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Figure 19. Monetary Policy Simulation With Low ρ:  
Thailand’s Dynamic Slope GDP and Real Income of the Poor 

 
Source: Results of Thailand CFGE model simulations. 

A further look at the mechanisms points to the vital role of price (hence of the PL). In 
Thailand’s case, the inflationary pressure (rising PINDEX) will not cause a price-spiraling 
effect; this is because a low ρ implies that price changes have only a mild effect on wages. 
With relatively smaller inflationary pressure and lower increase of PL, the effect of income 
deflator is also limited, leading to rising real income of the poor. On the other hand, in the 
Indonesian case, the effect of monetary policy on price level is larger, so the increase of 
incomes of the poor is likely offset by the PL increase. On relative income distribution, the 
channel through which income from financial assets is determined turns out to play an 
important role. As the returns on financial assets fall with interest rates, the incomes of those 
owning such assets (high income groups) also declines. Poor households, on the other 
hand, are unaffected; they are insulated from the changing returns on financial assets as 
they generally do not hold such assets. This finding highlights the importance of 
incorporating the financial sector in the model. 

The distributional effect of fiscal expansion in Thailand is expected: it tends to lower income 
inequality as indicated by the rising slopes of GDP and YPoor in Figure 20. Less expected are 
the results for Indonesia: if fiscal spending is raised, the income distribution tends to get 
worse as the slope tends to get smaller. On the other hand, if the spending is lowered, the 
income distribution is likely to get better as the slope tends to get larger) (Figure 21). As 
argued earlier, this is likely due to the fact that the expenditure composition in 2005, the 
base year used in the model was less pro-poor and that the fiscal expansion assumed in the 
scenario keeps such a composition unchanged. 

Figure 20. Fiscal Policy Simulation With Low ρ:  
Indonesia’s Dynamic Slope of GDP and Real Income of the Poor 

 
Source: Results of Indonesian CFGE model simulations. 


