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SUMMARY

· Free trade agreements (FTAs) have dominated Thai trade policy in the last two-to-three years, against the backdrop of proliferating FTA initiatives in Asia-Pacific and beyond. But FTAs have also to be seen in the light of other trade-policy developments: China’s and India’s historic integration into the global economy; the agonisingly slow pace of the Doha Round of the World Trade Organisation (WTO); little progress in ASEAN economic integration; and, not least, trade-and-related-economic developments in Thailand since the Asian crisis. In this context, how credible is Thailand’s FTA policy? What can be done to improve it?

· Thailand resisted a descent back into protectionism in the wake of the Asian crisis; and tariff and non-tariff barriers in manufacturing have continued to decline, coming closer to relatively moderate levels in other old ASEAN countries. But the momentum for further liberalisation and regulatory reform has slowed down considerably, especially in services.

· Thailand and other southeast-Asian countries need a fresh wave of liberalisation and regulatory reform to meet the challenges of globalisation. The rise of China and India presents huge opportunities, but it also further exposes protectionist weaknesses in the region and adds urgency to necessary market-based reforms. For Thailand, tariffs need to come down to under 10 per cent and be rationalised, especially with reductions in peak tariffs and tariff escalation. More needs to be done on non-tariff barriers in agriculture. The legal framework on foreign direct investment (FDI) should be liberalised and simplified, with full foreign ownership allowed in goods and services, and with approval procedures that are more transparent and less discretionary. Much more liberalisation and regulatory reform is needed in services in order to haul a backward and costly services infrastructure into the twenty-first century, especially in financial and telecommunications services. Finally, domestic trade-related regulation, e.g. in customs administration, government procurement, technical and food-safety standards, competition policy and state-owned enterprises, needs to be overhauled to make it more non-discriminatory, transparent and predictable.

· By developing-country standards, Thailand is reasonably well integrated into the WTO. In the Doha Round Thailand occupies a middle position compared with ASEAN neighbours. It has been less defensive, and more flexible and pragmatic, than Malaysia, Indonesia and the Philippines. 

· However, Thailand punches well below its weight in the WTO: it is not nearly as active in the Doha Round as it should be. The government has switched political attention and negotiating resources to FTAs, and given very little political and policy direction to Thailand’s negotiating positions in the Round. This is myopic and mistaken. Thailand has a strong stake in further multilateral liberalisation underpinned by well-functioning rules. A patchwork of discriminatory FTAs is not enough; and, in the absence of a healthy multilateral trading system, will be increasingly damaging. 

· ASEAN economic integration has been very slow moving and bears little connection to the commercial realities on the ground. While the Common Effective Preferential Tariff has had its timetable advanced, take up of tariff preferences has been minimal, and very little progress has been made on non-tariff issues such as investment and services. The vision of an ASEAN Economic Community looks good on paper, but, like other ASEAN “visions”, has a strong whiff of unreality about it. This is also true of APEC. Both ASEAN and APEC have a travelling circus of summits and conferences peopled by politicians, officials, academics and NGOs, but it is difficult to take them too seriously.

· Thailand’s fixation with FTAs fits the general pattern in southeast Asia and the wider Asia-Pacific. With ten FTAs in force or under negotiation, it is following hard on the heels of Singapore, the FTA pioneer in southeast Asia. For Thailand and other countries in the region, FTAs are motivated by security-related and defensive economic concerns, and are seen as part of a benign “competitive-liberalisation” process, a building block of multilateral liberalisation.

· For FTAs to make economic sense they should be WTO-consistent and WTO-plus, i.e. comprehensive and with liberalising commitments that go beyond those in the WTO, and with simple, harmonised rules of origin. But this is the exception: the overwhelming majority of FTAs are bitty, quick-fix sectoral deals with politically sensitive areas carved out, and with little or no advance on issues that are stuck in the WTO (e.g. agricultural subsidies, anti-dumping and domestic regulatory barriers). They deliver little, if any, net liberalisation and pro-competitive regulatory reform, and get tied up in knots of restrictive, overlapping rules of origin (ROO) requirements. They divert attention from the WTO, and, more importantly, from necessary domestic reforms.

· The emerging FTA picture in southeast Asia is of such weak and partial deals. As things stand, bilateral and collective-ASEAN FTAs are highly unlikely to tackle the protectionist barriers that throttle cross-border commerce in south, southeast and east Asia. They have the hallmarks of “trade-light” agreements.

· Thailand’s FTA policy, while conforming to the regional pattern, has specific Thai characteristics. The main one is the Prime Minister’s CEO style of making lightning-fast decisions and expecting them to be implemented quickly. This has come at some cost and led to unanticipated complications. FTAs have been rushed, driven by fuzzy foreign-policy goals, and had very little sense of economic strategy. Careful preparation has been conspicuously lacking. Too many negotiations have been launched, and they have proceeded too fast. High-level policy direction to negotiators has been found wanting, as has consultation with Parliament, NGOs and the wider public. 

· Most regrettably, there has been little thinking about the link between FTAs and the national economic framework in terms of domestic policies, supporting institutions and priorities for reform. Rather FTAs have been tacked on with little aforethought. The residual logic seems to be narrowly mercantilist: export market access in a few sectors is sought in return for import concessions in a few others, while otherwise preserving the domestic-protectionist status quo. This trade-light approach will make little positive difference to competition and efficiency in the Thai economy, and create complications in the process. To be fair, however, other governments in southeast Asia and beyond are guilty of similar mistakes.

· The Thailand-Australia Closer Economic Relations FTA (TAFTA), in force since January 2005, is reasonably comprehensive on trade in goods (though with very long transition periods for some agricultural products), but very weak on services and investment, domestic regulatory disciplines, SPS measures and other WTO-plus disciplines. Overall, it changes little on the ground. The Thailand-New Zealand Closer Economic Partnership Agreement (CEPA), in force since July 2005, is rather similar to TAFTA. However, there was no agreement on services and investment, with negotiations left to the future. There are modest commitments on labour and environmental standards. The Thailand-China agreement to eliminate tariffs on fruits, vegetables and a few other agricultural products, has little aggregate impact, but it has had an appreciable impact in the sectors covered. The early-harvest tariff elimination package in the Thailand-India FTA is hemmed in by very restrictive rules of origin, and the wider FTA negotiations have made very little progress. The recently completed Thailand-Japan FTA negotiations seem to have delivered a rather weak agreement, with carve-outs and long transition periods for agricultural products, cars and steel. ROO requirements look like being very restrictive, especially on agricultural products. Services, investment and other WTO-plus commitments are likely to be weak. FTA negotiations with Bahrain and Peru have been on hold since last year. Negotiations with EFTA are about to commence. The BIMSTEC grouping (bringing together Bangladesh, Sri Lanka, India, Nepal, Bhutan, Thailand and Myanmar) is supposed to complete an FTA by 2017. FTAs with Bahrain, Peru, EFTA and in BIMSTEC should not be taken too seriously: trade levels are small-to-miniscule; South-South trade (i.e. trade in similar products) is difficult to liberalise and delivers relatively few gains; and an FTA with EFTA will likely carve out much of agriculture. Thailand is also involved in collective ASEAN FTA negotiations with China, India, Japan, Korea and Australia/New Zealand. 

· The Thailand-US Free Trade Agreement (TUSFTA) is the sole and highly significant exception to Thailand’s unserious, trade-light FTA norm. A comprehensive, clean FTA could deliver significant gains for Thailand. The USA’s position is that it wants just such an FTA, with wide and deep commitments on goods, services, investment, government procurement, intellectual-property protection, competition policy and other areas.

· Both the USA and Thailand stand to gain from agricultural liberalisation as trade barriers are high at both ends. But key Thai concerns will not be addressed, especially agricultural subsidies and anti-dumping procedures, which the USA leaves to WTO negotiations. The USA is also unlikely to concede much on tariff and non-tariff barriers in rice and sugar, and on SPS measures. On industrial goods, Thailand will have a job to eliminate US tariffs on pick-up trucks anytime soon. Finally, ROO requirements are likely to be very restrictive, especially in politically sensitive US markets such as textiles and clothing.

· The USA is making very ambitious demands on services and investment, along the lines of commitments in the US-Singapore FTA. Based on a negative-list approach, it is demanding complete opening of most services sectors, underpinned by strong disciplines to limit discretion and enhance transparency in domestic regulation. On investment, it wants the scope of “covered investment” to be wide enough to include short-term capital flows, a ban on performance requirements, and no special privileges for state-owned enterprises (SOEs). Thailand is particularly worried about opening its long-protected, weak and inefficient banking sector to US competition. Taken together, these demands would require an extensive overhaul of Thai legislation in these areas. At the same time, Thailand wants access to the US labour market for some of its workers (e.g. chefs, masseurs and others in hotel and health-related sectors). The USA is unlikely to concede much here. 

· The USA is demanding “TRIPS-plus” commitments on intellectual-property (IP) protection, again along the lines of commitments in the US-Singapore FTA. These would cover patents, data exclusivity, plant varieties, copyright and other issues. They would require a large overhaul of Thai IP legislation. It is questionable whether such commitments would be appropriate to a country at Thailand’s stage of development. Legislative changes would be costly, and the domestic generic industry would be at risk. Most sensitive politically, it is possible that limits on compulsory licensing could significantly increase the price of ARV drugs for HIV/AIDS victims. Thai unease is justified, and it is moot whether wholesale concessions to US demands would be worth an overall agreement.

· The USA is likely to demand disciplines on competition policy that would subsume SOEs. This would in any case be in the Thai interest. The USA is also likely to demand better access to the Thai government-procurement market, and procedures for regulatory transparency and cooperation in customs administration. Finally, there will have to be commitments on labour and environmental standards, as required by the US Congress.

· TUSFTA has the makings of a one-sided deal: Thailand will have to concede much, but will likely gain little extra access to the US market. Hence the domestic backlash against TUSFTA comes as little surprise. Some arguments against TUSFTA, and against FTAs in general, are nonsensical anti-market polemics, but others are justified, especially on IP issues. But the main problem is the lack of preparation and a credible negotiating strategy on the part of the government. Narrow mercantilism might work politically with other FTA partners, but it comes a cropper with the USA. 

· What can be done to improve Thai FTA policy?

· First, the government needs to stand back, ask searching questions and devise a proper policy for FTA negotiations that goes beyond narrow mercantilism and ad hoc decision making in the middle of negotiations. The key to this is not to look at FTAs in isolation, but to hitch them firmly to a national economic-and-institutional reform agenda. The government should commission an independent review of overall FTA policy, with the specific remit to link it to national economic priorities. Therefore, policy options for FTA negotiations should be related explicitly to options for domestic reforms.

