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Introduction 
 
The adverse impacts of the 1997 financial crisis on economic and social systems were greater 
than could have been anticipated, particularly the rapid spread of contagion effects region 
wide.  While the causes and impact of the crisis varied between countries, in Thailand, the 
origins of the crisis could be traced to a combination of financial mismanagement, real sector 
and institutional problems.  
 
The crisis forced the Thai government to devalue the baht in 1997, and the consequent change 
in exchange rate policy led to further shock responses and economic collapse.  This was in 
sharp contrast to the aftereffects of the previous devaluation of the baht in 1984, which by 
enhancing the competitiveness of the Thai export sector resulted in significant economic 
growth. The strong export oriented growth during the late 1980s was largely attributed to the 
manufacturing and service sectors, with the private sector playing the leading role.  There was 
also relocation of foreign capital to Thailand from other industrialized countries, especially 
Japan and the Newly Industrialized Countries (NICs), whose currencies had appreciated. 
Moreover, several other factors also contributed to the high economic growth achieved during 
that time: Thailand’s prudent macro-economic policies, its political stability, attractive 
investment environment, among others.  
 
However, in the 1990s, the second wave of foreign capital entering Thailand resulted from 
different factors. Since the financial liberalization of the early 1990s, particularly after the 
establishment of the Bangkok International Banking Facility (BIBF), foreign capital was 
drawn to the profit margins in stocks, the high interest rates, and a relatively lower risk 
perception in Southeast Asia due to the US dollar-pegged currency (Lauridsen, 1998). With 
cheaper interest rates for off-shore loans and a perceived fixed exchange rate, the Thai private 
sector continued to borrow, increasing the foreign debt burden. Without effective management 
and supervision, the increasing capital inflow mostly came in the form of short-term loans and 
was channelled into speculative (such as real estate and stock market) rather than productive 
sectors. Excessive private investment, particularly in risky and non-tradable sectors, and 
property price inflation soon led to a bubble economy. The increased over-consumption and 
the high investment-savings gap in the economy caused an increase in the balance-of-
payments deficit.  
 
The problems in the financial sector spilled over into the economic sector.  Signs of an 
impending economic crisis appeared in 1996 when export growth slowed down, 
manufacturing competitiveness fell, asset prices began reflecting misalignment, and the 
balance of payment deficit shot up, increasing short-term speculations and creating scandals in 
the financial sector. Financial mismanagement by the Bank of Thailand (BOT) and ineffective 
policy responses worsened the situation. The baht was increasingly subject to speculative 
attacks from 1996, and this intensified in mid-1997.  Initially, the Bank of Thailand (BOT) 
spent large amounts of foreign reserves to defend the currency, but eventually, was forced to 
float the baht on 2 July, 1997. The BOT interventions in the money market proved to be very 
costly and ineffective (Lauridsen, 1998:154).  The rapid depreciation of the baht quickly 
deepened the economic crisis, leaving Thailand with no choice but to apply for a US$17.2 
billion loan from the International Monetary Fund (IMF), which was granted starting from 
August 1997 under strict conditions to reform the financial sector.   
 
The immediate adverse effects of the baht devaluation were a greater external debt burden and 
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increases in the capital outflow.  The financial sector was seriously affected; fifty six finance 
companies closed down and non-performing loans (NPLs) rose considerably.  Following the 
provision of the IMF loan, tight fiscal and monetary policies (under IMF conditions) were 
imposed.  These effects from currency depreciation soon spread to other Asian economies in 
which weak economic institutions were already overburdened before the Thai crisis. The Thai 
economic turmoil then quickly turned into a region wide contagion.    
 
The economic slump of 1997 contrasts sharply with the period of rapid growth in the mid-
1980s, though both were triggered by the depreciation of the baht. While a devalued baht in the 
mid-1980s boosted the export sector, in 1997, the collapse of the financial system and a 
regional meltdown compromised the sector’s ability to benefit from a falling baht. While rapid 
growth during the 1980s was led by private sector investment under sound policies and 
economic conditions, the financial collapse  in 1997 was largely caused by private sector failure 
in managing loans and operations under weak macroeconomic policies and financial 
management, a lack of investment confidence and political instability, and worsening external 
conditions. Under such conditions, capital inflows, mostly invested in short-term unproductive 
sectors, turned overnight into capital flight. Domestic operations incurred high debt burdens 
and credit risks.  The banking sector was besieged with the problems of NPLs and a lack of 
liquidity, and the whole economy faced a severe credit crunch. 
 
Although the crisis was termed a financial crisis, it was rooted in the problems of Thailand’s 
economic structure. The country had mainly relied on an export led growth strategy based on 
cheap labour.  However, labour costs increased in the 1990s without a corresponding increase 
in education and skills, and as a result, the country’s competitiveness suffered. It was difficult 
for the country to climb up to the upper levels of industrialization and yet maintain its 
competitiveness in low value added products, competing with lower-cost countries.  While 
future export-led growth strategy has to be examined, it is clear that the baht depreciation in 
1997 could not boost exports and the economy as expected.  
 
The economic slump which was ignited by weaknesses in the financial system, unexpectedly 
caused the whole economy to deteriorate. It also had a significant impact on the social sector.  
Despite signs of economic stabilization as of June 1999, the adverse social impact still 
remained, and will take a long time to recover.  The social impact of the crisis had become a 
high policy consideration, but till mid 1999, there was still little evidence of effective social 
measures to alleviate the impact on vulnerable groups. Therefore, this study attempts to 
highlight the social impact of the Thai crisis, especially on vulnerable groups.  The study 
begins with an examination of the channels by which the economic crisis was transmitted into 
a social crisis.  The impact of the crisis on various areas such as unemployment, education and 
health will be discussed.  The policy effectiveness of measures to mitigate the impact, such as 
through Social Safety Nets will also be explored. 
 
Transmission of Financial Turmoil into Social Costs 
 
The channels by which the financial and economic crisis affected people and their families, 
in turn leading to social problems, are outlined in Figure 1.  The initial capital flight triggered 
currency depreciation, domestic credit shortages, widespread corporate financial difficulties 
and severe contractions in demand and output. The second round of contagion effects led to 
falling export demand (through a fall in other currencies), which further dragged down 
income and output levels.  This led to more drops in employment and wages.  Lower output 
led to lower government revenues, which in turn negatively affected government budgets, 
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including social sector programmes. Unemployment, reduced wages and price rises had 
already placed a strain on vulnerable groups and their family members.  Insufficient social 
safety nets to offset these effects further added to the tension, and even led, in some cases, to 
family breakdown and created social problems.   

Figure 1 : Transmission of Financial and Economic Crisis into Social Effects 
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The linkages of the economic crisis to social effects are as follows - the exchange rate changes 
since the baht flotation affected the earnings of tradable goods and external debt repayment, as 
well as the cost of living. Costs of tradable inputs were higher. The baht devaluation was 
expected to benefit export sectors, but it did not lead to positive exports and economic growth 
largely because production markets, mainly in Asia, were reeling under unstable currencies 
and the economic recession. The depreciation of other currencies compromised the benefits of 
the Thai baht devaluation for demand for exports. In addition, the economic crisis was much 
more complicated than the situation of baht devaluation in 1984, particularly given the adverse 
impact of the financial collapse and regional turmoil on exports and other sectors of the 
economy.  Also, there was greater dependence on imports, as the export-oriented 
manufacturing sector had been shifting away from labour intensive production towards more 
capital intensive, and therefore import-dependent production.  

Nonetheless, some tradable sectors did benefit from the baht devaluation; for example, 
agricultural exports (such as rice and tapioca), tourism, and some labour intensive 
manufacturing for export, but overall, the effects were negative. 

The depreciation of the baht also led to a deterioration in the balance sheets for the corporate 
sector, particularly for those who borrowed in foreign currencies. Big losses from the change 
in the exchange rate were borne not only by large companies and conglomerates, but small and 
medium scale enterprises (SMEs) were also affected by the lack of liquidity. Industrial and 
business operations experienced difficulties in accessing credit and in debt management 
because of market contraction.  
 
The manufacturing sector (especially those firms having high import components), was 
seriously affected by the economic turmoil and some companies scaled down production. The 
overall output of the manufacturing sector declined to –15 per cent at the end of 1998, 
accompanied by a drop in the manufacturing production index. During the first seven months 
of 1998, the percentage changes in private investment indices were also negative. 
 
