) x0gdpexp -6.443 -11.635 

Real household consumption x3tot -4.114 -8.821 

Aggregate real investment expenditure x2tot_i -3.46 -6.475 

Aggregate real government demands x5tot -4.114 -8.821 

Export volume index x4tot -10.379 -15.721 

Import volume index, duty-paid weights x0imp_c -6.211 -9.811 

Aggregate employment: wage bill weights employ_i -16.477 -20.57 

Current account balance (change)
(1) delB2 -120,909  -164,458 

Baht change in budget balance(1) delbudget -61,490 -55,681 

Overall input augmenting a1lab_io 0 0 

Consumer price index p3tot 1.599 2.813 

GDP price index (expenditure) p0gdpexp 3.502 5.217 
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Table 4.13  (Continued) 

 
 

 

(unit: percent) 

Descriptions Variables Short-run Long-run 

Average real wage realwage 13.673 13.256 

Average nominal wage p1lab_io 15.491 16.441 

Average capital rental p1cap_i -0.804 2.351 

Terms of trade p0toft 2.027 3.217 

Real devaluation p0realdev -3.384 -4.958 

Skilled labor wage rate p1lab_i("skilled") 1.599 2.813 

Unskilled labor wage rate p1lab_i("unskilled") 1.599 2.813 

Minimum-wage labor wage rate p1lab_i("minwage") 71 71 

Skilled labor wage rate plus transfer p1lab2_i("skilled") 1.599 2.813 

Unskilled labor wage rate plus transfer p1lab2_i("unskilled") 1.599 2.813 

Minimum-wage labor wage rate plus transfer p1lab2_i("minwage") 71 71 

Gini coefficient Gini 0.534  0.530  

Ratio of quintile 5 HH income to quintile 1 HH 

income  
20.4  18.9 

 

Note:  (1) in level term 

 

Table 4.14  Contribution to GDP Changes: Nation-Wide Living Wage 

 

            (unit: percent) 

Contribution to GDP Changes  Short-run  Long-run 

1. Consumption -2.41  -5.16 

2. Investment -0.90  -1.68 

3. Government -0.46  -0.98 

4. Stocks 0.00  0.00 

5. Exports -6.59  -9.95 

6. Imports 3.92  6.13 

Total -6.44  -11.64 
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Table 4.15  Welfare Changes by Household Groups: Nation-Wide Living Wage 

 

                           (unit: million Baht) 

EVh Short-run  Long-run 

1. HH1 -4,703  -8,432 

2. HH2 -11,472  -21,455 

3. HH3 -11,888  -24,171 

4. HH4 -12,518  -27,526 

5. HH5 -13,690  -31,942 

6. HH6 -9,723  -30,823 

7. HH7 -9,634  -33,690 

8. HH8 -14,704  -41,557 

9. HH9 -27,364  -61,061 

10. HH10 -81,437  -141,935 

 

Table 4.16  Effects on Manufacturing Output: Nation-Wide Living Wage 

 

(unit: percent) 

Outputs  Short-run  Long-run 

1. Agriculture -4.097  -7.393 

2. Fishery -3.589  -9.695 

3. Mining and Quarrying -2.418  -19.79 

4. Manufacturing -8.94  -13.84 

5. Electricity and Water Supply -5.746  -11.307 

6. Construction -1.748  -5.776 

7. Wholesale and Retail Trade -5.867  -9.903 

8. Hotels and Restaurants -6.933  -14.219 

9. Transport and Communications -7.021  -12.417 

10. Bank, Insurance, and Real Estate -5.949  -12.232 

11. Owner Dwellings -2.252  -11.079 

12. Public Administration and Defense  -4.114  -8.821 

13. Education -4.295  -9.018 

14. Health -8.401  -12.432 

15. Services -7.07  -13.5 
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The simulation results reveal that the increase in minimum wage to a living 

wage improves the real wage by 68.31%% in the short-run and 66.32% in the long-

run. Obviously, the growth of real wage is smaller than that of the nominal wage due 

to the effect from the CPI increase (of 1.60% in the short-run and 2.81% in the long-

run). The most important result is the employment rate of minimum wage group that 

reduces by 28.43% in the short-run and 32.16% in the long-run. The whole economy 

employment also reduces by 16.48% in the short-run and 20.57% in the long-run. No 

economy can tolerate such high level of job loss. In the long-run, workers have two 

choices between getting a real wage increase by 66.32% or losing their jobs and earn 

no incomes at all. The chance of losing their jobs is as high as 32.16% on average. So, 

it is likely that a large number of workers will lose their jobs than getting big wage 

increase. 

Economic growth will shrink by 6.44% in the short-run and 11.64% in the 

long-run with most of the reduced GDP coming from exports for 6.59% in the short-

run and 9.95% in the long-run. This can be explained by the increase in term of trade 

for 2.03% in the short-run and 3.22% in the long-run. Social welfare (EV) then drops 

197 billion Thai Baht in the short-run and 422 billion Thai Baht in the long-run due to 

the big loss of jobs in the economy and the unfavorable term of trade. 

Income inequality deteriorates as GINI coefficient grows from 0.522 to 0.534 

in the short-run and 0.530 in the long-run, explained by massive job loss.  

 

4.2.2 Simulation Results for Nation-Wide Living Wage Policy and Gross 

Domestic Product Remains Unchanged 

  Given that all macroeconomic variables become worse under policy scenario 

1, so in order to recover the negative feedback, the government must come up with an 

additional policy to improve labor productivity to reverse the negatives effects. 

Scenario 2 uses a closure setting ΔGDP = 0 to test how much labor productivity needs 

to increase in exchange for the higher wage. The results are shown in Tables 4.17 to 

4.22. 
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Table 4.17  Incremental Labor Productivity to Keep GDP Intact 

 

  (unit: percent) 

Productivity Improvement Short-run  Long-run 

a1lab_i ("minwage")(1) -41.31  -41.10 

Productivity Improvement(2) 70.38  69.78 

 

Note:  (1)  Overall Input Augmenting Represents the Percentage Drop in an Input to 

Get the Same Level of Output. 

 (2)  Represents an Improvement in Labor Input to Compensate for the Extra 

Wage from the Living Wage. 

 

Table 4.18  Effects on Real Wage and Employment: Nation-Wide Living Wage and 

Keeping GDP Intact 

 

 (unit: percent) 

Labor 

Groups 

Real Wage Employment 

Short-run  Long-run  Short-run  Long-run 

1. Skilled 0 0 -6.91  -6.94 

2. Unskilled  0 0 -8.31  -8.34 

3. Min. Wage  70.87  70.91  -24.96  -24.99 

 

Table 4.19  Simulation Results for Macroeconomic Variables: Nation-Wide Living 

Wage and Keeping GDP Intact 

 

                 (unit: percent) 

Descriptions Variables Short-run Long-run 

EV (change) EV 11,778 12,107 

Real GDP (expenditure) x0gdpexp 0 0 

Real household consumption x3tot 0.245 0.252 

Aggregate real investment expenditure x2tot_i 0.031 0.09 

Aggregate real government demands x5tot 0.245 0.252 

Export volume index x4tot -0.256 -0.292 

Import volume index, duty-paid weights x0imp_c 0.026 0.021 
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Table 4.19  (Continued) 

(unit: percent) 

Descriptions Variables Short-run Long-run 

Aggregate employment: wage bill weights employ_i -12.345 -12.375 

Current account balance (change) delB2 -12,026 -13,466 

Baht change in budget balance (change) delbudget -2,992 -3,217 

Overall input augmenting a1lab_io -12.349 -12.27 

Consumer price index p3tot 0.078 0.051 

GDP price index (expenditure) p0gdpexp 0.107 0.088 

Average real wage realwage 14.168 14.177 

Average nominal wage p1lab_io 14.257 14.234 

Average capital rental p1cap_i 0.113 0.036 

Terms of trade p0toft 0.05 0.054 

Real devaluation p0realdev -0.107 -0.087 

Skilled labor wage rate p1lab_i("skilled") 0.078 0.051 

Unskilled labor wage rate p1lab_i("unskilled") 0.078 0.051 

Minimum-wage labor wage rate p1lab_i("minwage") 71 71 

Skilled labor wage rate plus transfer p1lab2_i("skilled") 0.078 0.051 

Unskilled labor wage rate plus transfer p1lab2_i("unskilled") 0.078 0.051 

Minimum-wage labor wage rate plus transfer p1lab2_i("minwage") 71 71 

Gini coefficient Gini 0.529 0.526 

Ratio of quintile 5 HH income to quintile 1 HH 

income 

 

19.9  18.8 

 

Table 4.20  Contribution to GDP Changes: Nation-Wide Living Wage and Keeping 

GDP Intact 

   (unit: percent) 

Contribution to GDP Changes Short-run  Long-run 

1. Consumption 0.15  0.15 

2. Investment 0.01  0.02 

3. Government 0.03  0.03 

4. Stocks 0.00  0.00 

5. Exports -0.16  -0.19 

6. Imports -0.02  -0.01 

Total 0.00  0.00 
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Table 4.21  Welfare Change by Household Groups: Nation-Wide Living Wage and   

                     Keeping GDP Intact 

           (unit: million Baht) 

EVh Short-run  Long-run 

1. HH1 -2,756  -2,752 

2. HH2 -3,662  -3,640 

3. HH3 -1,740  -1,713 

4. HH4 476 506 

5. HH5 3,050  3,075 

6. HH6 9,323  9,367 

7. HH7 12,567  12,614 

8. HH8 10,386  10,438 

9. HH9 4,889  4,937 

10. HH10 -20,755  -20,726 

 

Table 4.22  Effect on Manufacturing Output: Nation-Wide Living Wage and Keeping 

GDP Intact 

            (unit: percent) 

Outputs Short-run  Long-run 

1. Agriculture -0.03  -0.037 

2. Fishery 0.005  0.021 

3. Mining and Quarrying -0.016  -0.152 

4. Manufacturing -0.093  -0.131 

5. Electricity and Water Supply 0.053  0.063 

6. Construction 0.086  0.166 

7. Wholesale and Retail Trade 0.002  -0.005 

8. Hotels and Restaurants 0.14  0.317 

9. Transport and Communications 0.024  0.064 

10. Bank, Insurance, and Real Estate  0.042  0.059 

11. Owner Dwellings 0.017  0.197 

12. Public Administration and Defense   0.245  0.252 

13. Education 0.207  0.214 

14. Health 0.078  0.091 

15. Services -0.031  -0.032 
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In summary, to keep the GDP intact, labor productivity needs to grow by 

70.38% in the short-run and 69.78% in the long-run. On average, labor productivity in 

Thailand had increased 4.03% annually from 2000 to 2011. Thus, to reach the 

productivity growth of 70.38% in a few years is a remote possibility. However, to 

achieve such growth (69.78%) in the long-run is likely in 20 years.  

Similar to scenario 1, employment for minimum wage workers reduces by 

24.96% in the short-run and 24.99% in the long-run. For the aggregate employment, it 

also reduces by 12.35% in short-run and by 12.38% in long-run. Note that CPI 

increases very small for 0.08% in the short-run and 0.05% in the long-run. As a result, 

the economy will be unaffected. On the other hand, social welfare (EV) increases 

11.78 billion Thai Baht in the short-run and 12.11 billion Thai Baht in the long-run. 

On the other hand, the GINI coefficients deteriorate from 0.522 to 0.529 in the short-

run and 0.526 in the long-run. Evidently, the living wage with productivity growth 

doesn’t improve the income inequality.  

 

4.2.3 Simulation Results for Rural and Urban Living Wages 

  To test this scenario and compare it with scenario 1, the rural wage is shocked 

to 318 Thai Baht per day for an increase of 49.29%, and the urban wage to 509 Thai 

Baht per day for an increase of 70.23%. The results are shown below. 

 

Table 4.23  Effects on Real Wage and Employment: Rural-Urban Workers 

 

  (unit: percent) 

Labor Groups 
Real Wage Employment 

Short-run Long-run Short-run Long-run 

1. Rural 46.67 45.46 -23.70 -23.70 

2. Urban 67.35 65.96 -26.31 -26.31 

3. Others 0.00 0.00 -10.51 -10.51 
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Table 4.24  Simulation Result for Macroeconomic Variables: Rural-Urban Workers 

 

(unit: percent) 

Descriptions Variables Short-run Long-run 

EV (change) EV -159,219 -343,908 

Real GDP (expenditure)  x0gdpexp -5.507 -9.795 

Real household consumption x3tot -3.322 -7.177 

Aggregate real investment expenditure x2tot_i -3.165 -5.443 

Aggregate real government demands x5tot -3.322 -7.177 

Export volume index x4tot -9.021 -13.468 

Import volume index, duty-paid weights x0imp_c -5.331 -8.219 

Aggregate employment: wage bill weights employ_i -14.187 -17.713 

Current account balance (change) delB2 -107,690 -149,054 

Baht change in budget balance (change) delbudget -49,673 -45,979 

Overall input augmenting a1lab_io 0 0 

Consumer price index p3tot 1.586 2.433 

GDP price index (expenditure) p0gdpexp 3.132 4.401 

Average real wage realwage 11.351 11.074 

Average nominal wage p1lab_io 13.118 13.777 

Average capital rental p1cap_i -0.411 2.03 

Terms of trade p0toft 1.756 2.718 

Real devaluation p0realdev -3.037 -4.215 

Skilled labor wage rate p1lab_i("MwRural") 49 49 

Unskilled labor wage rate p1lab_i("MwUrban") 70 70 

Minimum-wage labor wage rate p1lab_i("Others") 1.586 2.433 

Skilled labor wage rate plus transfer p1lab2_i("MwRural") 49 49 

Unskilled labor wage rate plus transfer p1lab2_i("MwUrban") 70 70 

Minimum-wage labor wage rate plus transfer p1lab2_i("Others ") 1.586 2.433 

Gini coefficient Gini 0.518  0.518  

Ratio of quintile 5 HH income to quintile 1 HH 

income 

 

