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A

I. INTRODUCTION

Undeniably, one of the topics of most concern
at the beginning of 2016 is China’s economy. That
economy, which had grown at a very high pace for
a quarter of a century, is now growing at a slower
pace. The implications for the global economy are
very significant. For one, China is one of the larg-
est economies in the world.! In addition, owing to
China’s high GDP growth, it contributed between
25.4 and 30.2 percent of the world’s GDP growth
between 2011 and 2014 (Figure 1). With a slower
pace of growth, demand from China will be much
smaller, causing a ripple effect across the world,
as shown in Figure 2 which illustrates trade link-
ages between China and other countries. The larger
the size of the red circle, the more connected that
country is with China. It should be emphasized
that China’s slowdown will affect not just those
connected countries; other countries that have trade
linkages with those directly affected countries will
face a demand slowdown as well, and so on.

Currently, there are three distinct views on
where the Chinese economy is heading. George So-
ros, one of the world’s most successful hedge fund
managers, believes that China’s economy is head-
ing for a hard landing.? On the other hand, Stephen
Roach, former Morgan Stanley Asia Chairman and
senior lecturer at the Yale School of Management,
thinks that the fears of a Chinese hard landing are
vastly overblown.? Finally, Christine Lagarde, Man-
aging Director of the International Monetary Fund,
suggests that China’s economy could avoid a hard
landing if it does the right things.*

This article contains an examination of evi-
dence that supports the thesis of a hard landing for
the Chinese economy. Using various indicators and

U IMF, World Economic Outlook: Adjusting to Lower Commodity
Prices (Washington, D.C.: October 2015).

2 Bloomberg s interview at the World Economic Forum in Davos, 2016.
S www.cnbe.com/2016/01/04/fears-of-a-chinese-hard-landing-vastly-
overblown-expert.html
Swww.reuters.com/article/us-imf-lagarde-china-idUSKCNOVD2G4
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Figure 1: Chinese contribution to global GDP
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Figure 2: Trade linkage between China and other countries
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Figure 3: Official GDP target for 2015 vs. forecasts from five research departments
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Note: Latest GDP proxy readings are from the third quarter

of 2015 for all firms except Oxford Economics.

a simple model as tools, an assessment is made of
how likely it is for the Chinese economy to face a
hard landing.

Il. THE THESIS OF A HARD LANDING FOR
THE CHINESE ECONOMY

The thesis of a hard landing for the Chinese
economy rests on four bases. In this paper, each
basis is examined in turn. The first basis is that the
official Chinese GDP figure may not be reliable;
in fact, many experts believe that the actual GDP
figure is considerably lower than the published one
(Figure 3).

Depicted in Figure 3 are the forecasts of five
research departments, namely Bloomberg Intel-
ligence, Barclays, Capital Economics, Lombard
Street Research and Oxford Economics. The black
line represents the official GDP target for 2015 set
by the Chinese government. The light blue line rep-
resents the forecast of the five research departments

RlanmbareRriafe cam
DI00

made in the third quarter of 2014, and the dark
blue line represents the forecast made in the third
quarter of 2015. All five departments revised their
forecasts downward; some of them even changed
their forecasts by at least 2 percent.

In 2007, Li Keqiang, then the Party Commit-
tee Secretary of Liaoning Province, told a United
States ambassador that the GDP figures in Liaon-
ing were unreliable. He himself preferred three
indicators, namely railway cargo volume, electric-
ity consumption and loans disbursed by banks, as
better indicators for assessing China’s economy.
The Economist then combined these three indica-
tors to create the Li Keqiang Index’ to measure the
Chinese economy.

In comparing the official GDP figures and
those of the Li Keqiang Index (Figure 4), it should

5 “Keqiang ker-ching: How China's next prime minister keeps tabs
on its economy,” The Economist, December 9, 2010.
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Figure 4: Official GDP figures vs. Li Kegiang Index
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come as no surprise that many research departments
believe that China’s actual GDP is much lower than
the official figures. While the official GDP figures
exhibit gradually slower GDP growth, the Li Ke-
qiang Index signifies a strong drop in GDP growth.
Interestingly, the index suggests a sharp decline in
GDP growth since the end of 2013.

However, a careful analysis of the Li Keqiang
Index shows that there is a major problem with the
index if it is to be used as an indicator for the Chi-
nese economy. The problem is that one component
of the index, i.e. railway cargo volume, is now
an improper indicator for economic activity. As
shown in Table 1, from 2010 to 2015, the Chinese
economy became less dependent on railway activ-
ity and more dependent on highway and waterway
activities instead.

Table 1 shows the volume and share of trans-
port goods by various modes of freight. From 2010
to 2015, the mode of transport shifted from railways
to highways and waterways. The share of railway
activity dropped to 7.6 percent in 2015 while the

Q1/13

Official Real GDP
Li Kegiang index

Q3/13 Q114 Q314 Q115 Q3/15

Authors’ calculations using data from the National Bureau of Statistics of China, National Energy Administration and leconomics.

share of highway and waterway activity climbed to
78.52 percent and 13.87 percent respectively.

As aresult, the slowdown in railway activity,
which contributed to a sharp drop in the Li Keqiang
Index, misrepresents the actual economic activities
that have shifted away to other modes of transporta-
tion. Thus, the prediction of a hard landing for the
Chinese economy, based on the Li Keqiang Index,
is not properly substantiated.

Second, one of the main drivers of the Chi-
nese economy has been investment in the real estate
sector. However, much of that form of investment
is considered to be a “bubble” due to the fact that
there is far less demand than there is supply. For
example, an estimate by IMF (Figure 5) showed that
the excess supply has expanded remarkably since
2010. In addition, there is some evidence supporting
the notion of China’s excess supply of other types
of production. For example, Table 2 depicts planned
production cuts ranging from 3.1 percent to 17.8
percent in the annual production by leading Chinese
firms, including producers of aluminum, nickel,

VOL.31 NO.1 MARCH 2014 I 7



Table 1: Railway activity, a component of the Li Kegiang Index

2010 2015 2010 2015
Freight mode (10,000 tons) (Percentage share)
Railways 363,855 280,256 11.54 7.60
Highways 2,425,270 2,895,174 76.91 78.52
Waterways 363,728 511,331 11.53 13.87
Civil aviation 557 508 0.02 0.01

Source: National Bureau of Statistics of China.

Figure 5: IMF estimate of oversupply in the real estate sector
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Source: Mali Chivakul et al., “Understanding Residential Real Estate in China,” IMF working paper, 15/84 (2015).

zinc, copper and steel. Both the bubble in the real
estate sector and the oversupply in the commodity
sector undermine the role of investment as a driver
of Chinese GDP growth. With the limited contribu-
tion of such investment, the Chinese economy has
limited growth potential and may experience a hard
landing if the bubble bursts.

To assess the likelihood of a bubble burst,
this paper contains an estimate of the exposure
of non-financial corporate debt that relates to the
property sector and an analysis of whether the
government has enough fiscal space to contain such
exposure.

