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I. Introduction

As Thailand lies in the middle of Southeast Asia, endowed with raw materials and natural resources, and low-cost labor, the country is eyed as a strategic investment venue with high export potential. Major Thai export items are automobiles and parts, Refined fuels, Electronic integrated circuits and agricultural products. While import of crude oil accounts for 16.8% of the total import and is used in the production of various industrial products.
However, budget in the Oil Fund (Thailand) is running low and the government –whose already running a deficit– had plans to scrap the Oil Fund. In Jul 2011, the Pheu Thai PM candidate announced she will cut the contribution from petrol sales to the fund temporarily. The policy was to cut levies on three fuels - currently 7.50 baht on premium (octane 95) petrol, 6.70 baht on regular (octane 91) petrol and 2.40 baht on diesel. This could result in a palm oil surplus and low prices for fresh palm nuts, as there would be no incentive to make biodiesel from the output. Meanwhile levies on gasohol would remain unchanged.

Problem Statement

The recent Global Financial Crisis, severe flooding a past few months and the new minimum wage and salary, already hurt our exports directly. So is this the right time for the government to scrap the oil fund –another disincentive for domestic and foreign direct investment (FDI)– and abandon the export sector?
Research Questions:

1. What is the effect of oil price on Thai Exports?


2. What is the contribution of Oil Funds to oil price in Thailand?
Hypothesis
There is a negative relationship between the increase in oil price (provided that the government removes the Oil Fund) and the Thai Exports.
Objectives
The objectives of the research project are to: 
1.  Examine the factors responsible for the Thai Export Activities –overall and by sector
2.  Establish the relationship between oil price and Thai exports
3. Identify specific actions or policies required to reduce the volatility of oil prices in order to secure current export level or possible growth.

Literature Review
Clem (1985) focused on second oil price shock period (1975-1984) and found that the agriculture commodity price was the most impulsive with oil prices volatility. Regnier (2007) study showed that prices of natural gas and oil prices were volatile and approximately 91 percent of prices of goods sold in U.S. were affected by the oil prices. The implication of these findings is that the increase in oil price would lead to a rise in the overall price level including the exports. This will hurt the sector in form of lower quantity demanded and if Clem’s finding is valid then scarping the Oil Fund could be a concern for agricultural export sector which consist mainly of poor’s income who work on farms. 
Sulaiman Mohammad (2010) uses Johansen co integration technique to analyze the impact of oil prices on Pakistan’s export and concluded that oil price has a negative correlation to export earning. His model will be adopted in this research because Thailand and Pakistan’s economy are similar –a developing country that depends largely on export of manufacturing products with amber of labor supply.
Significance of Study
According to IMF, big importers of petroleum like the U.S. (United State of America) during 2002-2005 suffered a current account deficit, and more than half of this deficit was due to the increase in oil price. Therefore the significance of the study will be to improve public understanding of the role of the Oil Fund and the consequences on export sector that may result from removing the Oil Fund so that they can anticipate the increase in oil price, be prepared and plan their future production.

II. Methodology

Research Design

The study will involve three steps analysis. The first and the second step will be qualitative analysis and the third step will involve econometrics.
   1. Evaluating the role of Oil Fund:


- how it helps to reduce oil price volatility 

- how price volatility is related to risk involved in businesses that use oil petroleum
   2. Evaluating the export sector:

- contribution of each sector (e.g. Manufacturing, agriculture) to the whole Thai export


- how much oil is used in each of these sector 

- oil price elasticity
   3. 
Economics model by Johansen co integration will be used:
Log Export = β1 + β2 log GDP + β3 log M2 + β4 log GINI + β5 oilprice + β6 log BOT + ε

Sampling and Data Analysis
The focus of study is on the secondary data including:
Dependent variables is the Thai exports (source: Thai custom department)
Independent variables are:
· Oil price   - Average oil price


         Source: Petroleum Authority of Thailand available from 1999 to 2011
· GDP 
     - Gross domestic product

         Source: Bank of Thailand
· M2 
     - Monetary aggregate



         Source: World Bank, World Development Indicators
· GINI 
     - Gini coefficient measures living standard and allocation of wealth 


         Source: Central Intelligence Agency ”The World Factbook” available from 1981 to 2004
· BOT
     - Balance of trade (Export-Import)

         Source: Bank of Thailand
All these variables are taken in natural log form, to show the elasticity and the percentage change in independent variables causes how much changes take place in dependent variables.

Results
Expected results are qualitative analysis of quantitative statistical data about the Oil Fund and the export sector, oil price elasticity of export sector, econometrics model to predict the effect of increase in oil price. These results will be used to analyse the obstacles and steps that need to be made, by public and private sector, in order to reduce the negative impact of oil price volatility.
Limitations
A big drawback in this research is that, Thailand established the oil fund in 1979, meaning that the oil price were not allowed to swing according to the global market price, but is allowed to rise according to the regulations. Therefore the effect of oil price on the exports would not be as sharp and as intense as countries that allow oil price to adjust according to the shocks and market forces. 

There are also other factors that are included in the model but will affect our exports. Some factors are just not quantifiable, some are not predictable and some has information constraint. These include: the world’s economic condition, shocks from natural disaster, political instability, fiscal and monetary policies, productivity of labor and wages. Hence the Mohammad’s model will be used in this research but some further adjustment in the model may need to be made.
References
1.  Sulaiman D. Mohammad (2010) “The Impact of Oil Prices Volatility on Export Earning in Pakistan” European Journal of Scientific Research ISSN 1450-216X Vol.41 No.4 (2010), pp.543-550 © EuroJournals Publishing, Inc.
2.  Hamilton, James. D (2004) "Oil Shocks and Aggregate Macroeconomic Behavior: The Role of Monetary Policy," Journal of Money, Credit, and Banking, vol. 36, pp. 265-286.
3.  Faria, João Ricardo; Mollick, André Varella; Albuquerque, Pedro H.; León- Ledesma, Miguel A. (2008) : “China's exports and the oil price”, School of Economics discussion papers, No. 08,12, http://hdl.handle.net/10419/50610
4.  Santitarn Sathirathai (2011) “Thailand’s oil price subsidy: How long can it last?” CREDIT SUISSE Economic Research.
5.  Andrew Clem (1985) “Commodity Price Volatility: Trends during 1975-84” Economic Journal from Monthly Labor Review, Vol. 108, 1985.
6.  Hakima Chouikhi, Rafik Jbir, and Youne ́s Boujelbe`ne “The Role of Oil Price in an exporting country: an empirical study of the Libyan Economy” The Journal of Energy and Development, Volume 34, Number 2.
7.  World Bank, World Development Indicators
8.  Petroleum Authority of Thailand (PTT)

9.  Bank of Thailand (BOT)
10. Thai Custom Department

� Economic model adopted by Sulaiman D. Mohammad from the paper “The Impact of Oil Prices Volatility on Export Earning in Pakistan” ISSN 1450-216X Vol.41 No.4 (2010), pp.543-550 © EuroJournals Publishing, Inc. 


Note: Most of the macroeconomics variables here are non-stationary series so the conventional technique of ordinary least square (OLS) has the probability of spurious regression. Differencing of time series variable can remove the non-stationary in the variable.





