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Section 5  Spreading the idea of “new value creation economy” – Dual track policy in Thailand  

 

<Key points> 

1. Growth strategy in Thailand  

Thailand’s economic growth strategy called “dual track policy” pursued by the Thaksin 

administration seeks both to promote domestic demand and to attract increased foreign investment. 

While other Asian countries are adopting similar approaches, Thailand is unique in that dual track 

policy is based on an analysis of the Thai economy, and is quite different from economic development 

models pursued in Europe and North America, or the “V formation” model practiced by Japan and 

Korea in East Asia. 

 

2. Definition of dual track policy  

The dual track policy is characterized, where export strategy is concerned, by developing “niche 

export demand.” The Thai authorities have concluded that conventional price competition based on 

mass production is a difficult way to compete, and instead, have decided to analyze and take 

advantage of Thailand’s own strengths and develop a unique character to achieve differentiation.  

The dual track policy also seeks to spur sustained domestic demand by strengthening the nation’s 

economic underpinnings (e.g. rural society) and by tapping into unique local characteristics for the 

benefit of community revitalization, thereby breaking free of an economic structure characterized by 

excessive reliance on external demand. In concrete terms, to spur consumption, the Thai government 

has developed the necessary legal infrastructure for recognizing the asset value possessed by owners 

of land, intellectual property, machinery and food stalls, thereby making it possible for the owners to 

pledge those assets as security and tap into capital markets. As for the provision of funds, the 

government is lending support in this regard through public-sector financial institutions. 

 

3. Challenges for the dual track policy  

The establishment of funds and financing for measures designed to boost domestic demand could 

boost the future financial burden. Most of this cost would be borne in so-called off-budget projects, 

but if such projects were to lead to the creation of non-performing loans, they could ultimately result 

in a financial burden.  

In 2001-2002, income disparities widened and the ratio of income enjoyed by the top income 

earners increased. The household debt ratio is increasing at a greater rate among poorer households, 

which raises concerns over the sustainability of poverty countermeasures. 

 

4. Economic strategy in Thailand and the “new value creation economy”  

The dual track policy of Thailand has many points in common with the idea of the “new value 
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creation economy.” In other words, the dual track policy could provide suggestions for the regional 

policies of developed countries in that: (i) it is recognized as a new economic growth model in a new 

economic environment characterized by rapid globalization; (ii) in contrast to mere protectionism, this 

policy seeks to strategically strengthen niche industries through individuality strategies and to achieve 

coexistence with the dynamism of the international market; and (iii) an independent growth 

mechanism needs to be created based on home analysis of the economy in order to achieve economic 

growth amidst globalization.  

  

   As previously explained, the transition to the “new value-added economy” is a policy challenge 

amidst a competitive environment that is changing due to economic globalization. However, this is not 

simply a policy challenge for developed countries as opposed to developing countries, but it also calls 

for a new modality of competition in the global economy. In fact, efforts can be seen in East Asian 

countries and regions to adopt new economic policies that focus on competition through 

individualization and differentiation, in order to coexist with the rising Chinese economy.  

   We will now take up the economic strategy of Thailand’s Thaksin administration, which was 

inaugurated in 2001, as an example that reflects this idea, and analyze its philosophy and policies.  

 

1. Growth strategy in Thailand 

As shown earlier in this chapter, East Asia has seen the development of vertical intra-industry trade 

involving the division of processes and trade in components (particularly in the machinery sector). The 

status of the Chinese economy in this framework has been growing in recent years, and the challenge 

facing the countries and territories of East Asia now is how to secure growth by incorporating the 

vitality of the Chinese economy, while keeping in mind changes in the global economic environment 

and the increasing closeness of economic relations within East Asia. 

In this environment, Thailand is strengthening its competitiveness by implementing unique 

economic policies. The Thaksin administration, when it was inaugurated three and a half years after 

the Asian currency crisis, was confronted with two great challenges in terms of economy: the 

deterioration of the business environment due to an unimproved macroeconomic environment and 

overinvestment as well as the inefficient use of short-term funds; and the need to stabilize the society 

by realizing balanced and stable growth of domestic demand through the reform of the economic 

structure, which was excessively reliant on exports. While there was easy access to capital in the urban 

areas of Thailand and the economy continued to develop, rural areas were left underdeveloped. As a 

result, concerns existed that the expansion of disparities in quality of life and income between the rural 

poor and the urban population involved in business that had comparatively high income would 

become a socially destabilizing factor. 