The latest available data on Chinese non-

8 I TDRI QUARTERLY REVIEW



Table 2: Examples of planned product cuts by leading
firms in China

Planned cuts
Products (percentage of annual production)
Aluminum 17.8
Nickel 15
Zinc 10
Copper 5
Steel 3.1

Source: National Bureau of Statistics of China, Ministry of Industry
and Information Technology, Xinhua, and AZ China, Ltd.

financial corporate debt are from the Bank for
International Settlements. At the end of the second
quarter of 2015, the non-financial corporate debt
of China amounted to $17.273 trillion, which is
equivalent to 163 percent of its GDP. Within this
debt, the amount of debt that relates to the property-

related sector is about 45-50 percent, which implies
that total property-related debt ranged between
$7.772 trillion and $8.636 trillon, which represents
73.3 to 81.5 percent of China’s GDP.

Because the quality of the property-related
debt differs from one place to another, e.g. the
Chinese property market is divided by city into
four tiers. The real exposure should be the amount
of debt that is of low quality. In this paper, the
size of the exposure is considered as equal to 50
percent of the total debt, as in the McKinsey report
entitled, “Debt and (not much) deleveraging.” It fol-
lows that total debt exposure is about 36.7 to 40.8
percent of GDP. With the current government debt-
to-GDP level being 41 percent, efforts to contain
the property-related debt exposure will drive the
government debt ratio up to between 77.7 and 81.8
percent, an amount that is considered to be much
lower than that of developed countries: an average
of 101 percent. Therefore, even if the bubble bursts,
causing 50 percent of the property-related debt to go
into default, the government has enough fiscal space

VOL.31 NO.1 MARCH 2014 I ¢



Figure 6: Fiscal space to handle property-related exposure
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to contain its exposure (Figure 6). Abundant fiscal
space provides investors with confidence and makes
it more difficult for the Chinese economy to crash.

Nevertheless, it should be noted that non-
financial corporate debt is growing by about 12-13
percent per annum, which is faster than the growth
of GDP. At the current rate, the fiscal space will not
be able to contain exposure in the next four years.
Thus, on this basis, the Chinese economy may not
be in for a hard landing at the moment, but, without
addressing the bubble in the real estate sector, fis-
cal space will soon become inadequate to provide
investors with confidence.

Third, China is now facing a problem with
rapid capital flight. In 2015, Chinese foreign ex-
change reserves fell by a record amount, $512.66
billion. Interestingly, in December 2015 alone, the

Total debt exposure

reserves fell by $107.9 billion.® Rapid capital out-
flow contributes another basis for a hard landing for
the Chinese economy.

Historically, episodes of rapid capital out-
flow have been observed in the past. In research
on “Capital flows as a source of instability,”” large
fluctuations in foreign exchange markets have been
observed to be mainly due to speculative exploita-
tion of the flexible foreign exchange market. If
a country’s economic prospects are perceived to
be favorable, capital will flow into the country,
enabling abundant access to credit at low cost. On
the contrary, when the economy starts to grow at

¢ Data from the People’s Bank of China.

7 S. Dullein, H. Herr, and C. Kellermann, Decent Capitalism: A Blue-
print for Reforming Our Economies (Chippenham and Eastbourne,
United Kingdom: CPI Anthony Rowe, 2011).
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Figure 7: China’s net capital flow by type
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a slower pace, capital will flow out of the country
rapidly, thus raising the cost of borrowing. At that
stage, rapid capital outflow destabilizes the host
economy by raising the cost of funds, as well as
increasing the country’s foreign debt burden as a
result of currency depreciation. This phenomenon
has occurred in the past, including during the so-
called lost decade in Latin America in the 1990s,
the Mexican peso crisis in 1994, the Asian financial
crisis in 1997, the Russian crisis in 1998 and the
Argentina crisis in 2001, among others.

In the case of China which is opening up
more and more of its exchange market, however, the
story is different. For one, the official capital flow
data indicate that portfolio inflow into China is very
small relative to other types of inflows (Figure 7,
dark blue dotted line). In addition, the massive out-
flow as well as fluctuations in the net inflows are
caused by the other inflow category (dark blue line),
which is Chinese resident outflows that are not in
the form of foreign direct investment and portfolio
investment. The motivations for this rapid outflow
are (a) to grab the opportunity created by China’s
opening of its financial market in order to diversify
investments abroad and (b) to seek a tax haven or

—— Other inflows

- — = Portfolio

safe haven for corruption. Thus, the case of capital
outflow for China, unlike other rapid capital outflow
cases, is less speculative in nature.

In addition, China’s foreign exchange re-
serves were about $3.33 trillion at the end of 2015.
This amount of reserves can continue capital out-
flows at the 2015 record amount for up to 6.5 years.
As a result, without speculative attack on the cur-
rency and with abundant foreign exchange reserves,
China’s central bank is in a good position to handle
the rapid outflow.

Fourth, as China’s old economic develop-
ment framework is limited in scope, it is still very
uncertain how well the new 13™ five-year plan will
be able to accommodate the process of economic
restructuring. A hard landing may indeed be the
result of the Chinese government’s shortcomings in
addressing its economic restructuring needs.

From 2001 to 2011, China’s development
framework relied on the exploitation of labor. The
control of wages for labor provided an opportunity
to expand the economy both in the export sector
and in the real estate sector. Nevertheless, the share
of exports (black dotted line , Figure 8) began to
decline starting in 2008 with the subprime financial

VOL.31 NO.1 MARCH 2014 | 11



Figure 8: Percentage share of China’s GDP by type of final demand
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Figure 9: China's incremental capital-output ratio
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Source: Authors 'calculations using data from the National Bureau of Statistics of China.

crisis, and the share of investment (blue dotted line,
Figure 8) stalled at around 46-47 percent of GDP
starting in 2010. In addition, the efficiency of ad-
ditional investment that was made to spur growth
1s lower than it had been previously. As shown in
Figure 9, China’s incremental capital-output ratio
(ICOR), a measure of the marginal inefficiency of
capital, increased from 4 in 2001 to 6.7 in 2014,
which implies that larger and larger additional in-
vestments are required to achieve the same growth
rate. The value of ICOR for a healthy economy is
around 3.

The new 13% five-year plan is the latest at-
tempt of the government to restructure the Chinese
economy.® The ultimate goal of the plan is to push
the Chinese economy toward reaching a low high-
income status by 2020. In order to attain such a
goal, China’s economy must be restructured from
being focused solely on investment and the export

® In 2013, Li Kegiang (former prime minister of China) endorsed
an economic strafegy, known as “Likonomics,” comprising three
components: no stimulus, deleveraging, and structural reform.

12 I TDRI QUARTERLY REVIEW



sector to improving the roles of consumption and
the service sector.