· Second, the government should change its attitude to the policy process. It needs to listen to and coordinate better with its experienced negotiators; solicit policy advice from outside experts; consult more with Parliament and the more sensible NGOs; and explain relevant issues intelligently to the public. Business associations could play a fuller role by feeding in market intelligence for more detailed and refined negotiating positions.
· Third, there should be fewer negotiations with longer timelines in order to focus political capital and negotiating resources on what is important. The central focus should be on the crucial negotiations with the USA. Trade-light negotiations with India, EFTA and in collective ASEAN FTAs should be put on the backburner. Those with Bahrain and Peru should be suspended indefinitely. And there should be a moratorium on future FTA negotiations.
· Fourth, Thailand should ask the USA for a longer negotiating timeframe, say to the second half of 2007. This would allow breathing space to prepare a better negotiating strategy. In the meantime, the government should commission an independent review with the remit to examine the desirability and feasibility of domestic regulatory reforms that a deep-integration TUSFTA would require. This should be done in tandem with, or as part of, the overall FTA policy review recommended above.

· Fifth, existing FTAs with Australia, New Zealand, and now with Japan, need to be strengthened in terms of market-access commitments (on goods, services and investment) and WTO-plus issues (e.g. government procurement, competition policy, SPS and other regulatory barriers).
· Sixth, special attention should be devoted to the mess on rules of origin that these and other FTAs are creating. There should be a special study, preferably led by the Federation of Thai Industries and the Chamber of Commerce, on how rules of origin in Thailand’s FTAs can be simplified and harmonised to make them less costly and trade distorting. The conclusions should be fed into FTA negotiations and reviews of existing FTAs.
· These changes in FTA policy need to be flanked by changes on other trade-policy tracks:

· First, Thailand should redirect attention to the WTO, alongside a more focused FTA policy. 
· Second, and most important of all, Thailand needs a fresh wave of unilateral liberalisation and regulatory reform to limit misguided government intervention and boost competition. This should be the central plank of trade policy. Wherever possible, FTA preferences should be “multilateralised”, i.e. offered to others on a non-discriminatory basis. Finally, the government should devise a more focused policy of adjustment assistance for small rural farmers hit by FTA market opening. In light of the above considerations, the government should commission an independent review to examine options for a fresh domestic liberalisation-and-regulatory-reform agenda. This should have an adjustment-assistance component, but not be conditional on trade negotiations.
· Thai FTA policy is flawed, but FTAs are a reality: they cannot be wished away. The challenge is to improve them. But that is not enough. Thai trade policy needs to be rebalanced. It is standing on one shaky FTA leg. It needs to stand on another, stronger WTO leg. And, like a good Pilates student, it needs to rebuild core abdominal strength through further unilateral liberalisation and regulatory change as part of a domestic reform agenda. That, not excessive reliance on cumbersome trade negotiations, is the key to tackling the protectionist barriers that matter in Asia-Pacific. And that is the key to regional economic integration and further integration with the global economy. Therefore a clear and persuasive case for unilateral reforms should be made in Thailand; one that goes against the grain of entrenched interests and prevailing (but wrong-headed) ideology that find it convenient to rely on trade negotiations. Thankfully, the winds of globalisation, blowing more strongly with the rise of China and India, create pressure to move faster with unilateral reforms. Whether that will be strong enough to change policy in Bangkok in a more sensible direction remains to be seen.

INTRODUCTION

Free trade agreements (FTAs) have dominated Thai trade policy in the last two to three years. FTA initiatives have issued thick and fast, involving partners in east and south Asia (China, India, Japan, BIMSTEC), Australia, New Zealand, and, farther afield, Bahrain, Peru and – not least – the USA. They have become prominent in Thai economic and foreign policy. And domestically, they have become politically controversial, especially as negotiations on a US-Thailand FTA get serious.

Thai FTA policy takes place against the backdrop of  proliferating FTA initiatives in Asia-Pacific and beyond. Singapore blazed the trail in southeast Asia, with Thailand next to follow. New FTAs concluded so far in the region have been mostly bilateral, involving individual ASEAN countries and partners outside the region. They have been supplemented by plurilateral, big-block FTA initiatives, involving ASEAN collectively and others (China, India, Japan, Australia-New Zealand). In all, about 40 FTAs have been negotiated or are under discussion in Asia-Pacific since 1999. There is talk of an East Asian Economic Community bringing together ASEAN, China, Japan and Korea, and even of an Asian Economic Community that would subsume south Asia too.

It would be folly to view FTAs in isolation: they have to be seen in light of other major trade-policy developments. One such is China’s accession to the World Trade Organisation (WTO) in 2001, crowning the most sweeping set of market-oriented reforms, including the biggest dose of trade-and-investment liberalisation, the world has ever seen. Arguably, China’s WTO accession, with very strong commitments that go far beyond those of other developing countries, is the symbol of the liberalisation wave worldwide over the past quarter-century, and of modern economic globalisation more generally. It is also a marker for the way in which China is reshaping economic activity and policy in east and southeast Asia. 

India, too, is integrating faster into the world economy, though not nearly as fast or as dramatically as China. The global integration of these two developing-country “big beasts” is probably the lead trend in economic globalisation today and for some time to come. It has powerful, not-to-be-underestimated, implications for trade and wider economic policies in Thailand and the rest of southeast Asia.

Turning to multilateral matters, the WTO, after the crippling failure of the Seattle Ministerial Conference in 1999, witnessed the launch of a new round of multilateral trade negotiations in Doha at the end of 2001. The round came to a halt with the collapse of the Cancun Ministerial Conference in 2003; but it was revived, with a new negotiating framework put in place, by July 2004. Nevertheless, grave doubts about the future of the WTO and of the multilateral trading system persist – a major factor in the turn to FTAs in southeast Asia and elsewhere.

ASEAN itself has hardly been short of initiatives to deepen its own economic integration. The tariff-reduction timetable for the ASEAN Free Trade Area (AFTA) has been advanced, and a new agreement announced to achieve an ASEAN Economic Community (AEC) by 2020. However, grand visions belie the reality on the ground, with at best modest results in bringing down intra-regional trade barriers.

Finally, and perhaps most important, FTA policy must be seen in the context of developments at home, especially in national trade-policy measures affecting imports, exports, foreign direct investment (FDI) and the cross-border movement of workers. These in turn are linked to wider Thai economic-policy developments post-Asian crisis and under the present Thaksin administration.  Such unilateral or autonomous trade-policy measures are at least as important as headline-grabbing events in FTAs, the WTO and ASEAN. And of course the two aspects (unilateral measures, on the one hand, and national involvement in international and regional trade negotiations and agreements, on the other) mutually interact.

This sets the stage for the core questions this study will address. What is Thailand’s FTA strategy? Does it make sense? How credible are negotiating positions, the choice of negotiating partners, and the agreements already in operation? How good or bad is the fit between FTAs and economic policy at home? Do they improve national economic prospects, make matters worse, or make little or no difference? Are they the correct response to the demands of economic globalisation, and, closer to home, to the rise of China and India? How do FTAs relate to Thailand’s involvement in the WTO and in ASEAN economic integration? If there are weaknesses in FTA policy, how can they be rectified? What might a credible and realistic FTA policy look like?

The study will proceed as follows. Part One provides the relevant background in terms of national trade-related policies and trade negotiations on multilateral (WTO) and regional (ASEAN) tracks. Chapter One gives an overview of the Thai trade-policy framework post-Asian crisis, focusing on national measures on trade and FDI in goods and services. Comparisons are made between Thailand, other ASEAN countries, China and India, all in the context of recent global trade-policy developments. Chapter Two focuses on Thailand in the WTO, especially its involvement in the Doha Round. Chapter Three looks at Thailand in ASEAN economic integration (AFTA, AFTA-plus issues and the AEC). Part Two (Chapter Four) then concentrates on Thailand’s FTAs.

PART ONE

Chapter One: The national trade-policy framework

1.1 Thai trade policy as part of global and regional patterns; trends post-Asian crisis

Thailand’s fundamental shift from import-substitution to export-orientation policies took place when the Industrial Promotion Act came into force in 1972. Since then the economy has become progressively more open, although the real acceleration of external liberalisation dates back to the second half of the 1980s. 

This broad trend is part of a regional and global pattern. Trade policy has become progressively more liberal in the last quarter-century as part of wider packages of economic policy reform. Indeed, a veritable trade-policy revolution has taken place across the developing world. Tariff and non-tariff barriers on imports and exports of merchandise goods have been reduced significantly; restrictions on foreign direct investment (FDI) whittled down and simplified; and services markets opened to foreign competition (albeit to a lesser extent than goods markets).
 However, this trend has been far from uniform. A minority of “new globalisers” (the World Bank’s terminology) have more liberal trade policies, improving institutions, greater global integration and higher growth rates. This is overwhelmingly an Asian phenomenon. In stark contrast, least-developed countries, mostly bunched in sub-Saharan Africa, have liberalised more modestly, and seen stagnant trade-to-GDP ratios as well as stagnant or declining real incomes – all against the backdrop of failed or failing governments unable to provide even the most basic public goods.

Southeast Asia clearly fits into the new-globalisation category. With the exception of Singapore, major trade-and-investment liberalisation in the region dates back to the 1980s and ‘90s, lagging behind the first and second generation of (northeast) Asian tigers by a couple of decades. 

Despite progressive external liberalisation, Thailand retains higher protection compared with other old ASEAN countries – especially Singapore and Malaysia, but also in some respects Indonesia and the Philippines. Furthermore, the gap with China and India has narrowed as both countries have undertaken substantial trade-and-investment liberalisation since the early 1990s -- China in particular. 

In essence, Thai external liberalisation has coexisted with extensive ad hoc government intervention at the sectoral level. While this has decreased in manufacturing, it remains pervasive in agriculture and services.
 This also applies in some sectors where Thailand enjoys strong comparative advantage, e.g. rice, sugar and coffee, which have out-of-quota tariffs of 58, 104 and 100 per cent respectively. Trade protection and domestic market restrictions have probably hampered export competitiveness in these products. Such measures have perpetuated and reinforced a dual economy: efficient sectors exposed to global competition coexist alongside inefficient and insulated domestic sectors. Of course this is not unique to Thailand: other “new globalisers” in east Asia have similar features – Malaysia next door being a notable example.

Thailand generally and successfully resisted a descent back into protectionism in the wake of the Asian crisis, reflecting the wider regional trend. Temporary import surcharges to protect vulnerable sectors were imposed, but overall tariff protection continued to decline. FDI liberalisation has continued, especially in banking as part of an IMF structural adjustment package, with further gradual liberalisation in financial services and telecommunications planned for the future. Pro-competitive domestic regulatory reforms and institution-building measures were introduced in the late 1990s, e.g. on competition policy, countering corruption, cleaning up the banking sector, and improving transparency in corporate governance. These measures were in the spirit of Thailand’s new liberal constitution, promulgated in 1997. But momentum stalled after an initial burst, and very little progress has been made since.

Overall, trade-and-FDI liberalisation has continued since the Asian crisis, but gradually and fitfully, and certainly more slowly than in many other new-globalising developing countries – China again being the pace-setter. Moreover, this has not been backed up by sustained regulatory and institutional reforms.

Since it first came into office in 2001, the Thaksin administration has pursued a “dual-track” policy whose twin objectives are continued integration into the global economy through shifting into higher-value activities, and strengthening the domestic economic base. Securing better export-market access and developing Thailand as an FDI hub are the professed means to achieve the former objective; various fiscal and industrial-policy measures are meant to bolster domestic economic activity.