   To address this situation, the Thaksin administration designed and is implementing an economic 
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growth strategy called the “dual track policy,” which seeks both to promote domestic demand and to 

attract increased foreign investment. While other Asian countries are adopting similar approaches, 

Thailand is unique in that the dual track policy is based on an analysis of the Thai economy, and is 

quite different from economic development models pursued in Europe and North America, or the “V 

formation” model practiced by Japan and Korea in East Asia 

  First, let us examine the performance of the Thaksin administration’s economic policy to date using 

macroeconomic indicators. The real GDP growth rates in the two years after the inauguration of the 

administration were 5.4 percent and 6.7 percent, respectively, sustaining a very high level of economic 

growth second only to China. As for trade trends, after a period of trade deficit structure before the 

currency crisis, the trade surplus increased rapidly through a post-currency-crisis currency devaluation, 

and since 2002 there has been a stable surplus structure. Both imports and exports have been recording 

a steady growth rate in the teens. In the manufacturing industry, too, production has been steadily 

growing since bottoming out in 2001. The unemployment rate has fallen to the 2.0-2.5 percent range, 

reflecting the robust economy. These indicators show that this economic policy is steadily achieving 

results to date (Figs. 3.5.1, 3.5.2, 3.5.3 and 3.5.4). 

 
Figure 3.5.1  Thailand: Trends in the real GDP growth rate
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Source: Foreign Economic Data  (Cabinet Office).  

Figure 3.5.2  Trends in Thailand's trade
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Figure 3.5.3  Thailand: Trends in the manufacturing industries' production
indices
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Figure 3.5.4  Trends in Thailand's unemployment rate
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2. Definition of dual track policy 

   There are two characteristics of the dual track policy: (i) seeking out “external niche demand” 

through export strategies; and (ii) moving away from an economic structure that is overly dependent 

on external demand by realizing the sustainable expansion of domestic demand through the 

strengthening of the economic base of the agricultural sector and the implementation of regional 

vitalization policies that harness regional characteristics (Fig. 3.5.5). 

   Pansak Vinyaratn, policy advisor to the Prime Minister, describes the philosophy behind this 

economic strategy. He points out that many of the problems confronting Thailand were brought about 

by a simple mimicry of conventional economic models, a mass production system and lifestyles that 

ignored Thailand’s strengths, culture and potential resources.1 The dual track policy was proposed as 

a new alternative economic model. It is one of the pillars of the Thaksin administration, in that it aims 

to differentiate and add value to products according to market preferences, boost the economic 

activities not only of large companies but also at the grassroots level, and create a socio-economy that 

merges the rich history of Thailand, its natural resources, and modern technology2. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Next, we will introduce this Thai economic strategy by elaborating on the two characteristics 

mentioned above. 

                                                      
1 Vinyaratn, Pansak (2003). 
2 METI study (2004). 
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Figure 3.5.5  Schematic of  Thailand’s Dual Track Policy
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(1) Approach to external niche demand: differentiation through self-evaluation 

   The Thaksin administration’s formulation of Thailand’s export-strengthening strategy began with 

an economic self-evaluation that asked the questions, “What are Thailand’s strengths?” and “What 

should be improved to compete in the global market?” This evaluation considered Thailand’s 

relationship with a globalizing world economy, and instead of seeking to compete in all industrial 

sectors in international markets, or in all products in a single industrial sector, it sought to make use of 

Thailand’s unique characteristics and implement what may be called national-level “selection and 

concentration” in order to effectively utilize limited capital and labor.3 

   Specifically, the five sectors in Figure 3.5.6 have been indicated as being able to capitalize on 

Thailand’s strengths. Thailand had, to some extent, already established industrial infrastructure in each 

of these sectors, and they were selected as industries with potential to be competitive in the global 

market through differentiation. The government does not necessarily assist enterprises in these sectors 

directly. The basic idea behind the policy is that the government’s role is to improve the business 

environment in these sectors, increase the attractiveness for investment from overseas, and increase 

the international competitiveness of the country’s industry. Moreover, a strengthening of 

competitiveness through the pursuit of productivity, rather than low wages, is considered necessary.4 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