To enhance private consumption, the country
has ended its one-child policy to counter the effects
of its declining workforce and to create additional
demand for baby-care products as well as educa-
tion. In addition, the government will reform its
rigid household registration system (hukou) so
that rural-urban migrants will be allowed to gain
access to social welfare benefits. The plan will also
improve and broaden welfare coverage. Workers
with greater welfare coverage should be able to
spend more on consumer products and, probably
thereby, create more demand for the excess supply
in the real estate sector.

The plan also addresses the issue of excess
supply in the production sector. The government
will encourage business consolidation to create
more competitive giant firms. However, the plan
also is concerned with the environment. Strict
pollution control policies will likely benefit large
firms that can upgrade their facilities to meet new
standards. Smaller firms, on the contrary, may not
survive the cut. Pollution control policies will affect
coal and cement producers as well as automotive
producers. Moreover, the plan supports the policy
known as “one belt, one road,” which project in
reality, however, has made slow progress and is
unlikely to contribute much in addressing the prob-
lems concerned.

Finally, the government has laid out strate-
gies to restructure the Chinese economy. Strategies
for increasing consumer spending and strategies for
addressing oversupply problems in the production
sector would seem at first glance to target the prob-
lems directly at the root causes. On the contrary,
there are very limited strategies to address the real
estate bubble. Based on the second basis discussed
previously, the risk of a hard landing may not be
now but in the near future.

All in all, this article contains a review of
the four grounds for a hard landing of the Chinese
economy. On the positive side, the use of the Li
Keqiang Index to depict a sharp slowdown in GDP

growth is not proper due to the shift in the mode of
the transport of goods. Also, the cautions against
the real estate bubble as well as the oversupply in
the production sector are manageable owing to the
abundance of fiscal space. Moreover, the govern-
ment is capable of controlling rapid capital flows, as
happened in 2015, for up to 6.5 years. Furthermore,
the government will soon start implementing the
new 13" five-year plan, which addresses a struc-
tural shift away from being focused on investment
and the export sector to improving the roles of
consumption and the service sector; such a shift
will rebalance the economy toward a better secto-
rial structure.

On the negative side, the 13" five-year plan
does not adequately address real estate bubble
problems, which, at the current rate, will become
unmanageable in the next four years. The findings
of this article are in agreement with the position of
Christine Lagarde in that, unless the government
can devise a proper way to manage the bubble,
the risk of a hard landing will become very much
greater in the near future.

VOL.31 NO.1 MARCH 20714 | 13
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ADVANCE INTRA-ASEAN
TRADE*

Ampai Harakunarak**

n\l"

* This article is an authorized, rewritten version of the research entitled,
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Khanitha Pakinamhang, and Songporn Ketthong, Thailand Development
Research Institute, January 11, 2016, with the financial support from Thai-
land Asia Foundation.

** Dr. Ampai Harakunarak is an independent consultant.

INTRODUCTION

The Association of Southeast Asian Nations
(ASEAN) is aregional intergovernmental organiza-
tion comprising 10 member states, namely Brunei
Darussalam, Cambodia, Indonesia, Lao People’s
Democratic Republic, Malaysia, Myanmar, Philip-
pines, Singapore, Thailand, and Vietnam. Founded
in 1967 with five original members, ASEAN is
aimed at widening and deepening cooperation
among the 10 member states in areas of political,
economic, and social development for their mutual
benefit. The establishment of the ASEAN Econom-
ic Community (AEC) at the end of 2015 is a major
milestone in the ASEAN regional economic integra-
tion agenda. Under the AEC Blueprint 2015, the
10 ASEAN member states set a concrete target to
launch a single market and production base through
the free flow of goods, services, investment, skilled
labor, and freer flow of capital. The purpose of this
AEC target is a more liberalized market, where all
tariff and non-tariff barriers to trade would be re-
moved, providing greater opportunities for intrare-
gional trade with reduced trading costs. To achieve
this target, the Common Effective Preferential Tariff
(CEPT) scheme, under the ASEAN Free Trade
Agreement (AFTA), was signed in 1992; it was su-
perseded by the ASEAN Trade in Goods Agreement
(ATIGA) in 2010. Tracking of the implementation
and key achievements of the AEC Blueprint 2015
measures revealed that significant progress had
been made by 2015 in tariff elimination among
the ASEAN member states, with flexibility for
Cambodia, Lao PDR, Myanmar, and Vietnam, the
so-called CLMYV countries. A challenge remains in
achieving the target of a region-wide single market
and production base with a growing list of ASEAN
non-tariff measures (NTMs) that have implications
for trade barriers.'

! Thailand Development Research Institute, 2014, Increasing the
Competitiveness of Thai Manufacturing Industries under the New
International Economic Environment (Phase V), Office of Industrial
Economics Ministry of Industry (in Thai).
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To illustrate the challenges and opportunities
facing the ASEAN member states in fulfilling their
commitments under ATIGA and the AEC Blueprint,
a pilot study was conducted on the trade in maize
(or corn) among three states, namely Cambodia,
Lao PDR and Thailand. Maize has emerged as
one of the major agricultural commodities in the
ASEAN region, which has been subject to alterna-
tive domestic and trade policies as well as various
NTMs over the last decade. Cambodia and Lao
PDR are major sources of maize for import into
Thailand, while Thailand exports maize seed and
animal feed, mostly to ASEAN countries. There
are also backward linkage sectors, such as seeds,
fertilizer and agricultural machinery, and forward
linkage sectors, such as animal feed and livestock,
that would significantly benefit from the expansion
of Thailand’s imports of maize from Cambodia and
Lao PDR. Moreover, there are substantial benefits
to be gained from the multiplier effect on border
trade in terms of durable and non-durable goods.
The stakeholders affected are mostly poor farmers
and small and medium-sized enterprises (SMEs),
and traders in the northern, northeastern and eastern
rural areas of Thailand and border areas of Cambo-
dia and Lao PDR. Increased opportunities in maize
trade among these three ASEAN member states
through elimination or reduction of non-tariff bar-
riers (NTBs) would further advance intra-ASEAN
trade, as well as enhance AEC integration and re-
gional development.

ASEAN NON-TARIFF MEASURES

NTMs are policy instruments other than ordi-
nary customs tariffs that countries apply to imported
and exported goods, which have effects on trade
between nations. These trade measures include
a very diverse array of policies and regulations
that may restrict or facilitate international trade.’

NTMs are of particular concern to exporters and
importers in developing countries, such as most of
the ASEAN member states, as major determinants
in restricting market access. Most traded products
are likely subject to one or more types of NTMs.
Any product might be subject to several types of
NTMs applicable to various stages of production,
from input sourcing for production to the final stage
of consumption, including waste treatment. The
implementation of a given NTM might be transpar-
ent and serve certain social or economic objectives
or otherwise be non-transparent and detrimental to
social welfare. It is therefore necessary to review
critically the relevant NTMs on each product in
order to identify the trade barrier elements and
design appropriate ways for reducing or eliminat-
ing the trade barrier effects of such NTMs on the
product of interest.

