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The impact of Yuan manipulation on Thai economy

As we know that China has the world second largest economy. Its average growth of GDP in the past 30 years is around 9%, which is dramatically high. The single-party state with the number of labor force around 815.3 millions, whose has the total export in year 2010 around $1.58 trillions. Definitely, we can’t refuse to realize the impact from this giant country. China and Thailand had commenced free trade agreement since October 2003. However, China’s fast growing economy has inevitably produced significant impact on Thailand. By this, it could be both positive and negative impacts. Since, Thai economy is heavily based on export, the total export of Thailand in the year 2010 is around $195.7 millions or around two-third of total GDP, and Thai’s main trading partners are ASEAN, U.S., Japan, and China. 
Currently, many countries have blamed China as a currency manipulator, because Chinese Yuan value tended to decrease over time. As we will see that in year 1990, 1 Dollar can exchange for 4 Yuan. While in year 2010, 1 Dollar can exchange for 8 Yuan. Indeed, China’s foreign official reserve has quadrupled in the past 10 years. In the other word, China has almost 3 trillion Dollars as their foreign reserve.

The objective of my term paper is to find out the impact that Thailand received from Yuan manipulation both in short run and long run.
In short run, China gains advantage from low wage labor, and from cheap product price according to the devaluation of Yuan. From the comparative model, Thai exporter can’t compete with China in both terms of cheap labor, and cheap product. Anyway, we will lose benefit in our export sector, because Chinese products become so cheap in case that Yuan depreciation. However, Thai consumer could benefit from importing their cheap product instead. Furthermore, Thai investors could also benefit from relocate their manufacturing based into China to gain benefit of Chinese cheap labor.
In long run, currently, China has been improving their technology, and their education. In the other word, it means that they are shifting their industries. Because their economy has grown so fast, that’s why in the long run, they will not get benefit anymore from depreciating Yuan or from the cheap labor. Moreover, China trend to appreciate Yuan a bit.
Thus, the main question for my research is that how would this affect to Thai economy in both short run and long run? And would this make Thai economy becomes boom or bust?

My research will mainly focus on two periods of time, between 1990-2005 and 2005-2010. By this, I would want to compare the impact on Yuan manipulation on Thai economy between the ranges of time that China still using fixed exchange rate policy and during the time that they use managed float exchange rate policy. Moreover, I will emphasis on trading and investing sectors of both Thailand and China. Anyway, during 1990-2005, Chinese Yuan was tending to depreciate overtime, while in year 2005-2010, Chinese Yuan has trend to appreciate a bit. In my perspective, I believe that by comparing between these two periods of time, could clearly help me to analyze the impact of Yuan manipulation on Thai economy easily.

 According to CRS report for congress, “China’s currency: economic issue and options for U.S. trade policy”, January 9 2008. The main issue from this report is the method that they try to prove that Chinese currency is undervalued, and they also analyze its impact through the U.S. economy. However, they found out that China did manipulate Yuan, and it made a huge impact on U.S. economy. Indeed, it led to a big trade deficit in U.S. economy. U.S. ended up with around 3 trillion Dollars debt to China. Thus, they are calling for the Congress to pass the policies to solve this problem.

On the other hand, my research focusing is not to prove that China did manipulated Yuan, but to analyze its impact on Thai economy. By this, I’ll run a regression model to find out the relationship between the exchange rate index between Thailand and China, through variables such as GDP, employment rate, total export, total import, FDI, and etc. However, I will compare between two periods of time. During the periods that Yuan depreciated and appreciated.
Furthermore, I will estimate what is going to happen with Thailand in the near future. In case that China shifts their economy from unskilled labor into skilled labor. For sure, if Yuan appreciates and China shifts up their economy, these would affect to Thailand a lot in both trading and investing sectors. Indeed, currently China tends to liberalize their trading and investing sectors more. Thus, Thailand could both gain and lose benefit, such as gaining of more capital to invest in Thailand, technology transfer, less trading barrier, trade bloc, and etc.

The data that I need for my research must be both quantitative and qualitative data. For quantitative data, I will focus on time series data of exchange rate, GDP, employment rate, FDI, and etc. during 1990-2010. Moreover, I can’t refuse the important of qualitative data, because during period of time that I chose, there are so many important events, such as free trade agreement between Thailand and China, World trade organization agreement, Tom-Yum-Goong crisis, Hamburger crisis, and etc. 

The result that I expect to receive is that Thailand will receive both negative and positive impacts from the manipulation of Yuan. For instance, textile and clothing exporting industries in Thailand will become bust, while raw material and computer components exporting industries in Thailand will become boom. Thailand will gain more benefit in our FDI sector, because Chinese will tend to invest more in Thailand according to Chinese government policy (“Go Abroad”). Lastly, I believe that my research paper will benefit more or less to the further research. In case that researcher interest in this topic, they can, however, develop my idea in deeper detail.
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