1.2 Trade and FDI in the Thai economy

Trade-and-FDI liberalisation has dramatically altered the features of the Thai economy since the 1980s, with swathes of manufacturing becoming integrated into global markets. Merchandise trade now accounts for 98.8 per cent of overall GDP. Stripping out services, goods trade is just over 200 per cent of GDP in goods.

Two decades ago, agriculture and processed food accounted for about half of total exports, while the main import items were fuel, minerals, lubricants and machinery. Now, manufacturing accounts for over 65 per cent of total trade. Office machines and telecommunications equipment, other consumer goods, textiles and clothing, and other semi-manufactures are the main export items. Office machines, telecommunications equipment and non-electrical machinery also figure as major import items. These are symptoms of Thailand’s exploitation of comparative advantage in labour-intensive manufactured exports, mediated by the production networks of multinational enterprises and intra-industry trade. Agriculture accounts for almost 15 per cent of exports and 3 per cent of imports.

Thailand’s leading trade partners are Japan, USA, EU and other ASEAN countries, particularly Singapore and Malaysia (Table 1). These are also the leading source countries for inward investment (Table 2). This indicates the strong link between FDI and export-based production in Thailand.

1.3 Trade in goods: tariff and non-tariff measures

According to the last WTO Trade Policy Review in 2003, Thailand’s overall simple average tariff was 14.7 per cent, down from 17 per cent in 1999 and 23 per cent in 1995 (the dates of the previous two Trade Policy Reviews of Thailand). This breaks down into a tariff-average of 25.4 per cent for agricultural products and 12.9 per cent for non-agricultural products in 2003 (Table 3). Tariffs are lower once weighted by the volume of imports, especially due to tariff exemptions, duty drawbacks and other schemes to attract export-oriented manufacturing FDI.

Further reductions of manufacturing tariffs since 2003 have taken the overall average down to 11-12 per cent. The government plans to reduce tariffs on raw and semi-raw materials to 0,1,5 and 10 per cent by 2007. A timeline for tariff reductions on 879 finished products, mostly in agriculture, has not yet been set. These measures take Thailand closer to average tariff levels in Malaysia, Indonesia, the Philippines and China (Table 4). In other words, Thailand does not stick out as a high-tariff country by regional standards as much as it did up to the mid-1990s (Table 5).

Nevertheless, Thailand retains a complicated tariff structure with tariff peaks (e.g. in vegetables, meat, dairy, sugar, processed food, transport equipment, footwear, alcoholic beverages, tobacco, cars and car parts, and textiles and clothing), tariff dispersion (with 46 different rates), and tariff escalation (higher tariffs on final goods than on production inputs and raw materials). As calculated by Athukorala et al, the overall effective rate of protection (ERP) for traded goods has come down considerably to 14.4 per cent by 2004, with the biggest decrease in manufacturing (Table 6). (ERP provides a more accurate reflection of the impact of tariff escalation on resource allocation than nominal tariffs.) In general, very low ERPs are found in export-competing sectors where Thailand enjoys strong comparative advantage, but high-to-very-high ERPs are found in several import-competing agricultural and manufacturing sectors.

Classic non-tariff barriers (e.g. import and export licensing, quotas, bans, foreign-exchange restrictions, state-trading monopolies) have come down drastically in tandem with tariff liberalisation and are in line with other new-industrialising countries in southeast and east Asia (Table 7). However, they do remain a problem in agriculture, especially with complex discretionary import licensing and tariff quotas on some products.

Thailand introduced the Anti-Dumping and Countervailing Act in 1999. It has recently imposed anti-dumping duties on products such as chemicals, steel and glass coming mostly from other developing countries. Thailand has not imposed countervailing duties or safeguard measures since the relevant laws came into force in 1999. Thailand maintains subsidies to support manufacturing exports and processed-agricultural exports, which it considers permissible under WTO agreements. 

1.4 FDI and trade in services

Thailand has a relatively liberal regime for inward investment in manufacturing by developing-country standards, though less so for services and other non-manufacturing activities. The Foreign Business Act (FBA) of 1999, which replaces the Alien Business Law of 1972, provides the legislative framework for FDI. Restricted activities (a very wide range including media, farming, forestry, fisheries, domestic aviation, sugar refining, rice milling, certain professional services, construction, retailing, wholesaling, advertising, hotels and tourism) are covered by three negative lists. Foreign entities are prohibited from owning 50 per cent or more equity in some activities, and require approval from the Minister of Commerce for up to 75 per cent equity in others. Banking, insurance, aviation, transport, commodity export, mining and telecommunications also have foreign-ownership restrictions. There are restrictions on land ownership, though they have been relaxed. Other activities are fully open to foreign participation. 

Investment and export-promotion schemes operated by the Board of Investment (BOI) and the Industrial Estates Authority override aforementioned foreign-ownership restrictions. In practice, most manufacturing activities are open to 100-per-cent foreign ownership. The BOI targets five areas for investment promotion: agribusiness, cars, fashion, electronics and high-value services.

Thailand signed a Treaty of Amity and Economic Relations with the USA in 1966. This accords national treatment to US investors, i.e. “no less favourable” treatment compared with domestic investors, thereby exempting the former from most FDI restrictions in the FBA and related legislation. Six sectors are exempted from the Treaty of Amity: telecommunications, transport, fiduciary functions, banking, land and other natural resources, and domestic agricultural trade. Also, the Treaty does not cover the right to own land and professions reserved for Thai nationals.

Since 2000, investment and export-promotion incentives have been free of local-content and export requirements in line with the WTO’s Trade-Related Investment Measures (TRIMS) agreement.

Thailand is much more protectionist in services than in manufacturing. Ownership, entry, establishment and operating restrictions are higher and more rigid in services. The reverberations of the Asian financial crisis increased protectionist sentiment in services in particular and slowed down the pace of liberalisation. In fact there has been no substantial liberalisation in services since 1999, with the exception of air-services liberalisation to accommodate low-cost carriers. 

The FBA covers foreign service providers in many sectors. Foreign participation in banking, insurance and telecommunications is covered in separate sector-specific legislation.

In financial services, the banking sector has been liberalised as a result of the IMF’s structural adjustment programme agreed with the Thai government in 1998. Up to 100-per-cent foreign ownership of banks and other financial companies is allowed for ten years. After that period, new local injections of capital are intended to take foreign ownership down to 49 per cent. Four out of thirteen commercial banks in Thailand are now in majority foreign ownership. However, foreign-controlled banks are subject to tight operating restrictions: they can have a maximum of three branches, only one of which can be located in Bangkok; other restrictions include high minimum capital requirements and narrow limits on employing expatriate management personnel.

The new Financial Sector Masterplan, unveiled in 2004, envisages rather limited relaxation of barriers to foreign banks over three years, alongside better integrated and simplified banking regulation. The maximum foreign-equity limit is held at 49 per cent, and even that remains at the discretion of the central bank. Henceforth, the Bank of Thailand and the Ministry of Finance will issue two types of licenses to foreign banks: subsidiary licenses, which allow foreign banks to conduct the same activities as Thai banks, open one additional branch in Bangkok and three outside Bangkok; and full-branch licenses, which do not permit additional branches. A new Financial Institution Business Act, presently held up in Parliament, proposes the transfer of power to issue and revoke bank licenses  from the Ministry of Finance to the Bank of Thailand. The latter has indicated that no new banking licenses will be issued until “economic conditions” permit greater competition in the domestic market.

In sum, despite IMF-induced liberalisation in 1998, the banking sector continues to have restricted access to foreign banks and limited competition in the domestic market. Government intervention is still pronounced, particularly in the state-owned banks. Given the overlap of responsibility between the Ministry of Finance and the Bank of Thailand, in addition to considerable discretionary powers invested in both, regulatory decision making tends to be opaque, lengthy and complex.
 The gradual and limited reforms envisaged in the new Financial Sector Masterplan are not likely to give a significant boost to competition.

Limited liberalisation also characterises the insurance sector. Proposed legislative amendments would raise the limit on foreign equity participation to 49 per cent, with majority ownership allowed ten years after. Up to 100-per-cent foreign ownership is allowed in securities firms engaged in brokerage business, but non-brokerage activities are closed to majority foreign equity unless permitted by the Ministry of Commerce.

The telecommunications market is also plagued by poor regulation and lack of competition.
 There are two quasi-monopolistic state-owned operators, TOT and CAT, which effectively control domestic and international services. There are three major domestic private operators in the mobile-phone market, all concessionaires of TOT and CAT. Competition is keener in the mobile-phone market than in fixed-line operations as a result of foreign entrants, but it is still limited, especially on price. Telecommunications prices in all major market segments remain substantially higher in Thailand than the Asian average. 

The Masterplan for Telecommunications Development, announced in 1997, sets out the route to full liberalisation of basic telecommunications services by 2006. Existing concessions to foreign service providers are to be converted to licenses. An independent regulator, the National Telecommunications Commission (NTC) is to be established in accordance with the 1997 Constitution, which calls for a separation of regulatory, policy-making and operational functions. In addition, the Telecommunications Business Act of 2001 provides the new regulatory framework for licensing, interconnection, pricing, universal services and consumer protection. A new Ministry of Information and Communications Technology was established in 2002 to oversee the telecommunications sector.

Progress on liberalisation and regulatory reform on the ground has been very slow. TOT and CAT have been belatedly corporatised, but privatisation continues to be postponed due to political wrangling. A major obstacle is the conversion of concessions to private operators – many of 20-30 years’ duration -- into licenses. In 2001, the Thai parliament passed legislation limiting foreign ownership in local telecoms firms to 25 per cent, but the government has introduced legislation to increase the ownership limit back to the previous 49 per cent. The NTC was finally established in 2004 after a delay of several years due to allegations of nepotism and corruption in making appointments. Regulation of licensing, terms of interconnection and standards-setting remains opaque and discriminatory, with many controversial issues unresolved and licenses for new Internet service providers and many value-added services yet to be issued. It will probably take a while before the NTC makes its presence felt. However, a strong NTC is crucial for the effective enforcement of the Telecommunications Business Act, not least by filling in gaps in the legislation (such as not specifying which service belongs to each type of license).

The 1997 Constitution and new legislation stipulate the establishment of an independent regulator for the broadcasting sector, but it has yet to be formed due to disagreements over its composition. Foreign ownership in terrestrial broadcast networks is prohibited.

The state-dominated telecoms sector also keeps the costs of e-commerce artificially high and hampers its development. The CAT has mandatory shares in licensed Internet service providers. By the standards of Thailand’s southeast and east-Asian neighbours, Internet penetration rates are low and the cost of leasing Internet lines from the public operator high.

Foreign investment in domestic land, waterway and air transport is restricted under the FBA, unless majority foreign equity is approved by the Cabinet. International shipping is open to both Thai and foreign operators. Domestic air services were liberalised in 2001, but with continuing restrictions on foreign participation.

There are tight restrictions on foreign professionals working in professional services such as law, accountancy, architecture, engineering and medicine. Foreign participation is confined at best to joint ventures and minority shareholdings in local firms. The retail sector is protected, though foreign supermarket chains have become a bigger presence in cities and urban areas. The construction and health-care sectors are also protected.