A study by the Thailand Development Re-
search Institute (TDRI) in 2008 revealed that there
were 1,925 NTMs in use in ASEAN member states
in 2004.* Based on the categories of ASEAN NTMs
identified by the AFTA Council, using the red/

2 UNCTAD, 2013, Non-Tariff Measures to Trade: Economic and
Policy Issues for Developing Countries, UNCTAD/DITC/TAB/2012/1

3 Thailand Development Research Institute (TDRI), 2008, Reaping
Benefits from Free Trade Agreements (Phase 1), Office of Industrial
Economics Ministry of Industry (in Thai).
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amber/green box system,* 996 measures (51.7% of
the total) were classified as transparent and non-
discriminatory (green box), 502 measures (26.1%)
were non-transparent and discriminatory (red box),
and the remaining 427 measures (22.2%) were un-
clear (amber/yellow box). Most of those in the red
box (67.1%) were quantity control measures, and
most of those remaining (28.9%) were technical
measures. NTMs to trade continue to maintain a
strong presence in the ASEAN region. According
to the database of ASEAN NTMs,’ there are 5,881
NTMs currently being enforced, of which 2,528
measures are classified as “technical barriers to
trade.”

The ASEAN member states implement sev-
eral types of NTMs, including those in categories
A, B, C, D, E, G, and H under the Classification of
Non-Tariff Measures of the United Nations Con-
ference on Trade and Development (UNCTAD),
on imports among the members. Quantity control
measures are most commonly used in the member
states, all of which impose import prohibitions
and all, except Vietnam, implement non-automatic
licensing. Indonesia, Malaysia and Vietnam also
impose import quotas. Lao PDR is the only coun-
try among the ASEAN member states that does
not implement technical barriers. Several of these
states, excluding Brunei Darussalam, Philippines,

* Measures that are non-transparent, discriminatory in application,
without scientific basis, and for which a less restrictive measure is
available should be eliminated immediately (red box). Measures that
are transparent but discriminatory in application and that nullify or
impair some benefits or obligations of the country, that affect highly
traded products in the region, or that are in nine priority sectors that
cannot be clearly justified or identified as a barrier, will be subject
to negotiation (amber box). Measures that are transparent, applied
without discrimination, have no alternative, have a scientific basis,
are imposed for reasons of public health and safety, religion, and
national security, and are World Trade Organization-consistent and
reasonable (e.g., sanitary and phytosanitary measures and environ-
mental regulations) may be maintained (green box).

5 I-TIP official NTMs: Integrated analysis and retrieval of collected
non-tariff measures based on official regulations, a joint project
implemented by the Economic Research Institute for ASEAN and
East Asia (ERIA) and UNCTAD, http://asean.i-tip.org/.

and Singapore, employ measures affecting com-
petition, such as state-trading enterprises or other
selective import channels. Indonesia, Malaysia,
Philippines, Singapore and Thailand implement
contingent trade-protective measures, particularly
anti-dumping and safeguards (Table 1).

Agricultural products and food were among
the top groups of products affected by NTMs in
ASEAN member countries. As shown in Figure 1,
52 percent of agricultural products and 46 percent
of food products were subject to one or more NTM
in ASEAN member states. From 2004 to 2009,
Malaysia and Thailand did not reduce any NTM,
while Indonesia lifted the importer restriction on
milk, vegetables, fruit, machine tools, iron and steel.
New NTMs were imposed by Indonesia, Malaysia,
and Thailand, including restrictions on financial
service providers, on a number of agricultural
products, food, minerals, and rubber by Indonesia,
prohibition of used automobiles by Malaysia, and
state-trading enterprises on certain agricultural
products and non-automatic licensing on marble
and granite by Thailand.

THE CASE OF THAILAND’S MAIZE TRADE

Thailand has been a strong advocate for
ASEAN regional economic integration. In 2014,
Thailand’s Ministry of Commerce declared its stra-
tegic plan to upgrade Thailand to become a “trading
nation,” with the aim of utilizing the strength of the
country’s geographical location, which connects
ASEAN member states with abundant resources,
such as Cambodia, Lao PDR, Myanmar, and Vi-
etnam, to trade with a large number of consumers
and strong purchasing powers, including China,
Malaysia, and Singapore.® The plan would support
the realization of Thailand’s vision of becoming

¢ Boonwara Sumano, Thailand must “break out” and become a
trading nation, Thailand Development Research Institute, January
19, 2016, http://tdri.or.th/en/tdri-insight/thailand-must-break-out-
and-become-a-trading-nation/.
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Table 1: Types of non-tariff measures implemented in ASEAN member countries

ASEAN NTMs THA INA
Classification
Technical Standards (A2), s ¥
(A,B,C) Testing (A82, B82),
Labeling (A31, B 31)
Pre-shipment *
inspection (C1)
Quantity- Non-automatic 2 X
control licensing (E1)
(E)
Import quota (E2) "‘
Import prohibition 2t i
(E3)
Monopolistic Monopoly or state- */! *
(H1) trading enterprise
(H11)
Financial Terms of payment
(G) (G4)
Price-control Anti-dumping duties x *
(Contingent (D12)
Trade
Protective Countervailing duties
Measures)/’ (D22)
(D) Safeguards (D3) - s

Abbreviations: THA = Thailand, INA = Indonesia,
MYS = Malaysia, SGP = Singapore,
PHI = Philippines, BRU = Brunei Darussalam,
VIE = Vietnam, CAM = Cambodia, LAO = Lao
PDR, and MYM = Myanmar.
Notes: * indicates that the NTM of interest is implemented in that
country.
Information in parentheses is NTM classification by
UNCTAD.
/' Information has been updated by the authors on Decem-
ber 11, 2015.
/> UNCTAD classification 2012.

Source: Adapted from Thailand Development Research Institute, 2013,
Increasing the Competitiveness of Thai Manufacturing Industries
under New International Economic Environment (Phase 1V), Office
of Industrial Economics Ministry of Industry (in Thai).

MYS

SGP PHI BRU VIE CAM LAO MYM
* * % * * *
& £ 3 * * * #
*
¥ * * * * * *
* # #* ¥
* *

a trading hub for the ASEAN region as well as
contribute to the country’s implementation of the
ASEAN Economic Community’s target to create a
regional single market and production base. Hav-
ing made good progress on tariff liberalization to
realize national and ASEAN trade goals, focus and
emphasis should now be given to addressing NTMs
that may have trade effects.