18.7  18.5 
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Table 4.25  Contribution to GDP Changes: Rural-Urban Workers 

 

   (unit: percent) 

Contribution to GDP Changes Short-run  Long-run 

1. Consumption -1.95  -4.21 

2. Investment -0.83  -1.41 

3. Government -0.37  -0.79 

4. Stocks 0.00  0.00 

5. Exports -5.73  -8.54 

6. Imports 3.37  5.16 

Total -5.51  -9.79 

 

Table 4.26  Welfare Changes by Household Group: Rural-Urban Workers 

 

   (unit: million Baht) 

EVh Short-run Long-run 

1. HH1 -2,809 -5,596 

2. HH2 -8,001 -16,085 

3. HH3 -8,193 -18,216 

4. HH4 -8,484 -20,779 

5. HH5 -9,229 -24,194 

6. HH6 -6,339 -23,603 

7. HH7 -6,394 -26,087 

8. HH8 -11,235 -33,241 

9. HH9 -23,451 -51,117 

10. HH10 -75,083 -124,991 
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Table 4.27  Effect on Manufacturing Output: Rural-Urban Workers 
 

   (unit: percent) 

Outputs  Short-run Long-run 

1. Agriculture -3.481 -6.133 

2. Fishery -3.018 -8.112 

3. Mining and Quarrying -2.174 -17.369 

4. Manufacturing -7.606 -11.701 

5. Electricity and Water Supply -4.851 -9.478 

6. Construction -1.599 -4.866 

7. Wholesale and Retail Trade -5.003 -8.291 

8. Hotels and Restaurants -6.187 -11.954 

9. Transport and Communications -6.189 -10.594 

10. Bank, Insurance, and Real Estate -5.172 -10.3 

11. Owner Dwellings -2.091 -9.3 

12. Public Administration and Defense  -3.322 -7.177 

13. Education -3.483 -7.357 

14. Health -6.676 -10.064 

15. Services -6.34 -11.593 

 

It can be seen that real wage of rural workers increases by 46.67% in the short-

run and 45.46% in the long-run. Compared with that of urban workers, their real wage 

increases by 67.35% in the short-run and 65.96% in the long-run. As the wage goes 

up, the rural employment has a loss for 23.70% both in short-run and long-run; while 

the urban employment experiences a loss of 26.31% both in short-run and long-run.  

  The welfare reduces by 159 billion Thai Baht in the short-run and by 344 

billion Thai Baht in the long-run. This is slightly less than such loss in Scenario 1. 

The reduction in GDP of 5.51% in the short-run and 9.80% in the long-run are less 
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than those in Scenario 1. In addition, aggregate employment hurts by 14.19% in the 

short-run and by 17.71% in the long-run. This negative employment effect is 

somewhat less than that of Scenario 1. GINI coefficient improves from 0.522 to 0.518 

both in the short-run and long-run. Ratio of Quintile 5 household income to Quintile 1 

household income also improves from 18.9 to 18.7 for short-run and 18.5 for long-

run. 

In sum, Scenario 3 is a better policy choice than Scenario 1 as its negative 

macroeconomic effects are less, and it improves inequality in the economy. 

 

4.2.4 Simulation Results for Senior and Working-Age Workers  

Mahidol University, Thailand’s aging population (60 years and over) in 2013 

is estimated at 9,517,000 from the total population of 64,623,000 or 14.7% (Mahidol 

University,  Institute for Population and Social Research, 2013). The aging population 

in Thailand is forecasted to grow to nearly 30% by 2050 (United Nations Population 

Fund, Thailand, 2006). It is, therefore inevitable that Thai government must come up 

with a long term solution to overcome this problem. One approach is to keep aging 

workers active in the labor market for a longer period of time. For the private firms, 

incentives are needed to keep aging workers for a longer period of time, there is to be 

a motivation to keep elder workers to stay on longer. This study proposes that firms 

should employ aging workers at a lower wage than working-age counterparts.  

From the linear expenditure estimation, senior workers need less income (362 

Thai Baht per day) to survive and to support their family. Given the pre-simulation 

average wage of senior citizen workers 209 Thai Baht per day and the average wage 

of working-age workers 269 Thai Baht per day, scenario 4 will shock the two wages 

to 362 Thai Baht per day and 475 Thai Baht per day respectively. The results are 

shown below. 
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Table 4.28  Effects on Real Wage and Employment: Senior and Working-Age  

                    Workers 

 

                  (unit: percent) 

Labor Groups 
Real Wage Employment 

Short-run Long-run Short-run Long-run 

1. Senior 69.57 67.60 -26.97 -30.82 

2. Working-age 73.49 71.48 -30.04 -34.03 

3. Others 0.00 0.00 -13.00 -17.62 

 

Table 4.29  Simulation Result for Macroeconomic Variables: Senior and Working-

Age Workers 

(unit: percent) 

Descriptions Variables                               Short-run  Long-run 

EV (change) EV -187,840 -429,974 

Real GDP (expenditure) x0gdpexp -7.019 -12.543 

Real household consumption x3tot -3.921 -8.976 

Aggregate real investment expenditure x2tot_i -3.637 -6.741 

Aggregate real government demands x5tot -3.921 -8.976 

Export volume index x4tot -11.898 -17.562 

Import volume index, duty-paid weights x0imp_c -6.684 -10.502 

Aggregate employment: wage bill weights employ_i -17.838 -22.258 

Current account balance (change) delB2 -161,723 -208,951 

Baht change in budget balance (change) delbudget -83,065 -73,853 

Overall input augmenting a1lab_io 0 0 

Consumer price index p3tot 2.023 3.221 

GDP price index (expenditure) p0gdpexp 4.286 6.012 

Average real wage realwage 15.526 15.077 

Average nominal wage p1lab_io 17.864 18.784 

Average capital rental p1cap_i -0.556 2.645 

Terms of trade p0toft 2.357 3.642 

Real devaluation p0realdev -4.11 -5.671 

Skilled labor wage rate p1lab_i("MwSenior") 73 73 

Unskilled labor wage rate p1lab_i("MwWorkAge") 77 77 
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Table 4.29  (Continued) 

 

 

   

(unit: percent) 

Descriptions Variables                               Short-run  Long-run 

Minimum-wage labor wage rate p1lab_i("Others") 2.023 3.221 

Skilled labor wage rate plus transfer p1lab2_i("MwSenior") 73 73 

Unskilled labor wage rate plus transfer p1lab2_i("MwWorkAge") 77 77 

Minimum-wage labor wage rate plus 

transfer p1lab2_i("Others") 2.023  3.221 

Gini coefficient Gini 0.516  0.516  

Ratio of quintile 5 HH income to quintile 1 

HH income 

 

18.6  18.3 

 

Table 4.30  Contribution to GDP Changes: Senior and Working-Age Workers 

 

               (unit: percent) 

Contribution to GDP Changes  Short-run  Long-run 

1. Consumption -2.30  -5.24 

2. Investment -0.95  -1.74 

3. Government -0.44  -1.00 

4. Stocks 0.00  0.00 

5. Exports -7.54  -11.10 

6. Imports 4.20  6.54 

Total -7.02  -12.54 

 

Table 4.31  Welfare Change by Household Group, Scenario 4-Living Wage Policy 

for Senior and Working-Age Workers 

 

             (unit: million Baht) 

EVh Short-run  Long-run 

1. HH1 -3,446  -6,973 

2. HH2 -9,642  -20,187 

3. HH3 -9,457  -22,620 

4. HH4 -9,510  -25,689 

5. HH5 -9,854  -29,604 
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Table 4.31  (Continued) 

 

(unit: million Baht) 

EVh Short-run  Long-run 

6. HH6 -5,006  -27,916 

7. HH7 -4,304  -30,495 

8. HH8 -12,713  -41,659 

9. HH9 -28,395  -64,611 

10. HH10 -95,513  -160,220 

 

Table 4.32  Effect on Manufacturing Output: Senior and Working-Age Workers 
 

   (unit: percent) 

Outputs  Short-run  Long-run 

1. Agriculture -4.572  -8.091 

2. Fishery -3.9  -10.353 

3. Mining and Quarrying -2.909  -21.92 

4. Manufacturing -9.897  -15.139 

5. Electricity and Water Supply -6.217  -12.104 

6. Construction -1.462  -5.569 

7. Wholesale and Retail Trade -6.329  -10.628 

8. Hotels and Restaurants -7.4  -14.907 

9. Transport and Communications  -7.768  -13.441 

10. Bank, Insurance, and Real Estate  -6.45  -13.092 

11. Owner Dwellings -2.444  -11.568 

12. Public Administration and Defense   -3.921  -8.976 

13. Education -4.198  -9.252 

14. Health -9.432  -13.475 

15. Services -7.788  -14.61 

 

The findings can be summarized that: Real wage of senior workers increases 

by 69.57% in the short-run and 67.60% in the long-run. Similarly, real wage of 

working-age workers increases by 73.49% in the short-run and 71.48% in the long-
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run. It can be explained by the rise in CPI for 2.02% in the short-run and 3.22% in the 

long-run. Therefore, inflation is not much hurt by this policy. Employment of senior 

workers decreases 26.97% in the short-run and get worse to 30.82% in the long-run. 

The employment of working-age workers is also hurt by 30.04% in the short-run and 

34.03% in the long-run. Employment as a whole decreases 17.84% in the short-run 

and 22.26% in the long-run.  

Since the terms of trade increases by 2.36% in the short-run and 3.64% in the 

long-run, the economy is expected to get less exports by 7.54% in the short-run and 

11.10% in the long-run. The fall in exports hurt the GDP to decline by 7.02% in the 

short-run and 12.54% in the long-run. Obviously, the economy as a whole suffers 

from this policy. On the other hand, the GINI coefficient improves from 0.522 to 

0.516 both in the short-run and long-run. 

 

4.2.5 Simulation Results for Transfer Payment 

The government has choices to raise income of low income workers between 

minimum wage intervention through a living wage of 443 Thai Baht per day (as seen 

in scenario 1) and a direct transfer (as tested here). The transfer payment policy in 

scenario 5 is to transfer 183 Thai Baht per day to low-income workers as a 

government direct transfer program for an increase in income of 71.38%. The results 

are presented in Tables 4.33 to 4.38. 

 

Table 4.33  Effects on Real Wage and Employment: Transfer Payment 

 

(unit: percent) 

Labor Groups 

Real Wage Employment 

SR LR SR LR 

1. Skilled 0 0 5.27 6.85 

2. Unskilled 0 0 2.21 4.28 

3. Min. Wage 67.78 70.11 1.61 3.85 
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Table 4.34  Simulation Result for Macroeconomic Variables: Transfer Payment 

 

                 (unit: percent) 

Descriptions Variables Short-run Long-run 

EV (change) EV 366,631 511,280 

Real GDP (expenditure) x0gdpexp 1.096 4.301 

Real household consumption x3tot 7.64 10.647 

Aggregate real investment expenditure x2tot_i 1.091 4.42 

Aggregate real government demands x5tot 7.64 10.647 

Export volume index x4tot -5.542 -2.516 

Import volume index, duty-paid weights x0imp_c 1.592 4.233 

Aggregate employment: wage bill weights employ_i 3.038 4.993 

Current account balance (change) delB2 -316,450 -327,033 

Baht change in budget balance (change) delbudget -480,113 -491,832 

Overall input augmenting a1lab_io 0 0 

Consumer price index p3tot 1.918 0.524 

GDP price index (expenditure) p0gdpexp 2.506 0.762 

Average real wage realwage 0 0 

Average nominal wage p1lab_io 1.918 0.524 

Average capital rental p1cap_i 3.348 0.224 

Terms of trade p0toft 1.109 0.474 

Real devaluation p0realdev -2.444 -0.756 

Skilled labor wage rate p1lab_i("skilled") 1.918 0.524 

Unskilled labor wage rate p1lab_i("unskilled") 1.918 0.524 

Minimum-wage labor wage rate p1lab_i("minwage") 1.918 0.524 

Skilled labor wage rate plus transfer p1lab2_i("skilled") 1.918 0.524 

Unskilled labor wage rate plus transfer p1lab2_i("unskilled") 1.918 0.524 

Minimum-wage labor wage rate plus transfer p1lab2_i("minwage") 71 71 

Gini coefficient Gini 0.528  0.528  

Ratio of quintile 5 HH income to quintile 1 

HH income 

 

20.2  20.2 
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Table 4.35  Contribution to GDP Changes: Transfer Payment 

 

   (unit: percent) 

Contribution to GDP Changes  Short-run Long-run 

1. Consumption 4.51  6.29 

2. Investment 0.29  1.16 

3. Government 0.84  1.17 

4. Stocks 0.00  0.00 

5. Exports -3.52  -1.61 

6. Imports -1.02  -2.71 

Total 1.10  4.30 

 

Table 4.36  Welfare Change by Household Group: Transfer Payment 

 

   (unit: million Baht) 

EVh Short-run  Long-run 

1. HH1 2,488  4,502 

2. HH2 8,033  14,146 

3. HH3 15,050  22,804 

4. HH4 23,319  32,951 

5. HH5 34,562  46,292 

6. HH6 48,928  63,030 

7. HH7 58,424  74,583 

8. HH8 58,007  75,959 

9. HH9 60,645  82,570 

10. HH10 57,176  94,444 
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Table 4.37  Transfer Amount to the Minimum Wage Workers by Industry: Transfer   

                    Payment 

 (unit: million Baht) 

Industries Short-run  Long-run 

1. Agriculture 6,607  6,983 

2. Fishery 127  131 

3. Mining and Quarrying 12,309  13,025 

4. Manufacturing 171,043  183,092 

5. Electricity and Water Supply 7,983  8,161 

6. Construction 5,286  5,388 

7. Wholesale and Retail Trade 98,245  98,256 

8. Hotels and Restaurants 16,590  16,874 

9. Transport and Communications  22,392  23,538 

10. Bank, Insurance, and Real Estate  5,662  5,771 

11. Owner Dwellings 2,926  3,050 

12. Public Administration and Defense   30,861  32,140 

13. Education 8,603  8,877 

14. Health 10,365  10,704 

15. Services 9,552  10,006 

 

Table 4.38  Effect on Manufacturing Output: Transfer Payment 

 

   (unit: percent) 

Outputs Short-run Long-run 

1. Agriculture -0.257  1.489 

2. Fishery 0.533  3.937 

3. Mining and Quarrying -0.145  3.236 

4. Manufacturing -1.05  1.779 

5. Electricity and Water Supply 1.868  5.333 

6. Construction 2.479  6.501 

7. Wholesale and Retail Trade 1.541  4.171 

8. Hotels and Restaurants 3.075  10.508 

9. Transport and Communications  0.219  3.918 

10. Bank, Insurance, and Real Estate  2.177  6.262 
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Table 4.38  (Continued) 
 

   (unit: percent) 

Outputs Short-run Long-run 

11. Owner Dwellings 0.603  8.123 

12. Public Administration and Defense   7.64  10.647 

13. Education 7.428  10.508 

14. Health 4.752  8.875 

15. Services 1.087  5.147 

 

It is seen that real wage of minimum wage workers increases by 67.78% in the 

short-run and 70.11% in the long-run. Employment of minimum wage workers also 

increases by 1.61% in the short-run and 3.85% in the long-run. Total employment of 

the whole economy increases by 3.04% in the short-run and 4.99% in the long-run. 