1.5 Other trade-related measures

Pervasive institutional weaknesses are as great a barrier as direct protectionist instruments to market access for foreign-owned firms and competition in the domestic market. Government regulation can be opaque and arbitrary, with policy changes often made by ministerial announcement, without forewarning or adequate explanation. For example, tariff changes are frequently effected in this way, as are case-by-case decisions on granting investment incentives and relaxing legislative restrictions on foreign ownership. This reinforces the impression of unpredictability and incoherence in policy making.

Foreign investors complain of excessive red tape and corruption in customs administration, e.g. inconsistent application of transaction-value methodology, otherwise using arbitrary values, and lengthy, opaque customs-appeals procedures. However, there have been recent improvements, e.g. in implementing the WTO’s Customs Valuation Agreement, and using an EDI (electronic data interchange) system to speed up customs clearance.

Technical regulations on standards, testing, labelling and certification of products can be opaque and have lengthy product-approval times. Foreign-owned firms complain particularly of unpredictable and sometimes arbitrary regulatory administration of food and pharmaceutical imports, including discretionary use of price controls.

Thailand has overhauled legislation to comply with the WTO’s Agreement on Trade-Related Intellectual Property Rights (TRIPS). Since 1995, there has been new legislation on patents, copyright, trademarks, plant varieties, integrated circuits and trade secrets. A new Geographical Indications Bill is under review in Parliament. Thailand is a member of World Intellectual Property Organisation (WIPO) and the Berne Convention, though it has not yet acceded to the Paris and Rome Conventions. Considerable resources have been devoted to enforcing WTO-compatible intellectual-property (IP) requirements, but the USA in particular continues to complain of widespread counterfeiting and piracy. US and Thai authorities have consulted widely on IP issues under the US-Thailand Trade and Investment Facilitation Agreement (TIFA) of 2003.  The USA has proposed an IPR Action Plan for Thailand to improve enforcement of existing legislation and further strengthen IP legislation, e.g. on optical-disk piracy and copyright issues.

The Prime Minister’s Procurement Regulations cover procurement for ministries and state-owned enterprises (SOEs). While principles of non-discrimination and open competition in bidding procedures are recognised, preferential treatment is given to domestic suppliers, who receive an automatic 15 per-cent price advantage over foreign-based bidders in initial bid-round evaluations. However, foreign-owned firms with production bases and established commercial presence in Thailand can count as domestic suppliers and receive the afore-mentioned price advantage. A “Buy Thai” directive from the Prime Minister’s Office was enacted in 2001. Foreign suppliers complain that this effectively excludes them from competing for bids in certain products, though this is denied by the government. Another complaint is that government agencies’ and SOEs’ procurement procedures are too discretionary and non-transparent, e.g. in modifying technical regulations during the bidding process and reserving the right to accept or reject bids at any time. Allegations of irregularities in government procurement are frequent. Thailand is not a member of the WTO’s Government Procurement Agreement (GPA).

Competition policy got a significant boost with the passage of the Trade Competition Act of 1999, which covers anti-competitive practices such as abuse of dominant market positions, cartel agreements, mergers and unfair trade practices. The Act does not discriminate between firms on the basis of nationality. It provides for a Competition Commission within the Department of Internal Trade in the Ministry of Commerce. The Competition Commission is chaired by the Minister of Commerce and includes the Permanent Secretaries of the Ministry of Commerce and the Ministry of Finance, as well as 8-12 “qualified persons” appointed by the Cabinet.

New competition legislation does suffer from several weaknesses. The regulator is not independent of government. There is no clear definition of “dominance” in terms of market-share thresholds, rendering the heart of competition enforcement weak-to-inoperative. The Competition Commission is under-resourced and generally weak. Finally, SOEs are exempted. Domestic competition is hindered by the existence of about 85 SOEs, many of them quasi-monopolies bunched in five sectors: telecoms, water, energy, transport and finance. Some SOEs have been corporatised, but few have been privatised.

1.6 Trade-policy decision making

1.6.1 Thai trade-policy capacity in context: regional patterns

Before discussing the decision-making setting for trade policy in Thailand itself, it is worth highlighting some general features of trade-policy making in southeast Asia, notwithstanding huge differences among countries in the region.
 Unlike the OECD, trade-policy making in southeast Asia, as in northeast Asia, remains rather centralised; governments tend to have a “we know best” mentality. There is little input from legislatures, trade unions and NGOs. Some business interests are, of course, influential through direct political contacts.

The advantage of centralised decision-making is that radical reforms can be pushed through fast, e.g. through executive decrees. The disadvantage is that policy is perennially hostage to the whims of a few powerful autocrats. It lacks the stability, coherence and follow-through that come with strong institutional checks and balances. 

Government-business relations are indicative of this institutional deficit, certainly compared with the advanced liberal democracies of the West, but also compared with northeast Asia. Business interests often obstruct competition-enhancing reforms. At the same time, unlike organised business in the US, EU and northeast-Asian countries like Japan, South Korea and Taiwan, they do not systematically feed in market intelligence to help formulate national policy priorities, strengthen government capacity in international negotiations, and effectively implement policies at home. 

Technocracy is one sign of institutional strength; and in this respect southeast Asia compares quite favourably with other developing-country regions, though less so compared with northeast Asia. Competent high-level technocrats are found in core government agencies (central banks, ministries of finance, economic planning agencies), but less so in (some) trade-and-industry ministries and in the line agencies responsible for domestic regulation (e.g. of customs, intellectual property protection, services sectors). The latter are more inward-looking and prone to capture by rent-seeking interests. They, perhaps more than other organisations, frustrate reforms prescribed “from above”.

Another way of cutting into the management of trade policy is to contrast “first- generation” with “second-generation” reforms.
 The former involve simplifying and reducing border barriers (tariffs, quotas and other simple non-tariff barriers). These are relatively straightforward, “negative” acts (they scrap regulations rather than put new ones in place), which can be proclaimed by executive order and implemented fairly quickly and cleanly. 

Second-generation reforms are a different matter. They have to deal with dense thickets of domestic (behind-the-border) regulations governing, for example, services, intellectual-property rights, customs administration, government procurement, immigration, sanitary standards, product testing, certification and labelling requirements. Reforms to reduce non-border barriers to market access and boost competition are technically complex, take time, entail real financial costs, and are politically more sensitive as they involve a plethora of actors within government and outside it. Most developing countries still have some way to go with first-generation reforms, but now they have to deal with second-generation reforms too. The burdens on trade-policy capacity in the developing world are therefore more onerous today than they were a decade or two ago.

The transition from GATT to WTO is one important element of the relative shift from first- to second-generation reforms in the developing world. As a result of the Uruguay Round agreements, the WTO not only has much broader sectoral coverage, but it also ventures deeper into domestic regulation.
 Many new FTA negotiations go even deeper into second-generation issues. All this adds to decision-making complexity within countries.

The lead ministry’s task of co-ordinating trade policy overall is, therefore, that much more complex and problematic. For example, it has to rely more on other parts of government and non-governmental actors (especially business) for input, but their knowledge and experience of trade-policy issues is often weak (and in some cases close to non-existent). Unlike developed countries and a select few advanced developing countries, analytical input for trade negotiations (e.g. detailed briefing papers and economic impact assessments on priority issues) is lacking, precisely when the complexity of the negotiating agenda makes it all the more necessary.

This context of a wider and deeper trade policy agenda, with concomitantly greater demands on institutional capacity, has opened up bigger gaps within ASEAN. Singapore, with the strongest trade-policy (and wider institutional) capacity in the region, can cope well enough. Malaysia and Thailand are not too bad, indeed pretty good by developing-country standards. Indonesia and the Philippines are worse: with historically weak institutions, made weaker by instability and crisis in recent years, they are simply overwhelmed. And the new ASEAN members are even worse still. 

1.6.2 Thai trade-policy capacity

The Ministry of Commerce (MOC) leads on trade policy through its Department of Trade Negotiations. It co-ordinates WTO- and ASEAN-related policy with other ministries and regulatory agencies, co-ordinates some (but not all) FTA negotiations, consults with business and NGOs, and liases directly with Thailand’s mission to the WTO in Geneva. The latter, with fourteen professional officers (the majority from the MOC), is the largest of all ASEAN missions to the WTO and separate from Thailand’s UN mission in Geneva. In fact the Thai mission to the WTO is as large as that of Brazil, one of the three developing-country heavyweights in the WTO (alongside India and China).

The Department of Trade Negotiations interacts closely on specific issues with the Fiscal Policy Office (Ministry of Finance), the Office of Industrial Economics (Ministry of Industry), the Office of Agricultural Economics (Ministry of Agriculture and Co-operatives), the Board of Investment (on FDI issues), and relevant departments of other ministries and agencies (e.g. Public Health, Energy, Transport, Information Technology and Communications, Bank of Thailand). (See Figure 1 for Thailand’s government structure after the bureaucratic reforms introduced in October 2002.) Now it has to co-operate more intensively with the Ministry of Foreign Affairs (MFA) on FTA negotiations. The MFA provides the chief negotiators for the key bilateral negotiations with the USA and Japan.

The inter-agency Committee on International Economic Relations Policy, headed by the Deputy Prime Minister (who is also the Minister of Finance), co-ordinates trade-and-investment and other international-economic policies. The Joint Standing Committee on Commerce, Industry and Banking (JSCCIB) brings together government agencies and private-sector bodies (the Thai Chamber of Commerce, the Federation of Thai Industries and the Thai Bankers’ Association) on trade-policy issues. The JSCCIB formed a WTO Committee in 1999 to increase business input to Thai positions in multilateral trade negotiations. The National Economic and Social Development Board (NESDB) conducts assessments of public policies across-the-board. It formulates and reviews implementation of the five-year National Development Plan. It is however only marginally involved in trade policy-making. 

Prime Minister Thaksin appointed three new Thailand Trade Representatives (TTRs) after he came into office. The TTRs – all political appointees -- are mostly involved in trade promotion, and trade policy only at the margins. They report directly to the Prime Minister. The TTR Office leads on the FTA negotiations with Peru.

Until late 2004, FTA negotiations fitted into the decision-making structure set out above. FTA Chief Negotiators reported to the Committee on International Economic Relations Policy, which formulated FTA negotiating positions. Two sub-committees were formed to oversee negotiating strategy and devise domestic implementation plans. But it was felt that this mechanism did not reflect the central priority given to FTAs in Thai trade policy since 2003, and did not give unified direction to individual FTA negotiations. This led to the Prime Minster appointing a new Committee on FTA Strategy and Negotiations in November 2004, chaired by the Minister of Finance and with a secretariat in the MOC. It reports directly to the Prime Minister and has more compact membership than the Committee on International Economic Relations Policy.

As far as WTO matters are concerned, Thai trade-policy capacity is stronger than it was in the Uruguay Round (also true of Singapore and Malaysia). Thailand has about two decades of active involvement in multilateral trade negotiations behind it, endowing its experienced negotiators with a more detailed and refined understanding of WTO issues and how they fit into national economic policy. The decision-making circle has widened: there are more negotiators in Geneva, more staff dealing with the WTO in the MOC, more input from other ministries and regulatory agencies on non-border issues, and more consultation with business. 