According to a recent TDRI study,’ reduc-
tion of NTBs in Thailand and its regional trading
partners could potentially increase all parties’ trade,
GDP, and social welfare enormously. A reduction
in NTBs is also necessary for Thailand to facilitate

" Thailand Development Research Institute, 2015, Thailand Country
Study: ASEAN Economic Community Blueprint Mid-term Review
Project, ERIA Discussion Paper Series.
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Figure 1: ASEAN non-tariff measure coverage by product groups
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Source: Thailand Development Research Institutes calculation using data from the ASEAN Secretariat (2013) .

and enhance its “Thailand Plus One” strategy® for
investment and trade between Thailand and other
ASEAN member states as well as neighboring ASE-
AN members, which would also be vital to realizing
the benefits from AEC. In calling for the removal of

8 “Thailand-Plus-One” strategy refers to a business model introduced
to develop and secure supply chain competiveness and markets in
Thailand and developing countries along its border, particularly
CLM (Cambodia, Lao PDR, Myanmar) through the inclusion of
border cities in the CLM countries into supply chains centering on
production clusters in Thailand.

NTBs among the ASEAN member states in order to
realize AEC Blueprint objectives, the TDRI study
was focused on maize trade among Cambodia, Lao
PDR and Thailand to determine where and how
intra-ASEAN trade with regard to maize produc-
tion would be advanced. It is anticipated that the
findings and recommendations on possible solutions
for reducing trade barriers for advancing trade and
regional integration in ASEAN may be more or less
common or applicable to other products subject to
the same or similar NTMs affecting AEC.

Maize is one of five major crops grown in
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the uplands of Thailand, along with rice, cassava,
sugarcane, and rubber trees. Thailand’s largest
maize planting area is in the northern upland region,
accounting for approximately 68 percent of the total
area devoted to maize cultivation in 2014, followed
by the northeastern and the central regions. Nearly
480,000 households are involved in maize produc-
tion. The maize-growing households in the northern
region account for approximately 75 percent of the
total number of maize-growing households, fol-
lowed by those in the northeastern and the central
regions. Increases in the planting area and number
of maize-growing households in the past few years
took place mainly in the northern and northeastern
regions, with declining trends in the central and
southern regions. These different maize production
areas apply varying management practices that in
turn result in varying maize production conditions
and results. Efforts to improve maize productiv-
ity and resultant farmer welfare in marginal and
poverty areas of rural Thailand must begin with
a study of the potential, constraints, needs, and
decision-making patterns of farmer groups across
the maize-producing regions of Thailand.

Maize farming and production in Thailand
has faced a series of problems that need to be ur-
gently and effectively addressed to achieve efficient
and sustainable development not only specifically
for maize farmers but also for the entire value
chain of maize and the Thai economy. Some of
the major challenges include inappropriate farming
area, lack of knowledge and good agricultural prac-
tices, low-quality seed varieties, vulnerability to
diseases, increasing cost of chemical fertilizer and
farm labor, lack of land entitlement, farm financing
problems, and adverse market effects of domestic
policy interventions. In addition, expansion of
maize planting in the northern upland region has
had severe impacts on environmental deterioration.
Maize cultivation on sloping land could cause seri-
ous environmental impacts, including deforestation,
flash floods, drought, soil erosion, and landslides.
Excessive and inappropriate use of chemical fer-
tilizer and pesticides resulted in soil deterioration

and water contamination. Slash-and-burn practices,
which have also been associated with the expansion
of maize farming, annually cause severe smog and
air pollution.

Thailand was a major exporter of maize grain
in the 1980s. Maize exports from Thailand declined
substantially in the 1990s due to increased domestic
demand for the grain along with the growth of the
domestic livestock industry and related exportable
products. In recent years, Thailand’s domestic
maize production has decreased as a result of
various factors, including climatic and rainfall
conditions, with occasional droughts substantially
reducing maize output, and competition between
maize and other crops, such as sugarcane, cassava,
and sunflower, when maize grain prices are low.
Since the 1990s, Thailand has both exported and
imported maize depending on the gap between
domestic production and consumption.

The ASEAN countries comprise Thailand’s
major maize trading partner, with the Philippines
currently ranked as the top export destination, ac-
counting for 60 percent of Thailand’s total maize
exports in 2014, followed by Vietnam, Malaysia,
China and Indonesia in that order. The major
sources of maize imports for Thailand are Lao
PDR, Cambodia, United States, South Africa and
Argentina. Thailand also exports maize seed and
animal feed, mostly to ASEAN countries. The
export value of seed and animal feed has increased
over the last decade. Vietnam is the top destina-
tion for maize seed exports from Thailand, with a
share of more than 50 percent of total seed exports
in 2014. Cambodia, Vietnam and Lao PDR are
among the top destinations for animal feed exports
from Thailand, together accounting for more than
50 percent of total animal feed exports.

Multiple trade policy measures on maize
have been implemented by Thailand during the past
decade. Since 2000, Thailand has imposed price
intervention policies on many agricultural products,
including maize. Thailand reduced the tariffs on
maize to 6.67, 2.22, 5.5, and 0 percent for in-quota
imports under the Thailand-Australia Free Trade
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Agreement (TAFTA), the ASEAN-Korea Free
Trade Agreement (AKFTA), ASEAN-Japan Com-
prehensive Economic Partnership (AJCEP), and the
Japan-Thailand Economic Partnership Agreement
(JTEPA), respectively, in 2015. The out-of-quota
tariff was reduced to 65.7 percent under TAFTA
but remained at 73 percent under AKFTA, AJCEP
and JTEPA. Under the Thailand-New Zealand
Closer Economic Partnership (TNZCEP), however,
Thailand reduced the tariff on maize to 0 percent
and removed the quota. It should be noted that the
quota for the in-quota tariff was set at 8,081.68 tons
under TAFTA but imports under AKFTA, AJCEP,
and JTEPA all together shared in the Most Favoured
Nation (MFN) quota of 54,700 tons. All the in-
quota imports under the World Trade Organization
(WTO), TAFTA, AKFTA, AJCEP, and JTEPA,
which would enjoy tariff preference benefits, were
granted to the Public Warehouse Organization
(PWO), a state enterprise under the Ministry of
Commerce, as the sole importer.

Thailand has recently allowed unlimited
volumes of maize to be imported from neighbor-
ing ASEAN member states under AFTA. Imports
from those states under ATIGA and from New
Zealand under TNZCEP enjoyed both duty-free
and import-quota-free preferences. However, while
the importers were subject to import licensing and
some other import regulations under ATIGA, they
were exempted from all these restrictions under
TNZCEP. The parties to Thailand’s other FTAs,
including China under the ASEAN-China Free
Trade Agreement (ACFTA) and India under the
ASEAN-India Free Trade Agreement (AIFTA),
can gain access to Thailand’s maize market on an
MFN basis, as maize is excluded from these FTAs.