CPI increases slightly for 1.92% in the short-run and 0.52% in the long-run. This 

policy has left stability barely untouched. The terms of trade increases in the short-run 

by 1.11% and in the long-run by 0.47% as a result, the exports get hurt very small for 

3.52% in the short-run and 1.61% in the long-run. Social welfare (EV) increases 367 

billion Thai Baht in the short-run and 511 billion Thai Baht in the long-run. The GDP 

grows by 1.10% in the short-run and 4.30% in the long-run. Evidently, economy as a 

whole gains. 

GINI coefficient declines from 0.522 to 0.528 in both the short-run and long-

run. The income ratio of the richest household (top 20%) to the poorest household 

(bottom 20%) changes from 18.9 to 20.2 in both the short-run and long-run. 

Inequality is widening from this policy. A downside of this policy is the government 

budget deficit of 480 billion Thai Baht in the short-run and 491 billion Thai Baht in 

the long-run. The deficit becomes a public debt for the whole economy.  

 

4.2.6 Simulation Results for Transfer Payment and Government Budget 

Balance Unchanged 

  Even transfer payment could stimulate the economy, a concern arises over the 

budget deficit. Scenario 6 tests the transfer payment by allowing no change in 

government budget balance by setting the closure Δ(T – G) = 0. The results are shown 

in Tables 4.39 to 5.43. 
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Table 4.39  Effects on Real Wage and Employment: Transfer Payment and  

                    Government Budget Balance Unchanged 

                  (unit: percent) 

Labor Groups 
Real Wage Employment 

Short-run Long-run Short-run Long-run 

1. Skilled 0.00 0.00 -18.33 -17.26 

2. Unskilled 0.00 0.00 -5.26 -5.29 

3. Min. Wage 71.20 71.12 -4.75 -4.93 

 

Table 4.40  Simulation Result for Macroeconomic Variables: Transfer Payment and  

                    Government Budget Balance Unchanged 

(unit: percent) 

Descriptions Variables Short-run Long-run 

EV (change) EV 109,775 91,390 

Real GDP (expenditure) x0gdpexp -3.049 -3.938 

Real household consumption x3tot 2.288 1.904 

Aggregate real investment expenditure x2tot_i -2.467 -4.842 

Aggregate real government demands x5tot -39.959 -41.951 

Export volume index x4tot 0.686 0.348 

Import volume index, duty-paid weights x0imp_c -0.183 -0.917 

Aggregate employment: wage bill weights employ_i -9.254 -8.972 

Current account balance (change) delB2 38,128 62,019 

Baht change in budget balance (change) delbudget 0 0 

Overall input augmenting a1lab_io 0 0 

Consumer price index p3tot -0.117 -0.072 

GDP price index (expenditure) p0gdpexp -0.666 -0.105 

Average real wage realwage 0 0 

Average nominal wage p1lab_io -0.117 -0.072 

Average capital rental p1cap_i -1.175 -0.03 

Terms of trade p0toft -0.128 -0.065 

Real devaluation p0realdev 0.67 0.105 

Skilled labor wage rate p1lab_i("skilled") -0.117 -0.072 

Unskilled labor wage rate p1lab_i("unskilled") -0.117 -0.072 

Minimum-wage labor wage rate p1lab_i("minwage") -0.117 -0.072 
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Table 4.40  (Continued) 

 

                                             (unit: percent) 

Descriptions Variables Short-run Long-run 

Skilled labor wage rate plus transfer p1lab2_i("skilled") -0.117 -0.072 

Unskilled labor wage rate plus transfer p1lab2_i("unskilled") -0.117 -0.072 

Minimum-wage labor wage rate plus transfer p1lab2_i("minwage") 71 71 

Gini coefficient Gini 0.511 0.512 

Ratio of quintile 5 HH income to quintile 1 HH 

income 

 

18.7  18.7 

 

Table 4.41  Contribution to GDP Changes: Transfer Payment and Government  

                    Budget Balance Unchanged 

 

 (unit: percent) 

Contribution to GDP Changes  Short-run  Long-run 

1. Consumption 1.36  1.13 

2. Investment -0.65  -1.27 

3. Government -4.31  -4.60 

4. Stocks 0.00  0.00 

5. Exports 0.44  0.22 

6. Imports 0.12  0.58 

Total -3.05  -3.94 

 

Table 4.42  Welfare Changes by Household Groups: Transfer Payment and  

                    Government Budget Balance Unchanged 

 

     (unit: million Baht) 

EVh Short-run  Long-run 

1. HH1 -1,205  -1,188 

2. HH2 -306  -1,041 

3. HH3 4,763  3,806 

4. HH4 10,531  9,294 

5. HH5 18,382  16,750 
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Table 4.42  (Continued) 

 

     (unit: million Baht) 

EVh Short-run  Long-run 

6. HH6 31,149  29,369 

7. HH7 37,414  35,231 

8. HH8 31,359  29,009 

9. HH9 19,367  16,519 

10. HH10  -41,679  -46,359 

 

Table 4.43  Effect on Manufacturing Output: Transfer Payment and Government  

                    Budget Balance Unchanged 

 

   (unit: percent) 

Outputs Short-run  Long-run 

1. Agriculture 0.03  -0.216 

2. Fishery 0.218  0.141 

3. Mining and Quarrying -0.069  -2.384 

4. Manufacturing -0.037  -0.607 

5. Electricity and Water Supply  -1.096  -1.886 

6. Construction -6.909  -11.627 

7. Wholesale and Retail Trade -0.025  -0.642 

8. Hotels and Restaurants 1.003  1.477 

9. Transport and Communications  -0.25  -1.131 

10. Bank, Insurance, and Real Estate  0.056  -0.609 

11. Owner Dwellings 0.243  1.113 

12. Public Administration and Defense   -39.959  -41.951 

13. Education -33.786  -35.996 

14. Health -17.656  -22.518 

15. Services -1.398  -2.635 

   

The results reveals that real wage of minimum wage workers increases by 

71.20% in the short-run and 71.12% in the long-run; while the employment of 

minimum wage workers drops 4.75% in the short-run and 4.93% in the long-run. 
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Total employment declines 9.25% in the short-run and by 8.97% in the long-run. 

Higher wage for low-income workers under this policy doesn’t hurt employment as 

much as the case of nation-wide living wage.  

GDP gets down by 3.05% in the short-run and 3.94% in the long-run. CPI 

slightly reduces by 0.117% in the short-run and 0.07% in the long-run. This is a very 

small effect on price level. 

Social welfare (EV) increases 110 billion Thai Baht in the short-run and 91 

billion Thai Baht in the long-run. The economy is better off under this policy. GINI 

coefficient slightly decreases to 0.511 in the short-run and 0.512 in the long-run. The 

income ratio of the richest household (top 20%) to poorest household (bottom 20%) 

slightly improves to 18.7 in both the short-run and long-run. 

As far as the terms of trade are concerned, it changes very small, reducing by 

0.13% in the short-run and 0.07% in the long-run. Exports then grow 0.44% in the 

short-run and 0.22% in the long-run. On the concern over the drop in government 

spending (G), it reduces by 4.31% in the short-run and 4.6% in the long-run. 

 

4.2.7 Simulation Results for a Mixed Policy  

   This policy scenario tests if a mixed policy between living wage policy and 

transfer payment policy works better for the economy. Scenario 1 is a pure living 

wage policy where all the wage increases are from the minimum wage law, and 

scenario 5 is a pure transfer payment policy where the income increase is from the 

government direct transfer. This scenario is a mix between the two policies that raises 

income equally between minimum wage and transfer payment for 91.50 Thai Baht per 

day. Together, a worker will receive additional 183 Thai Baht daily.  

The results are presented below. 
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Table 4.44  Effects on Real Wage and Employment: A Mixed Policy 

 

  (unit: percent) 

Labor Groups 
Real Wage Employment 

Short-run  Long-run  Short-run  Long-run 

1. Skilled 0.00  0.00  -3.34  -5.07 

2. Unskilled  0.00  0.00  -6.19  -7.89 

3. Min. Wage  68.25  68.28  -15.69  -17.44 

 

Table 4.45  Simulation Results for Macroeconomic Variables: A Mixed Policy 

 

                 (unit: percent) 

Descriptions Variables Short-run Long-run 

EV (change) EV 54,492 -11,573 

Real GDP (expenditure) x0gdpexp -2.922 -4.306 

Real household consumption x3tot 1.136 -0.241 

Aggregate real investment expenditure x2tot_i -1.41 -1.311 

Aggregate real government demands x5tot 1.136 -0.241 

Export volume index x4tot -7.886 -9.284 

Import volume index, duty-paid weights x0imp_c -2.633 -3.338 

Aggregate employment: wage bill weights employ_i -7.634 -9.354 

Current account balance (change) delB2 -198,601 -222,411 

Baht change in budget balance (change) delbudget -237,612 -229,467 

Overall input augmenting a1lab_io 0 0 

Consumer price index p3tot 1.634 1.616 

GDP price index (expenditure) p0gdpexp 2.888 2.939 

Average real wage realwage 6.91 6.907 

Average nominal wage p1lab_io 8.657 8.635 

Average capital rental p1cap_i 1.039 1.299 

Terms of trade p0toft 1.542 1.821 

Real devaluation p0realdev -2.807 -2.855 

Skilled labor wage rate p1lab_i("skilled") 1.634 1.616 

Unskilled labor wage rate p1lab_i("unskilled") 1.634 1.616 

Minimum-wage labor wage rate p1lab_i("minwage") 35.5 35.5 

Skilled labor wage rate plus transfer p1lab2_i("skilled") 1.634 1.616 

Unskilled labor wage rate plus transfer p1lab2_i("unskilled") 1.634 1.616 
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Table 4.45  (Continued) 

    

(unit: percent) 

Descriptions Variables Short-run Long-run 

Minimum-wage labor wage rate plus transfer p1lab2_i("minwage") 71 71 

Gini coefficient Gini 0.519  0.519  

Ratio of quintile 5 HH income to quintile 1 

HH income 

 

19.1  19.1 

 

Table 4.46  Contribution to GDP: A Mixed Policy 

 

  (unit: percent) 

Contribution to GDP Changes  Short-run  Long-run 

1. Consumption 0.67  -0.14 

2. Investment -0.37  -0.34 

3. Government 0.13  -0.03 

4. Stocks 0.00  0.00 

5. Exports -5.01  -5.90 

6. Imports 1.66  2.11 

Total -2.92  -4.31 

 

Table 4.47  Welfare Changes by Household Groups: A Mixed Policy 

 

     (unit: million Baht) 

EVh Short-run  Long-run 

1. HH1 -1,316  -2,571 

2. HH2 -2,517  -5,443 

3. HH3 316  -3,280 

4. HH4 3,571  -841 

5. HH5 7,814  2,332 

6. HH6 16,227  9,939 

7. HH7 20,394  13,251 

8. HH8 17,453  9,615 

9. HH9 11,727  1,904 

10. HH10  -19,176  -36,478 
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Table 4.48  Effect on Manufacturing Output: A Mixed Policy 

 

                 (unit: percent) 

Outputs  Short-run  Long-run 

1. Agriculture -2.232  -3.094 

2. Fishery -1.522  -3.474 

3. Mining and Quarrying -1.259  -9.399 

4. Manufacturing -5.196  -6.529 

5. Electricity and Water Supply -2.222  -3.768 

6. Construction 0.165  -0.105 

7. Wholesale and Retail Trade -2.448  -3.427 

8. Hotels and Restaurants -2.299  -3.144 

9. Transport and Communications  -3.623  -4.966 

10. Bank, Insurance, and Real Estate  -2.178  -3.852 

11. Owner Dwellings -0.923  -2.547 

12. Public Administration and Defense   1.136  -0.241 

13. Education 0.947  -0.415 

14. Health -2.448  -3.048 

15. Services -3.255  -5.038 

 

The findings show that real wage of minimum wage group increases 68.25% 

in the short-run and 68.28% in the long-run. However, their employment is hurt by 

15.69% in the short-run and 17.44% in the long-run. Total employment also reduces 

7.63% in the short-run and 9.35% in the long-run. The negative effect on employment 

is less than scenario 1. Real GDP is reduced by 2.92% in the short-run and 4.31% in 

the long-run. Again, this effect is less than scenario 1. CPI slightly increases 1.6% in 

both the short-run and long-run. Price stability is not much affected by this policy. 

Social welfare (EV) is better off with 54 billion Thai Baht in the short-run. 

However, it reduces by 11.6 billion Thai Baht in the long-run. Income inequality 

improves from 0.522 to 0.519. 