The decline in the overall manufacturing sector led to a fall in demand for labour and output. 
This resulted in an increase in unemployment in some sectors, or a decrease in wages and 
incomes. Job losses or income reductions caused an increase in poverty, particularly for 
vulnerable groups.  
 
At the same time, government revenue declined because of the economic contraction. The 
government ran a cash deficit of 114.97 billion baht for the fiscal year 1997-98. Despite the 
rise in revenues from value added tax or VAT (18.7 per cent) and personal income tax (6.9 
per cent), the Revenue Department collected only 499 billion baht, 3.8 per cent down from the 
previous year’s collection.  The reasons for this were the declining profits of private 
companies, and thereby, decreases in corporate income tax (down 38.8 per cent). The Excise 
Department’s income fell by about 13.7 per cent to 155.55 billion baht, largely due to the 
falling sales of cars and durable goods.1 The response to the fiscal deficit was to initiate 
government budget cuts, which included a number of social sector programmes.  
 
3. Policy responses 
 
For the first year after the baht float, policy priorities were focused on stabilizing the exchange 

                                                           
1 The Nation, October 22, 1998, p. B8, quoting information released by the Fiscal Policy Office. 
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rate and maintaining high interest rates. Following the IMF conditions in the earlier Letters of 
Intent, the government adopted strict monetary and fiscal policies, such as increasing the VAT 
(from 7 per cent to 10 per cent in August 1997), decreasing the government budget, and 
maintaining high interest rates.  Consequently, the real sector was seriously hurt by credit 
crunches, and many businesses and industries filed for bankruptcy and closure. Downsizing, 
cost reduction and budget cuts in programmes led to a sharp increase in unemployment, 
changes in working status, and a reduction in employees’ work opportunities and welfare. 
Investors lost confidence in economic prospects, and GDP growth dropped to negative values. 
 
Budgeting 
 
The drop in government revenue adversely affected government expenditure in a number of 
crucial areas such as human resource development, technology development and other social 
services (see Table 1 for the percentage cut in programmes over 1997-1999). Although the 
government budget cuts in 1998 were made under IMF advice that priority programmes such 
as education, health and social services should be protected , budget cuts for these 
programmes were significant, particularly for social services. In fact, the largest decline in 
fiscal expenditure in 1998, compared to 1997, was in social services.  The limited supply of 
social service programmes inevitably affected the welfare of the poor. Agriculture, energy and 
the environment were also considerably affected as they too experienced high levels of budget 
cuts. Budget constraints also led to a delay in many infrastructure projects in the areas of  
transportation and telecommunications, commerce and tourism, energy and the environment, 
which experienced significant decreases in expenditure in 1999. However, by 2000, the 
government had abandoned these cuts, and instead moved towards fiscal expansion. In 
comparison to 1999, sectors such as commerce, tourism, energy and the environment gained 
the most from this fiscal expansion while expenditure on social services continued to decline. 
  
Table 1: Government Expenditure,  1997 - 1999 (in million baht) 

% % Approximate %
Programs Fiscal Expenditure Fiscal Expenditure Difference Fiscal Expenditure Difference Fiscal Expenditure Difference 

for 1997 for 1998 from 1997 for 1999 from 1998 for 2000 from 1999

Agriculture 83,964.3 62,475.7 -25.6 61,375.6 -1.8 67,068.1 9.3

Industry and Mining 3,005.5 2,989.5 -0.5 3,206.4 7.3 3,659.0 14.1

Communications and

Transport 95,939.5 80,470.7 -16.1 64,890.4 -19.4 60,165.6 -7.3

Commerce and Tourism 6,935.5 6,374.9 -8.1 4,783.2 -25.0 5,490.9 14.8

Science, Technology,

Energy and Environment 19,514.5 14,203.1 -27.2 12,624.1 -11.1 15,227.0 20.6

Education 216,278.5 208,274.8 -3.7 208,616.1 0.2 222,416.1 6.6

Public Health 75,023.0 66,455.2 -11.4 62,467.4 -6.0 65,744.0 5.2

Social Services 158,696.4 103,082.2 -35.0 98,501.5 -4.4 92,994.6 -5.6

Defense 119,429.3 92,565.6 -22.5 89,349.7 -3.5 88,690.5 -0.7

Internal Security 44,278.1 43,875.2 -0.9 44,554.6 1.5 50,006.3 12.2

General Administration 114,139.0 104,811.2 -8.2 99,429.4 -5.1 109,531.3 10.2

Debt Servicing 46,796.4 44,421.9 -5.1 75,201.6 69.3 79,006.6 5.1

Total 984,000.0 830,000.0 -15.7 825,000.0 -0.6 860,000.0 4.2
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    Source: Bureau of the Budget, 1998, 1999 and 2000.    
 
Fiscal Policies2 
 
After following the conditions of tight fiscal policy during the earlier Letters of Intent (with 
the IMF), fiscal expansion turned out to be the main policy stimulus in 1999. A government 
fiscal deficit strategy was adopted after the sixth Letter of Intent (LOI). To accelerate 
economic expansion, the government used both tax and budgeting measures at the same 
time. The LOI 7 further expanded the fiscal deficit in order to stimulate domestic demand, 
and provide some relief to the poor.  
 
The economic stimulus package, announced on 30 March 1999, aimed to boost economic 
recovery based on the belief that the economy had bottomed out. The package consisted of 
expenditure measures, tax reductions and measures to lower energy prices.  The focus of the 
package was on creating employment and increasing incomes for rural and urban people 
who were affected by the crisis. Tax measures aimed to stimulate investment and 
consumption, such as a drop in VAT, elimination of VAT for some small enterprises and tax 
reductions on personal income were included in the package. Energy prices were reduced to 
reduce costs for producers (industries) and consumers. Public expenditure measures were 
also initiated through the fiscal to create domestic jobs and productive investment as well as 
alleviate the social impact of the crisis.  
 

In addition to the annual government budget plan, loans totalling 53 billion baht 
(US$1.45 billion – of which the World Bank provided $600 million, Japan’s Ex-Im bank $600 
million, and Japan OECF $250 million) were used (as off-budget measures) to create 
employment and domestic demand.   
 
Financial Restructuring 
As the economy moved downward, rising bankruptcy and non-performing loans led to a 
crisis in the banking sector. In response to the banking sector crisis, and its effects on the real 
sector, a financial restructuring scheme was formulated on 14 August 1998. This 
restructuring (merging of banks, privatization, capital write-down and re-capitalization) 
resulted in a decline in the number of commercial banks, and a large number of lay-offs of  
banking staff.  However, this restructuring scheme had not shown results till 1999. In early 
1999, NPLs accounted for about 50 per cent of loans.  Due to the slow progress in 
recapitalization offers, the August package was not successful in facilitating recapitalization.  
 
In early 1999, the commercial banks attempted to re-capitalize in alternative ways, for 
example, by raising new quasi-equity by converting deposits to “Stapled Limited Interest 
Preferred Shares” (SLIPS) and “Capital Augmented Preferred Shares” (CAPS).  These 
instruments enabled the banks to raise capital without diluting original shareholders’ equity. 
 
Overall, however, the financial restructuring of the corporate sector had not shown significant 
success till mid 1999. Since mid-1998, debt restructuring had shown little progress, as there 
had been delays in implementing the law. Although interest rates had fallen since late 1998, 
lending was still low partly due to the perceived risks of issuing new loans. 
 
Comments on policy effectiveness 
                                                           
2 The following section draws upon sources from the Ministry of Finance and its website 
(http://www2.mof.go.th). 

http://www2.mof.go.th
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The deterioration of the economy in the first year of fiscal deficit forced the government to 
change its policy direction. The LOI 5 and 6 turned to using fiscal expansion to stimulate 
demand and create employment in the vulnerable rural areas.  
 
Expenditure programmes financed by international agencies seemed to focus on speedy 
expenditure flows, rather than principles of transparency, accountability and improved 
productivity of public spending.  Moreover, instead of spending money on restructuring the 
real sector or improving the competitive structure, government spending programmes seemed 
to be used for short-term purposes, rather than long-term sustainable development. 
Transparency and accountability, which are essential for efficient spending and long-term 
sustainable growth, were considerably neglected. 
 