    

 

                                                      
3 Porter, Michael E. (2003). 
4 Ketels, Christian H.M. (2003). 
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Figure 3.5.6  Thailand’s Cluster Vision: World Leader in Niche Markets
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For the five sectoral clusters, products within each industrial sector will be further differentiated and 

strategies will be built targeting niche markets. This means that Thailand has moved away from not 

only protectionist policies, but also the “full-set” strategy it had been pursuing, and is moving to 

concentrate on particular sectors and goods in such a way as to make the most of its strengths. This 

strategy is one that strongly takes the rise of China into consideration. It is an approach that aims to 

strengthen competitiveness and sustain pricing power by concentrating on certain sectors, because in a 

mass production model, Thailand would be no match for China, which has capital, labor power and 

resources in abundance. 

   Looking more closely at each of the five clusters mentioned above, the automotive cluster has the 

catchphrase “Detroit of Asia,” and its strategy is to increase added value while specializing in the 

pickup trucks already produced domestically and exported all over the world. As for fashion, although 

Thailand had already achieved a certain level of competitiveness in the textiles, apparel, jewelry and 

leather sectors, its share in the global market has been decreasing in recent years. Its strategy is to 

increase added value through improved expertise by training its skilled workers, who are the source of 

competitiveness, and through creating brands that make use of Thai tradition. 

 

(2) Inducing domestic demand: capital creation and regional vitalization 

(a) Capital creation aimed at expanding the consumer buying power 

   In its effort to induce sustainable domestic demand, Thailand seeks to boost the average people’s 

consumption activities, rather than targeting a small number of high-income earners. Specifically, 

farmers and other low-income groups in rural areas cannot expand the scale of their economic 

activities because they do not have access to capital markets, and thus cannot secure the income and 

savings needed to move toward diverse consumption. To spur consumption, the Thai government has 

developed the necessary legal infrastructure for recognizing the asset value possessed by owners of 

land, intellectual property, machinery and food stalls, thereby making it possible for the owners to 

pledge those assets as security and tap into capital markets. As for the provision of funds, the 

government is lending support in this regard through public-sector financial institutions.  

This process of “capital creation,” as it is known, is bringing large numbers of low-income people 

into capital markets and spurring increased consumption in the lower income brackets. 

Pursuit of this “capital creation” is aimed at incorporating many low-income groups into capital 

markets and expanding consumption by these groups. 

   Along with this, the government is also carrying out a three-year deferral of farmers’ debt. At the 

same time, it is offering job training for raising income and giving assistance to enable farmers to 

make sure they can pay back loans without any problems after the deferral period ends. These 

measures seek to improve farmers’ debt structure, and further, to bring agricultural product harvest 

cycles into line with debt maturity periods, thereby lightening the burden of repayment. 
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(b) Regional vitalization measures based on individuality 

   Along with “capital creation” for low-income groups, regional vitalization is also seen as an 

important measure toward the sustainable expansion of domestic demand. In approaching this, careful 

thought was given in particular on how to harness regional characteristics and realize vitalization 

measures arranged for each region, rather than pursuing nationwide homogenous economic growth 

based on a uniform economic policy drawn up by the national government.  

   Thus, the “Village Fund” was devised for the implementation of the most appropriate projects for 

each region. Under the Village Fund scheme, one million baht (about 24,000 dollars) have been 

allocated to each of 70,000 villages nationwide at a lower-than-usual interest rate, and is spent on 

projects designed to vitalize regional economies. In Thailand, where farmers account for over 

one-third of the labor force, agricultural differentiation and competitiveness strengthening are essential 

regional economic vitalization measures. This 1.6 billion-dollar fund is contributing to improving 

added value through the improvement of agricultural productivity and the upgrading of processing and 

packaging. 

   Regional vitalization measures are not limited to agricultural provisions. The “One Tambon 

(Village), One Product” project, which promotes the production of regional specialty goods, has been 

introduced to over 7,000 districts throughout Thailand. This project takes regional specialty goods 

with a comparative advantage, modernizes their production, sales and distribution, and supports their 

improvement into products that can compete not only in the domestic market but also in the global 

market. Japan is providing technical cooperation based on its own “One Village, One Product” 

experience. By developing new regional specialty goods, the project aims to open up niche demand in 

world markets and create international products to replace manufactured goods that are losing their 

shares due to price competition. 