That said, there are several weaknesses. While the trade-policy operation is hardly understaffed, the pool of senior and experienced negotiators is relatively small. Input from other parts of government and from business is still not good enough. Where it exists, it is weighted too much in favour of ministries, regulatory agencies, and state-owned and private companies with specific protectionist interests to defend. Furthermore, there is not enough detailed analysis of issues as part of formulating negotiating positions and implementing policy changes at home. 

Finally, the tension between populist politics and technocracy inevitably spills into trade-policy making. Over-politicisation – a combination of democratic populism and catering to disparate rent-seeking interests – can undermine a competent, professional approach to trade policy, not least by giving scant attention to serious analysis and scrutiny of strategic policy choices. Also, sudden, ill-thought-out changes to bureaucratic structure can create uncertainly and instability. A recent example, perhaps, is the increasing role of the MFA in FTA negotiations, even though it has hardly any experience of trade policy, lacks a suitable trade-negotiating culture, and has few negotiators of sufficient depth and experience.

In facing these problems Thailand is, of course, not alone: other developing countries, including ASEAN neighbours, face similar problems. So do developed countries to some extent. The free-port city-states of Hong Kong and Singapore are highly exceptional: trade policy is effectively depoliticised and treated in technocratic fashion by small, competent, joined-up government.

These chinks in the armour of trade-negotiating capacity prevent Thailand and comparable developing countries from punching as forcefully as they should in the WTO. But FTA negotiations may exacerbate these weaknesses. Having to prepare for and conduct several concurrent FTA negotiations, in addition to existing business in the WTO and ASEAN, imposes huge extra demands on already stretched negotiating resources. Bilateral negotiations with major powers – the USA in particular – are much more intensive than ASEAN or WTO negotiations: they go much deeper into politically sensitive and technically complicated domestic regulation and second-generation reforms, and hence demand considerable political attention and negotiating resources.  The danger is that governments rush into complicated FTA negotiations for political reasons – a combination of symbolism and often vaguely-defined foreign-policy goals -- but with little sense of economic strategy. Research and analysis of negotiating issues may be done too little and too late. Negotiating resources are overwhelmed, with lack of input from line ministries, regulatory agencies, business and other non-governmental actors. Resources also get diverted from WTO negotiations. The result may be quick-fix, botched FTA agreements – at the expense of serious reflection and action on, first, national economic priorities, and, second, WTO and ASEAN priorities.

1.7 Challenges for Thai trade policy: what needs to be done?

Thai trade policy has been heading in the right direction since the 1970s, and particularly since the mid-1980s. Trade-and-investment liberalisation has integrated the Thai economy into global markets, particularly in manufacturing. This has been the engine of economic growth, thus contributing mightily to poverty reduction and improvements in human-welfare indicators. This Thai experience is part of the wider trend in southeast and east Asia.

That said, Thai trade policy has several fault-lines – mostly to do with excessive government intervention that restricts market forces.

First, the good news is that average tariffs have come down close to the levels of other old ASEAN members, and the tariff structure has been rationalised (e.g. with less tariff escalation in manufacturing). But more needs to be done. The tariff average should be brought down to well below 10 per cent, and peak tariffs and tariff escalation should be reduced further. This is particularly important in agricultural and manufacturing sectors where there is clear comparative advantage but where import protection hinders export competitiveness.

Second, while classic non-tariff barriers (NTBs) have come down significantly, more needs to be done, especially on non-automatic licensing and tariff-rate quotas in agriculture.

Third, FDI policy in manufacturing is relatively liberal by developing-country standards, but foreign-ownership restrictions in services are more onerous. Within ASEAN, Thai FDI policy is less liberal than it is in Singapore, but is roughly on a par with Malaysia, Indonesia and the Philippines. Ideally, the legal framework on FDI should be further liberalised and simplified, with up to 100-per-cent foreign equity in goods and services, subject to light, transparent and speedy approval procedures. Negative lists should be whittled down to a minimum, as should ministerial and official discretion in case-by-case exemptions from legislative requirements.

Fourth, Thailand retains high protection and poor regulation in services, with onerous restrictions on foreign ownership, entry, establishment and operations. Little meaningful reform has occurred since 1999. In essence, services liberalisation has come about grudgingly and piecemeal due to external pressure, first as a result of the Uruguay Round, and then with IMF pressure in the wake of the Asian crisis. This contrasts with a more bottom-up liberalisation process in manufacturing and agriculture: it has relied more on unilateral measures than on trade negotiations or donor pressure.
 The result is a backward, growth-restricting services infrastructure, even by the standards of other middle-income developing countries. In terms of ASEAN comparisons, Singapore has a more liberal trade-in-services policy, with accelerating liberalisation after the Asian crisis, and a more efficient services infrastructure. Malaysia, Indonesia and the Philippines, like Thailand, have protectionist trade-in-services policies and have been reluctant to liberalise services radically since the Asian crisis.

Basically, Thailand needs to haul itself into the 21st century as far as services are concerned. This demands more unilateral services liberalisation and pro-competitive regulatory reform, quite apart from the give and take of international trade negotiations. Only then can Thailand develop a more efficient services infrastructure – one which is plugged into global markets and which supports rather than hinders competitiveness in manufacturing and agriculture. For example, telecoms should be opened up to full competition, and the TOT and CAT privatised cleanly and transparently. The regulator should be allowed to allocate licenses transparently and in a non-discriminatory manner, and generally enforce competition in the sector. In financial services, liberalisation as envisaged in the Financial Sector Masterplan is too slow and partial. Phased liberalisation should have complete opening as an end-goal, alongside further improvements in prudential supervision and other regulatory standards.

Fifth, domestic trade-related regulation is in many cases too opaque and discretionary, thereby restricting competition.  This applies to customs administration, the administration of technical and food-safety standards, government procurement, intellectual property rights, competition policy and SOEs. The predilection for an industrial policy of “picking winners” through discretionary investment incentives and other fiscal inducements compounds the problem.

Overall, recent Thai progress on trade-and-investment liberalisation and pro-competitive regulatory reform has been mixed: faster on tariffs and NTBs in goods; slower in services and domestic regulatory reform. This is a similar picture to that in Malaysia, Indonesia and the Philippines. But the urgency of proceeding faster and more comprehensively becomes clearer when China and India are brought into the frame.

Take China.
 Its opening and integration into the world economy has already come far. Astounding trade-and-FDI numbers (e.g. a trade-in-goods/GDP ratio of 70 per cent, with over 50 per cent of trade generated by affiliates of foreign-owned firms) indicate that China is in the unique position of being the world’s most populous country but with the real-economy openness of a small-to-medium-sized country. Its global integration dwarfs that of Japan, India, Brazil and other large developing economies. The last decade has witnessed the biggest trade-and-investment liberalisation programme the world has ever seen, which must be seen in the context of massive market-based reforms. Enormous unilateral liberalisation had taken place before WTO accession. This was taken further by WTO commitments, and the pace of internal and external liberalisation has not let up since. 

China’s WTO commitments are very strong. They exceed those of other developing countries by a wide margin. Indeed, they are almost as strong as they are for developed countries; they are much stronger than those of other large developing countries such as India, Brazil, Egypt and Nigeria; and they are stronger than those of smaller, open economies in southeast Asia. These comparisons hold not only for tariff ceilings on goods (under 10 per cent on average on industrial goods, i.e. down to southeast-Asian levels, and 16 per cent on agriculture, lower than southeast-Asian levels – see Table 8); but also for border and behind-the-border non-tariff barriers in goods and services. WTO commitments in services cut protection by half, representing the most radical services liberalisation programme the world has ever seen (see Table 9 on GATS commitments compared with other WTO members). The banking sector is supposed to be fully open by 2006, as are domestic transport and distribution services. Strong opening is taking place in insurance, telecoms and professional services. Very strong commitments are not just of the first-generation-reform type (border barriers), but also go deep into second-generation institutional reforms. Notably, there are detailed commitments on judicial and administrative review, and other transparency procedures, on all manner of domestic regulation (e.g. on services, intellectual property and product standards). 

India’s external opening is much slower than China’s, but, by Indian standards, it has come far since 1991.
 Manufacturing tariffs have come down considerably, as have classic NTBs. Most restrictions on manufacturing FDI have been removed. Trade-and-investment liberalisation has speeded up in the last two-to-three years – not least in response to China’s massive liberalisation. The maximum tariff on industrial goods was taken down to 20 per cent in 2004, with a 15 per-cent maximum announced in the 2005 budget. The intention is to come down to southeast-Asian levels soon. Foreign-ownership restrictions in services sectors have been eased gradually in a series of small steps.

The comparison, especially with China but to a lesser extent with India too, shows that these two Asian giants have narrowed the policy gap with southeast Asia. China has almost closed the gap, especially with its WTO commitments. 

The ever-faster integration of first China and then India into the world economy presents vast opportunities to southeast Asia in a more refined international division of labour. But it also exposes weaknesses within the region, especially in inefficient parts of agriculture, manufacturing and services cosseted by protectionist policies and protective domestic institutions. Southeast Asia’s challenge is to further liberalise, deregulate and improve domestic market-supporting institutions. Only then can it maintain competitiveness and take full advantage of the historic global integration of China and India. How is that to be accomplished?

International and regional trade negotiations and trade agreements can be means to the desired end. But their importance should not be exaggerated: they have distinct limits. ASEAN countries cannot rely too much on external tracks “from above” for meaningful trade policy reform. Rather they have to rely on themselves – “from below” as it were. The engine of liberalisation and regulatory reform has to be home-driven, with governments taking unilateral measures in response to internal and external conditions. China and India should concentrate minds within ASEAN countries; and it is up to them to follow the liberalisation train through competitive emulation. That is probably more important than relying overly on AFTA, FTAs and the WTO. This unilateral method was how liberalisation occurred in the 19th century, led by Britain. The World Bank estimates that unilateral measures have accounted for about 60 per cent of developing-country trade liberalisation since the 1980s.
 This was how previous waves of east and southeast-Asian liberalisation, as well as more recent Chinese and Indian liberalisation, occurred.

If there is to be a fresh wave of unilateral liberalisation in southeast Asian in competitive emulation of China and India, then it can, as a second-order priority, be reinforced by sensible measures in AFTA, bilateral and plurilateral FTAs, and the WTO. But it is important to get priorities right and follow the process bottom-up, not top-down.

This provides the key lesson for Thailand: its trade-policy reforms should, in the first instance and as a first-order priority, be unilateral. They should be conceived and undertaken at home as part of a broad national economic strategy to extend market-based competition and build up market-supporting institutions. This requires careful domestic preparation and implementation tailored to domestic conditions. Trade negotiations – in the WTO, ASEAN and FTAs – can be a helpful auxiliary to promote export market access, defend against the arbitrary protectionism of others, and reinforce reforms at home.