Another concern regarding the massive expenditure programmes was that the money was 
spent in a short period of time (within six months for the stimulus package of 31 March 1999), 
while the projects and criteria had not yet been prepared. These expenditures were off-budget, 
and the allocations across ministries were made without either public discussion or discussions 
in parliament . Therefore, there was concern over how these loans would be utilized so as to 
generate real benefit to the public.  
 
In addition, there were data problems on budget allocation classified by detailed expenditure 
categories. The data was not very clear on how much expenditure was received by the target 
groups, which hindered the monitoring of the effectiveness of the loan programmes. 
  
On the social aspects, the government and international agencies’ (the World Bank and the 
IMF) response to the social impact of the crisis had given less consideration to social 
assistance restructuring programmes and again, appeared to have ignored initial programme 
principles of transparency, accountability and market-based incentives (Flatters, 1999). Their 
priorities seemed to have been the speedy disbursement of loan programmes for employment 
creation projects without taking into account the fundamental problems of bureaucratic and 
political constraints. 
  
4. Unemployment, Employment Reduction and Migration  
 
Unemployment and underemployment3 
 
The impact of the crisis on unemployment was significant. The NSO (National Statistical 
Office) data stated that unemployment in the dry season in February 1998 was at 1.48 million, 
the unemployment rate having increased from about 2.2 per cent to 4.6 per cent during 
February 1997 to February 1998. During the same period, the open unemployment rate 
increased from 0.6 per cent to 1.3 per cent  (Table 2).   
 
In the wet season in August 1998, the unemployment rate --3.41 per cent -- was lower than 
that of the dry season in February 1998, although it had increased rapidly compared to the 
previous year. On the other hand, the open unemployment rate in the wet season was higher 
than that of the dry season (1.43 per cent versus 1.3 per cent).  This implies that a large 
number of the unemployed could not be absorbed by seasonal employment in the agricultural 
sector, and therefore looked for jobs elsewhere. This may have been due to both the limited 
                                                           
3 TDRI bases employment and unemployment analysis on the National Statistical Survey’s Labour Force Survey 
data, which defines employed persons as those who work at least one hour a week. 
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absorptive capacity of the agricultural sector and the mismatch in skills of labourers who 
mostly used to work in the non-agricultural sector. 
 
Table 2. Labour Force Status: February 1995-1998 
 

Source: Labour Force Survey, Round 1 and 3,1995-1998, National Statistical Office  
 Notes: Unemployment rate = Unemployed population/Total Labour force 
             Open unemployment rate = Unemployed population looking for work/Total Labour 
force 
 
Regarding the impact on sectoral employment, Table 3 shows that the construction sector was 
hardest hit - employment in the sector was reduced by more than 30 per cent for both the dry 
and wet season. Surprisingly, employment in the agricultural sector declined more in the dry 
season than in the wet season. Such a fall suggests that the agricultural sector did not have the 
capacity to absorb a large number of those laid-off or unemployed owing to the crisis. 
 

(a) February 1995-1998 (dry season) Number : thousands

Labour force status 1995 1996 1997 1998
Total population 59,112.9 59,750.4 60,350.7 60,949.0

Total labour force 31,347.9 31,898.4 32,000.2 32,143.1
   *  Employed 29,055.1 30,099.2 30,266.4 29,412.9
   *  Unemployed 723.5 641.3 697.9 1,479.3
     - Looking for work 167.8 119.6 179.6 402.8
    - Available but not looking for work 555.7 521.7 518.3 1076.5
   * Seasonally inactive labour force 1569.2 1,157.8 1,035.9 1,250.8
Unemployment rate 2.3 2.0 2.2 4.6
Open unemployment rate 0.5 0.4 0.6 1.3

(b) August 1995-1998 (wet season)
Labour force status 1995 1996 1997 1998
Total population 59,450,877 60,045,315 60,648,992 61,248,436

Total labour force 33,001,856 32,750,018 33,560,709 33,352,966
   *  Employed 32,575,085 32,232,360 33,162,369 32,138,011
   *  Unemployed 375,100 353,948 292,571 1,137,982
     - Looking for work 100,559 110,159 96,447 476,295
    - Available but not looking for work 274,541 243,789 196,124 661,687
   * Seasonally inactive labour force 51,671 163,711 105,769 76,973
Unemployment rate 1.14 1.08 0.87 3.41
Open unemployment rate 0.3 0.34 0.29 1.43
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At the same time, there was a gain in employment in the service sector for both periods (5.7 
per cent in the dry and 3.3. per cent in the wet season). The commerce sector also registered 
gains in employment in the dry season (4.33 per cent), but reduced employment in the wet 
season (-1.84 per cent). This implies that in the dry season, when the agricultural sector 
absorbed less employment, employment increased in the services and commerce sectors. 
However, the increase in the numbers employed in these sectors may also be due to a shift 
towards working in the informal sector, and many may not be fully employed, but 
underemployed.  Indeed, there is evidence that the crisis led to an increase in the problem of 
underemployment  (Siamwalla and Sopchokchai, 1998; Kittiprapas, 1999; Kakwani, 1998). 
 
Table 3. Employment by Sectors (Number and Percentage of Total Employment) 
 
 (a) February 1994-1998 (dry season)     Number: 

thousands 
Sector 1994 1995 1996 1997 1998 Change from  

1997 to 1998 

 
Agriculture 

  
12,621,038  

11,811,629        
12,093,552  

      
11,895,015  

      
11,626,797  

 
-268,218  

  
             Pper cent 

               
44.38  

               
40.81  

               
40.33  

               
39.42  

               
39.61  

 
-2.25  

 
Industry 

        
4,511,991  

        
4,888,533  

        
5,016,052  

        
5,046,384  

        
4,974,658  

 
-71,726  

 
              Pper cent 

               
15.87  

               
16.89  

               
16.73  

               
16.73  

               
16.95  

 
-1.42  

 
Construction 

        
2,283,630  

        
2,637,677  

        
3,113,754  

        
2,977,500  

        
2,035,383  

 
-942,117  

 
              Pper cent 

                 
8.03  

                 
9.11  

               
10.38  

                 
9.87  

                 
6.93  

 
-31.64  

 
Commerce 

        
3,627,836  

        
3,994,460  

        
4,123,594  

        
4,204,441  

        
4,386,573  

 
182,132  

 
              Pper cent 

               
12.76  

               
13.80  

               
13.75  

               
13.94  

               
14.94  

 
4.33  

 
Finance & Real 
Estate 

           
325,906  

           
263,941  

           
311,972  

           
381,901  

           
344,736  

 
-37,165  

 
              Pper cent 

                 
1.15  

                 
0.91  

                 
1.04  

                 
1.27  

                 
1.17  

 
-9.73  

 
Services 

        
5,067,066  

        
5,350,227  

        
5,327,715  

        
5,666,196  

        
5,987,379  

 
321,183  

 
             Pper cent 

               
17.82  

               
18.48  

               
17.77  

               
18.78  

               
20.40  

 
5.67  

 
Total 
Employment  

      
28,437,467  

      
28,946,467  

      
29,986,639  

      
30,171,437  

      
29,355,526  

 
-815,911  

 
 
 
(b) August 1994-1998 (wet 
season) 

     
 
 
Number: 
thousands 
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Sector 1994 1995 1996 1997 1998 Change from 
1997 to 1998 

Agriculture 17,960,352  16,929,344  16,127,108  16,691,282  16,471,792  -219,489  
 Pper cent 55.96  51.97  50.03  50.33  51.25  -1.31  
Industry 3,901,464  4,422,742  4,381,343  4,338,900  4,230,731  -108,169  
 Pper cent 12.16  13.58  13.59  13.08  13.16  -2.49  
Construction 1,698,057  1,846,030  2,171,980  2,020,778  1,279,623  -741,155  
 Per cent 5.29  5.67  6.74  6.09  3.98  -36.68  
Commerce 3,297,350  3,810,013  4,049,295  4,194,379  4,117,238  -77,142  
 Pper cent 10.27  11.70  12.56  12.65  12.81  -1.84  
Finance & Real 
estate 

