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The objective of this study is to compare the role and performance of the market and non market
sectors in the Thai economy as wen s testing tile Gemmell hypothesis whether the increase in indirect price (or
average tax) affect the demand for goods in the non market sector. In particular, the study emphasizes the
relationship between the indirect price (average tax), capital/labor ratio of market sector and the direction of effects
on relative use of labor in different sectors. The study employs the data during the period 1973-1995 and the
ordinary least square (OLS) as well as the relationship between taxes and other factors to assess the impact of
Increase in taxes on wages and rent in the market sector. The rate 10%, 20% and 30% were used as a bias for
comparison of results for the period 1992-1995. The following Gemmell’s hypotheses were used in this study 1)
two-sector economy: market and non market 2) the spending for non market sector was derived from taxation
therefore, tax can be regarded as indirect prices for non market sector. 3) there are two factors of production: capital
and labor. 4) the income elasticity of demand for goods and services in non market s equal to L

|t was found that the market sector production function was a constant return to scale while it was a
decreasing return to scale for the non market sector. The study also found that production in both sectors were
more responsive to changes in capital factor, i.e. one percent increase in capital generate higher output than one
percentincrease in labor. The rise in indirect price reduce the demand for goods and services in non market sector.
Negative relationship were found also between the indirect price and the relative use of bor in non market sector
relative to market sector (Lu/Lm). Also, the capital/labor ratio in the market sector were negatively related to
Lu/Lm. In general, the simulation results indicated that the higher level of taxation implied lower demand for
factors as well as the level of output. The rise in tax reduced level of output in both sectors but not necessarily the
demand for labor in non market sector. The taxes on rent rendered larger impact on output than the tax on wages.
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