NON-TARIFF MEASURES ON MAIZE
IMPORTS FROM CAMBODIA AND THE LAO
PDR TO THAILAND

The ASEAN member countries, especially
Cambodia, Lao PDR and Myanmar, enjoy the best
market access in Thailand. In 2003, the Thai gov-

ernment initiated a policy to promote agricultural
development in those three neighboring countries
through cross-border contract farming under the
Ayeyawady-Chao Phraya-Mekong Economic Co-
operation Strategy (ACMECS) framework. Eight
agricultural products were selected in the pilot
program, including maize. The cross-border con-
tract farming was aimed at generating employment
and income in neighboring countries, thus to help
narrow the development gap in the region. This
arrangement also served as an additional source
of supply for the rapidly expanding animal feed
industry in Thailand. To support the cross-border
contract farming development program, under the
ASEAN Integration System of Preference (AISP),
since 2005 Thailand has set a zero percent tariff for
the promoted products, including maize, imported
from Cambodia, Lao PDR and Myanmar. Imports
from other ASEAN countries under the Common
Effective Preferential Tariffs-ASEAN Free Trade
Area (CEPT-AFTA) still faced a 5 percent ad valo-
rem duty, or 2.75 Baht/kg specific duty, whichever
was higher. Thailand recently reduced the tariff on
maize to zero percent for all ASEAN member states
under ATIGA-AEC.

On the other hand, since 2010 Thailand’s
Department of Foreign Trade has imposed seasonal
import restrictions on maize imports from Cambo-
dia, Lao PDR and Myanmar. Following the drop
in the domestic price of maize from the peak price
of more than 9 Baht per kg in 2008 to less than
6 Baht per kg in 2009, the import of maize from
Cambodia, Lao PDR and Myanmar was prohibited
after the harvest season of 2010 and allowed only
for four months from March to June 2011 when the
domestic stock of maize was depleted. A few years
later, the seasonal import restriction was relaxed,
allowing the importation of maize from Cambodia,
Lao PDR and Myanmar for five months from March
to July 2012 and for six months from March to Au-
gust 2013. However, in 2014 the seasonal import
restriction was tightened, allowing the importation
of maize from Cambodia, Lao PDR and Myanmar
only in August. Currently, the seasonal import re-
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striction has been relaxed to allow importation of
maize from those three countries for seven months
from February to August in the three years between
2015 and 2017.

Maize imports are also subject to additional
NTMs, particularly the “permit to import prohibited
articles for commercial purpose,” under the Plant
Quarantine Act, and sanitary and phytosanitary
measures (SPS). The import procedure applicable
to maize requires (a) a certificate of entitlement to
tax obligation under WTO, which in turn requires
copies of invoice, bill of lading, and certificate of
origin; (b) certificate of origin; (c) phytosanitary
certificate; and (d) a permit to import prohibited
articles for commercial purposes. In addition, the
recipient of the certificate of entitlement to tax
obligation under WTO must report such imports to
the Department of Foreign Trade within one month
of each importation. It has been observed that the

certificate of origin 1s repeatedly required in order
to go through the customs procedure — once in
order to obtain the certificate of entitlement to tax
obligation under WTO and another copy together
with other documents, including the certificate of
entitlement to tax obligation under WTO, which
already included a copy of the certificate of origin.
It is also worth noting that whether importers should
be burdened (a) with obtaining the certificate of en-
titlement to tax obligation under WTO to enjoy such
a benefit, and (b) with reporting to the Department
of Foreign Trade after each importation.

Thailand’s Department of Foreign Trade also
imposes restrictive rules and regulations related to
preferential imports from Cambodia, Lao PDR and
Myanmar. To obtain preferential tariff benefits,
importers are required to register with the Depart-
ment of Foreign Trade and provide information on
where the importer’s warehouse is located. The
registration needs to be renewed annually. In ad-
dition, since 2012 the Department of Foreign Trade
also requires importers to apply for an animal feed
import permit from the Division of Animal Feed
and Veterinary Products Control, Department of
Livestock Development, Ministry of Agriculture.
The permit has to be renewed annually. Other
than those required documents and reports under
MFN and FTAs on the origin of imports, reports to
the Department of Foreign Trade are required on
preferential imports from Cambodia, Lao PDR and
Myanmar with regard to correspondent stocking,
movement, usage, and balance within one month
of each transaction/activity.

In summary, whereas maize farmers/export-
ers in Cambodia, Lao PDR and Myanmar have been
relieved of tariff burdens under Thailand’s policy
initiative on cooperation and assistance for the de-
velopment of Cambodia, Lao PDR and Myanmar,
together with Thailand’s ATIGA-AEC commitment,
they are subject to new/additional rules, regulations,
and requirements related to the utilization of such
tariff preferences. These new/additional measures
inevitably add transaction costs to, and thus might
have become NTBs against, the import of maize
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from Cambodia, Lao PDR and Myanmar. Some of
these policy measures, if not properly reconsidered,
could be detrimental to the economic development
and welfare of both Thailand and its three neigh-
bors: Cambodia, Lao PDR and Myanmar.

Major trade-obstructing measures on the
importation of maize into Thailand include: (a) sea-
sonal prohibition; (b) state-trading enterprises; (c)
the permit to import prohibited articles for commer-
cial purposes, and the animal feed import permit;
(d) the certificate of entitlement to tax obligation
under WTO, and the certificate of tax exemption
under AFTA; (e) the report of import, and the report
of stock, movement, usage, and balance; and (f)
importer registration.

Seasonal prohibition refers to a measure
aimed at restricting maize imports into Thailand
from Cambodia, Lao PDR and Myanmar during pe-
riods of abundant domestic maize supply following
the annual harvest when the domestic price tends
to be low. The measure was implemented the year
after the government raised the guaranteed price
or reference price for maize above the competitive
market price in order to prevent maize from Cam-
bodia, Lao PDR and Myanmar from suppressing
domestic prices and/or enjoying the benefits of the
maize price guarantee scheme, which is intended
to be a subsidy for Thai maize farmers. In effect,
Thailand’s import of maize from Cambodia and
Lao PDR dropped sharply in value, from nearly
$50 million in 2010 to about $25 million in 2013,
during the 4-6-month period when imports from
Cambodia, Lao PDR and Myanmar were allowed
(March-August); the value dropped further to less
than $5 million in 2014, when the permitted period
for imports from those three countries was limited
to the month of August.

The seasonal prohibition measure is a
quantity control barrier which has a significant
quantitative impact on imports. Such a measure
is considered as contradicting Thailand’s policy of
cooperating and promoting trade and development
with the three ASEAN countries in order to narrow
the development gap under ACMECS and AEC, un-

der which Thailand promotes cross-border contract
farming in Cambodia and Lao PDR and has reduced
tariff on maize imports from those countries to
zero. As a result, this measure would undermine
the objectives of committed contract farming and
the tariff preference scheme, confuse Thai maize
traders and the maize farmers and traders from
Cambodia, Lao PDR and Myanmar concerning
the consistency of Thailand’s policy direction, thus
ruining Thailand’s policy credibility and damaging
investor confidence.