320,390  284,560  292,228  406,745  346,364  -60,381  

 Pper cent 1.00  0.87  0.91  1.23  1.08  -14.84  
Services 4,917,466  5,282,396  5,210,406  5,510,285  5,692,264  181,978  
 Pper cent 15.32  16.22  16.17  16.62  17.71  3.30  
Total 32,095,079  32,575,085  32,232,360  33,162,369  32,138,011  -1,024,358  

Source : Labour Force Survey, Round 1 and 3, 1994-
1998, 
             National Statistical Office, Office of the Prime 
Minister 

   

 
The level of underemployment in Thailand after the crisis can be deduced from the trends in 
working hours, which is usually used as an indicator of underemployment. Table 4 shows the 
changes in the number of hours worked by private employees by sector in the dry season. 
Total working hours dropped by -16 per cent in the dry season during 1997-1998.  Another 
notable trend was that average working hours in both the service and commerce sectors also 
declined, in contrast to the positive employment changes shown in Table 3. This reflects the 
increase in underemployment in these sectors, although the sectors absorbed more employed 
persons.  The most significant drops were in the construction and finance & real estate sectors, 
where working hours declined by 38 per cent and 20 per cent respectively.  
Table 4. Total Hours Worked by Private Employees  (February 1997-1998) 
 
Sector  1997 1998  Pper cent change  in 

total working hours, 
1997-1998 

Agriculture Total working hours / week 
 
 

   
102,068,383 

   
104,359,882 

 
2 per cent 

 Average worker hours / week 51.25 50.33  

Industry Total working hours / week 
 
 

   
180,703,946 

   
153,376,815 

 
-15 per cent 

 Average worker hours / week 50.07 42.46  

Construction Total working hours / week 
 

   
148,063,806 

     
91,389,760  

 
-38 per cent 
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 Average worker hours / week 54.36 51.17  

Commerce Total working hours / week 
 
 

     
64,349,697  

     
56,487,036  

 
-12 per cent 

 Average worker hours / week 51.58 46.75  

Finance & 
real estate 

Total working hours / week 
 
 

     
13,343,988  

     
10,661,543  

 
-20 per cent 

 Average worker hours / week 42.89 41.48  

Services Total working hours / week 
 
 

     
90,297,985  

     
85,115,947  

 
-6 per cent 

 Average worker hours / week 51.98 49.32  

Total Total working hours / week 
 
 

 
598,827,805 

 
501,390,982 

 
-16 per cent 

 Average worker hours / week 51.53 47.02  

Source: Labour Force Survey, National Statistical Office, Office of the Prime Minister. 
 
 
Unemployment by location 
 
When unemployment patterns are analysed by location, it is apparent that the Northeast, the 
poorest region of Thailand, suffered the most serious impact from crisis–induced 
unemployment.  The data in Table 5 indicates that the rural Northeast had the highest 
incidence of unemployment in the dry season of 8.6 per cent in 1998. This is not a surprising 
result as the region was the largest source of rural-urban migration. When demand for labour 
in the urban areas declined due to the crisis, these former emigrants returned home as 
unemployed persons (Kittiprapas, 1999). Unemployment rates in Bangkok, which was hit 
seriously by the crisis, also increased to 4.6 per cent in the wet season (Round 3). 
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Table 5. Unemployment and Unemployment Rate by Regions 

 
 
             Source: Labour Force Survey, National Statistical Office, Office of the Prime 
Minister. 
 Note: Round 1 – Dry Season; Round 3 – Wet Season. 
 

Region
1997 1998 % Change 

Bangkok (Round 1) 56,014              123,095            
1.4                    3.0                    1.6

Bangkok (Round 3) 38,833              189,367            
1.0                    4.6                    3.6

Bangkok Metropolis Region   (Round 1) 33,564              49,051              
1.7                    2.5                    1.8

Bangkok Metropolis Region   (Round 3) 16,752              71,093              
0.8                    3.5                    2.3

Cere Eastern Seaboard Region
Chon Buri, Rayong, Chachoengsao (Round 1) 16,389              20,844              

1.4                    1.9                    0.5
Chon Buri, Rayong, Chachoengsao (Round 3) 11,322              16,824              

1.0                    1.4                    0.4
Central (Round 1) 60,654              156,720            

1.4                    3.7                    2.3
Central (Round 3) 40,766              133,117            

0.9                    3.0                    2.1
North (Round 1) 122,801            233,407            

2.0                    4.0                    2.0
North (Round 3) 47,409              218,063            

0.8                    3.4                    2.6
Northeast (Round 1) 357,693            815,216            

3.7                    8.6                    4.9
Northeast (Round 3) 84,217              405,592            

0.7                    3.6                    2.9
South (Round 1) 50,477              80,937              

1.2                    2.0                    0.8
South (Round 3) 53,930              103,872            

1.3                    2.5                    1.2
Whole Country (Round 1) 697,592.0         1,479,270.0      

2.2                    4.6                    2.4
Whole Country (Round 3) 293,229.0         1,137,928.0      

0.87 3.41 2.54

Number of unemployment and unemployment rate
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Migration  
 
The NSO statistics support the evidence of reverse migration from Bangkok to other regions. 
During the survey period of January 1997-98, most of the formerly working unemployed 
migrants were headed to the Northeast (67 per cent 4 - of which 48 per cent used to live in 
Bangkok) and the main reason for migration was to return home (70 per cent), as shown in 
Figure 4a and Figure 4b. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Labour Force Survey, National Statistical Office, Office of the Prime 
Minister. 

 
As the Northeast was traditionally the largest source of rural-urban labour migration, the 
region absorbed a large number of returning migrants affected by the crisis. The factors 
affecting reverse migration seemed to be push factors from lay-offs and unemployment in 
Bangkok, not pull factors at home. From the survey, 94 per cent of unemployed migrants used 
to work, and 43 per cent of these were unemployed during October-December 1997. Most of 
the returning migrants used to work in the non-agricultural sector (87 per cent) and had a 
working status as employees (98 per cent). The majority of unemployed migrants used to 
work as craftsmen or labourers (66 per cent). This indicates that the agricultural sector may 
not have been suitable for immediately absorbing these returning migrants who used to work 
in the non-agricultural sector. Although the majority of returning migrants during the survey 

                                                           
 
4 About 99 per cent of migrants returning to the Northeast were living in non-municipal areas. 

Figure 4 : Percentage distribution of former 
workers unemployed from January 1997 - 

January 1998 who migrated within the past year 
by place of residence and reason for m igration                                              

A : Place of residence

Northeast
67%

North
16%

South
3%

Bangkok and 
its vicinity

4% Central
10%

 B: Reason for migration
Looking 

for w ork
5%

Others
8%

Return 
home
70%

Follow  
head of 

household
17%
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period lived in rural areas, the main reason was to return home, not for a new job. The 
majority of the returning migrants had completed education at the primary or lower level (93 
per cent), while the rest had lower secondary education. These low-educated, unskilled 
workers would have limited opportunities in labour markets. 
 
Income Reduction 
 
The crisis and the related baht depreciation had a significant impact on real income.  The rise 
in prices related to the depreciation of the baht, and the consequent high inflation caused an 
overall reduction in real income, particularly for the poor.  This reduction in real incomes was 
an additional burden for the poor and workers who were already suffering from higher food 
prices.  According to the National Economic and Social Development Board’s (NESDB) 
estimation (as shown in Table 6), the number of poor people increased after the onset of the 
crisis, and income distribution in the country worsened. During 1996 to mid-1998, it was 
estimated that there were an additional 1 million poor people, which increased the percentage 
of the poor from 11.3 per cent to 13 per cent of the total population. 
 
Table 6. Average Per capita Real Income, Per capita Welfare and Poverty in Thailand 
 

Source: National Economic and Social Development Board (NESDB), 1999. 
 
The NESDB estimations also suggested that the impact on income reduction was higher in 
rural areas than in urban areas, primarily because of the phenomenon of temporary migrants 
and a deepening of the recession.5  
 
Another major contributing factor to income reduction in rural areas was the large drop in 
remittances from former urban workers. The increase in unemployment due to the crisis led to 
a decline in remittances from workers in urban areas, thus affecting rural incomes.  A TDRI 
survey (Table 7) found that the drop in remittances was as large as 90 per cent.  This decrease 
in remittances most affected the Northeast region and the Central regions, which experienced 
reductions in remittances of about 92 per cent.  
 