Government budget balance reduces 238 billion Thai Baht in the short-run and 

229 billion Thai Baht in the long-run. The terms of trade increase from 1.54% in the 

short-run to 1.82% in the long-run. Exports drop 5.01% in the short-run and 5.90% in 

the long-run. 
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4.2.8 Simulation Results for a Mixed Policy and Improving Labor 

Productivity to Keep GDP Unchanged  

    The mixed policy in scenario 7 is better than a pure living wage policy in 

scenario 1. But the employment and GDP growth do not farewell. Scenario 8 then 

tests the policy if productivity improvement can be implemented to keep GDP intact. 

  In additional to the closure in Scenario 7, this policy increases labor 

productivity in order to keep GDP change at the same level (ΔGDP = 0). This is to 

compensate the higher labor factor cost. 

The results are shown in Tables 4.49 to 4.55 as followed: 

 

Table 4.49  Labor Productivity Improvement: A Mixed Policy and GDP Unchanged 

 

         (unit: percent) 

Productivity Improvement Short-run  Long-run 

a1lab_i ("minwage") -22.31  -18.74 

Productivity Improvement 28.7  23.1 

 

Table 4.50  Effects on Real Wage and Employment: A Mixed Policy and GDP 

Unchanged 

 (unit: percent) 

Labor Groups 
Real Wage Employment 

Short-run  Long-run  Short-run  Long-run 

1. Skilled 0 0 -1.69  -2.15 

2. Unskilled 0 0 -3.88  -4.31 

3. Min. Wage  69.35  69.91  -13.98  -14.46 
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Table 4.51  Simulation Results for Macroeconomic Variables: A Mixed Policy and  

                    GDP Unchanged 

 (unit: percent) 

Descriptions Variables Short-run Long-run 

EV (change) EV 151,704 153,553 

Real GDP (expenditure) x0gdpexp 0 0 

Real household consumption x3tot 3.162 3.2 

Aggregate real investment expenditure x2tot_i 0.217 1.004 

Aggregate real government demands x5tot 3.162 3.2 

Export volume index x4tot -3.333 -3.643 

Import volume index, duty-paid weights x0imp_c 0.226 0.277 

Aggregate employment: wage bill weights employ_i -5.673 -6.131 

Current account balance (change) delB2 -152,264 -169,010 

Baht change in budget balance (change) delbudget -214,720 -215,455 

Overall input augmenting a1lab_io -5.707 -4.723 

Consumer price index p3tot 0.973 0.641 

GDP price index (expenditure) p0gdpexp 1.377 1.112 

Average real wage realwage 7.086 7.175 

Average nominal wage p1lab_io 8.128 7.862 

Average capital rental p1cap_i 1.44 0.462 

Terms of trade p0toft 0.651 0.69 

Real devaluation p0realdev -1.358 -1.099 

Skilled labor wage rate p1lab_i("skilled") 0.973 0.641 

Unskilled labor wage rate p1lab_i("unskilled") 0.973 0.641 

Minimum-wage labor wage rate p1lab_i("minwage") 35.5 35.5 

Skilled labor wage rate plus transfer p1lab2_i("skilled") 0.973 0.641 

Unskilled labor wage rate plus transfer p1lab2_i("unskilled") 0.973 0.641 

Minimum-wage labor wage rate plus transfer p1lab2_i("minwage") 71 71 

Gini coefficient Gini 0.533 0.534 

Ratio of quintile 5 HH income to quintile  

1 HH income 

 

22.4 

 

23.1 
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Table 4.52  Contribution to GDP: A Mixed Policy and GDP Unchanged 

 

   (unit: percent) 

Contribution to GDP Changes  Short-run  Long-run 

1. Consumption 1.87  1.89 

2. Investment 0.06  0.26 

3. Government 0.35  0.35 

4. Stocks 0.00  0.00 

5. Exports -2.12  -2.32 

6. Imports -0.15  -0.18 

Total 0.00  0.00 

 

Table 4.53  Welfare Changes by Household Groups: A Mixed Policy and GDP  

                    Unchanged 

   (unit: million Baht) 

EVh Short-run  Long-run 

1. HH1 -497 -463 

2. HH2 1,006  1,213 

3. HH3 4,950  5,179 

4. HH4 9,560  9,780 

5. HH5 15,595  15,684 

6. HH6 25,128  25,362 

7. HH7 30,800  31,039 

8. HH8 29,205  29,519 

9. HH9 26,821  27,053 

10. HH10 9,134  9,186 

 

 

 

 

 



107 
 

Table 4.54  Transfer Amount to Minimum Wage Workers by Industry: A Mixed  

                    Policy and GDP Unchanged 

 (unit: million Baht) 

Industries Short-run  Long-run 

1. Agriculture 3,140  3,146 

2. Fishery 57 57 

3. Mining and Quarrying 5,456  5,452 

4. Manufacturing 74,875  75,415 

5. Electricity and Water Supply 3,512  3,476 

6. Construction 2,348  2,321 

7. Wholesale and Retail Trade 41,935  40,698 

8. Hotels and Restaurants 6,925  6,785 

9. Transport and Communications 9,984  9,964 

10. Bank, Insurance, and Real Estate  2,495  2,466 

11. Owner Dwellings 1,283  1,275 

12. Public Administration and Defense   13,357  13,380 

13. Education 3,728  3,705 

14. Health 4,365  4,343 

15. Services 4,281  4,272 

 

Table 4.55  Effect on Manufacturing Output: A Mixed Policy and GDP Unchanged 

 

  (unit: percent) 

Outputs Short-run  Long-run 

1. Agriculture -0.417  -0.464 

2. Fishery 0.009  0.144 

3. Mining and Quarrying -0.228  -1.98 

4. Manufacturing -1.175  -1.471 

5. Electricity and Water Supply 0.416  0.482 

6. Construction 0.998  2.007 

7. Wholesale and Retail Trade 0.234  0.225 

8. Hotels and Restaurants 0.911  2.322 

9. Transport and Communications -0.423  -0.309 

10. Bank, Insurance, and Real Estate  0.542  0.736 
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Table 4.55  (Continued) 

 

  (unit: percent) 

Outputs Short-run  Long-run 

11. Owner Dwellings 0.104  1.721 

12. Public Administration and Defense   3.162 3.2 

13. Education 3.038  3.09 

14. Health 1.475  1.738 

15. Services -0.066 0 

 

 The results show that labor productivity increases 28.7% in the short-run to 

keep GDP unchanged. In the long-run, it improves by 23.1% to keep GDP intact. 

Minimum wage workers are worse-off by 13.98% in the short-run and 14.46% 

in the long-run. Total employment gets hurt by 5.67% in the short-run and 6.13% in 

the long-run. Obviously, labor productivity does not favor the employment. On the 

other hand, social welfare (EV) increases 152 billion Thai Baht in the short-run and 

154 billion Thai Baht in the long-run. The economy as a whole is better-off under this 

policy. CPI is not much affected as it shows a small effect of 0.97% in the short-run 

and 0.64% in the long-run. 

Government budget runs a deficit, but being less than that under scenario 5. 

To implement this policy, the government can afford to only spend less than half of 

transfer money as compared to scenario 5. 

Income inequality is hurt by this policy from 0.522 to 0.533 in the short-run 

and 0.534 in the long-run. The income ratio of the richest household to the poorest 

household is also hurt to 22.4 in the short-run and down to 23.1 in the long-run. It can 

be said that this policy does not improve income inequality. 

 



 
 

 

CHAPTER 5 

 

CONCLUSIONS AND RECOMMENDATIONS 

 

5.1   Conclusions 

 

 The objective of this study is to examine and discuss advantages (benefits) and 

disadvantages  (costs)  of  the  two  economic  policies  between  living  wage  policy  and 

transfer  payment  policy.  The  findings  from  CGE  model  on  the  long-run  effects  on 

major  macroeconomic  variables  from  different  policy  scenarios  are  summarized  in 

Table 5.1. 

To  implement  scenarios  2  and  8,  the  economy  needs  improvement  in  labor 

productivity  to  compensate  for  higher  labor  factor  cost.  In  the  short-run,  the  labor 

productivity  should  increase  as  high  as  70.40%  and  28.7%  in  the  long-run. 

Historically, labor productivity in Thailand had increased on average 4.03% annually 

during the year 2000 to 2011. Therefore, these two policies may be too difficult for 

Thailand to implement as the required productivity growth per annum in the short-run 

would  be  as  high  as  35.20%  and  14.35%  in the  long-run  on  average  to  make  the 

policy feasible. 

Of  the  three  living  wage  policies  in  scenarios  1,  3  and  4,  they  all  impose 

negative effects on the economy in terms of social welfare and economic growth. But 

scenario  3  yields  the  best,  though  negative,  results.  That  is  the  rural-urban  living 

wage.  

At  the  opposite  end,  scenario  5  that  is the  transfer  payment  policygives  the 

best results in terms of social welfare, economic growth and employment even though 

current  account  balance  and  government  budget  balances  under  scenario  5  perform 

poorer than scenarios 1 and 7. These results remain strong against another relatively 

better policy like scenario 3.Empirically speaking, transfer payment policy is the best 

choice  compared  with  a  pure  living wage  policy  and  a  pure  mixed  policy.  One 

concern  is  its  negative  effects  on  current  account  and  government  budget  balances. 
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But it doesn’t carry much weight as the long-run result is not different from that of the 

short-run.  

Between scenarios 5 and 6, as government budget balances is kept unchanged 

under scenario 6, its adverse effects on stability are small. The large increase in social 

welfare  and  economic  growth  under  scenario  5  comes  with  a  price  in  the  form  of 

government budget deficit which will be a burden in the future.  

One key finding is that the income inequality would not be much improved by 

any  policy  under  study  here.  Most  policy  makers  tend  to  believe  that  raising  a 

minimum  wage  could  help  reducing  income inequality.  No  findings  in  this  study 

confirm that belief. Even the best policy scenario 6 being a transfer payment policy 

with  government  budget  balances  unchanged,  can  only  slightly  reduce  GINI 

coefficient from 0.522 to 0.512 in the long-run for a span of 10 – 20 years—not that 

optimistic to say the least. 

 

5.2   Policy Recommendations 

 

 From the conclusions of this study, the following policy recommendations are 

proposed: 

1) Living wage policy should not be a choice of policy makers to raise 

the  standard  of  living  of  low-income  workers  as  it  hurts  the  economy  both  in  the 

short-run and the long-run. It is desirable to raise minimum wage together with labor 

productivity improvement to compensate for the additional labor cost.  

2) If  the  economy  is  strong  and  serious  on  a  living  wage  policy  for 

some reasons, then rural and urban living wage policy would be a better policy option 

than  the  nation-wide  living  wage  policy  as  it  generates  less  negative  effects  on  the 

economy, and it slightly improves income inequality in the long-run. 

3) Transfer payment policy is a better choice compared with the living 

wage policy and the mixed policy. It promotes social welfare, economic growth, and 

employment  in  the  economy.  However,  its  downside  is  that  it  would  lead  to  a  huge 

public  debt  in  the  long  run.  If  policy  makers  want  to  pursue  this  policy,  they  must 

place  a  great  care  on  the  long-run  effects  on  the  current  account  and  government 

budget balances.  

 



 

 

Table 5.1  Long-Run Major Macroeconomic Variables by Policy Scenarios 
                      (unit: percentage) 

Macroeconomic 

Variables 

Scenario 1 

Nation-wide 

Living 

Wage 

 

Scenario 2  

Nation-wide 

Living Wage 

with GDP 

Unchanged 

Scenario 3 

Living Wage 

for Rural and 

Urban 

Workers 

Scenario 4 

Living Wage for 

Senior and 

Working-age 

Workers 

Scenario 5 

Transfer 

Payment 

 

 

Scenario 6  

Transfer 

Payment with 

Budget Balances 

Unchanged  

Scenario 7 

Mixed Policy 

 

 

 

Scenario 8 

Mixed Policy 

with GDP 

Unchanged 

 

ΔEV  

(Social Welfare) 

(million Thai Baht) 

-422,590  12,107  -343,908  -429,974  511,280  91,390  -11,573  153,553 

ΔGDP -11.64% 0 -9.80%  -12.54%  4.30%  -3.94%  -4.31% 0 

Δ Employment -20.57%  -12.38%  -17.71%  -22.26% 4.99%  -8.97%  -9.35%  -6.13% 

Δ Current Account 

Balance 

(million Thai Baht) 

-164,458  -13,466  -149,054  -208,951 -327,033  62,019  -222,411  -169,010 

Δ Budget Balances 

(million Thai Baht) 
-55,681  -3,217 -45,979  -73,853   -491,832 0 -229,467  -215,455 

ΔCPI 2.81%  0.05% 2.43% 3.22%  0.52%  -0.07% 1.62%  0.64% 

Δ Terms of Trade 3.22%  0.05% 2.72% 3.64%  0.47%  -0.07% 1.82%  0.69% 

ΔGINI 0.530 0.526 0.518 0.516 0.528 0.512 0.519 0.534 

111 
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4) Living  wage  policy  by  raising  the  minimum  wage  way  high  goes 

against  improving  income  inequality.  Policy  makers  must  find  other  policy  tools  to 

reduce income inequality in the economy. 

 

5.3   Further Study 

 

 As it has been found that transfer payment policy is a better policy than living 

wage  policy,  policy  makers  should  focus  a study  on  a  transfer  payment  policy  that 

allows  a  small  government  budget  deficit.  The  desirable  policy  should  not  hurt 

employment  while  keeping  GDP  unchanged.  This  policy  is  expected  to  raise  the 

standard of living of low-income workers while employment, economic stability and 

growth in the economy remain intact. 

 



 
 

 
BIBLIOGRAPHY 

 

Adams, Scott and Neumark, David.  2004.  The Economic Effects of Living Wage 

Laws.  Urban Affairs Review.  40 (2): 210-245. 

Adams, Scott and Neumark, David.  2005a.  The Effects of Living Wage Laws: 

Evidence from Failed and Derailed Living Wage Campaigns.  Journal of 

Urban Economics.  58 (2): 177-202. 

