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How much Thailand depend on
international trade?
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In the long run, Thailand’s GDP growth is

determined by export growth.

Thailand’s Merchandise Export and Real GDP Growth

(%, 1985-2016)
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Thailand’s export growth rates
compared to its peer countries
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= Thailand’s long—term export competitiveness is at risk

® Income elasticity of demand for Thailand’s merchandise, particularly manufactures, exports has
dropped at an alarming rate.

® Thatis, a 1% increase in world GDP results in smaller and smaller demand for exports from
Thailand.

® This explains the relative decline of Thailand’s export growth in the post-1997 period. What has
happened to Thailand’s long—-term export competitiveness ?
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Rolling regression estimates of export and import demand functions for Thailand
InExport = ¢ + eInWorldGDP + mwInRelativeprice
Source: Tharnpanich and McCombie (2013) TPSO
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Export

competitiveness

Sophistication

Diversification Survival

Trade Policy and Strategy Office, Ministry of Commerce

Export growth decomposition

Export growth is decomposed
to investigate the root
cause(s) of the problem. In
particular, we will look at

1. Export sophistication

2. Export diversification
3. Export survival
Comparison will also be
made between Thailand and
China, Malaysia, Indonesia,

the Philippines, and Vietham
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f;Sophistication: Share in total exports by technology intensity

Lall (2000) classifies products into Primary, Resource-based, Low-
tech, Medium-tech, High-tech products in SITC Rev.3.

Classification Examples
Primary products Fresh fruit. meat. rice. cocoa. tea. coffee. wood. coal. crude petroleum, gas
Manufactured products
Resource based manufactures
Agro/forest based products Prepared meats/fruits, beverages. wood products, vegetable oils
Other resource based products Ore concentrates, petroleum/rubber products, cement, cut gems, glass
Low technology manufactures
Textile/fashion cluster Textile fabrics. clothing, headgear, footwear, leather manufactures, travel goods
Other low technology Pottery, simple metal parts/structures, furniture, jewellery, toys, plastic products
Medium technology manufactures
Automotive products Passenger vehicles and parts. commercial vehicles, motorcycles and parts
Medium technology process industries  Synthetic fibres, chemucals and pamnts, fertilisers, plastics. ron. pipes/tubes
Medmum  technology engmeering Engimes, motors, industnal machinery, pumps. switchgear, ships, watches
industries
High technology manufactures
Electronics and electrical products Office/data processmg/telecommunications equip. TVs, transistors, turbines. power
generating equipment
Other high technology Pharmaceuticals, aerospace. optical’'measuring instruments, cameras
Other transactions Electricity, cinema film, printed matter. “special” transactions, gold. art. comns, pets

TPSCO

Trade Policy and Strategy Office, Ministry of Commerce



Sophistication: Share in total exports by technology intensity

Lall (2000) classification of products by technological intensity shows that share of high—
technology exports has fallen over time for Thailand.

Thailand's Export Structure (%)
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Share of high-technology
exports of Thailand has
recently dwindled
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Sophistication: Technology content of exports

We can measure technology content of exports by using weighted average of GDP per capita of

countries that export them. In this setting, Thailand’s export sophistication has stopped increasing

and has been surpassed by our neighbours.
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Revealed technology content of non-oil exports [ ]
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: s'Sophistication: human capital and physical capital content of exports

By the same token, we can measure human capital content and physical capital content of exports by
using average years of schooling and real physical capital per person of countries that export them.
Again, Thailand’s export sophistication has been weakened.

Revealed human capital content of non-oil exports Revealed physical capital content of non-oil exports
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A .' Sophistication: human capital and physical capital content of exports

Similarly, we can also measure natural resource content of exports by using, among others, arable land
hectares per person of countries that export them (Shirotori, Tumurchudur, and Cadot, 201 O).
Accordingly, the natural resource content of Thailand’s exports is higher than our neighbours and has

been on the rise. Revealed natural resource content of non-oil exports
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Thailand’s export diversification is among the best
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Export survival rate (%)

Only 56% of Thailand’s export
relationships (product-market) could
survive the first year of exporting
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hailand’s export survival rate is neither too high nor too low.