 
 
 
 
 
 
                                                           
5 Data from the Labour Force Survey indicates there was an increase in urban-rural migration both during the 
dry and the wet season in 1997-1998. 

Period Per capita real income Per capita welfare Percentage of poor Poverty gap ratio
1988 1997 212 32.6 10.4
1990 2449 254 27.2 8.0
1992 2911 295 23.2 6.8
1994 3407 344 16.3 4.3
1996 3875 383 11.3 2.8

1st quarter 98 3903 382 13.0 3.2

2nd quarter 98 3803 370 12.4 3.1
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Table 7. Changes in Remittances during Period of Unemployment  

 
Source: TDRI, 1998 (interviewed 524 urban unemployed persons who were unemployed due 
to lay offs or salary reduction). 
 
Families of the rural poor, who accounted for 72.5 per cent of the poor in Thailand, were thus 
affected by the fall or complete lack of remittances from family members working in urban 
factories, on which they were dependent.  
 
When changes in the different types of income are disaggregated by sectors, it is found, as 
shown in Table 8, that real average wage and business profit declined in 1998. This was 
because all sectors in general were adversely affected by the crisis. However, real average 
farm profit from agriculture increased in 1998 (to 2,200 from 2,140 baht) mainly due to the 
increase in agricultural crop prices resulting from a combination of local currency depreciation 
and the increase in external demand.  However, agricultural prices declined in 1999, leading to 
lower farm income. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Number Before After % of 
Unemployed Unemployed Reduction

Sex
Male 66 18,302          1,657           -90.95
Female 32 18,141          1,953           -89.23

Total 98 18,249          1,753           -90.39
Region

Central 28 17,754          1,357           -92.36
North 11 19,500          3,621           -81.43
Northeast 50 18,326          1,400           -92.36
South 9 17,833          2,667           -85.05

Total 98 18,249          1,753           -90.39

Remittance (Baht / Year)
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Table 8. Change in Real Income by Sector (Labour Force Survey, Round 3, 1997-1998) 
 
 

Source: Labour Force Survey, National Statistical Office, Office of the Prime Minister. 
 
Considering changes in income types by regions, Table 9 shows that both wage income and 
business income had declined in 1998 for all regions.  Farm income, in total, had increased in 
1998, particularly in the Northeast (16 per cent in the wet season), but the situation was 
reversed in 1999. In general, the negative income effect of the crisis was widespread across all 
regions. 
 
 
 
 
 
 
 
 
 

1997 1998
Agricuture 2,832         2,335         
Industry 5,326         4,997         
Construction 4,235         4,095         
Commerce 6,125         5,726         
Finance & real estate 12,274       11,379       
Services 5,861         5,457         

Total 5,145        4,712        
1997 1998

Agriculture 6,151 4,552
Industry 7,573         5,986         
Construction 14,396       10,551       
Commerce 8,251         6,509         
Finance & real estate 16,276       15,191       
Services 8,055         6,016         

Total 8,055        6,181        
1997 1998

Agriculture 2,141 2,220
Real average farm profit

Real average wage

Real average business profit
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Table 9. Changes in Per capita Income by Region 
 

Source: Labour Force Survey, National Statistical Office, Office of the Prime Minister. 
Note: There may be slight differences in the totals due to rounding off. 
 
In fact, wage reduction was an important motivating factor for leaving jobs. From the NSO 
survey, 23.6 per cent of the unemployed during January 1997-1998 cited the reduction in 
wages, benefits or dissatisfaction with payment as a reason for leaving employment; 27.4 per 
cent were laid off or lost their job after the closing down of the business; and 47.8 per cent 
attributed their unemployed state to other factors, such as waiting for new jobs, illness or 
injury. About half of the unemployed in this period who were once employed were waiting for 
new jobs. 
 
The data in Table 10, which details the types of assistance needed by the urban unemployed 
from the government and non-governmental organizations (NGOs) also confirms the need for 
new jobs and employment.  It shows that about 40 per cent require assistance in the form of 
new job creation or employment, while 23 per cent felt they needed training or additional 
education. Twenty-two per cent of them reported that they needed loans for building an 
occupation.  Only 5 per cent said they had no need of assistance. 

Region
1997 1998 % 1997 1998 % 1997 1998 % 1997 1998 %

Bangkok (Round 1) 8,130      6,828      -16.01 12,379  11,132  -10.07 6,015     4,848     -19.40 9,492     8,112     -14.54
Bangkok (Round 3) 8,204      7,887      -3.87 12,904  9,595    -25.65 6,533     7,524     15.17 9,705     8,468     -12.74

Bangkok Metropolis Region (Round 1) 6,148      5,238      -14.79 12,313  9,721    -21.05 8,708     6,948     -20.21 8,260     6,748     -18.31
Bangkok Metropolis Region (Round 3) 6,197      5,573      -10.07 10,757  7,605    -29.30 6,639     6,696     0.85 7,623     6,293     -17.44

Cere Eastern Seaboard Region
Chon Buri, Rayong, Chachoengsao (Round 1) 5,495      4,468      -18.70 10,440  7,150    -31.52 5,433     5,197     -4.36 6,756     5,442     -19.45
Chon Buri, Rayong, Chachoengsao (Round 3) 5,000      4,383      -12.34 12,008  7,499    -37.55 5,467     4,176     -23.61 6,930     5,284     -23.75

Central (Round 1) 3,865      3,602      -6.80 6,614    5,718    -13.54 3,574     3,820     6.88 4,511     4,291     -4.88
Central (Round 3) 3,884      3,637      -6.37 6,867    5,558    -19.06 3,704     3,807     2.79 4,606     4,216     -8.46

North (Round 1) 3,299      3,113      -5.65 5,159    4,149    -19.58 2,449     2,290     -6.51 3,455     3,064     -11.31
North (Round 3) 3,491      2,962      -15.16 5,623    4,347    -22.69 2,062     2,027     -1.71 3,186     2,704     -15.13

Northeast (Round 1) 3,280      3,107      -5.28 5,237    4,236    -19.12 1,792     1,920     7.11 3,170     2,951     -6.92
Northeast (Round 2) 3,538      3,023      -14.57 6,709    4,743    -29.30 1,247     1,443     15.72 2,240     2,138     -4.52

South (Round 1) 4,274      3,803      -11.02 5,881    5,499    -6.49 4,353     4,430     1.78 4,722     4,586     -2.87
South (Round 3) 4,263      3,728      -12.56 5,577    5,781    3.66 4,146     3,773     -9.01 4,557     4,357     -4.38

Whole Country (Round 1) 4,788      4,323      -9.71 7,250    6,030    -16.83 2,934     2,968     1.15 4,854     4,379     -9.78
Whole Country (Round 3) 5,138      4,713      -8.27 8,052    6,180    -23.25 2,140     2,219     3.68 4,345     3,865     -11.04

Wages of private employees Business profit Farm profit % Change 
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Table 10. Types of Assistance required by the Urban 
Unemployed from Government or NGOs 
Type Number  Per cent 

Do not need any assistance 40 5 

Vocational training or education 182 22.75 

Job creation or employment 323 40.38 

Social welfare for the unemployed 59 7.38 

Loan 176 22 

Improve overall economic situation 20 2.5 

   

Source: TDRI 1998. ( interviewed 524 urban 
unemployed) 

 

 
The survey results have important implications for policy makers.  These findings suggest that 
the unemployed need assistance in order to find new jobs rather than welfare for being 
unemployed. This is also confirmed by the response of the urban unemployed to the crisis, as 
outlined in Table 11.  The majority of the urban unemployed were looking for jobs in response 
to the effects of the crisis. Those who had no responses to cope with the impact of the crisis, or 
were being supported by family or relatives comprised less than 5 per cent of the survey 
respondents.  While family played an important supporting role, the low numbers of people 
who cited this as their response to the crisis indicates the limitations of family safety nets 
during the crisis. 
 