Adams, Scott and Neumark, David.  2005b.  Living Wage Effects: New and Improved 

Evidence.  Economic Development Quarterly.  19 (1): 80-102. 

Adams, Scott and Neumark, David.  2005c.  When Do Living Wages Bite?  

Industrial Relations: A Journal of Economy and Society.  44 (1): 164-

192. 

Akerlof, George A. and Yellen, Janet L. 1986.  Efficiency wage models of the labor 

market. Cambridge: Cambridge University Press. 

Apichai Pantasen and Jiraporn Ounkasem.  1988.  The Low Wage Regime in 

Thailand.  Bangkok: Master Press. 

Attakrit Leckcivilize.  2012.  Minimum Wage and Wage Inequality in Thailand : 

A Failed Instrument?  Unpublished Paper. 

Bartik, Timothy J.  2004.  Thinking about Local Living Wage Requirements.  Urban 

Affairs Review.  40 (2): 269-299. 

Becker, Gary S.  1995 (March 6).  It's Simple: Hike the Minimum Wage, and You Put 

People Out of Work.  Business Week: 3.  Retrieved from 

http://www.businessweek.com/archives/1995/b341430.arc.htm 

Belser, Patrick.  2008.  Minimum Wage: Institutional Aspects.  International 

Labour Organization.  Retrieved September 22, 2012 from 

http://www.ilo.org/wcmsp5/groups/public/---arabstates/---ro-

beirut/documents/genericdocument/wcms_210605.pdf 

Beveridge, William.  2000.  Social Insurance and Allied Services.  Bulletin of the 

World Health Organization.  78 (6): 847–855. 

Borjas, George J.  2005.  Labor Economics.  3rd ed.  New York: McGraw-Hill/Irwin. 



114 
 

Britannica Encyclopedia.  2012.  Wage and Salary.  Retrieved January 15, 2012 from  

http://www.britannica.com/EBchecked/topic/633855/wage 

Burkhauser, Richard V., Couch, Kenneth A. and Wittenburg, David.  1996.  Who 

Gets What from Minimum Wage Hikes: A Re-Estimation of Card and 

Krueger's Distributional Analysis in Myth and Measurement: The New 

Economics of the Minimum Wage.  Industrial and Labor Relations 

Review.  49 (3): 547-552. 

Card, David and Krueger, Alan B.  1994.  Minimum Wages and Employment: A Case 

Study of the Fast-Food Industry in New Jersey and Pennsylvania.  The 

American Economic Review.  84 (4): 772-793. 

Dixon, Peter B.  1982.  ORANI: A Multisectoral Model of the Australian 

Economy.  Amsterdams: North-Holland Publishing Company. 

Horridge, Mark.  2005.  Percent Change Forms for the Equivalent and 

Compensating Variation with the LES.  Australia: Centre of Policy 

Studies, Monash University. 

International Labour Organization.  2012.  Decent Work Agenda.  International 

Labour Organization.  2.  Retrieved July 29, 2012 from 

http://www.ilo.org/decentwork 

Kannika Theepakdeetrakul.  1996.  Minimum Wage and Inflation in 

Thailand.Master's, Chulalongkorn University. 

Kenworthy, Lane.  1999.  Do Social-Welfare Policies Reduce Poverty? A Cross-

National Assessment.  Social Forces.  77 (3): 1119-1139. 

Krugman, Paul.  1998.  Debate on Living Wage with Robert Pollin and Stephanie 

Luce.  Retrieved July 29, 2012 from 

http://www.pkarchive.org/cranks/LivingWage.html 

Lemos, Sara.  2004.  Do Minimum Wage Price Effects Hurt the Poor More?  

Económica.  L (1-2): 67-83. 

Mahidol University.  Institute for Population and Social Research.  2013.  Population 

of Thailand, 2013 Estimated Population at Midyear 2013 (1st July).  

Mahidol Population Gazette.  22 (January).  Retreved February 15, 2013 

from http://www.ipsr.mahidol.ac.th/ipsr/Contents/Documents/Gazette/ 

Gazette2013EN.pdf  



115 
 

Mankiew, Gregory.  2006.  Krugman on the Minimum Wage.  Retrieved July 29, 

2012 from http://gregmankiw.blogspot.com/2006/06/krugman-on-

minimum-wage.html 

Mill, John Stuart.  1848.  Principles of Political Economy.  New York: The Colonial 

Press. 

Ministry of Labour.  National Wage Committee.  2011.  Description of Minimum 

Wage Announcement for 2012.  Bangkok: National Wage Committee. 

(In Thai).  

Ministry of Labour.  National Wage Committee.  2012.  Minimum Wage 

Announcement for 2012.  Bangkok: National Wage Committee, Ministry 

of Labour. 

Ministry of Labour.  National Wage Committee.  Labor Policy Office.  2012.  

National Wage Committee Office.  Bangkok: Ministry of Labour. 

Moller, Stephanie, Huber, Evelyne, Stephens, John D., Bradley, David and Nielsen, 

FranÃ§ois.  2003.  Determinants of Relative Poverty in Advanced 

Capitalist Democracies.  American Sociological Review.  68 (1): 22-51. 

Monash University.  Centre of Policy Studies, Australia.  2012.  ORANI-G Page.  

Centre of Policy Studies, Monash University.  2.  Retrieved July 29, 

2012 from http://www.monash.edu.au/policy/oranig.htm 

Musgrave, Richard A.  1959.  The Theory of Public Finance: A Study in  

Public Economy.  Pennsylvania: McGraw-Hill. 

Nanak Kakwani and Medhi Krongkaew.  1998.  Poverty in Thailand: Defining, 

Measuring and Analyzing.  Working Paper No. 4.  Bangkok: Office of 

the National Economic and Social Development Board and Asian 

Development Bank. 

Neumark, David.  2001.  Living Wages: Protection For or Protection from Low-

Wage Workers?  National Bureau of Economic Research Working Paper 

Series.  No. 8393. 

Neumark, David and Adams, Scott.  2000.  Do Living Wage Ordinances Reduce 

Urban Poverty?  National Bureau of Economic Research Working Paper 

Series.  No. 7606  



116 
 

Neumark, David and Adams, Scott.  2003.  Detecting Effects of Living Wage Laws.  

Industrial Relations: A Journal of Economy and Society.  42 (4): 531-

564. 

Neumark, David and Wascher, William.  2001.  Minimum Wage and Training.  

Journal of Labor Economics.  (July): 563-595. 

Neumark, David and Wascher, William.  2002.  Do Minimum Wages Fight Poverty?  

Economic Inquiry.  40 (3): 315-333. 

Neumark, David and Wascher, William.  2003.  Minimum Wages and Skill 

Acquisition: Another Look at Schooling Effects.  Economics of 

Education Review.  22 (1): 1-10. 

Neumark, David and Wascher, William L.  2008.  Minimum Wage.  Cambridge, 

Massachusetts: The MIT Press. 

Office of Industrial Economics.  2011.  Labor Productivity Index by Industry and 

Commodity at 2000 Base Year.  Bangkok: Ministry of Industry, Thailand 

Retrieved June 15, 2012 from http://www.oie.go.th/en/academic/index. 

Office of the National Economic and Social Development Board.  2010.  National 

Income Account Table 4.  Bangkok: Office of the National Economic and 

Social Development Board. 

Peetz, David.  1996.  Review of Minimum Wage Fixation in Thailand.  Bangkok: 

International Labour Office (ILO). 

Pollin, Robert and Luce, Stephanie Luce.  2000.  The Living Wage: Building a Fair 

Economy.  Revised Paperback Edition.  New York: The New Press. 

Pollin, Robert, Brenner, Mark, Wicks-Lim, Jeannette and Luce, Stephanie.  2008.  A 

Measure of Fairness: The Economics of Living Wages and Minimum 

Wages in The United States.  New York: Cornell University Press. 

Ricardo, David.  1817.  On the Principles of Political Economy and Taxation.  

London: John Murray. 

Riveros, Luis A. and Bouton, Lawrence.  1991.  Efficiency Wage Theory, Labor 

Market, and Adjustment.  Population and Human Resources 

Department, The World Bank.  (WPS 731): 34. 

Ryan, John Augustine.  1920.  A Living Wage: Its Ethical and Economic Aspects.  

New York: Macmillan. 



117 
 

Schifferes, Steve.  2009.  Is the UK a Model Welfare State?  BBC News.  Retrieved 

July 29, 2012 from http://news.bbc.co.uk/2/hi/business/4704081.stm 

Schlicht, Ekkehart.  1978.  Labour Turnover, Wage Structure, and Natural 

Unemployment.  Journal of Institutional and Theoretical Economics.  

134 (2): 337-364. 

Schultz, Theodore W.  1961.   Investment in Human Capital.  The American 

Economic Review.  51, 1: 1-17. 

Shapiro, Carl and Stiglitz, Joseph E.  1984.  Equilibrium Unemployment as a Worker 

Discipline Device.  The American Economic Review.  74 (3): 433-444. 

Smith, Adam.  1776.  An Inquiry into the Nature and Causes of the Wealth of 

Nations.  V.2.  London: W. Strahan and T. Cadell. 

Snowdon, Brian and Vane, Howard R.  2005.  Modern Macroeconomics.  

Massachusetts: Edward Elgar Publishing Limited. 

Somchai Jitsuchon, Jiraporn Plangpraphan and Nanak Kakwani.  2004.  Improving 

Thailand Official Poverty Line.  Bangkok: Office of the National 

Economic and Social Development Board and The United Nation 

Development Programme.  

Somsajee Siksamat.  2011.  The Effects of THB300 per Day Minimum Wage.  

Bank of Thailand Working Paper.  Bangkok: Bank of Thailand. 

Somsak Samaggithum.  1990.  Lives of Minimum Wage Workers.  Bangkok: Arom 

Pongpangan Foundation. 

Srawooth Paitoonpong et al.  2005.  A Study on Standard Criteria and Model for 

the Fixation of Minimum Wage in Thailand.  Bangkok: Thailand 

Development Research Institute.  (In Thai). 

Srawooth Paitoonpong, Nipanan Akkarakul and Chothiga Sukaruji.  2005.  The 

Minimum Wage-Fixing System in Thailand.  TDRI Quarterly Review.  

(June): 3-11. 

Stigler, George J.  1946.  The Economics of Minimum Wage Legislation.  The 

American Economic Review.  36 (3): 358-365. 

Stiglitz, Joseph E.  2002.  Employment, Social Justice asn Social Well-Being.  

International Labour Review.  141 (1-2): 1-29. 



118 
 

Stone, Richard.  1954.  Linear Expenditure Systems and Demand Analysis: An 

Application to the Pattern of British Demand.  The Economic Journal.  

64 (255): 511-527. 

Sunee Chattrakom and Komain Jirunyakun.  1981.  Wages and Wage Theory: EC 

302.  Bangkok: Ramkhamhaeng University Press 

Thammasat University.  Faculty of Economics.  Economic Research and Training 

Center.  2004.  Necessity of Minimum Wage Fixation for Thailand.  

Bangkok: Economic Research and Training Center, Faculty of 

Economics, Thammasat University.  (In Thai). 

Uamporn Pichaisanith.  2010.  Alternative Economic Policy: The Welfare State.  3.  

Alternative Economic Policy under Globalization and Neoliberalism: A 

Survey of Theory and Practice.  Bangkok: Openbooks. 

United Nations Population Fund, Thailand (UNFPA).  2006.  Population Ageing in 

Thailand: Prognosis and Policy Response.  Retrieved July 29, 2012 from 

http://thailand.unfpa.org/documents/thai_ageing_englishversion.pdf  

Walker, Francis A.  1896.  Political Economy.  3rd ed.  London: Macmillan. 

Warangkana Imudom.  2000.  The Role of Minimum Wage in Thailand.  Bangkok: 

Domestic Economic and Policy Department, The Bank of Thailand. 

Welch, Finis and Cunningham, James.  1978.  Effects of Minimum Wages on the 

Level and Age Composition of Youth Employment.  The Review of 

Economics and Statistics.  60 (1): 140-145. 

Wikipedia.  2009.  Welfare State.  Retrieved March 3, 2009 from 

http://en.wikipedia.org/wiki/Welfare_state 

Wikipedia.  2010.  General Equilibrium Theory.  Retrieved September 14, 2012 

from http://en.wikipedia.org/wiki/General_equilibrium_theory 

Wikipedia.  2012a.  Basic Needs.  Retrieved September 14, 2012 from 

http://en.wikipedia.org/w/index.php?title=Basic_needs&oldid=501658912 

Wikipedia.  2012a.  Living Wage.  Retrieved July 29, 2012 from 

http://en.wikipedia.org/wiki/Living_wage 

Wikipedia.  2012b.  Minimum Wage.  Retrieved March 8, 2012 from 

http://en.wikipedia.org/wiki/Minimum_wage 



119 
 

Yaowaluck Thassaneepak.  2000.  Necessity of Minimum Wage Increment: A Case 

Study in Nawanakorn Industrial Estate.  Master's thesis, Thammasat 

University. 

Yellen, Janet L.  1984.  Efficiency Wage Models of Unemployment.  The American 

Economic Review.  74 (2): 200-205. 

Yongyuth Chalamwong et al.  2012.  A Study on Impacts of Implementing 

Minimum Wage 300 Baht Income per Day on Structure of Thai 

Economy.  Bangkok: เมืองที่พิมพ์: Thailand Development Research Institute.  

(In Thai). 