{Thailand = —J

Still 56% could survive the first year
g of exporting
Vietnam has improved significantly
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AnaI');tiaI results
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High-tech
products are

at the core.
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Product Space

What does Thailand export? (2014) What does Germany export? (2014)

TOTAL: $228B TOTAL: $1.5T
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Fourth Industrial Revolution

Welcome to the Industrial Revolution 4.0

Mechanization,  Mass production, ¢ o0 g Cyber Physical
water power, steam assembly line, automation Systems
power electricity

Blurring the |1’ ;
physicaland lawy
cyber digital divide

I
Impact :
Soclo-Economic 1
I
1
1

Mechanical Electrical Internet

Mechanical Mass Automated
production production production
oquipment

Industry
Covernment
Individual

EMPOWERING EMPOWERING
CORPORATIONS PEOPLE
| o - Impact on socilety

Scalable .fﬂc‘.my Scalable ldlpubllity bigger than industry
Doing things right Doing the right thing A

Source. WEF. Christoph Roser at AllAboutlean.com,




The biggest challenge to our long-run
economic growth is the quality of our
exports, i.e., how much our exports
can meet the world demand.

Can our commercial policies address, if
not overcome, this challenge?



Policy Priorities of the Ministry of
Commerce

TOP 10 COMMERCE MINISTRY PRIORITIES
TO DRIVE THE ECONOMY

—/Implement agricultural products price guarantee programme

—w/ Conduct fair-price investigations of products and services

—w/ Boost the country’s exports

—w/ Speed up current negotiations of all trade agreements

— Continue to improve the e-filing system

— Accelerate registration of intellectual property and
geographical indications

'i/ Modernise the economy through innovation and
digital transformation

— Develop ‘smart’ traditional retail shops

—/ Promote and improve standards in the service sector

— Collaborate with all parties to drive strategies forward

Source: Commerce Ministry Graphics: Kawin



Agricultural Income Guarantee
Scheme

ELIGIBLE FARMERS (MILLION) BUDGET (BAHT)

899.48 million

0.30

0.52

9.4
i, Dbillion

23.47
billion

20.94

billion

Rubber Rice Tapioca




Price control and measurement

Deflation - Prices Decline

Money increases
purchasing power, and it
takes less units of currency
0 purchase the same units
of goods or services.

Money loses its purchasing
power, and it takes more
units of currency to
purchase the same units of
goods or services

Inflation - Prices Rise

Possible Winners and Losers from High Inflation

One of the effects of inflation is that it can lead to arbitrary changes \

in the distribution of real incomes and wealth in a country

Winners Losers

» Workers with strong wage * Retired on fixed incomes

bargaining power » Lenders if real interest
» Debtors if real interest rates are negative

rates are negative * Savers if real returns are
e Producers if prices rise negative

faster than costs * Workers in low paid jobs




Thailand’s current consumption basket
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CPlI commodity structure
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Way forward for CPl measurement

* Online prices of goods and services
* CPI workers
e Quality adjustment

e Scanner data and seeking more cooperation
from retailers



Export Promotion Activities in 2020

Deputy PM will lead the Thai delegation to

promote exports in 17 markets
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Export Potential

Export potential —

Country-pair Specific

Country-specific

distance — transportation
costs, communication

cultural affinity — cultural
ties — economic ties

borders — tariffs, customs,
different language/money

geography — ocean

harbors, lack of mountains

Size — GDP, Population




Gravity model

Distance

{~Trade )

Size

For more details of the Gravity Model for international trade, see “A Practical
Guide to Trade Policy Analysis” page 101-136 published by WTO




Gravity Model Specification

lnEXl-jt = ay + a4 ln(tcij) + a,DEj+asDi+e;

tcl-j=dl-jﬁ1 * exp(Bycontig;; + Bzcomlangof f;; + fscomcol;; + Pscolony;; +
Becomleg;+B;comcur;j + PgRTA;;)

Aa5 AT
i = Usswieideean j = Usemadidn t = U tc = trade costs  DE = fuusviuusemedeann DI = fauwdsyiudseinatn
d = szpzveTEninUssmadwonuazUszmadid (Alawns)
contig = 1 wnUsewmAl i lienanuninfenuUsemadesn , contig = 0 mnUseimeAddnlifionuefasenulssinadiesn
comlang off = 1 mnUszmaitildnwssnmsmiloudiulsemeadiesn , comlang off = 0 mMnUszwaddldnwsenmshimiouduuszivadoan
comeol = 1 yniinmsenenéneiugiu feud 1945, comeol =0 mniin1senewéneiugiu wasd 1945
colony = 1 Uszinadseanuseusemadidneaniduotauniauiy, colony = 0 Useinadieanuseusenaindnldinenniduoaninuiy
comleg = 1 MnUszmadsoaniulszmadndidnisldszuungmuneieniy, comleg = 0 MnUssmadsoaniulsemadndiinisldszuungmunesiaiu
comcur = 1 wnUsemadeeaniulssmaiidiiinisldanalufeiy, comeur = 0 mnUsemadeaniulsemaindiinisldanalusneiu
RTA = 1 nUseinedseaniivonnainisaiulseinatngl , RTA = 0 innusemadsaantiiitonnasnisaiuyseineingn
DE, = 1 mnuUssadseenfousvina | uazdildeoande t DE = 0 mnuUsemadsoonlillivsene | vidoUiidwenlald t DE munuiadianzvoisas
UssaiduasimierlugUassadenisdseen
DI, = 1 winUsumeindndoussine j waslfivdnfe t DI = 0 mnUszmeatdnldleusena | wiediivudlalle t DI muam{]ﬁ]fﬁaLawwwauwiazﬂizmﬁﬁ
duasursoiluguassasionisundn
VL)
- 171':1/7713\7773%/@: http.//www.cepii.fr/, UN Comtrade, World Development Indicators 2014
- 35n15Uszu1a4n15 = panel data estimation
- Uilduszanain1suvudiaes Ao 2011-2013
- MIYssnATDaN = 158 Ussna TwIudsmadnd = 215 Uszna