 
Table 11. Responses to the Impact of the Crisis by the Unemployed 
 
 Number   Per cent 

 No responses 21 4.01 

Looking for job 409 78.05 

Doing family business  48 9.16 

Part-time 48 9.16 

Continue Study  / Practice 23 4.39 

Supported by family / Relatives 4 0.76 

Source: TDRI 1998 (interview of 524 unemployed)  

 
 
As there were limits to family support during the crisis, support from formal systems (from 
both the public and private sector) was necessary to partly compensate the reduction in family 
income. However, the majority of those vulnerable to being laid off did not receive 
compensation because most workers were engaged in small and medium scale operations. A 
survey of benefits received by laid-off employees or former employees during the crisis 
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revealed that 74 per cent of those surveyed did not receive any benefit, while only 13.1 per 
cent received 1-3 months’ salary as compensation (Table 12).  
 
Table 12. Compensation received by former workers and Laid Off Employees whose 
Establishments were Closed Down During January 1997 - January 1998  
Benefit received Number ('000)  Per cent 
Total 239.7 100.0 
None 177.7 74.1 
1-3 months compensation 31.3 13.1 
4-6 months compensation 7.3 3.0 
>6 months compensation 2.0 0.8 
Others 2.4 1.0 
Unknown 19.0 8.0 
 
Source: Labour Force Survey, Round 1, February 1998, National Statistical Office, Office of 
the Prime Minister 
 
This table reflects the limitation of workers’ compensation and protection system, and is an 
indicator that social protection at the time of the crisis was very limited in terms of protecting 
the vulnerable. 
 
Other Social Effects: Education, Health, Family Breakdown, Drugs 
 
Government budget cuts, which led to a decline in the supply of public and social services,  
such as social insurance funds affected the poor directly.  The effects of such cuts on the poor 
were reflected in a deterioration in their welfare. In addition, falling private investments in 
facilities such as hospitals, schools, and other infrastructure pushed more people to use the 
limited supplies of government services. This placed further pressure on government facilities, 
the impact of which was felt most by the  poor and underprivileged groups who were in 
general  less able to access those services.  
 
Social service programmes during the crisis were particularly affected by budget cuts in 
government programmes, as shown in Table 13. In particular, in 1998, among the largest cuts 
were in social service and development, especially rural development.  The budgets for social 
and public welfare, mainly social security, as well as urban and environmental development, 
also decreased significantly.  However, by 1999, the budget for social welfare had increased, 
especially for social security, and further expanded in 2000. Such increases were part of the 
government’s expansionary policy for the social sector. The budget allocated for special target 
group development also increased considerably for 1999, especially for labour welfare 
administration and development, which could be interpreted as a response to the problem of 
lay offs and unemployed labour.  
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Table 13.  Budget of Social Services by Sub-Sectors 
                                                                                                                        (in million baht) 
   

 Source: Bureau of the Budget 
 

Approximation

Sector / Sub-Sector / Programe 1997 1998 1999 2000
Sector : Social Services 148,454.2     103,082.2     98,501.5       92,994.6       

Sub-Sector  :  Social and Public Welfare 7,862.3          4,817.4          7,436.2          13,018.3        

                          Programe  :  Social and Public Welfare Administration 337.1             306.9             317.7             302.8             

                          Programe  :  Social and Public Welfare 3,378.4          3,149.5          3,196.8          4,106.6          

                          Programe  :  Social Security 4,146.8          1,361.0          3,921.7          8,608.9          

Sub-Sector  :  Social Service and Development 95,377.5        55,437.9        50,925.4        43,060.6        

                          Programe  :  Rural Development 94,501.6        54,595.1        50,399.0        42,507.8        

                          Programe  :  Land Resettlement Development 

                                                     and Occupation Promotion 875.9             842.8             526.4             552.8             

Sub-Sector  :  Special Target Group Development 7,159.0          7,847.8          10,864.5        6,774.0          

                          Programe  :  Child and Youth Development 1,686.9          1,625.4          1,353.0          1,437.3          

                          Programe  :  Women Development 134.5             97.5               47.2               60.7               

                          Programe  :  Hill Tribes Development 341.4             336.7             340.0             350.0             

                          Programe  :  Labor Welfare Administration 

                                                    and Development 3,503.2          4,403.8          7,992.2          4,598.4          

                          Programe  :  Accelerated Development for the 

                                                     Five Southern-most Provinces 1,024.1          1,057.7          797.2             -                 

                          Programe  :  AIDS Prevention and Suppression 468.9             326.7             334.9             327.6             

Sub-Sector  :  Urban and Environment Development and

                    Basic Service 38,055.4        34,979.1        29,275.4        30,141.7        

                          Programe  :  Urban Development 21,687.4        20,568.7        19,624.3        20,209.1        

                          Programe  :  City Planning and Public utilities 11,262.2        8,757.3          7,860.0          7,828.0          

                          Programe  :  Sports and Recreation Promotion 5,105.8          282.6             233.7             346.2             

                          Programe  :  Sport Promotion and Development -                 5,370.5          1,557.4          1,758.4          



 

 

21

 
Impact on Human Resource Development 
 
Other than the immediate effects on incomes and unemployment, the crisis also affected long-
term human resource development mainly through changes in the education and health sectors, 
and family and community problems.   
 
6.1 Education: School Dropouts and Child Labour 
 
Concern for human resource development intensified as the crisis progressed,  with increased 
evidence of a number of students dropping out of schools and universities. The Ministry of 
Education reported that in 1997, school dropout rates were 7.64 per cent for grade 6 to lower 
secondary level, and 13.17 per cent for lower secondary to higher secondary level, an increase 
from previous years. The school dropout numbers were about 100,000 from primary schools, 
and 90,000 from junior secondary schools. As a result of the loss of family income, poor 
parents could no longer afford to send their children for higher education. The Ministry of 
Education and the National Economic Council (NEC) estimated that due to the crisis, 126,000 
students dropped out in 1998, 276,000 students left school early (after primary or secondary 
school), and others moved to lower-priced schools, or shifted from urban to less expensive 
rural schools. Generally, school enrolment dropped 7.2 per cent for private schools, and 1.8 
per cent for public schools.6 
 
To counter these trends, the Asian Development Bank (ADB) provided loans and support 
programmes. With ADB’s financial support for the educational programme, educational loans 
were increased from US$220 million in 1998 to US$400 million in 1999, with an additional 
200,000 grant scholarships. Also, this loan was used to support students continuing in schools 
without paying fees, the percentage of which increased from 10 per cent in 1998 to 40 per cent 
in 1999.7 
 
Urban unemployed families also struggled to cope with the impact of the crisis, and manage 
their children’s education.  A survey by the Thailand Development Research Institute (TDRI) 
in 1998 found that about 32 per cent of the children had experienced cuts in educational 
expenditure, especially in high school education. About 10 per cent of them moved to public 
schools, particularly those in primary and high schools.  About 9 per cent anticipated that they 
would not have tuition fees for the next semester, and about 5.6 per cent asked others to take 
care of the burden. Also, about 3.6 per cent of the children had already dropped out from 
schools. 
 
School drop-out rates have other implications: an increase could lead to an increase in child 
labour and lower human capital. A study by the Primary Education Commission indicated that 
3.7 million out of 6.3 million children suffered from hunger problems (Bangkok Post, 16 April 
1999).  A study by the NESDB estimated that in early 1998, almost 40 per cent of the poor 
were children (NESDB, 1999). Estimates by Kakwani (1998) revealed that the crisis had led 
to a significant increase (of up to 0.35 million) in child labour, which would have a serious 
long-run impact on Thailand’s human resource development.  
 
Education at higher levels was also affected. For example, the budget of the Department of 
Vocational Education was cut by 21 per cent for the fiscal year 1998, and that for research for 
                                                           
6 Quarterly Newsletter: ADB’s Social Sector Program Loan (SSPL), January, 1999. 
7  Source: Ministry of Education 
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higher education by 18 per cent. While students had a limited number of scholarships for 
higher education, their opportunities in the labour market also deteriorated. The data in Table 
14 shows unemployment rates by education levels. Although unskilled workers with primary 
and lower education comprised of the largest number of unemployed (about 1 million in 
February 1998), workers with upper secondary level education had the highest unemployment 
rate of 6.03 per cent in the same period (with the fastest growth rate during 1997-98).  
 
Table 14. Unemployment Rate by Education: February 1994-98 
      

 
 Source: Labour Force Survey, National Statistical Office, Office of the Prime Minister. 
 