The sluggishness of Thai unilateral reforms, especially in services and domestic regulation, suggests that there has been insufficient attention to domestic housekeeping. The central plank of sensible trade policy – unilateral measures, not trade negotiations – is weak. 

What about Thailand in trade negotiations? How effective is it? How does it relate to the national trade-policy framework? This is the subject of the following chapters, beginning with Thailand in the WTO and ASEAN.

Chapter Two: Thailand in the WTO

2.1 Southeast Asia in the WTO

Thailand in the WTO should first be seen in the context of southeast Asia’s involvement, first in the GATT and then in the WTO.

None of the ASEAN members were particularly active in the GATT before the Uruguay Round. Indeed, Thailand only became a GATT member in 1982. But that situation changed with the region’s shift to more liberal, outward-oriented trade policies and its increasing integration into the world economy. Rapidly rising shares of manufactured exports in total exports, increasing ratios of trade to GDP, and high dependence on extra-regional trade, gave the region a stronger stake in an open, non-discriminatory, rules-based multilateral trading system. To further their interests – the reduction of tariff and non-tariff barriers to their exports, and defence against arbitrary protection from developed countries – ASEAN governments had to become active players at the GATT negotiating table. They also realised that, collectively, they would have more clout: they could bargain better by hanging together.
 

ASEAN played a crucial role in launching the Uruguay Round; and ASEAN cooperation, especially among the constituent national missions to the GATT, was reasonably strong and effective throughout the round. Effective participation in the negotiations was reflected in a broadly favourable outcome from the Uruguay-Round agreements, in terms of market access (substantial reduction of developed-country tariffs on ASEAN manufactured and tropical-product exports) and rules (abolition of VERs and marginal improvements in disciplines on contingent protection).
 

What is the state of ASEAN co-operation ten years into the WTO’s existence?

By developing-country standards, the ASEAN-5 – Singapore, Thailand, Malaysia, Indonesia and the Philippines -- are relatively well integrated into the WTO. They are among a score or so of developing countries with reasonably well-staffed missions in Geneva, who take an active part in WTO committees and working groups, are actively involved in formal and informal coalitions on particular issues, and have initiated anti-dumping actions and dispute settlement complaints (both complex tasks). All this presupposes a critical minimum of trade policy capacity, which the overwhelming majority of developing countries do not possess. Of course trade policy capacity among the ASEAN-5 varies with levels of development, ranging from Singapore at one end to Indonesia and the Philippines at the other.

The other three ASEAN members of the WTO are hardly active. Myanmar and Brunei have never been active; and Cambodia joined the WTO as a least-developed member only in 2004.

That said, ASEAN co-operation in Geneva has all but broken down. The reasons are manifold. First, inter-country gaps – in living standards and the quality of institutions, inter alia -- have widened, leading to more distinct and different national trade (and wider economic) policy profiles. Second, an enlarged ASEAN is more unwieldy and internally fractured. Third, trade-policy responses to the Asian crisis diverged. Fourth, progress on ASEAN economic integration has been slow, particularly on AFTA-plus issues such as investment and services.
 Finally, the transition from GATT to WTO has compounded the problem. The WTO’s work programme has vastly expanded, cutting deeper into politically-sensitive domestic regulations. Its hyperinflation of membership, with so many more developing countries on board, has made decision-making more politicised and polarised – more along the lines of the UN General Assembly than the businesslike GATT of old.
 

This combination of trends in Geneva and back in the region has opened several cracks within ASEAN and made national differences more pronounced. Go-it-alone bilateral FTA initiatives are one response to intra-ASEAN divisions; going separate ways in the WTO is another.

Intra-ASEAN divisions on launching a new round and on the substance of its negotiating agenda were evident before Seattle and persisted into the Doha Round. Singapore and Thailand were keen on launching a new round, and retained broadly pragmatic stances. They went into negotiations with “offensive” (export-market-access) positions, and, in Thailand’s case, “defensive” (domestic-protectionist) positions (hardly any for Singapore); but were generally willing to compromise and trade-off in order to ensure overall progress.  Malaysia took a sharply different turn: it joined the arch-sceptics, India, Pakistan and Egypt, who initially opposed the launch of the round. Once the round started, Malaysia, Indonesia and the Philippines became increasingly defensive in critical areas such as agriculture, Special and Differential Treatment for developing countries (S&D), and the Singapore issues (investment, competition, trade facilitation and transparency in government procurement), all introduced into the WTO’s work programme after the Singapore Ministerial Conference in 1996).

Hence ASEAN co-operation has been thin on the ground since Doha-Round negotiations started. The fact is that ASEAN members now find it difficult to agree common positions on any real substance in the WTO. Intra-ASEAN differences on the main negotiating items abound (see Table 10 for country positions in the Doha Round):

· On agriculture, Thailand is the main demandeur within ASEAN for major multilateral liberalisation. At the other extreme, Indonesia and the Philippines are wary of further opening their agricultural markets to imports. In between, a rapidly-industrialising Malaysia has fewer agricultural interests to pursue in trade negotiations.

Thailand, Indonesia and the Philippines are members of the G20, a pan-developing-country alliance on agriculture formed just before Cancun which includes Brazil, India, China, South Africa and Egypt. The G20’s target is more radical agricultural liberalisation by developed countries, but it is defensive on developing-country liberalisation. Indonesia and the Philippines are part of another alliance, the G33, which campaigned at Cancun and afterwards for exemptions of their Special Products (mainly staples such as rice and sugar) from overall liberalisation, and for a Special Safeguards Mechanism to protect against import surges in these products.

· On services, Singapore is the chief demandeur within ASEAN, but the gap between it and other ASEAN members has widened since the Asian crisis. In addition to unilateral liberalisation and services provisions in its bilateral FTAs, Singapore is keen for progress to be made in the GATS negotiations. Malaysia, Thailand, Indonesia and the Philippines, however, have been more defensive on own liberalisation of services post-Asian crisis, and are consequently more defensive in the GATS negotiations.

· Malaysia, Indonesia and the Philippines, alongside India, Pakistan and Egypt, have taken sometimes hard-line positions on “development” issues ( e.g. the implementation agenda – concerning outstanding problems with the implementation of Uruguay-Round agreements -- S&D, and TRIPS-and-public-health). Singapore and Thailand have been more pragmatic.

· On the Singapore issues, as on services, there seems to be a gap between Singapore and the rest. As a highly open economy dependent on inward investment, and now with greater openness in hitherto protected services markets, Singapore has no need to be defensive in new negotiations on investment and competition rules, trade facilitation and transparency in government procurement. Indeed, these items figure more-or-less prominently in Singapore’s new FTAs. Thailand occupies an in-between position: it is relatively pragmatic and flexible on the Singapore issues – more so than it is in the GATS negotiations. Other ASEAN members, in contrast, have been noticeably more defensive (especially on investment, also on competition rules, to some extent on transparency in government procurement, and less so on trade facilitation). Malaysia, along with India, led a broad developing-country grouping, the G90, opposed to negotiations on the Singapore issues. Indonesia and the Philippines were also G90 members.

Since Cancun, and especially after the July-2004 negotiating framework was agreed, these differences have narrowed. Three Singapore issues have been dropped from the negotiating agenda. This leaves trade facilitation, on which there is broad consensus that negotiations should proceed.

In all, these are deep cracks within ASEAN in the WTO, almost impossible to paper over; and they make meaningful collective action in the Doha Round extremely difficult to achieve. Moreover, the will to overcome differences and find common denominators for co-operation seems to be lacking. With greater experience of multilateral trade negotiations under their belt, ASEAN countries individually feel better able to defend and advance (increasingly differentiated) national positions on their own. The imperative for fledglings to flock together, as was the case during the Uruguay Round, seems to be a thing of the past. This presents such a striking contrast with ASEAN’s hanging together in the Uruguay Round. 

2.2 Thailand in the WTO

Having set out the context of ASEAN countries in the WTO, it is time to focus on Thailand. This starts with an overview of Thai commitments in WTO agreements, goes on to look at Thai positions on Doha-Round issues, and finally evaluates Thai participation in the WTO.

2.2.1 Thai commitments in the WTO

As of 2003, Thailand’s average bound tariff in the GATT is 28.4 per cent (27.2 per cent for industrial products, 33.1 per cent for agriculture) with 72 per cent of tariff lines bound (Table 3). Bound tariffs are below-average by developing-country standards. Within ASEAN, they are higher than Singaporean and Malaysian rates, and about the same as those for Indonesia and the Philippines (Table 11). Thailand is a member of the Information Technology Agreement (ITA). It is due to abolish all remaining duties on products covered by the ITA by 2005. This accounts for more than a quarter of Thailand’s total trade. 

Thailand’s GATS commitments are generally weak. All major service sectors except health are scheduled. There are foreign equity limits of 49 per cent on commercial presence for a range of professional services, e.g. law, accounting and architecture, as well as for certain construction, education, environmental, tourism, recreational, cultural and sporting, and transport (maritime, road and rail) services. In the Annex on Financial Services, foreign equity participation is generally restricted to 49 per cent. In banking the foreign equity limit is 25 per cent, and an individual shareholding is restricted to 5 per cent. However, these limits can be relaxed by the Minister of Finance upon the recommendation of the Bank of Thailand. At least three-quarters of the directors must be of Thai nationality. A foreign bank branch is limited to one premise only; it must join the ATM pool operated by Thai banks; and it is restricted to six non-resident foreign employees. In the Annex on Basic Telecommunications Services, foreign-owned operators are not allowed to establish companies locally but can own up to 49 per cent of equity in registered Thai companies supplying services for which concessions have been granted. Direct foreign competition, i.e. through rights of local establishment, will be permitted by 2006, though still subject to equity limits. Thailand is a signatory to the Reference Paper on basic telecom services. Thailand has listed MFN exemptions on telecommunications, transport and professional services.

Local-content measures on car assembly and car parts were removed by 2000 in line with the TRIMS agreement. Thailand was granted a WTO waiver to extend local- content measures in milk and dairy production, which ended in 2003. As mentioned in Chapter One, Thailand has enacted legislation to comply with the TRIPS agreement and relevant Uruguay-Round agreements on anti-dumping, countervailing duties, subsidies and safeguards.

Thailand has been quite active in WTO dispute settlement. By 2003 it had been involved in six disputes: five as a complainant and one as a respondent. It was a co-complainant in the landmark Shrimp-Turtle case. More recently, it has been involved in taking the EU to dispute settlement on sugar export subsidies.

2.2.2 Thailand in the Doha Round

Compared with ASEAN neighbours, Thailand occupies a middle position on Doha-Round negotiating issues. It has not been as clear-cut and offensive on market access as Singapore, but has been less defensive, more flexible and pragmatic, than Malaysia, Indonesia and the Philippines. Overall, Thailand has a mix of offensive, defensive and ambivalent positions (Table 11). This reflects the – often contradictory -- mix of liberalisation and continuing sectoral protection in the national trade-policy framework. Thailand’s positions on the main negotiating issues are as follows:

· Market access: Topping the list of Thailand’s priorities is worldwide agricultural liberalisation to open markets for its exports of staple products such as rice and sugar. Its profile thus fits with that of other major agricultural exporters in the Cairns Group, in which Thailand has been the only really active ASEAN member. Thailand’s basic position is that there should be significant reductions in peak tariffs and trade-distorting domestic subsidies, as well as the abolition of export subsidies. Furthermore, food-safety and other standards, as well as “non-trade” policies (e.g. to protect animal welfare and rural development), should not be used as measures of “disguised protection”. Thailand, along with other Cairns-Group members, expects the main offenders, the USA, EU, Japan, Korea, Norway and Switzerland, to bear the biggest burden of adjustment. 