 
 

 

 

 

 

 

 

 

 

 

 

 

 

APPENDICES 
 

 

 

 



 

APPENDIX A 

 

LIST OF ORANI-G VARIABLES AND DESCRIPTIONS 

 

Symbols  Dimensions Descriptions 

a1(c,s,i) cCOM  sSRC  iIND  Intermediate basic tech change 

a1_s(c,i) cCOM  iIND  Tech change, int'mdiate imp/dom composite 

a1cap(i) iIND  Capital-augmenting technical change 

a1lab_o(i) iIND  Labor-augmenting technical change 

a1lnd(i) iIND  Land-augmenting technical change 

a1mar(c,s,i,m) cCOM  sSRC  iIND  

mMAR 

 Intermediate margin tech change 

a1oct(i) iIND  "Other cost" ticket augmenting techncal change 

a1prim(i) iIND  All factor augmenting technical change 

a1tot(i) iIND  All input augmenting technical change 

a2(c,s,i) cCOM  sSRC  iIND  Investment basic tech change 

a2_s(c,i) cCOM  iIND  Tech change, investment imp/dom composite 

a2mar(c,s,i,m) cCOM  sSRC  iIND  

mMAR 

 Investment margin tech change 

a2tot(i) iIND  Neutral technical change - investment 

a3(c,s) cCOM  sSRC  Household basic taste change 

a3_s(c) cCOM  Taste change, household imp/dom composite 

a3lux(c) cCOM  Taste change, supernumerary demands 

a3mar(c,s,m) cCOM  sSRC  mMAR  Household margin tech change 

a3sub(c) cCOM  Taste change, subsistence demands 

a4mar(c,m) cCOM  mMAR  Export margin tech change 

a5mar(c,s,m) cCOM  sSRC  mMAR  Governmnt margin tech change 

contBOT   Contribution of BOT to real expenditure-side GDP 

contGDPexp(e) eEXPMAC  Contributions to real expenditure-side GDP 

delB   (Balance of trade)/GDP 

delPTXRATE(i) iIND  Change in rate of production tax 

delSale(c,s,d) cCOM  sSRC  dDEST  Sales aggregates 

delV0TAR(c) cCOM  Ordinary change in tariff revenue 

delV0tar_c    Aggregate tariff revenue 

delV0tax_csi    Aggregate revenue from all indirect taxes 
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Symbols  Dimensions Descriptions 

delV1CST(i) iIND  Change in ex-tax cost of production 

delV1PRIM(i) iIND  Ordinary change in cost of primary factors 

delV1PTX(i) iIND  Ordinary change in production tax revenue 

delV1PTX_i    Ordinary change in all-industry production tax 

revenue 

delV1TAX(c,s,i) cCOM  sSRC  iIND  Interm tax rev 

delV1tax_csi    Aggregate revenue from indirect taxes on 

intermediate 

delV1TOT(i) iIND  Change in tax-inc cost of production 

delV2TAX(c,s,i) cCOM  sSRC  iIND  Invest tax rev 

delV2tax_csi    Aggregate revenue from indirect taxes on investment

delV3TAX(c,s) cCOM  sSRC  H'hold tax rev 

delV3tax_cs    Aggregate revenue from indirect taxes on households

delV4TAX(c) cCOM  Export tax rev 

delV4tax_c    Aggregate revenue from indirect taxes on export 

delV5TAX(c,s) cCOM  sSRC  Govmnt tax rev 

delV5tax_cs    Aggregate revenue from indirect taxes on 

government 

delV6(c,s) cCOM  sSRC  Value of inventories 

delx6(c,s) cCOM  sSRC  Inventories demands 

employ(i) iIND  Employment by industry 

employ_i   Aggregate employment: wage bill weights 

f0tax_s(c) cCOM  General sales tax shifter 

f1lab(i,o) iIND  oOCC  Wage shift variable 

f1lab_i(o) oOCC  Occupation-specific wage shifter 

f1lab_io   Overall wage shifter 

f1lab_o(i) iIND  Industry-specific wage shifter 

f1oct(i) iIND  Shift in price of "other cost" tickets 

f1tax_csi   Uniform % change in powers of taxes on 

intermediate usage 

f2tax_csi   Uniform % change in powers of taxes on investment

f2tot   Ratio, investment/consumption 

f3tax_cs   Uniform % change in powers of taxes on household 

usage 

f3tot   Ratio, consumption/ GDP 

f4p(c) cCOM  Price (upward) shift in export demand schedule 

f4p_ntrad   Upward demand shift, Collective export aggregate 
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Symbols  Dimensions Descriptions 

f4q(c) cCOM  Quantity (right) shift in export demands 

f4q_ntrad   Right demand shift, Collective export aggregate 

f4tax_ntrad    Uniform % change in powers of taxes on nontradtnl 

exports 

f4tax_trad    Uniform % change in powers of taxes on tradtnl 

exports 

f5(c,s) cCOM  sSRC  Government demand shift 

f5tax_cs   Uniform % change in powers of taxes on government 

usage 

f5tot   Overall shift term for government demands 

f5tot2   Ratio between f5tot and x3tot 

fandecomp(c,f) cCOM  fFANCAT  Fan decomposition 

finv1(i) iIND  Shifter to enforce DPSV investment rule 

finv2(i) iIND  Shifter for "exogenous" investment rule 

finv3(i) iIND  Shifter for longrun investment rule 

fx6(c,s) cCOM  sSRC  Shifter on rule for stocks 

ggro(i) iIND  Gross growth rate of capital = Investment/capital 

gret(i) iIND  Gross rate of return = Rental/[Price of new capital] 

invslack   Investment slack variable for exogenizing aggregate 

investment 

p0(c,s) cCOM  sSRC  Basic prices for local users 

p0cif_c   Imports price index, C.I.F., local currency 

p0com(c) cCOM  Output price of locally-produced commodity 

p0dom(c) cCOM  Basic price of domestic goods = p0(c,"dom") 

p0gdpexp    GDP price index, expenditure side 

p0gne   GNE price index 

p0imp(c) cCOM  Basic price of imported goods = p0(c,"imp") 

p0imp_c   Duty-paid imports price index, local currency 

p0realdev   Real devaluation 

p0toft   Terms of trade 

p1(c,s,i) cCOM  sSRC  iIND  Purchaser's price, intermediate 

p1_s(c,i) cCOM  iIND  Price, intermediate imp/dom composite 

p1cap(i) iIND  Rental price of capital 

p1cap_i   Average capital rental 

p1cst(i) iIND  Index of production costs (for AnalyseGE) 

p1lab(i,o) iIND  oOCC  Wages by industry and occupation 

p1lab_io   Average nominal wage 
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Symbols  Dimensions Descriptions 

p1lab_o(i) iIND  Price to each industry of labour composite 

p1lnd(i) iIND  Rental price of land 

p1lnd_i   Average land rental 

p1mat(i) iIND  Intermediate cost price index 

p1oct(i) iIND  Price of "other cost" tickets 

p1prim(i) iIND  Effective price of primary factor composite 

p1tot(i) iIND  Average input/output price 

p1var(i) iIND  Short-run variable cost price index 

p2(c,s,i) cCOM  sSRC  iIND  Purchaser's price, investment 

p2_s(c,i) cCOM  iIND  Price, investment imp/dom composite 

p2tot(i) iIND  Cost of unit of capital 

p2tot_i   Aggregate investment price index 

p3(c,s) cCOM  sSRC  Purchaser's price, household 

p3_s(c) cCOM  Price, household imp/dom composite 

p3tot   Consumer price index 

p4(c) cCOM  Purchaser's price, exports,loc$ 

p4_ntrad   Price, Collective export aggregate 

p4tot   Exports price index, local currency 

p5(c,s) cCOM  sSRC  Purchaser's price, government 

p5tot   Government price index 

p6tot   Inventories price index 

pe(c) cCOM  Basic price of exportables 

pf0cif(c) cCOM  C.I.F. foreign currency import prices 

pq1(c,i) cCOM  iIND  Price of output by commodity and industry 

phi   Exchange rate, local currency/$world 

q   Number of households 

q1(c,i) cCOM  iIND  Output by commodity and industry 

realwage   Average real wage 

SalesDecomp(c,d) cCOM  dDESTPLUS  Sales decomposition 

t0imp(c) cCOM  Power of tariff 

t1(c,s,i) cCOM  sSRC  iIND  Power of tax on intermediate 

t2(c,s,i) cCOM  sSRC  iIND  Power of tax on investment 

t3(c,s) cCOM  sSRC  Power of tax on household 

t4(c) cCOM  Power of tax on export 

t5(c,s) cCOM  sSRC  Power of tax on government 

utility   Utility per household 

w0cif_c   C.I.F. local currency value of imports 
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Symbols  Dimensions Descriptions 

w0gdpexp    Nominal GDP from expenditure side 

w0gdpinc   Nominal GDP from income side 

w0gne   Nominal GNE 

w0imp_c   Value of imports plus duty 

w0tax_csi    Aggregate revenue from all indirect taxes 

w1cap_i   Aggregate payments to capital 

w1lab_io   Aggregate payments to labour 

w1lnd_i   Aggregate payments to land 

w1oct_i   Aggregate "other cost" ticket payments 

w2tot_i   Aggregate nominal investment 

w3lux   Total nominal supernumerary household expenditure

w3tot   Nominal total household consumption 

w4tot   Local currency border value of exports 

w5tot   Aggregate nominal value of government demands 

w6tot   Aggregate nominal value of inventories 

x0cif_c   Import volume index, C.I.F. weights 

x0com(c) cCOM  Output of commodities 

x0dom(c) cCOM  Output of commodities for local market 

x0gdpexp    Real GDP from expenditure side 

x0gdpinc   Real GDP from income side 

x0gne   Real GNE 

x0imp(c) cCOM  Total supplies of imported goods 

x0imp_c   Import volume index, duty-paid weights 

x0loc(c) cCOM  Real percent change in LOCSALES (dom+imp) 

x1(c,s,i) cCOM  sSRC  iIND  Intermediate basic demands 

x1_s(c,i) cCOM  iIND  Intermediate use of imp/dom composite 

x1cap(i) iIND  Current capital stock 

x1cap_i   Aggregate capital stock, rental weights 

x1lab(i,o) iIND  oOCC  Employment by industry and occupation 

x1lab_i(o) oOCC  Employment by occupation 

x1lab_o(i) iIND  Effective labour input 

x1lnd(i) iIND  Use of land 

x1lnd_i   Aggregate land stock, rental weights 

x1mar(c,s,i,m) cCOM sSRC iIND mMAR Intermediate margin demand 

x1oct(i) iIND  Demand for "other cost" tickets 

x1prim(i) iIND  Primary factor composite 

x1prim_i   Aggregate output: value-added weights 
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Symbols  Dimensions Descriptions 

x1tot(i) iIND  Activity level or value-added 

x2(c,s,i) cCOM  sSRC  iIND  Investment basic demands 

x2_s(c,i) cCOM  iIND  Investment use of imp/dom composite 

x2mar(c,s,i,m) cCOM  sSRC  iIND  

mMAR 

 Investment margin demands 

x2tot(i) iIND  Investment by using industry 

x2tot_i   Aggregate real investment expenditure 

x3(c,s) cCOM  sSRC  Household basic demands 

x3_s(c) cCOM  Household use of imp/dom composite 

x3lux(c) cCOM  Household - supernumerary demands 

x3mar(c,s,m) cCOM  sSRC  mMAR  Household margin demands 

x3sub(c) cCOM  Household - subsistence demands 

x3tot   Real household consumption 

x4(c) cCOM  Export basic demands 

x4_ntrad   Quantity, Collective export aggregate 

x4mar(c,m) cCOM  mMAR  Export margin demands 

x4tot   Export volume index 

x5(c,s) cCOM  sSRC  Government basic demands 

x5mar(c,s,m) cCOM  sSRC  mMAR  Government margin demands 

x5tot   Aggregate real government demands 

x6tot   Aggregate real inventories 

 



 

APPENDIX B 

 

MODIFICATION OF ORANI-G CGE MODEL 

 

Since  ORANI-G  does  not  come  with  four  important  components  that  are 

needed  for  this  study.  This  study  adds  four  features  to  the  ORANI-G  model  which 

are: 

1) Adding Fiscal Policy and Household Income Equations 

Since  ORANI-G  does  not  come  with  an equation  that  presents  a  transfer 

payment  from  the  government,  this  study took  the  equation  set  from  another  CGE 

model called “WAYANG”. WAYANG is a model of Indonesia constructed by Glyn 

Wittwer  and  others  for  the  Centre  for  International  Economic  Studies  at  the 

University of Adelaide in Australia. Based closely on ORANI-G, WAYANG adds an 

innovative  treatment  of  agricultural  technology,  a  'tops-down'  regional  extension, 

multiple households, and a small budgetary extension. Using the original ORANI-G 

document  as  a  template,  Glyn  Wittwer  has  documented  all  features  of  WAYANG 

(Centre of Policy Studies Monash University Australia, 2012: 1-2). 

After  the  modification,  household  income is  from  labor  compensation,  gross 

operating surplus (from capital and land) and government transfer. For transfer from 

off-shore,  it  is  assumed  that  there  is  no change  from  foreign  countries  as  per  the 

international perspective. Government gets income from indirect tax and income tax 

from households and transfer from households and foreign countries. Government has 

expenses  in  government  consumption,  government  investment  and  transfer  to 

households and foreign countries.  

From  the  government  income  and  expenses  data,  the  government  budget 

balance can be found. The government budget balance is assumed to be fixed in order 

that  the  government  can  reduce  their government  expenditure  (G)  and  increase 

transfer (T) which keeping the government budget balance at the same level. This way 

the  government  can  put  more  transfer  into  the  economy  by  reducing  its  own 

expenditure (G). This study makes an assumption that government balance is constant 

in order not to disturb in any other policy such as tax policy.  
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The detail of this modification by adding fiscal policy equations in TABLO6 

Code for transfer payment is in Excerpt 45 as per below details.  

 

! Excerpt 45 of TABLO input file: ! 
! Fiscal extension ! 
 
Set TYPE (expend, recp);! 
expend=govt. payments, recp=govt. receipts ! 
 