 
Impact on Health  
 
The crisis also had a negative impact on health, both physical and psychological. The health 
sector experienced a double impact – on the one hand, the effects of the crisis increased the 
need for public health services, especially for vulnerable groups.  On the other hand, at the 
same time, there was a cut in health service budgets.  For example, in 1998, the budget of the 
Department of Mental Health was cut by 13.56 per cent (Bureau of Budget, 1998). Along 
with general health problems, some groups were affected by crisis-induced problems.  For 
instance, the impact of the economic crisis on long-term unemployment was very severe as the 
long-term unemployed obviously suffered from a great degree of ‘ill fare’ (Kakwani, 1998). 
Psychological problems became critical. Records from 15 psychiatric hospitals indicated that 
there was an increase in the numbers of out-patients, from 778,457 in 1997 to 804,906 in 
1998.8  The increasing cases of suicide and psychological problems among the Thai people 
were obviously linked to the crisis. 
 
There was also concern over the impact of malnutrition on children. A survey compiled by the 
Health Intelligence Unit9 indicated that the number of underweight children increased in 1997 
(11.84 per cent compared with 7.9 per cent in 1996) due to the economic crisis. Malnutrition 
was higher in the poorer regions – 25.5 per cent in the Northeast compared to 8.4 per cent in 
Bangkok. The Public Health Ministry and the Health Systems Research Institute both believed 
that the proportion of underweight children below five years of age in rural areas was more 

                                                           
8 Data from the Department of Mental Health, Ministry of Public Health. 
9 Results from the surveys are summarized in Bangkok Post, April 16, 1999. 

94 95 96 97 98
Unemployed Total labor force Unemployed Total labor force Unemployed Total labor force Unemployed Total labor force Unemployed Total labor force

 Primary and lower 1,010,214     24,892,951   559,477     24,238,544     485,255      24,509,724    484,396     23,974,463    1,029,001     23,071,788       

 % 4.06              2.31           1.98            2.02           4.46              

 Lower secondary 90,481          2,347,737     68,209       2,768,645       77,877        3,029,801      99,182       3,167,750      214,224        3,676,227         

 % 3.85              2.46           2.57            3.13           5.83              

 Upper secondary 29,373          877,865         32,962       1,087,725       21,639        1,031,834      26,785       1,201,093      85,288          1,413,407         

 % 3.35              3.03           2.10            2.23           6.03              

 Vocational and others 38,487          1,542,768     39,813       1,511,491       24,310        1,507,168      43,544       1,582,407      59,657          1,664,144         

 % 2.49              2.63           1.61            2.75           3.58              

 University 34,695          1,515,980     21,970       1,630,654       31,644        1,703,619      43,684       1,976,788      91,099          2,259,548         

 % 2.29              1.35           1.86            2.21           4.03              

Total 1,203,250     31,177,301   722,431     31,237,059     640,725      31,782,146    697,591     31,902,501    1,479,269     32,085,114       

 % 3.86              2.31           2.02            2.19           4.61              
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than double the proportion in urban areas. Such findings spurred the authorities to focus 
greater attention on worse hit areas such as the rural areas in the Northeast.  
 
The increase in the abandonment of children was another problem linked to the crisis. The 
growth in the number of abandoned children, particularly in Bangkok, was worrisome as it 
reflected weakening family institutions. For example, the number of unwanted children being 
cared for at Rajvithi Welfare Home rose by 40 per cent after the economic slump. Based on 
information from 40 state-run hospitals and welfare homes, survey results suggested that the 
number of infants below five years of age being abandoned had increased by 9.7 per cent, 
while the corresponding increase for children aged 6 to 18 years was 34 per cent.  The number 
of babies abandoned by their parents immediately after delivery also increased (Bangkok Post, 
16 April 1999). 
 
Impact on the Environment 
 
The impact of the crisis on the environment can be observed from changes in resource use and 
conservation budgets. Environmental problems arising from the crisis were largely because of 
an increasing number of people sharing limited resources in the same area (such as in urban 
slums), thus further deteriorating the pre-crisis problems of natural resource mismanagement 
and deforestration.  Also, increasing reverse migration to rural areas placed pressure on rural 
natural resources. A limited government budget for environmental infrastructure investment 
further limited the capacity for environmental management. For example, the budget for 
environmental quality control was reduced from 8,311.9 million baht in the Fiscal Year 1997 
to 7,080.6 million baht in FY 1998, and to 5,315.5 million baht in FY 1999.  The budget for 
pollution control was cut down from 979.7 million baht to 366.5 million baht, and then to 
188.4 million baht over the same period.  
 
 Community and Family Problems 
 
With the continuation of the crisis, laid-off and vulnerable persons began migrating back to 
their rural hometowns as a coping mechanism.  As they migrated back to their hometown and 
became unpaid family workers, this led to an increase in average household size, in turn 
lowering average household income. A socioeconomic survey indicated an increase in average 
household size from 3.6 to 3.74 during the second quarter of 1996 and 1998 (Pongsapich and 
Brimble, 1999). 
 
As many of the returned migrants could not find jobs in rural areas, where agricultural 
employment was already high (Kittiprapas, 1999), they waited for job opportunities to re-enter 
the non-agricultural labour market. Limited job and income opportunities increased pressures 
on the unemployed, and affected relations within the family and community. Social capital in 
communities was affected, both negatively and positively. 
 
In some ways, social capital deteriorated. The limited opportunities in income and jobs 
weakened the network of relationships in the long run, as people had less ability to support 
each other. As people become more concerned with individual problems, the contribution to 
social activities declined. Weakened social capital was possibly due to a breakdown in 
community trust: increased competition for jobs among neighbours who once cooperated; and 
increased incidences of theft, violence, crime, drug dealing, and higher dropout rates among 
school children. Frustration and psychological stress all led to heightened household and 
community tension.  
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However, this crisis also created an opportunity to increase social capital -- the relationship of 
trust and cooperation within a society.  Social capital may be referred to as social 
infrastructure which, similar to physical infrastructure, can increase economic productivity and 
considerable positive externalities (Unger, 1998). If networks of individuals are strengthened, 
this would imply an increase in cooperation and an increase in social capital.10  During the 
height of the crisis, supporting networks of families and communities absorbed vulnerable 
groups. Hence, supporting networks of family and community members were strengthened as 
members came back and shared ideas of how to cope with the crisis. The youth (with more 
exposure) increasingly came back home and became valuable human resources for 
communities. This contributed to an increase in social capital.  
 
Social Safety Nets 
 
Social safety nets are critical for protecting vulnerable groups during a crisis.  There are 
usually two types of social safety nets – formal and informal. With limited formal systems 
provided to the vulnerable at the onset of the crisis, the informal system seemed to be more 
important in terms of protecting the vulnerable from the immediate shock of the crisis. 
 
Formal safety nets 
 
There are three main types of formal safety nets: social security schemes, social infrastructure, 
and social assistance programmes. Important social security schemes include pension systems, 
severance payment, and unemployment insurance.  The system of unemployment insurance is 
not widely prevalent in Southeast Asian countries.  Of the schemes that were existing, most 
social security schemes were limited in coverage. Examples of the second type of formal 
safety nets, social infrastructure, include education and health facilities, housing and other 
public infrastructure. Finally, social assistance programmes are aimed at assisting 
disadvantaged groups or vulnerable groups in a crisis.   
 
Current social security programmes in Thailand cover private enterprises employing at least 
10 workers and self-employed professionals. Up to May 1999, the beneficiaries of the social 
security programme nationwide covered 5.49 million people and 96,067 business 
establishments — of which 37,530 were based in Bangkok11. Basic insurance12 covered cases 
of sickness, childbirth, death and disability, but not the unemployed. As a result, during the 
crisis, which caused massive lay offs and increased unemployment, the unemployed were 
seriously affected by the lack of social insurance.  
 