Thailand is more flexible than the Latin-American and Australasian Cairns-Group members on S&D to allow developing countries flexibility to subsidise and otherwise protect domestic agriculture. However, it is concerned that this should not be in the form of open-ended exemptions that would allow developing countries to substantially restrict market access. Thailand, after all, is keen to reduce developing-country (in addition to developed-country) barriers to its agricultural exports. In particular, it is worried about proposals by net food-importing developing countries – including Indonesia and the Philippines within ASEAN – to exempt “special products” from liberalisation in their markets. Staple products which Thailand exports, such as rice and sugar, figure prominently on this list. Special-Product exemptions are accommodated in the July-2004 negotiating framework. Thailand’s position for subsequent negotiations is that exemptions should be limited, not open-ended.

Thailand joined the G20 before Cancun to compensate for the weakness of and divisions in the Cairns Group and to put more pressure on developed countries to liberalise agricultural trade. After Cancun, however, Thailand has played an inactive, backseat role in the G20 – obviously with FTA negotiations with the USA in mind.

However, it should be borne in mind that Thailand does not have unblemished free-trade credentials in agriculture: it retains high tariffs and some non-tariff barriers to protect import-competing agricultural production at home.

Thailand is more ambivalent than Singapore and Malaysia on industrial goods. It would like to see multilateral liberalisation for its manufactured exports (e.g. electrical appliances, footwear, leather goods, textiles, clothing and car parts), but, with relatively high tariffs at home on import-competing manufactures, it is also defensive (e.g. on steel and copper). That said, Thailand stands to gain overall from multilateral liberalisation of non-agricultural goods and is playing a broadly constructive role in the NAMA (non-agricultural market-access) negotiations of the Doha Round. It supports a simple and ambitious tariff-cutting formula that would tackle tariff peaks, tariff escalation and non-tariff barriers.

Like Malaysia, Indonesia and the Philippines, Thailand is generally protectionist on services. With the exception of tourism and Mode-Four issues (the cross-border movement of temporary workers), it is defensive in the GATS negotiations, indeed more so since the Asian crisis. Along with other ASEAN countries – with the singular exception of Singapore – it is campaigning for an emergency safeguards mechanism in the GATS to protect against a surge of imports in exceptional situations.

· Rules: Thailand would like to see stronger GATT disciplines on anti-dumping actions, which obstruct its goods exports. Accordingly, it has been involved in an informal Friends Group on this issue. As a major fisheries exporter, it is a demandeur for significant reductions in (mainly EU, Japanese and Korean) production- and trade-distorting subsidies that lead to over-fishing and depletion of fish stocks. Thailand was active in Friends of Fish, an informal coalition of WTO members campaigning for stronger GATT disciplines on fisheries subsidies. However, with increasing fisheries subsidies at home, its enthusiasm on this Doha-Round issue seems to have waned.

· Developing-country issues: Unlike Malaysia, Thailand is not particularly concerned about burnishing its Third-World foreign-policy credentials; and it has few problems with implementation and S&D issues. In terms of rhetoric and substance, these issues are simply not of great moment to Thailand. Hence it was not a member of the G15 and the Like-Minded Group, which campaigned strongly on these issues. However, given an AIDS problem at home, Thailand campaigned for an agreement on TRIPS that would allow generic imports of essential medicines in public health emergencies. Thailand has also expressed an interest in amending TRIPS to extend geographical indications beyond wines and spirits.

· Singapore issues: Thailand would not feel comfortable with strong agreements on investment, competition and government procurement, given protectionist practice, discretionary industrial policies and sometimes opaque domestic regulation at home. Nevertheless, it has been generally pragmatic and flexible on this issue-cluster, and indicated willingness to compromise providing there was progress elsewhere, particularly in agriculture. Hence Thailand was comfortable with the July-2004 framework agreement that dropped three Singapore issues but retained trade facilitation.

·  Trade-and-environment: Bits and pieces of the trade-and-environment agenda were included in the Doha Round at the behest of the EU. Negotiations started in some areas (clarifying the relationship between WTO rules and specific trade obligations in Multilateral Environmental Agreements; improving links between the WTO and MEA secretariats; and liberalising trade in environmental goods and services); and a Work Programme is underway in other areas (the effect of environmental measures on market access; relevant provisions in the TRIPS agreement; and labelling requirements for environmental purposes).

The trade-and-environment aspects of the Doha Round are more important to Thailand than other ASEAN members of the WTO due to Thailand’s core objective of securing market access for its agricultural exports. It is particularly concerned about the use, by the EU and others, of onerous sanitary and phytosanitary standards (covered by the WTO’s SPS agreement), and product-labelling requirements (covered by the WTO’s TBT agreement), to restrict agricultural imports. The Doha mandate specifically precludes reopening the WTO’s SPS agreement to allow for more flexible recourse to trade-restricting standards, e.g. by adopting a non-science-based precautionary principle. Nevertheless, Thailand, along with other Cairns-Group and G20 members, fears that the EU is trying to do precisely that by linking environmental issues to the agricultural negotiations. 

2.2.3 Thai participation in the WTO: an assessment

As mentioned earlier, Thailand has quite good capacity for trade negotiations by developing-country standards, despite continuing weaknesses in, for example, inter-agency co-ordination and input from business. Trade-negotiating capacity has improved much in scope and depth since the Uruguay Round. Thailand established a dedicated mission to the WTO in 1995, separate from its UN mission in Geneva. Its WTO mission has fifteen professional officers, one of the largest developing-country missions to the WTO. Thai permanent representatives (ambassadors) have chaired WTO committees on agriculture and regional trade agreements, the Trade Policy Review Mechanism, and the Working Group on Trade and Investment. Thai experts have served on several dispute-settlement panels. Ministries other than the MOC and sectoral regulatory agencies have become more involved in WTO negotiations. Technical input from business, especially the Federation of Thai Industries, is better than it used to be. There is a little more public awareness of the WTO in Thailand. And last, Thailand succeeded in getting its Deputy Prime Minister and Minister of Commerce, Dr. Supachai Panichpakdi, appointed as Director-General of the WTO. All this is a far cry from the days before and during the Uruguay Round when trade negotiations were the preserve of a small coterie of MOC officials.

Nevertheless, these improvements have to be put in larger political context. The Thaksin administration has clearly shifted trade-policy priorities to FTA negotiations and away from the WTO, at least in the short term.  It is manifestly impatient with snail-like movement in the Doha Round. Prospects for an ambitious final package do not look good. If the round is eventually brought to a conclusion, its results in terms of liberalisation and rule-strengthening may be modest and lead to little change in the facts on the ground. Hence it comes as no surprise that the Thai government, in common with many others in developed and developing countries, views FTA negotiations as a quicker alternative to achieve desired results. 

In practice this has translated into the diversion of political attention and negotiating resources from the WTO to FTAs: there is very little political guidance from Bangkok for Doha-Round negotiations, which are left largely to the officials in charge; and many senior, experienced WTO negotiators have been transferred to FTA negotiations. This is why Thailand punches well below its weight in the WTO today. Its WTO mission is hardly prominent in the Doha Round – quite a contrast with the Brazilian mission of the same size.

Optimists are not too alarmed. They aver that the government is committed to “competitive liberalisation” through trade negotiations on several tracks. Thailand can afford to divert resources to FTA negotiations since there is little movement in the WTO at the moment. For the time being, there are enough officials in Geneva and Bangkok to cover WTO business. Resources can be shifted back to the WTO if and when the Doha Round picks up speed. And in any case, it is up to the developed- and developing-country majors – especially the USA, EU, Brazil, India, China – not countries like Thailand, to take the lead in getting the Round to make progress.

This line of argument is not without substance, but it is myopic. The trouble is that most of the developing countries that are in a position to be active and constructive in the WTO, including Thailand’s ASEAN neighbours, are thinking along exactly the same lines. Cumulatively, there is far from sufficient political direction and negotiating resources coming from developing-country capitals. In the short term, this damages prospects for a substantial Doha-Round package of market-access commitments and stronger multilateral rules to facilitate such market access. In the medium-to-long term, it helps to undermine a rules-based multilateral trading system. The risk is that Thailand, and plenty of other WTO members, will come to see preferential FTAs, especially with major trading partners, as a substitute for non-discriminatory multilateral trade. This could prove a dangerous illusion.

Taking the long view, southeast Asia needs an effective WTO. The region’s integration with the wider world economy gives it a long-term stake in a liberal, non-discriminatory, rules-based multilateral trading system: a patchwork of overlapping and discriminatory FTAs in Asia-Pacific and beyond is not enough. ASEAN countries must therefore do their best to ensure that FTAs are not impediments to multilateral liberalisation; they cannot afford to see the WTO wither on the vine. Bilateral and regional arrangements should be adjusted to the requirements of the global trading system, not the other way around.

At the same time, east-Asian countries, with China centre-stage but also with an important southeast-Asian component, are well-positioned to exercise considerable influence in the WTO. From Uruguay-Round days, the GATT/WTO has depended on strong involvement from about 25 developed countries and “first-division” developing countries, in addition to the USA and EU. East Asia accounts for nearly half of the score or so of really active developing countries in the WTO. This translates into real and potential influence, especially in multi-country coalitions (broad-based café-au-lait coalitions, and narrower issue-based coalitions such as the Cairns Group, G20 and informal Friends Groups). The accession of China should reinforce east-Asian influence.

Hence east-Asian participation will be especially important in the next phase of Doha-Round negotiations. The region can and should contribute to setting the WTO on its legs again, after years of drift and deadlock, buffeted by hostile forces without and fractured by sharp and bitter intergovernmental divisions. The crux of the problem is that the WTO has been overloaded with too many issues and too many contradictory objectives; and decision making has been crippled by a headlong descent into a UN-style talking shop. This does not serve east-Asian interests. The region needs a workable, relevant WTO: one with a stronger, sharper market-access focus, i.e. the progressive reduction of trade barriers according to transparent and non-discriminatory rules; and a return to businesslike decision-making so that hard policy choices can be made.

Thailand has its part to play in this scheme. It should be an important player in the WTO. It should be in a position to advance its priorities in the present round, especially agricultural and non-agricultural-goods liberalisation and rule-strengthening (e.g. on anti-dumping and subsidies). At the same time, it should display willingness to compromise on its defensive and ambivalent positions, especially in services. A serious national assessment of trade-policy priorities, and better-focused FTA negotiations as a complement to -- not a substitute for -- WTO strategy, would help Thailand achieve its potential in the WTO.

What about prospects for ASEAN co-operation in the next phase of the Doha Round? And what of longer-term prospects for ASEAN co-operation in the WTO?