Variable  
(all,h,HOU)(all,t,TYPE)fgov_h(h,t)    #  Shift  in  transfers:  govt.– 
households#; 
(all,t,TYPE)           fgov_f(t)    # Shift in transfers: govt. -- foreign 
#; 
(all,h,HOU)(all,t,TYPE)gov_h(h,t)   # Transfers: govt. -- households #; 
(all,t,TYPE)           gov_f(t)     # Transfers: govt. -- foreign #; 
(all,h,HOU)            w0hhtax(h)   # % change in personal income tax #; 
(all,h,HOU)w0hhinc(h)#Aggregate nominal take-home income earned by 
households#;  
(change)               delbudget    # Baht change in budget balance T-G #; 
                       w0govt_t     # Aggregate government revenue#; 
                       w0govt_g     # Aggregate government expenditure#; 
                       f1inc_tax    # Overall income tax shifter #; 
(all,h,HOU)             f3toth(h)  # Exogenous=Turn on consumption function 
#; 
ginvshare    # Share of goverment investment #;  
(change) (all,h,HOU)(all,t,TYPE)  
                      delFGOV_H(h,t)#  Shift  in  transfers:govt.--households 
#; 
(all,o,OCC)            w1lab2_i(o)  # Wage bill by occupation #;  
 
Coefficient 
 GOVTREV           # Total government revenue #; 
 GOVTEXP                      #  Nominal  total  current  and  capital  government 
expenditure #; 
 V2TOT_G           # Total govt. funding of capital created #; 
 (all,t,TYPE)TRANSFER_F(t)  #  Government  transfers:  payments/receipts 
foreign#; 
 (all,h,HOU)(all,t,TYPE)TRANSFER_H(h,t)  #  Govt  transfers  to  and  from 
h'holds#; 
 (all,h,HOU) V0HHTAX(h)   # Personal income tax on all household factors #; 
 (all,h,HOU) V0HHINC(h)   # Income earned by households #; 
 (all,h,HOU)(all,o,OCC)   HLAB(h,o)  # household factor income #; 
 (all,h,HOU)              LANDS(h)   # household land rentals #; 
 (all,h,HOU)              CAP(h)  # household supplies of capital#; 
 
Read 
HLAB  from file BASEDATA header "HLAB"; 
 LANDS from file BASEDATA Header "HLND"; 
 CAP   from file BASEDATA Header "HCAP"; 
Update 
(all,h,HOU)(all,o,OCC)   HLAB(h,o)     = w1lab_i(o); 
(all,h,HOU)              LANDS(h)      = w1lnd_i; 
(all,h,HOU)              CAP(h)        = w1cap_i; 
 
 

                                                      
6
TABLO is a computer language designed for using with GEMPACK software. It is essentially 

conventional algebra, with names for variables and coefficients chosen to be suggestive of their 
economic interpretation. 
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Read  
 V0HHTAX    from file BASEDATA header "PINC"; 
 TRANSFER_F from file BASEDATA header "TRAN"; 
 TRANSFER_H from file BASEDATA header "GOHH"; 
 V2TOT_G    from file BASEDATA header "GINV"; 
Update(all,t,TYPE)           TRANSFER_F(t)   = gov_f(t); 
       (all,h,HOU)(all,t,TYPE)TRANSFER_H(h,t) = gov_h(h,t); 
       (all,h,HOU)            V0HHTAX(h)      = w0hhtax(h); 
                              V2TOT_G         = ginvshare*w2tot_i; 
Formula 
 GOVTREV    = V0TAX_CSI +   sum{h,HOU,V0HHTAX(h)} +  
                TRANSFER_F("recp") +sum{h,HOU,TRANSFER_H(h,"recp")}; 
 GOVTEXP    = V5TOT + V2TOT_G  
                + TRANSFER_F("expend") +sum{h,HOU,TRANSFER_H(h,"expend")}; 
 
Equation E_w3lux # consumption function # 
(All,h,HOU) 
w3toth(h) = f3toth(h) + w0hhinc(h); 
 
Equation E_w0hhtax #Aggregate nominal income tax paid by households  # 
(all,h,HOU) w0hhtax(h) = w0hhinc(h) + f1inc_tax; 
!Equation  E_w0hhtax  constrains  any  exogenous  shifts  in  the  income tax  rate 
to 
being equal across all household factors of production. Note that take-home  
household income is used in the consumption function.! 
 
Equation E_gov_f    # Government transfers to and from foreigners # 
(all,t,TYPE)gov_f(t) = p3tot +  fgov_f(t); 
 
Equation E_gov_h    # Government transfers to and from households # 
(all,h,HOU)(all,t,TYPE)gov_h(h,t) = p3tot +  fgov_h(h,t); 
 
Equation E_delFGOV_H  
(all,h,HOU)(all,t,TYPE) 100*delFGOV_H(h,t) = TRANSFER_H(h,t)*fgov_h(h,t); 
 
Formula (all,h,HOU)V0HHINC(h) = LANDS(h) + sum{o,OCC,HLAB(h,o)} +  
CAP(h)  +  TRANSFER_H(h,"expend") -  TRANSFER_H(h,"recp") - V0HHTAX(h); 
 
Equation  E_w0hhinc  #Aggregate  nominal  take-home  income  earned  by  households  
# 
(all,h,HOU)V0HHINC(h)*w0hhinc(h)= 
LANDS(h)*w1lnd_i  
   + sum{o,OCC,HLAB(h,o)*[p1lab2_i(o)+x1lab_i(o)]}  
+  CAP(h)*w1cap_i   
+  TRANSFER_H(h,"expend")*gov_h(h,"expend") 
   -  TRANSFER_H(h,"recp")*gov_h(h,"recp") 
   -  V0HHTAX(h)*w0hhtax(h); 
 
Equation E_w0govt_t   # Aggregate government revenue # 
GOVTREV*w0govt_t = V0TAX_CSI*w0tax_csi + sum{h,HOU,V0HHTAX(h)*w0hhtax(h)} 
    +    TRANSFER_F("recp")*gov_f("recp")  
    +    sum{h,HOU,TRANSFER_H(h,"recp")*gov_h(h,"recp")}; 
 
Equation E_w0govt_g   # Aggregate government expenditure # 
GOVTEXP*w0govt_g = V5TOT*w5tot  
 +      V2TOT_G*[ginvshare+w2tot_i] 
 +      TRANSFER_F("expend")*gov_f("expend")  
 +      sum{h,HOU,TRANSFER_H(h,"expend")*gov_h(h,"expend")} 
 +      sum{i,IND,sum[o,OCC,100*delGOV_L(i,o)]}; 
 
Equation E_delbudget # Change in budget balance T-G #  
100*delbudget = GOVTREV*w0govt_t - GOVTEXP*w0govt_g; 
 
Write V0HHINC to file SUMMARY header "HINC"; 
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Equation E_w1lab2_i 
(all,o,OCC) w1lab2_i(o) = p1lab2_i(o)+x1lab_i(o); 
 

2) Adding  Social  Welfare  Equations  for  Equivalent  Variation  (EV)  and 

Compensation Variation (CV) 

It is necessary to estimate the level of social welfare after implementing any 

policies. Most of the CGE models can estimate the value of EV and CV. EV and CV 

in the simulation results represent a change in total of economic agents’ utility of the 

whole economy, so they show the level of total welfare after the shock in any policies. 

However, EV and CV do not represent how utility distribute among economic agents. 

They  only  represent  social  welfare  for the  whole  economy.  Therefore,  if  the 

simulation results of EV and CV are positive values, it means the economy has been 

improved as a whole. Total social welfare is improved by the implementation of such 

policy. On the other hand, if EV and CV are negative values, it means social welfare 

is lost. The modification of this equation set can be taken from Horridge (2005: 1-2). 

The  detail  of  this  modification  by  adding  EV  and  CV  equations  in  TABLO 

Code is in Excerpt 46 as per below details. 

 

! Excerpt 46: TABLO code to calculate EV,CV in ORANIG! 
 
Variable (change)(all,h,HOU) EVh(h) # Equivalent variation #; 
(change) EV; 
Coefficient (all,h,HOU) LUXREALh(h) # current V3LUX_C deflated by pFrisch #; 
Formula (initial)(all,h,HOU) LUXREALh(h) = V3TOTh(h)/ABS[FRISCH(h)]; 
Update  (change)(all,h,HOU)  LUXREALh(h) = EVh(h); 
Equation E_EV_h (all,h,HOU)  100*EVh(h) = LUXREALh(h)*[utilityh(h) + qh(h)]; 
E_EV                EV = sum{h,HOU,EVh(h)}; 
 
!TABLO code to calculate CV in ORANIG! 
Variable 
(all,h,HOU)         pFrisch(h) # Marginal budget shares price index #; 
(change)(all,h,HOU) CVh(h) # Compensating variation #; 
(change)            CV; 
Coefficient 
(all,h,HOU)         V3LUX_C(h) # Total luxury expenditure #; 
(all,h,HOU)         UFK(h)     # initial V3LUX_C updated by pFrisch #; 
Formula 
(all,h,HOU) V3LUX_C(h) = V3TOTh(h)/ABS[FRISCH(h)]; 
(initial)(all,h,HOU) UFK(h) = V3LUX_C(h); 
Update 
(all,h,HOU)          UFK(h) = pFrisch(h); 
Equation 
E_pFrisch (all,h,HOU) pFrisch(h) = sum{c,COM, S3LUX(c,h)*p3_s(c)}; 
E_CVh     (all,h,HOU) 100*CVh(h) = V3LUX_C(h)*w3luxh(h) - UFK(h)*pFrisch(h); 
E_CV                  CV = sum{h,HOU,CVh(h)}; 
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3) Adding Government Transfer to Household Equations 

ORANI-G does not come with government transfer to household in the set of 

equations, so this study adds a set of government transfer equations in Excerpt 47 of 

the  model  equations.  Originally,  there  is  only p1lab  variable  which  is  a  wage  that 

employers pay their employees. This study adds p1lab2 as a total income that workers 

receive from both their employers and from government transfer while p1lab is still 

an income from their employers. Workers receive LTRAN, per worker amount, from 

government  transfer.  Government  transfers GOV_L  equals  to  transfer  per  worker 

time employment level or VX1LAB. This means we can write: 

 

  LTRAN x VX1LAB  =  GOV_L         (3.17) 

The  detail  of  this  modification  by  adding  government  transfer  to  household 

equations in TABLO Code is in Excerpt 47 as per below details. 

 

!Exceprt 47: Government transfer to labor! 

 

Variable 

(all,i,IND)(all,o,OCC) p1lab 2) i,o) # Wage plus govt transfer #; 

(all,o,OCC)            p1lab2_i(o); 

(change)(all,i,IND)(all,o,OCC) delLTRAN(i,o) 

                                      # Govt transfer to one unit of labor 

#; (change)(all,i,IND)(all,o,OCC) delGOV_L(i,o)# Total govt transfer to 

labor #; 

 

Coefficient 

(all,i,IND)(all,o,OCC) VP1LAB(i,o) # Level form of p1lab #; 

(all,i,IND)(all,o,OCC) VP1LAB 2) i,o) # Level form of p1lab2 #; 

all( ,i,IND)(all,o,OCC) VX1LAB(i,o) # Level form of x1lab #; 

(all,i,IND)(all,o,OCC) VGOV_L(i,o) # Level form of delGOV_L #; 

 

Read 

VP1LAB from file BASEDATA header "PLAB";  

VP1LAB2 from file BASEDATA header "PLB 2"; 

VGOV_L from file BASEDATA header "GOVL"; 

 

Update 

(all,i,IND)(all,o,OCC) VP1LAB(i,o) = p1lab(i,o); 

(all,i,IND)(all,o,OCC) VP1LAB 2) i,o) = p1lab 2) i,o); 

(change) (all,i,IND)(all,o,OCC)   VGOV_L(i,o) = delGOV_L(i,o); 

 

Formula     (all,i,IND)(all,o,OCC) VX1LAB(i,o) = V1LAB(i,o)/VP1LAB(i,o); 

 

Equation   

E_p1lab 2 ) all,i,IND)(all,o,OCC) VP1LAB 2) i,o)*p1lab 2) i,o)  
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 = VP1LAB(i,o)*p1lab(i,o) +  100* delLTRAN(i,o); 

 

E_delGOV_L (all,i,IND)(all,o,OCC) delGOV_L(i,o)  

   =0.01* VGOV_L(i,o)*x1lab(i,o) + VX1LAB(i,o)*delLTRAN(i,o); 

 

E_p1lab2_i  

(all,o,OCC)  0 = sum{i,IND, VP1LAB 2) i,o)*VX1LAB(i,o)*[p1lab 2) i,o) - 

p1lab2_i(o)]}; 

 

 

4) Adding Income Inequality Index 

One of the highlight of this study is to estimate change in income inequality 

index after implementing the policy. In fact, the CGE model does not come with this 

variable.  This  study  modifies  the  model  and  data  to  be  able  to  estimate  the  income 

inequality from the simulation. The principle of this calculation is when shocking the 

economy with an exogenous variable in the model closure, the model can generate the 

effect  on  each  group  of  wage  classification.  This  research  then  classifies  all  wage 

earners  into  10  household  group  or  income  decile.  After  the  shock,  each  household 

group total income will change, so the change in income inequality can be detected. 

This  section  discusses  labor  classification to  prepare  wage  information  database  to 

calculate for income inequality index. 

Household  groups  can  be  classified by  finding  each  group  income  share  in 

total  wage  bills  and  total  gross  operating  surplus.  The  income  share  of  household 

group  in  total  wage  bills  and  total  gross  operating  surplus  can  explain  income 

distribution  change  due  to  policy  implementation.  To  find  income  share,  this  study 

takes the database from Household Socioeconomic Survey 2006 or SES 20067. From 

SES 2006 database, we got share of labor income and number of workers classified 

by household income decile group as in Table B1 for the living wage of THB443.- per 

day as below.  

 
 
 
 
 
 
 

                                                      
7
SES 2006 dataset is used to calculate income share because the income share to be input into CGE 

model should be the nearest timing as the CGE database which is I/O 2005 Table for this research. 
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Table B.1  Share of Labor Income and Number of Workers:Nation-Wide Living Wage 

 

Household 

Decile Group 

Labor Income  

(%) 
 

Number of Workers  

(%) 

Skilled  Unskilled 
Min. 

Wage 
  Skilled  Unskilled 

Min. 