- RTA doyadalsinion dedalsisauagluuvuitaasil
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Estimation Result of Gravity Model for Thailand

INEXTHAj2013 = @0 —1.78d 1y,
+ 0.73contigrya,;
+ 0.51comlangof fryaj +0.68comcolry,
+ 0.98colonyryy,

+ 0.33comlegry, j+0.23comcurry,
+ 9.4THA2013 + a3D[jt

J

J

Random—effects GLS regression Humber of obs = 54290
Group wariable: 1id Humber of groups = 158
R—=da: within = 0.6508 Cbh=s per group: min = T
between = 1.0000 awvg = 343 .6
overall = 0.7477 max = 636

Wald chi2 (157) .
0 (assumed) FProkb »> chil2 -

corr(u_ i, X)

(Std. Err. adjusted for 158 cluster=s in id)

Robust

wvaluae Coef. s5cd. Err. = Exl=z1 [295% Conf. Imtervall]
distw —1.T7861532 0526689 -33.683 oO.000 -1.885161 —1.a6T7T&TDz
contig .T3I21803 1829397 4 .00 0O.000 . 3736251 1.090736
comlang off . 5095812 0957195 5.32 o.000 .3219744 .G9T18T9
comcol .BTT3IS6 1320487 5.13 oO.000 . 4185452 . 936laaT
colony .9840614 .16TT238 5.87 0O.000 .6553288 1.312794

coml eqg .328066 .0590435 5.56 oO.000 .2123421 .443TS
comcur 2301517 142996 1.61 0.108 —.0501154 5104188
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Trade negotiations

AFTA

ASEAN — China
ASEAN —Japan
ASEAN - Korea, Rep
ASEAN — Australia —
New Zealand
ASEAN — India
ASEAN — Hong Kong
Thailand - Australia
Thailand — New
Zealand

Thailand — Peru
Thailand — Chile
Thailand - India

RCEP

Thailand — Pakistan
Thailand- Turkey
Thailand- Sri Lanka
BIMSTEC FTA (Bangladesh
Sri Lanka India Thailand
Myanmar Nepal and
Bhutan)

Thailand —EU

Thailand — EFTA (Iceland
Lichtenstein Norway and
Switzerland)

Thailand — UK

Thailand - Eurasian Economic
Union (EAEU) (Armenia
Belarus Kazakhstan
Kyrgyzstan and Russia)
Thailand — Bangladesh
Thailand — Hong Kong
CPTPP



NTM are becoming very prominent
Trends: tariffs and non-tariffs measures _
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The number of FTAs is not as important as
how much FTAs are utilized.

Thailand’s FTA Utilization (January — October 2019)

101.64

90.62 924 93.04
86.52
82.98
76.72
72.04
64.92
9.3 I
New ASEAN India Total Korea, Australia Peru Japan China Chile

Zealand Rep

Source: Department of Foreign Trade



Thailand 4.0 and EEC

New S-curve




Digital technology and smart grocery
store

* E-commerce
e E-logistics
* E-payments




Service sector

Distinctive Characteristics of Services

Intangible Perishable

A service cannot be seen, smelled, heard, A service cannot be stored like a physical
or touched prior to purchase good, If itis not delivered, it is lost or it
does not exist.
Example: University services
Example: A rock concert

Services

Inseparable Variable

A service is performed and consumed at Each time a service is performed it will be
the same time, performed in a different way.

Example: Tanning salon Example: Waiter services




Which one is more expensive?




Manufacturing productivity gains are passed on to consumers
in the form of lower prices

Seasonally adjusted, monthly consumer price index (CPI) for US urban consumers
(current series)
100 = 198284

300 r

Services
250 F

CPl—all items
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100
50 F
0 1 1 1 1 L 1 1 1 1 1 1 ]
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NOTE: Uses seasonally adjusted monthly data for each January and July.
SOURCE: US Bureau of Labor Statistics (BLS); McKinsey Global Institute analysis



Service-based success story? The importance of
trade in goods has never receded.