As a consequence, contract farming practices
between Thai maize traders and Cambodian and
Laotian farmers would cease to exist. Thai traders
would incur bad debts because Cambodian and
Laotian maize farmers could not earn enough from
exporting maize to Thailand to repay the credits
that they had received for purchasing maize seed
and various agricultural inputs and farm machinery.
Local businesses in the relevant border provinces,
which had enjoyed booming sales of durable and
non-durable consumer goods during previous years
when the maize trade was expanding, would be-
come stagnant, as Cambodian and Laotian farmers’
earnings from maize exports declined. In struggling
to survive, Cambodian and Laotian farmers would
divert their maize exports to China and Vietnam or
diversify into the cultivation of other crops, such
as cassava. For those awaiting the period when
imports from Cambodia, Lao PDR and Myanmar
are allowed, the quality of the maize would tend
to deteriorate due to the lack of appropriate ware-
houses to stock the grain for a long time after the
harvest and, hence, would receive lower prices. In
such a situation, both Thailand as the importer and
Cambodia and Lao PDR as the exporters would
suffer losses due to the deterioration of the quality
of the traded maize products.

A quota has been imposed on the import of
maize into Thailand. PWO, a state-trading enter-
prise, has been designated as the sole importer of
maize for the MFN in-quota of 54,700 tons, which
includes the in-quota under all FTAs relevant to
Thailand, and the TAFTA in-quota of 8,081.68 tons.
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Since 2012, PWO has been authorized to be the sole
importer of maize all year round from Cambodia,
Lao PDR and Myanmar, while other traders could
import maize from those countries only during the
permitted period. This would enable PWO to ex-
ercise its monopsony power to suppress the import
price and import less than otherwise during the
prohibited season. In practice, PWO outsourced an
experienced trader to import maize from Cambodia
and Lao PDR. The trader is required to re-export
the same amount of maize products to international
markets. Since the imported maize is likely to be
of a lower grade than that produced domestically,
the trader would improve its quality by sorting out
low-grade maize and replacing it with Thai high-
grade maize for re-export.

The experienced trader who acts as a mid-
dleman buying maize from Cambodia and Lao
PDR would continue the process of improving the
quality of the maize, re-exporting it to the global
market, and enjoying reasonable benefits from the
import of maize from Cambodia and Lao PDR for
re-export. Under such an arrangement, the import
quota measure might to some extent increase the
export of maize from Cambodia and Lao PDR to
Thailand, and from Thailand to the global market.
Cambodia, Lao PDR, and Thailand could be better
off with increased maize trade should Thailand be
opened up for competitive imports of maize from
Cambodia, Lao PDR, and Myanmar. Competitive
exports and re-exports of maize from Thailand to
the global market would allow the country to be-
come the regional hub for the maize trade and the
maize value chain.

The requirement for a permit to import pro-
hibited articles for commercial purposes and an
animal feed import permit would be considered
unnecessary due to the fact that maize is an ordi-
nary crop widely planted in Thailand and largely
traded in the global market, and thus should not be
classified as a prohibited article. Sanitary and phy-
tosanitary measures, technical barriers to trade, and
good agricultural practice should adequately and
appropriately regulate the movement of and trade in

maize both domestically and internationally in order
to protect people, animals, plants, and the environ-
ment from dangerous diseases, insects, pesticides
and any other hazard. Under such circumstances,
there should be no reason to require a permit to
import prohibited articles for commercial purposes
and an animal feed import permit to import maize.
Requirements for permits only unnecessarily add
costs and time to the importation of maize and
could be conducive to bribery/corruption, unless
the permits are automatically granted.

A certificate of entitlement to tax obligation
under WTO and certificate of tax exemption under
AFTA are also viewed as unnecessary requirements
for customs procedures. An interesting explanation
lies in the assumption that customs officers should
know very well that maize is entitled to a tax reduc-
tion under WTO and a tax exemption under AFTA.
Removing these requirements would reduce costs
on the importation of maize. Similarly, the required
reports of import and report of stock, movement, us-
age, and balance are viewed in the report as being
redundant and troublesome, adding unnecessary
costs to the process of importation. It is recom-
mended therefore that these requirements be lifted
in order to improve efficiency and reduce business
costs related to the import of maize for re-export
in order to turn Thailand into a regional hub for the
maize trade and value chain.

In addition, maize importers in Thailand are
required to register with the Department of Foreign
Trade; importer registration is valid for one year at
a time and needs to be renewed once a year. This
requirement is also viewed as not only burdensome
but would also create uncertainty among importers
who have already established their import business.
The annual import registration requirement is there-
fore not conducive to the long-term development
of the international trading business. It is further
suggested that the recorded information on import-
ers and exporters of maize in the customs database
should be sufficient and convenient to retrieve in
case there is a need to do so for policy or regula-

tory purposes.
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POLICY CHALLENGES AND SOLUTIONS

TDRI’s case study of NTBs on Thailand’s
maize trade illustrates several policy challenges
and possible solutions in terms of the country’s
readiness to fulfill its obligations and fully enjoy
the potential benefits of AEC.

First, Thailand faces the challenge posed by
the conflict between the policy to protect domestic
maize farmers against low, volatile prices versus
the trade liberalization policy under multilateral and
regional agreements, especially AEC commitments.
The high intervention price set by the government
for protecting Thailand’s domestic maize farmers
would lead to Thai maize as well as all the prod-
ucts in its entire value chain, such as animal feed,
livestock products, prepared and processed food,
bio-fuel, and other products using maize as input,
becoming uncompetitive. The high price of maize
would induce expansion of planting into areas with
less fertile and sloping land, reserved forests and
headwater areas, thus causing even lower productiv-
ity and environmental degradation. Consequently,
the farmers’ marginal and average cost of produc-
ing maize would rise. Price intervention meas-
ures would also inevitably restrict maize imports
from neighboring ASEAN member states, such as
Cambodia and Lao PDR. The combined effects of
high guaranteed prices and restricted import barri-
ers would likely induce smuggling of maize from
neighboring countries, facilitated by the payment
of bribes to relevant government officials.

Thailand has to be decisive and ensure its
policy integrity. The country has obviously come
a long way on trade liberalization and stands to
gain much more if it goes all the way in this re-
gard. On the contrary, Thailand would suffer great
losses from standing still or backtracking on trade
liberalization in the current globalized economic
environment.

Secondly, Thailand faces the challenge of
choosing the correct policy instruments to achieve
its target policy. In the case of maize, the low and
volatile income of maize farmers is a key issue. The

correct policy choice would be aimed at increasing
and stabilizing maize farmers’ income rather than
attempting to increase and maintain maize prices at
high levels. It is equally important to distinguish
low-income issues from volatile income problems.
Different policy instruments are required to tackle
the problems of low income on one hand and vola-
tile income on the other.

