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Executive Summary

Tile: Economics of Educational Reform of Thailand

This research report presents a study on educational inequality with primary focus on
tertiary education attainment in Thailand and proposes a reform on educational finance (student
loan fund) that targeted for children of poor family. In particular our study hypothesizes that,
although parents are altruistic toward their children, family investment in children vary considerably.
Methodologically, the researchers adopt economic concepts and models (the human capital theory
and an extended life-cycle model) as framework to empirically investigate family investment in
children and unequal opportunity of education.

We presume that inequality might have existed in every stages and empirically traceable: in
early stage (children 0-14 year old) family investment in children as measured by expenditure on
books, school materials and related items in the poor family significantly lower than the non-poor
family; in youth age (18-22 year old) the chance of tertiary educational attainment among poor
family again significantly lower than the non-poor family; in adulthood and the working age, an
opportunity for on-the-job training (OJT) for the low-level workers (operational) is in general more
limited than the middle- and the high-level workers.

Our research are organized in five topics: The first topic on family investment in children is
carefully taken by analyzing individual household expenditures: Three proxies are used to measure
family investment in children that include: (a) household expenditures on books, school materials,
and related items, (b) the marginal cost of children out of food- and non-food spending, and (c) the
parent time allocation for home production and children caring which the assumption that poor
family tends to accept an overtime work and thus having less time for child caring. According to
the human capital theory, investment in children at early stage is crucial to physical and mental
development of children measurable in cognitive learning, skill development and physical body
development. Our case study takes children age 0-14 year old as a focal point. Despite the fact
that primary education is compulsory, and that Thai government has committed to raise an average
years of schooling, and the Constitution rule that “12-years of education must be provided freely by
Thai government”. There are ample evidence of a nontrivial school dropout in the primary- and

secondary educations. And the school evaluation reports that confirmed a wide variations in the



quality of schooling between regions, between the urban-rural areas, and between different sizes of
public schools.

The second topic concerns the estimate for returns to education. This study adopts the
Mincerian equation and applies econometric tool to estimate the benefits of different levels of
education and to compare with the costs of schooling. These estimated parameters are assumed
to be useful for social and educational planner. Our units of analysis include parents and children
as the decision-maker whether to continue further education or dropout from school. We makes use
of the Labor Force Survey (LFS2008) to estimate the model in which the hourly wage (in logarithm)
a dependent variable and test against a set of explanatory variables that include year of education,
working experience, occupation choice, work status, gender, industry, regional dummies, etc. The
predicted values from the Mincerian equation are used to compare the wages over working life
while controlling for other variables the same to infer about wage differentials over lifetime and
these are taken as the proxy for private benefit of education. Two types of cost were identified: the
first item is a tuition fee and students’ living expenses based on the Student Loan Fund past
experience; the second type is an opportunity cost while attending secondary- and tertiary-
education instead of entering labor market right after completing a primary-education which is
based on the estimated Mincerian equation. The rates of return to education are assumed to be a
parameter of interest for policy maker and educational planner—in principle, the rates of return from
schooling should exceed the market interest rate.

The third topic of study analyzes an opportunity of educational attainment by two
generations; parents and children. From a review of literature on persistence poverty and
intergenerational transfer for poverty from parents to children, low education in the poor family may
be one of the key factors as children in poor family are forced to enter a labor market in young age
(right after completing a primary education) with a high tendency to take unskilled work and a lowly-
paid job, without decent social security. Empirically, we take the household survey data to study
the relationship that highlight the influence of educational attainment on occupational choices
(social-economic classess) and income generation. We classify the socio-economic classes into 3
categories based on the stochastic dominance concept, namely, the high-income (professional and
entrepreneur), the medium-income (clerical work), and the low-income class (operational workers);
and applied the multinomial regression to estimate how education attainment might have influenced

an occupational choice and the class selection. While the higher education workers have greater



chance to take a high-income profession, the lowly educated encounter a much more limited
choice. We formulate the relationship between income, saving, and household asset in the
structural equations and estimate the relation (with the three-stage least squares) from which the
parameters are useful to predict lifetime income and household wealth. For the second generation
(children), we investigate the chance of attaining university education given their parents’ education
and the family income status to infer about educational inequality.

The fourth topic concerns an on-the-job training among workers. We make use of the
secondary source of data compiled by the Department of Skill Development, Ministry of Labor and
take note of OJT opportunities for Thai workers; their reports contain useful information regarding
types of training and the number of workers who attended the training programs. From a theoretical
conjecture, OJT can be mutually beneficial for both employers and employees—yet, the market for
OJT may be suboptimal or even missing for many reasons. The employers might have anticipated
that the trained workers would be lured to take jobs elsewhere or they would demand for wage hike
after training. In this connection we conducted a primary survey of enterprises and workers to
obtain further information about OJT opportunities classified into three groups, namely, the high-
level (management), the medium-level (planner and analyst), and the low-level (operational worker).
It may be reasonable to hypothesize that the chance of OJT among the low-level workers is
generally less than the medium- and the high-workers for the reasons that the firms assess that
these workers can be substitutable without difficulty, and the low-wage earners tend to work in
routine jobs, whereas the medium- or high-level workers pursue a long learning curve. We
empirically investigate the case study using the questionnaire survey; the first survey compiles
workers’ information regarding working experience, type of responsibility, educational attainment,
on-the-job training program they experienced, etc.; the second survey focuses on the firm policy
on human resource development, in-house training programs, and training programs conducted by
external sources.