Trade balance as % of GDP, Average 2005-2014 (current USS)
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R&D Fabrication Sales / Service
s
g Branding Marketing
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=
= Design Distribution
Manufacturing
o Loncept Lagistics

Commadity chain

Services contribute to growth of manufacturing.

— Services as a glue and facilitator of GVCs.
— Services as outsourced inputs in global value chains

— Services as in—-house inputs in global value chains

TPSCO

Trade Policy and Strategy Office, Ministry of Commerce &0



Servicification of Manufacturing

Service value added content of exports, Thailand, 2011 (%) | AliileEiselal=Rilige el
manufacturing gross exports
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Decomposition of services value added in world gross exports, by
manufacturing industry, 2011

Mining
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Paper, print, publishing
Motor vehicles
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Servicification of Manufacturing

Decomposition of jobs embodied in gross manufacturing
exports, by business function by industry, 2011
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Distribution and business services account for 2/3 of manufacturing servicification. Transport
equipment, Electronics, Machinery, Utilities are relatively R&D intensive.

Source: Global value chain development report 201 7/
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® Service productivity must be
increased.

Manufacturing

® Data, data, data — service
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Service data are insufficient,

Agriculture fragmented, and largely

254425452546254725482549255025512552255325542555255625572558

Trade Policy and Strategy Office, Ministry of Commerce

undisclosed.
Source: Author’s calculation ' Pso
using data from Bank of Thailand e s smear omee
42



The biggest problem of Thailand’s service sector
is the low productivity

Productivity level (USS$ PPP)
150000 Thailand’s service sector is less

oo productive than Malaysia, China,
and developed countries.
50000

0
2558 2559 Source: IMD World Competitiveness

I =—FaAlUs Tne JLaLe

Productivity level by sector (US$ PPP) Index of labor productivity per hours worked
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Service sector is less productive than manufacturing but more SLAUNAANTNLSIUVRINIAUINNSINeveanagn Watisunu
so than agriculture. N1APAFINNTIUNITHER wek3INIIN AN YASIANTIRY
Source: IMD World Competitiveness Source: Author’s calculation using data from BOT.
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Dominated by tourism, the structure of Thailand’s

service sector is not in line with the global demand.

100% —
| 0 Personal, cultural, and recreational
90 %% - sevices
————————— Insurance and pension services
80%
L Intellectual property
70°%
I Government goods and services
60%%
W Contruction
50°%
W Telecommunication, computer, and
40°%
22.6 information services
30%% W Financial services
20% w Transport
10°% M Other business services
0“4 m Travel

Thailand exports World imports ASEAN imports

Source: Author’s calculation using data from Trademap
(2017)
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Dominated by tourism sector, Thailand’s service sector

is less and less sophisticated over time.
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More k Less

histicated histicated . e .. . : . -
SRR SCPIEHCELE Sophistication of Thailand’s service exports is

lower than China and Malaysia and is decreasing

while that of China is on the rise.

Thailand’s service exports are dominated by the

tourism sector which is a traditional, low-

productivity, and less sophisticated service. , ) ) o
Source: Author’s calculation using sophistication

values from Mishra, Lundstorm Gable, and Anand

Source: Mishra, Lundstorm Gable, and Anand
(2011)

(2011)
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There is a statistically significant link between

R&D, innovation, and productivity in service sector

R&D
propensity and
intensity in

Innovation in

Productivity in

service sector service sector

service sector

Major factors Major factors Major factors

* Export (competition and ® Collaboration with Technological innovation
market size) external agencies (Open Foreign investment
Intellectual property right innovation) (competition)

protection Using machine and Firm size and age

Knowledge-based services reverse engineering Knowledge=based services
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In addition, higher competition in service sector can

significantly boost productivity in manufacturing sector.

R&D
propensity and
intensity in

Innovation in

Productivity in

service sector service sector

service sector

e
q\@’ Increasing
ailand gets out of the oroductivity in

manufacturing

middle income trap

sector.
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Big picture of the literature on Thailand’s

research on service sector

Peera and Suppawat

r
[- Service sector plays a A (2562) + Higher competition in

supporting role (to
manufacturing sector)

the service sector leads
to higher productivity in
manufacturing sector.

« More innovation and
competition lead to
higher productivity in
the service sector.

\ Duangdao and Nat

—— BN 0 (2561)
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We can do it!
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Source: Bad Samaritans: The Myth of Free Trade and the Secret History of

Capitalism by Ha—Joon Chang (2008)
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