For the unemployed, the obvious safety net was severance pay (handed down to laid-off 
workers) but this worked only in the formal sector. Before 19 August 1998, the severance pay  
was six months for those who had worked for at least three years, but after that date, the 
severance pay was changed to a maximum of ten months. The implementation of this scheme 
was not widespread.  Data from the labour force survey states that about 75 per cent of those 
unemployed as a result of the closure of operations, and from being laid off received no 
compensation, and only 12.4 per cent received 1-3 months’ payment. This reflected the limited 

                                                           
10 An accumulated stock of cooperation-facilitating social arrangements constitutes social capital, which with a 
relative dearth of sociability, can foster cooperation (Unger, 1998: 15). 
11 Statistical and Planning Office, Social Security Card Division. 
12 Employees under this scheme have to pay 1 per cent of their salary, and an additional 1 per cent for more 
coverage of childcare and old-age pensions. 
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reach of the formal safety net, particularly as it could not cover the majority of workers who 
were engaged in small and medium scale operations or worked in the informal sector. 
 
Although the crisis underlined the need for unemployment insurance, the unemployment 
insurance would in any case, not cover first-time job seekers, usually the young and new 
graduates who enter the labour market, and the self-employed in informal sectors. In future, 
therefore, it would be important to consider this, and design additional social assistance 
programmes, especially focusing on target groups. 
 
Regarding social assistance programmes, the government spent over 3 per cent of GDP for 
safety nets programmes in the 1998/99 budget. This included the expansion of a large public 
works programme, the extension of a student loan programme to maintain student attendance, 
the provision of free medical treatment and improved rural health care facilities, and the 
maintenance of a subsidy on transportation in the urban areas (Heller, 1999).  For existing 
programmes, the Thai government set up a 10 billion baht fund, called the “Fund to Aid the 
Unemployed Workers”, and the “Centre for Assistance to Laid-off Workers”, as a one-stop 
service.  In addition, committees were established for addressing the unemployment situation 
and formulating a comprehensive programme of skills training for the unemployed  and fresh 
graduates entering the job market. Line ministries had to focus their help on the poor in rural 
areas and vary their assistance according to the incidence of poverty in each province. In the 
area of education, the programmes aimed to minimize the incidence of dropouts and maintain 
operational budgets for teacher training and instructional materials in science, mathematics 
and foreign language education. For health, the budget was reallocated to specially benefit the 
poor, to redeploy health staff to rural areas, as well as to maintain programme coverage for 
maternal, child health and HIV/AIDS activities. The Ministry of Interior launched a “Centre 
for Community Business Development Programme” to coordinate government and private 
sector efforts to promote community business, while the Department of Local Administration 
established a network of centres to assist people at the grassroots level (RTG/UNDP, 1998).  
However, these programmes were generally ineffective, and information about the programme 
was not provided adequately. Many of the unemployed did not know about these assisted 
programmes. In cases when they did, they had difficulties in accessing these services. The 
Ministries of Labour and Social Welfare should have used provincial offices and local officers 
more effectively in providing information.  
 
In addition, in order to reduce the social impact of the economic crisis on the unemployed, a 
new joint programme launched by the Ministry of Public Health and the Ministry of Labour 
provided free health treatment and care for laid-off workers and their families. They received 
health care from hospitals under the Ministry of Public Health for one year but this period was  
extended if they were  still unemployed.13 
 
Thailand also received  aid from international donors under programmes aimed at creating 
employment and mitigating social problems. These programmes included, for example, the 
Social Investment Programme (SIP) with US$300 million from the World Bank and another 
US$111 from Japan’s Overseas Economic Cooperation Fund (OECF); and the Social Sector 
Programme with US$500 from the Asian Development Bank (ADB). The implementation of 
these programmes, which focused on labour markets and social welfare, education and health, 
                                                           
13 Under this programme, the unemployed had to submit a document to the Employment Division proving that 
they had  been laid off, in return for a certificate that could  be used to apply for the low-income card from a local 
health-care establishment. This card covered general medical costs for the worker and his/her family for one year 
and could be extended if the worker was  still unemployed. 
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was to be scheduled over a four-year period. The objectives of the World Bank’s SIP 
programme were to fund existing labour-intensive public programmes, promote employment 
creation, expand training for the unemployed, support low-income health insurance schemes, 
small-scale community projects, and municipalities’ investment projects. Another loan 
package of $1.45 billion was a combination of $600m from the World Bank, $600m from 
Japan’s Ex-Im bank, and $250m from Japan’s OECF.  This loan package was aimed at 
stimulating the economy and employment.  However, the use of these international funds 
domestically tended to be impeded by the inefficiency of project management and bureaucratic 
procedures.  
 
Informal safety nets 
 
Informal safety nets can be in the form of family and community assistance.  As a matter of 
fact, in the aftermath of the crisis, immediate assistance to the unemployed was usually from 
their families, as many Thai workers were in the informal sector or engaged in small-scale 
operations which were not covered by formal insurance or compensation programmes. Many 
of them did not even know about government assistance programmes.  Therefore, traditional 
safety nets (families and communities) were relatively more important in absorbing those who 
faced immediate shock. When they were hit by the crisis, many of them returned to their 
hometowns to stay with their families, even though there was no job opportunity there. The 
use of informal safety nets during the crisis underlined the need for such structures in a crisis 
period, and highlighted the need for government action to strengthen these structures in the 
future.   
 
Although Thailand needs to develop more formal social safety nets, Thai society should also 
develop informal social safety nets in order to strengthen family and community institutions. 
Informal safety nets from the private sector and organizations are also important. Instead of 
only waiting for assistance from the government or resources from outside, communities and 
local organizations should utilize local resources more effectively. Local resources in terms of 
nature, knowledge and culture can be used in positively coping with crisis. Local communities 
should organize to discuss their problems. This would lead to an increase in social capital.  
 
This calls for government attention to mitigate problems created by a crisis, and create income 
and job opportunities for rural people. As discussed earlier, since family-supported safety nets 
may be limited in their capacity to absorb the vulnerable during the crisis, policy discussions 
have to focus on developing more formal systems to supplement the inadequacy of the 
traditional systems. However, government assistance programmes have to be carefully 
designed to avoid creating distortions in the labour market, and have to draw from the 
experience of other countries (for example, the formulation of an unemployment insurance 
scheme). Also, developing countries often suffer from the weakness of bureaucratic and 
political systems that makes it very difficult to implement formal “western style” safety nets 
effectively. The challenge is therefore not to simply copy systems from developed countries, 
but rather to learn lessons from their experiences, and design systems which both take 
advantage of, and complement traditional local systems as much as possible, while taking 
political and bureaucratic constraints into account (Sussangkarn, Flatters, and Kittiprapas, 
1999). 
 
The crisis was also used as an opportunity to strengthen the social capital of communities. 
Drawing on this, there was a suggestion to construct an immune system of social development 
from the ground up. A rehabilitation plan should focus on: enhancing social capital, supporting 
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social initiatives, providing alternatives to people’s education and resource management, 
reforming the legislative and regulatory system to facilitate the participation of civil society in 
community development, and improving the social welfare system (RTG/UNDP, 1998). 
Government, NGOs and local people organizations should also coordinate in brainstorming as 
well as budget planning more effectively for local target groups. 
 
8. Concluding Remarks 
 
The financial and economic crisis, through a fall in output, employment and incomes resulted 
in an increase in poverty and social problems.  The decrease in government budget 
expenditure in a number of social programmes during this period worsened the situation by 
leading to a reduction in the public provision of social services and welfare.  The decline in 
family income as well as public services led to human resource problems, especially a 
deterioration in education and health. These problems adversely affected child development 
and therefore, have negative consequences for the country’s development in the long run.  
 
As Thailand has limited ‘formal’ social safety nets covering only a minority of the population, 
the expansion of government assistance programmes for the vulnerable was necessary. 
However, government assistance should have been more targetted to certain groups and areas. 
Programmes (such as job creation programmes) should have been more effective, by taking 
bureaucratic and political constraints into account. Otherwise, much of public spending (with 
burdens on taxpayers) tends to become ineffective, distorted and costly. With relatively more 
importance placed on the ‘informal safety nets’ of families or communities, appropriate 
government programmes prepared for the future should consider and complement the 
advantages of local systems as well as draw on the experiences and lessons of particular 
programmes from other countries. 
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Data Sources 
 Department of Mental Health, Ministry of Public Health, Government of Thailand. 
 Labour Force Surveys, National Statistical Office, Government of Thailand. 
 Ministry of Education, Government of Thailand. 
 Ministry of Finance, Government of Thailand. 
 Statistical and Planning Office, Social Security Card Division, Government of 

Thailand. 
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