The fifth topic discusses the supply response in education, classified under two groups, (i)
primary- and secondary-schools; (i) tertiary education. There are reasons why the supply side will
have to adjust their policies or operations. Notably, demographic change that results in the slower
growth of children of school age had led to lower school enroliment rate (especially in the remote
and rural area where the initial enrollment was low at the beginning). From economic rationality

perspective, these schools should be amalgamated or reduced in number—yet, the change in this
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direction is slow. Because this matter cannot be made or decided at school master, the decision-
making must be made at the top (government and the education ministry). There are other issues
concerns with the quality of education and the learning contents which must keep up with
technological progress and social expectation. Regarding the tertiary education, the universities
have discretionary power to amend or to adjust operations with approval from university councils.
Thai universities in general are facing financial pressure from budgetary subsidy and they have to
raise their own revenues. These have led to adjustment in new courses offered and the contents of
education that are “marketable” to attract student enroliment. The market for tertiary education may
be fit to the description “market-segmented”. At high end, the top universities try to upgrade their
status with a focus on the capacity to create research and development; whereas the universities in
general compete within the group through raising quality of staffs, new courses and contents of
learning according to their strength; some institutions advocate for an intensive training and a claim

that their students are capable for industrial- and service-employment.

The researchers borrow an idea from the new institutional economics that summarizes in the
saying that “institution matters” to motivate the poor family decisions to continue education. It is
important to design the right governance structure with supported by an implementing agency -- in
our context, the policy objective is an entitlement program with a clear targeting for poor family by
providing an incentive to induce family investment in children and tertiary education as instrument
to get out of poverty. Specifically we advocate for a decentralized and area-based screening
subcommittee to perform the screening function (i.e., to select poor children from poor family as
program beneficiary). The district subcommittee will be a new institute act on behalf of the
government (and the Student Loan Fund) to perform a role of targeting for the poor; as such there
will be approximately 1000 units in total); they are assumed to provide consultancy to poor family
parents the value of higher education and the future opportunities once their children completed
higher education. Recognizing targeting errors, this study recommend a centralized monitoring
agency (as part of the Student Loan Fund) to perform the monitoring role and especially to conduct
a panel survey of poor students the progress of studying and employment after the university

degree.
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Due to the regional variations over poverty incidence, we recommend the use of “poverty
mapping” earlier conducted by the national planning agency in collaboration with the Thailand
Development Research Institute and the World Bank Commission, as the proxy for district allocation
of fund. It is also important to bear in mind the fiscal cost of policy and the source of fund to
support the entitlement program.

Incentive design: two sources of finance are recommended to support the targeted
children. First, the right to borrow from Student Loan Fund for tuition fee and the related cost of
higher education, which vary from one field of study to another (in general, science and technology
programs are more highly than the fields in humanities and social sciences). Every year Thailand
Student Loan Fund allocates a large amount of fund (around 30,000 million of baht) with the quota
allocation to public schools and universities, the number of new borrowers is suggested (in total,
around 300,000 for the recent years). Our proposal recommends a spitting of the quota into two
parts, the first part would be distributed to the new institution, namely, the district subcommittee to
targeting allocation according to the criteria supervised by SLF, the second part is allocated to
schools and universities as currently operating. The second incentive is a free-of-obligation grant in
aid for the living expenses (monthly stipend). There are similar entittement program practiced in a
number of countries commonly referred as the Conditional Cash Transfer (CCT) whereby the
governments lend support in cash or in kind to families with a clear specific objective that the
transfer is to support children education.

Implementing agency and monitoring system: This study recommends an establishment of
area-based subcommittee to screen children from poor family as beneficiary according the
targeting criteria. The subcommittee members may comprise 8-10 representatives of school
teachers, local administrative organizations, community leaders, non-government organizations,
and public health experts. Their primary responsibility are (a) to recommend the children in college
age (18-22 year old) who have a fairly good record of school performance with strong determination
to pursue university education the right to borrow (from SLF) and the grant free-of-obligation; (b) to
perform consultancy services through home visiting and discussing with parents about the value of
higher-education and work opportunity over lifetime if their children had earned higher education
(c) to recommend a grant-in-aid for family which may be in the form of cash or in-kind to enhance
family investment in children (targeted for children 0-14 year old). In addition we recommend a

centralized monitoring agency acts on behalf of the Student Loan to monitor targeting error (if there
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is) and to compile a panel survey of children from poor family as tool to analyze the progress of
poor children with respect to university education, job availability and employment, income

generation and their capabilities to repay debt.
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