Some solutions to the problems related to
the Thai maize farmers’ low and volatile income
would include appropriate cost reduction and/or
productivity improvement through: yield improve-
ment technology, including improvement of seed
quality, improvement of agricultural technology and
practices, improvement of post-harvest technology,
improvement of farming infrastructure, especially
irrigation, warehouse facilities, and transportation
and logistics facilities; improvement of farm man-
agement systems; provision of incentives for inef-
ficient farmers to take up alternative occupations or
job opportunities; and steps to encourage the reloca-
tion of maize farms from infertile, non-irrigated and
sloping land to irrigated flatland, e.g. substituting
maize for rice as a second crop on irrigated land in
Thailand’s central plain.
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There might be also an opportunity for
domestic maize farmers to enjoy higher margins
between the real cost of production and competitive
market prices, and hence higher income through:
liberalizing as well as promoting modernization and
competition in the transport and logistic services
sectors in order to reduce the real costs of transpor-
tation and logistics; adjusting the planting/harvest-
ing period to different months wherever possible to
achieve better quality—due to less humidity—of
maize output and higher seasonal prices (due to
off-peak supply), for example, planting maize as
a second crop in irrigated rice fields in the central
plain as previously mentioned; improving farmers’
bargaining power through collective bargaining,
through maize farmers’ cooperatives, in the pur-
chase of agricultural inputs and the sale of maize
outputs; and promoting and effectively enforcing
competition in the maize market, including insti-
tutionalizing a competitive maize market, such as
through commodity exchange and forward markets.

The persistent low-income problem could
and should be alleviated directly by measures to
increase earning capacity without distorting mar-
ket prices. Low-income maize farmers should be
provided with technical and/or financial assistance
to improve their productivity, or alternative crop
production or other occupation offering higher
income-earning opportunities. On the other hand,
the problem of income volatility with maize farm-
ing requires a different set of policy instruments.
The maize income shortfall could originate either
from falling demand under conditions of economic
recession or from a production shortfall due to
natural disasters, such as floods and drought. There
might be also cyclical price declines due to a lagged
supply response to excess demand or high prices.
Seasonal price fluctuations also exist, such as low
prices due to peak supplies after an early harvest
season and high prices due to the availability of
off-peak supplies before the regular harvest season.

To relieve maize farmers of the adverse ef-
fects of these price declines and consequent income
falls caused by economic downturns, income com-

pensatory finance would be the most efficient and
effective measure. Furthermore, a crop insurance
scheme would be the most suitable answer to the
problem of production shortfalls arising from natu-
ral disasters. In addition, commodity exchanges and
forward markets would be best to smooth cyclical
price fluctuations resulting from lagged supply
responses. It should be noted, however, that price
intervention would undermine the functioning of
commodity exchanges and forward markets. As
for seasonal price fluctuations, shifting the planting
time to the dry season in irrigated areas wherever
possible would help smooth out the seasonal price
fluctuations while saving stocking costs as well as
improving the quality of maize.

All these suggested measures would directly,
efficiently, effectively, and sustainably solve the
maize farmers’ problems according to their causes.
It is strongly recommended that these policy instru-
ments or measures be carefully considered, rigor-
ously prepared, and comprehensively implemented
in order to successfully restructure and reform the
entire maize value chain in Thailand.

Thirdly, Thailand also faces a challenge in
terms of streamlining rules and regulations related to
importation and customs procedures. As discussed
in this study, there are a number of prerequisite
permits, registration forms, certificates, information
and identification procedures required—often re-
peatedly and sequentially—by different government
agencies, some of which are just for procedural
reasons or a routine practice, while other permits
and certificates might be called for according to an
officer’s whim. These requirements add time and
costs to the importation and customs procedures
both for importers and the government agencies
concerned. An officer’s discretion without clear and
testable criteria and transparency could lead to cor-
ruption and increase business uncertainty and costs.
In addition, the requirements about warehouse
location, movement, uses, and remaining stock of
the maize imported from Cambodia, Lao PDR and
Myanmar add costs for importers and users of the
maize imported from those countries.
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CONCLUSIONS AND POLICY
IMPLICATIONS

It has been found empirically that trade facili-
tation has had a significant impact on bilateral trade
between Thailand and its major trading partners in
ASEAN, the Regional Comprehensive Economic
Partnership, the United States, and the European
Union. Costs in Thailand are still higher as are the
time consumed by importation and customs pro-
cedures relative to several major trading partners,
despite the significant cost and time reductions
that have been implemented in recent years. These
conditions enable the country to improve its trade
facilitation efforts through the elimination and
streamlining of rules, regulations, and requirements.

To enhance AEC integration, Thailand’s
transformation into a major trading nation, and the
Thailand Plus One Trade and Investment Strategy,
a pilot study was conducted on Thailand’s NTBs on
maize, which is not only a major agricultural prod-
uct of Thailand but also the major import commod-
ity from Cambodia and Lao PDR. Maize has been
subject to alternative domestic and trade policies as
well as various NTMs over the last decade. Great
potential trade opportunities and mutual benefits
exist for Cambodia and Lao PDR (as the exporters)
and Thailand (as the importer), if appropriate poli-
cies and trade measures could be adopted.

To enhance Thailand’s leadership in realiz-
ing the goals of AEC, to effectively implement the
Thailand Plus One Trade and Investment Strategy,
as well as to take steps to realize the potential ben-
efits from the regional maize value chain and Thai-
land’s role as the trading hub for ASEAN in general
and the Greater Mekong Sub-region in particular,
focusing on the maize trade between Thailand and
Cambodia, Lao PDR and Myanmar, specific policy
recommendations drawn from the TDRI study and
stakeholder consultations include the following:

a) Thailand should remove MFN and FTA in-
quota import restriction (tariff quota) measures and
the seasonal prohibition against importing maize
from Cambodia, Lao PDR and Myanmar, and, in-

stead, allow the importation of maize year round on
an MFN basis without any quantitative restrictions;

b) Thailand should lift the restriction that
allows the import of maize only by PWO from
the ASEAN member states (which is relevant to
Cambodia, Lao PDR and Myanmar in particular)
any time of year subject to the annual procurement
plan, and, instead, allow all importers—private en-
terprises and PWO—to import maize competitively
from any country, especially Cambodia, Lao PDR
and Myanmar, all year round without the require-
ment of having a procurement plan;

¢) Thailand should facilitate the import and
export of maize regardless of country of origin
and market destination through improvement of
transport and logistics infrastructure, including
roads, railways, waterways, warehouse facilities,
and telecommunications, especially in the border
provinces of strategic importance to the maize
trade between Thailand and Cambodia, Lao PDR
and Myanmar;

d) Thailand should give the highest priority to
investment promotion of maize value chain activi-
ties in the special economic areas that are located
at borders connecting to Cambodia, Lao PDR and
Myanmar;

e) Thailand should facilitate even greater
imports and exports of maize through the streamlin-
ing of rules, regulations, and customs procedures
by eliminating unnecessary permits, certification
and reports, particularly with regard to such meas-
ures as the permits to import prohibited articles for
commercial purposes, the certificate of entitlement
to tax obligation under WTO, certificate of origin,
report of imports to the Department of Foreign
Trade within one month of each importation, reg-
istration with the Department of Foreign Trade for
preferential tariff benefits under ATIGA, the animal
feed import permit, and report of stocking, move-
ment, usage, and balance of maize imported from
Cambodia, Lao PDR and Myanmar.
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