  In addition, small and medium-sized enterprises (SMEs), which account for nearly half of GDP and 

almost 70 percent of the working population, form the foundation of the Thai economy. The 

government is carrying out financial assistance through SME Bank to enable SMEs to address 

changes in the business environment by quickly developing new products and manufacturing 

processes.  

 

3. Challenges for the dual track policy 

   The Thaksin administration’s economic policy, which is built around the dual track policy, has 

been realizing a high growth rate. Government calculations estimate that 0.73 percent of the 5.3 

percent growth rate in 2002 was achieved through grassroots policies. Meanwhile, the number of poor 

(those living on 920 baht or less per month) has fallen from 8.2 million in 2001 to 6.2 million in 2002. 

At the same time, the following problems have been pointed out. 

   The establishment of funds and financing to boost domestic demand could also boost the future 
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financial burden. Most of this money comes from loans by policy banks and state-owned commercial 

banks in so-called off-budget projects that do not appear in the government budget. However, if such 

projects were to lead to the creation of non-performing loans, they could ultimately result in a 

financial burden.  

   Also, in the 2001-2002 period, income disparities have widened and the ratio of income enjoyed 

by the top income earners is increasing. The household debt ratio is increasing at a greater rate among 

poorer households, which raises concerns over the sustainability of poverty countermeasures. 

 

4. Economic strategy in Thailand and the “new value-creation economy” 

   The dual track policy of the Thaksin administration described above has many points in common 

with the idea of the “new value-creation economy” discussed in this white paper. 

   First, economic strategy in Thailand is recognized as a new economic growth model in an 

economic environment characterized by rapid globalization. Thailand found that it was difficult to 

compete in price competition based on the preceding model of mass production amidst the progress of 

East Asian economic integration. Instead, it analyzed its own strengths and is trying to pursue 

individualization and differentiation strategies that harness these strengths.  

   Second, this strategy is naturally different from mere protectionism. Thailand is pursuing social 

stabilization through economic vitalization measures at the grassroots level in order to move away 

from an economic structure that is overly dependent on external demand, but it is keeping doors open 

to the outside world in terms of economy, aggressively introducing foreign capital, and, as mentioned 

earlier, strategically strengthening niche industries through individuality strategies and striving to 

coexist with the dynamism of the international market. By adopting this strategy, Thailand now 

perceives China’s economic growth as an opportunity. While it is said that China’s automobile 

production capacity is already excessive, Thailand, by specializing in its cluster industry of pickup 

trucks, is seeing the motorization of China as a golden opportunity to increase exports. The Thai 

software industry is still small in scale, but some companies are internationally successful in niche 

markets such as graphic design. This also shows Thailand’s effort to differentiate from China, which is 

strong in hardware manufacturing, and a future expansion of demand is expected. In the tourism 

industry as well, the progress of East Asian economic integration is being seen as a growth 

opportunity.  

   Third, economic strategy in Thailand could provide suggestions for the regional policies of 

developed countries, including Japan, in that an independent growth mechanism needs to be created 

based on self-analysis of the economy in order to achieve economic growth amidst globalization. In 

Chapter 2, Section 2, individual communities will have to analyze the issue of economic circulation 

(i.e., intra-community and intercommunity flows of employment, capital and goods), and then link this 

to analysis of the area’s existing assets, so as to pursue an integrated policy for sustained local 
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economic development. This is basically the same as Thailand’s approach, which has been to 

formulate an economic development strategy and, upon this basis, analyze the domestic economy, 

identify strategic sectors (especially in connection with niche export demand) and set about the task of 

developing local specialty products. 

   Amidst continuing economic globalization, community economies are becoming more easily 

affected by the global economy than ever before, through the vehicles of investment and development. 

In developed countries, as well, government policy for local economies calls upon communities to 

develop independent means of achieving growth, and to actively engage in economic activity outside 

their own areas. In setting about these tasks, they would do well to take heed of Thailand’s example. 