Wage 

1  0.03  1.16  0.15    0.53  5.83  0.47 

2  0.06  3.58  0.86    0.89  10.62  1.86 

3  0.12  5.29  2.49    1.48  11.60  3.97 

4  0.24  6.40  4.40    2.03  11.46  6.32 

5  0.29  8.88  7.69    1.75  13.75  9.75 

6  0.39  8.97  12.32    1.65  11.32  14.04 

7  1.48  9.98  16.94    3.53  10.31  17.07 

8  5.67  11.74  19.35    9.28  8.63  18.20 

9  16.12  15.37  20.52    20.25  8.19  16.93 

10  75.60  28.62  15.28    58.61  8.27  11.40 

Total  100  100  100    100  100  100 

 

Source:  Author’s calculation based on SES 2006 Database 

 

  Table B.2 and B.3 show share of labor income for rural-urban and senior and 

working age living wage respectively.  

 

Table B.2  Share of Labor Income and Number of Workers: Rural and Urban Living 

Wage 

 

Household 

Decile 

Group 

Labor Income  

(%) 
 

Number of Workers  

(%) 

Min. 

Wage 

Rural 

Min. 

Wage 

Urban 

Others   

Min. 

Wage 

Rural 

Min. 

Wage 

Urban 

Others 

1  0.31  0.09  0.51    0.72  0.33  4.67 

2  1.89  0.46  1.56    3.29  1.12  8.50 
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Table B.2  (Continued) 

 

Household 

Decile 

Group 

Labor Income  

(%) 
 

Number of Workers  

(%) 

Min. 

Wage 

Rural 

Min. 

Wage 

Urban 

Others   

Min. 

Wage 

Rural 

Min. 

Wage 

Urban 

Others 

3  3.86  1.85  2.33    5.58  3.07  9.41 

4  7.03  3.19  2.89    9.39  4.64  9.43 

5  9.72  6.25  4.02    11.08  8.65  11.20 

6  14.61  10.16  4.22    15.10  12.71  9.37 

7  19.37  14.64  5.20    18.54  15.49  9.01 

8  18.38  18.96  8.06    16.51  18.67  8.78 

9  17.14  22.01  15.47    13.76  18.63  10.80 

10  7.71  22.38  55.73    6.02  16.69  18.83 

Total  100  100  100    100  100  100 

 

Source:  Author’s calculation based on SES 2006 Database 

 

Table B.3  Share of Labor Income and Number of Workers: Senior and Working-Age  

                   Living Wage 

 

Household 

Decile 

Group 

Labor Income  

(%) 
 

Number of Workers  

(%) 

Min. Wage 

Senior 

Citizen 

Min. Wage 

Working 

Ages 

Others   

Min. 

Wage 

Senior 

Citizen 

Min. Wage 

Working 

Ages 

Others 

1  0.48  0.11  0.50    0.81  0.42  4.61 

2  0.80  0.86  1.52    1.75  1.87  8.37 

3  1.83  2.55  2.26    3.08  4.10  9.26 

4  3.43  4.49  2.79    5.57  6.43  9.28 

5  7.42  7.67  3.85    9.23  9.82  10.98 

6  8.78  12.65  3.97    10.80  14.47  9.11 
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Table B.3  (Continued) 

 

Household 

Decile 

Group 

Labor Income  

(%) 
 

Number of Workers  

(%) 

Min. Wage 

Senior 

Citizen 

Min. Wage 

Working 

Ages 

Others   

Min. 

Wage 

Senior 

Citizen 

Min. Wage 

Working 

Ages 

Others 

7  12.99  17.88  4.78    13.35  17.89  8.59 

8  20.41  19.33  8.09    19.55  18.10  8.72 

9  22.41  20.62  15.65    19.28  16.71  10.91 

10  21.45  13.85  56.60    16.60  10.19  20.18 

Total  100  100  100    100  100  100 

 

Source:  Author’s calculation based on SES 2006 

 

 For  the  income  share  from  gross  operating  surplus,  this  study  also  takes 

database from SES 2006 as per Table B.4 below: 

 

Table B.4  Share of Income from Gross Operating Surplus by Household Decile Group 

 

Household Decile Group Share of income from GOS (%) 

1 0.23 

2 1.78 

3 2.85 

4 3.75 

5 5.08 

6 6.13 

7 8.30 

8 11.51 

9 16.30 

10 44.08 

Total 100 

 

Source:   Author’s calculation based on SES 2006 
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From the calculation in Table B.1, B.2, B.3 and B.4, this study can simulate 

for  income  inequality  index  for  the  policy  test.  From  the  data  for  this  model,  this 

study calculates for the pre-sim value of GINI Coefficient at 0.522, and the ration of 

quintile 5 household income to quintile 1 household income is 18.9 for pre-sim value. 

 



 

APPENDIX C 

 

DEVELOPING DATABASE FOR CGE SIMULATION 

 

CGE model requires two types of databases, they are: 

1) Tables of transaction values among industries 

2) Elasticity or behavioral parameter database for CGE 

This study must prepare both databases to be in line with ORANI-G CGE 

model. 

 

C.1  Transaction Table 

 

For the tables of transaction database to be compatible with ORANI-G model, 

this  study  takes  the  latest  Input-Output Table  provided  by  Office  of  the  National 

Economic  and  Social  Development  Board  (NESDB).  The  latest  version  of  Input-

Output  Table  is  2005  version  (I/O  2005)8.  NESDB’s  I/O  2005  of  15  industries  in 

Table C1 is to be set in a specific format as followed: 

1) The  indirect  tax  is  not  classified  by  its  purposes.  This  study  separates 

indirect  tax  by  its  purpose  of  use  which are  purchase  of  production  raw  materials, 

investment, private consumption, exports, and tourism. 

2) This study adopts the database from GTAP9 for the share of factor use for 

agricultural sector. For the rent part, GTAP takes the share of basic factors used from 

                                                      
8
Thailand Input-Output Table of 2005 provided by Office of the National Economic and Social 

Development Boardis available at http://www.nesdb.go.th/Default.aspx?tabid=97. 
9
GTAP (Global Trade Analysis Project) is a global network of researchers (predominantly from 

universities, international organizations, or the economic ministries of governments) who conduct 
quantitative analysis of international economic policy issues, especially trade policy. The GTAP 
project is coordinated by a team at the Center for Global Trade Analysis (CGTA), based in the 
Agricultural Economics Department at Purdue University (Wikipedia contributors, GTAP, Wikipedia 
the Free Encyclopedia, 2012: 1). 
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the  Organization  for  Economic  Co-Operation  and  Development  (OECD),  being  42 

percent for labor, 7 percent for capital, and 51 percent for land10.   

 

Table C.1  Aggregated Sectors in the Model 

 

  No.  Sectors or Industries 

1.  Agriculture 

2.  Fishery 

3.  Mining and Quarrying 

4.  Manufacturing 

5.  Electricity and Water Supply 

6.  Construction 

7.  Wholesale and Retail Trade 

8.  Hotels and Restaurants 

9.  Transport and Communications 

10.  Bank, Insurance and Real Estate 

11.  Owner Dwellings 

12.  Public Administration and Defense 

13.  Education 

14.  Health 

15.  Services 

 
 

C.2  Elasticity or Behavioral Parameters 

 

 Elasticity or behavioral parameters are actually at the heart of CGE modeling 

as  they  show  the  power  of  change  or feedback  from  the  policy  shock.  For  its 

simulation, the elasticity needed are: 

1) Armington Elasticity of Substitution 

Armington  elasticity  of  substitution  is an  elasticity  that  shows  substitution 

between  import  and  local  production  goods.  There  are  three  Armington  elasticities 

                                                      
10
Organization for Economic Co-Operation and Development (OECD).  "GREEN : The User Manual."  

Resource Allocation Division, Economics Department, OECD, Paris, France, May 1993, p 82. 
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separated by type of economic activities, namely, Armington elasticity of production, 

investment, and private consumption. 

This  study  modifies  Armington  elasticity  value  from  GTAP  database  as  it 

differs from the sector setting in this study. This study (Table C.2) calculates a set of 

Armington elasticity for this simulation. They are:  

(1) For Armington elasticity of production, total values of outputs by 

sector are used as a weight. 

(2) For Armington elasticity of investment, total values of investments by 

sector are used as a weight. 

(3) For  Armington  elasticity  of  private  consumption,  total  values  of 

private consumption by commodities at purchasers’ price are used as a weight. 

 

Table C.2  Armington Elasticity of Substitution by Economic Activities 

 

No. Sectors Production  Investment 
Private 

Consumption 

1.  Agriculture 0.90  1.28 1.35 

2.  Fishery 1.47  1.56 1.68 

3.  Mining and Quarrying 1.46  1.61 1.55 

4.  Manufacturing 1.81  2.59 2.28 

5.  Electricity and Water Supply 2.00  0.00 2.00 

6.  Construction 2.00  2.00 2.00 

7.  Wholesale and Retail Trade 0.00  0.00 2.00 

8.  Hotels and Restaurants 2.00  0.00 2.00 

9.  Transport and Communications  2.00  0.00 2.00 

10.  Bank, Insurance, and Real Estate  2.00  0.00 2.00 

11.  Owner Dwellings 2.00  0.00 2.00 

12.  Public Administration and Defense  0.00  0.00 0.00 

13.  Education 2.00  0.00 2.00 

14.  Health 2.00  0.00 2.00 

15.  Services 2.00  0.00 2.00 

 

Source:  Author’s calculation  

Note:  Zero Armington elasticity implies that the sector has no imports, so no  

           substitution would be possible. 
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2) Parameters in Private Consumption 

Parameters  in  private  consumption  equations  are  Frisch  LES  (Linear 

Expenditure  System)  parameters  and  household  expenditure  elasticity.  The  Frisch 

parameter  is  calculated  from  the  value  of  household’s  total  expenditures  divided  by 

the value of household’s luxury expenditure. The value of Frisch parameters used in 

the  model  is  the  typical  value  of  -2.0  used  in  ORANI-G  model;  the  household 

expenditure elasticity can be calculated from GTAP database. 

This study has 10 household groups, so it needs 10 Frisch parameters and 10 

household  expenditure  elasticities.  However,  these  pieces  of  information  are 

unavailable for the case of Thailand, so it is assumed here that Frisch parameters and 

household  expenditure  elasticity  across  household  groups  are  the  same  as  shown  in 

Table C.3 below.  

 

Table C.3  Household Expenditure Elasticity by Sectors 

 

No. Commodities Household Expenditure Elasticity 

1.  Agriculture 0.34 

2.  Fishery 0.40 

3.  Mining and Quarrying 0.40 

4.  Manufacturing 1.01 

5.  Electricity and Water Supply 0.94 

6.  Construction 1.00 

7.  Wholesale and Retail Trade 0.30 

8.  Hotels and Restaurants 1.52 

9.  Transport and Communications 0.90 

10.  Bank, Insurance, and Real Estate 1.53 

11.  Owner Dwellings 1.00 

12.  Public Administration and Defense 0.00 

13.  Education 1.00 

14.  Health 1.00 

15.  Services 1.23 

 

Source:  Author’s calculation  

Note:  Zero household expenditure elasticity implies no private consumption for that 

commodity. 
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3) Export Elasticity 

This  study  takes  the  Armington  elasticity  for  regional  allocation  of  imports 

from GTAP database, and weights it by sectoral export value from I/O 2005 (Table 

C.4).  

 

Table C.4  Export Elasticity by Sectors 

 

No. Sectors Values 

1.  Agriculture -4.49 

2.  Fishery -5.60 

3.  Mining and Quarrying -5.60 

4.  Manufacturing -5.68 

5.  Electricity and Water Supply -5.60 

6.  Construction -3.80 

7.  Wholesale and Retail Trade 0.00 

8.  Hotels and Restaurants -3.80 

9.  Transport and Communications -3.80 

10.  Bank, Insurance and Real Estate -3.80 

11.  Owner Dwellings -3.80 

12.  Public Administration and Defense 0.00 

13.  Education -3.80 

14.  Health -3.80 

15.  Services -3.80 

 

Source:  Author’s calculation  

Note:  Zero export elasticity implies no export in that sector. 

 

4) Elasticity of Substitution between Primary Factors 

There are three factors of production in the model, labor, capital and land. This 

study takes elasticity of substitution between these three factors from GTAP database, 

and weights them by the values of primary factors used in production by sectors from 

I/O 2005 (Table C.5).  
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Table C.5  Elasticity of Substitution between Primary Factors 

 

No.  Sectors Values 

1  Agriculture 0.26 

2  Fishery 0.20 

3  Mining and Quarrying 0.20 

4  Manufacturing 1.23 

5  Electricity and Water Supply 1.26 

6  Construction 1.40 

7  Wholesale and Retail Trade 1.68 

8  Hotels and Restaurants 1.26 

9  Transport and Communications 1.54 

10  Bank, Insurance, and Real Estate 1.26 

11  Owner Dwellings 1.26 

12  Public Administration and Defense 1.26 

13  Education 1.26 

14  Health 1.26 

15  Services 1.26 

 

Source:  Author’s calculation  

 

5) Elasticity of Substitution between Labor Groups 

From  the  GTAP  database,  this  study  weights  the  elasticity  by  the  values  of 

wage bills by sectors from I/O 2005 table (Table C.6). 

 

Table C.6  Elasticity of Substitution between Labor Types by Sectors 

 

No. Sectors Value 

1  Agriculture 0.23 

2  Fishery 0.35 

3  Mining and Quarrying 0.27 

4  Manufacturing 0.31 

5  Electricity and Water Supply 0.35 
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Table C.6  (Continued) 

 

No. Sectors Value 

6  Construction 0.29 

7  Wholesale and Retail Trade 0.28 

8  Hotel and Restaurant 0.27 

9  Transport and Communication 0.32 

10  Bank, Insurance and Real Estate 0.33 

11  Owner Dwellings 0.26 

12  Public Administration and Defense 0.35 

13  Education 0.38 

14  Health 0.38 

15  Services 0.30 

 

Source:  Author’s calculation based on GTAP database 
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