The Doha-Round negotiating framework put together in July 2004 – especially with the removal of contentious Singapore issues -- should help to narrow intra-ASEAN differences and perhaps encourage more ASEAN co-operation. Intra-ASEAN divisions are simply too wide to expect meaningful co-operation on agriculture and services. However, stepped-up but limited ASEAN co-operation could focus on rules (especially anti-dumping and subsidies), trade facilitation, SPS and TBT measures (to prevent regulatory protectionism, especially against agricultural exports), and perhaps market access for industrial goods. However, even to get to that stage would require more political will than is presently the case. To complicate matters, the entry of Cambodia to the WTO, and the prospective accession of Vietnam and Laos, are going to make it more difficult to find ASEAN common denominators on the issues. The switch of attention and resources to FTAs might make it extra difficult to revive even limited co-operation in the WTO. Given such political complications, perhaps one should not expect too much from ASEAN co-operation in the WTO anytime soon. 

Even without strong ASEAN cooperation, ASEAN members should be active and creative on an individual basis in forging multiple coalitions with other WTO members keen to promote market access and stronger multilateral rules, on discrete issues and across-the-board. Coalitions will differ issue by issue, but they should involve other east-Asian countries, and Australia and New Zealand. The fulcrum of alliance formation could be strategic partnerships with the two major powers who favour a market-access-oriented WTO: the USA and China. Economic and wider geopolitical shifts (a more assertive US on the global stage and a more assertive China on the regional stage), point in this direction. 

Especially encouraging is China’s businesslike, pragmatic and generally constructive behaviour in the WTO after its accession – which flows from its massive unilateral liberalisation and very strong WTO-accession commitments. In the Doha Round, it has balanced offensive and defensive positions, been willing to compromise and trade off, eschewed confrontation and inflammatory rhetoric, tried to get on well with all major constituencies, and generally been a good citizen. This fits hand-in-glove with China’s broader foreign-policy shift to constructive engagement with the outside world, accompanied by more nuanced and sophisticated diplomacy.

Even India, traditionally defensive and inflexible in the GATT/WTO, has shown flickering signs of pragmatism and flexibility in the last year or so, thus bringing its WTO activity slightly closer into line with market-based reforms at home. If India does move farther in this direction, useful alliances between it, China and ASEAN countries in the WTO are conceivable.

Chapter Three: Thailand in ASEAN: AFTA and AFTA-plus issues
 

This chapter briefly reviews the state of play in ASEAN economic integration, and then looks at Thailand’s participation in it, particularly on AFTA and AFTA-plus issues. Finally, there is brief mention of Thailand in APEC and other regional fora.

3.1 ASEAN economic integration: obstacles to progress

Intra-ASEAN divisions since the Asian crisis have been reflected in the slow pace of progress in AFTA. Progress has been made in the sense that the timetable for the Common-Effective-Preferential-Tariff (CEPT) scheme was brought forward, with tariffs on the original ASEAN-6’s Inclusion List reduced to 0-5 per cent by 1st January 2002. Over 95 per cent of their tariff lines are covered. The new members have longer transition periods, stretching up to 2007 for Cambodia. The ASEAN-6 will eliminate all duties on intra-ASEAN trade, save items on the Exclusion List, by 2010, with a deadline of 2015 for the new members. Unprocessed agricultural products, previously excluded from the CEPT, are now included. Some sensitive agricultural products, notably rice, will continue to be protected after 2010. Finally, Article 5 of the CEPT Agreement makes it mandatory to remove quantitative restrictions and other non-tariff barriers on products included in the CEPT.

These developments show that ASEAN is capable of responding collectively to external pressures by accelerating the AFTA timetable, as it did before the Asian crisis.
 But this time it is too little and too late. 

First, enterprises hardly take advantage of AFTA tariff concessions: they account for only 1.5 per cent of total intra-ASEAN imports for Indonesia, Malaysia, Thailand and the Philippines. This is not surprising, as CEPT and MFN duties are the same for as much as two-thirds of tariff lines in the CEPT Inclusion List.
 More importantly, little progress has been made on “AFTA-plus” items, particularly the ASEAN Investment Area (AIA) and the ASEAN Framework Agreement on Services (AFAS). 

The AIA grants national treatment on FDI to ASEAN investors by 2010, with the intention of extending national treatment to non-ASEAN investors by 2020. The AFAS, covering seven priority services sectors, is supposed to be “GATS-plus”, i.e. go beyond ASEAN commitments in the GATS. The problem with the AIA is that its timetable is too long drawn-out and out of step with the accelerated CEPT timetable. Given the tight inter-linkage between trade and FDI in the region, the two timetables should be in lockstep. AFAS commitments are weak and hardly GATS-plus. In the case of basic telecom services, they are even weaker than ASEAN commitments in the GATS Annex signed in 1997.

ASEAN member-governments seem to realise that the AFTA/AFTA-plus framework is making too little progress in breaking down commercial barriers within the region. But they also realise that the challenges of globalisation, now especially with the rise of China and India, make regional economic integration all the more necessary. A more economically integrated southeast Asia would be more attractive to foreign investors and reap the benefits of linkages to east and south Asia in global markets. An economically disintegrated southeast Asia risks being sidelined as trade and FDI get diverted to China and India. 

Hence the recent ASEAN “vision” to create an ASEAN Economic Community (AEC) by 2020, with a single market for goods, services, capital and the movement of skilled labour. Like other ASEAN visions, however, this one, while ambitious in general statements of principle and rhetoric, falls short on practical goals, methods and deadlines en route to 2020. It is yet another theoretical concoction of ASEAN leaders and their officials, with an attendant circus of academics and think tanks, spawning further rounds of ASEAN conferencitis; but interest and engagement on the part of business – the constituency that really matters – remains absent as usual.

3.2 Thailand in ASEAN economic integration

All Thailand’s listed tariff lines are in the CEPT Inclusion List, with no tariffs in the Temporary-Exclusion, General-Exclusion and Sensitive Lists (Table 12). Sixty per cent of Thailand’s tariff lines have zero duty, which should go up to 80 per cent by 2007. Thailand’s average AFTA tariff was 4.64 per cent by 2003, compared with its MFN average tariff of 14.7 per cent that year, but still higher than the average AFTA tariffs of other old ASEAN members (Table 13). 

Thailand has made commitments in seven priority sectors in AFAS, but these do not go much beyond GATS commitments and generally do not go as far as existing national practice, i.e. they do not involve net liberalisation.

Overall, Thailand, Malaysia and Singapore have been the most active members of ASEAN since the Asian crisis. But, with bilateral FTAs now the main trade-policy priority in Thailand, ASEAN economic integration, like the WTO, has fallen down the priority list for political attention and negotiating resources.

3.3 APEC and other regional arrangements

APEC’s trade-liberalisation agenda has clearly stalled, severely damaging the credibility of APEC itself. With the benefit of hindsight, the APEC model of “concerted unilateralism” – autonomous, non-binding, non-discriminatory trade liberalisation ratcheted up through peer pressure within the club – was somewhat hyped. 

Concerted unilateralism seemed to work in the benign, high-growth emerging-market environment of the early to mid-1990s, when there was a headwind of non-discriminatory unilateral and multilateral liberalisation (the latter through the Uruguay Round). However, this “Western-Pacific paradigm”, as Ross Garnaut calls it,
 has manifestly failed in stormier weather conditions since the Asian crisis. APEC members’ Individual Action Plans have hardly gone beyond Uruguay-Round commitments. The Early Voluntary Sectoral Liberalisation initiative, APEC’s attempt to undertake fast-track liberalisation of selected sectors, was a dismal failure. APEC members could not agree a common position on a new round of multilateral trade negotiations in the run-up to the WTO’s Seattle Ministerial Conference in 1999. All APEC could do was to express support for a new round in vague, general terms, without consensus on what should be in the round beyond the core market-access items (agriculture, services and industrial goods).
 Since Seattle, APEC members have gone their separate ways with bilateral FTAs. Finally, APEC has lost trade-and-economic policy focus as its agenda has broadened and blurred to take on board miscellaneous items, including the war on terror.

The idea of APEC as catalyst of mutually reinforcing unilateral and multilateral liberalisation is indeed beautiful and noble: it makes impeccable economic sense. But it is naïve, fair-weather politics. It seems the best APEC can hope for is to be a cheerleader for non-discriminatory unilateral and multilateral liberalisation, but perhaps focus more on transparency (through the regularised dissemination of information and exchange of ideas), trade facilitation, and other measures of economic and technical co-operation.

Thailand is also a participant in Asia-Europe Meetings (ASEM), which bring together EU and Asian countries to discuss a wide range of issues; in EU-ASEAN regulatory dialogues; in the Greater Mekong Subregional Economic Cooperation initiative; and in the Bangladesh-India-Myanmar-Sri Lanka-Thailand Economic Cooperation (BIMST-EC) initiative. Thailand also launched the Asia Cooperation Dialogue (ACD) to bring together Asian sub-regions to discuss various issues. 

A cynic might conclude, perhaps, that these initiatives, like APEC and assorted ASEAN visions, add to Asian conferencitis without changing the basic economic facts on the ground.

PART TWO

Chapter Four: Thailand and FTAs

Having examined other aspects of Thai trade policy, the study now turns to its central priority in the last 2-3 years: FTA negotiations. This chapter opens with an overview of FTA trends, motives, advantages and disadvantages in southeast Asia and the wider Asia-Pacific region. Then it focuses on Thailand, first assessing the (relatively) new FTA policy in general, before looking at individual negotiations and agreements. The latter includes a special focus on by far the most important FTA negotiation for Thailand – that with the USA. The chapter concludes with recommendations for improvements in FTA policy so that it relates better to other trade-policy tracks, such as the WTO and, especially, domestic trade and wider economic-policy reforms.

4.1 The New Bilateralism and Regionalism in southeast Asia and beyond

Close to 300 regional trade agreements (RTAs – the collective term for customs unions and bilateral and regional free trade agreements [FTAs]) have been notified to the GATT/WTO, about half of them since the establishment of the WTO in 1995. Nearly 200 are currently in force, with the remainder expected to be operational soon. RTA activity has increased pace since 1999/2000, and even more so since the launch of the Doha Round in 2001. Between 2001 and 2003, 33 new RTAs were notified to the WTO.

RTA initiatives have spread like wildfire through Asia-Pacific in the past five years. Before that the region tended to rely more on unilateral measures and non-discriminatory multilateral liberalisation, whereas other regions, such as eastern Europe, Africa and Latin America, have long been involved in (discriminatory) RTA activity. In recent years Asia-Pacific has been playing RTA catch-up. This has mostly taken the form of bilateral (country-to-country) FTAs rather than plurilateral or regional negotiations. All the major regional powers – China, India and Japan – are involved, as are Korea, Australia, New Zealand, Hong Kong, other south-Asian countries and the ASEAN countries. The USA is involved with individual countries in Asia-Pacific, as are some Latin American countries (notably Mexico, Chile and more recently Brazil). South Africa is actively considering initiatives in the region. Of the major powers, only the EU has so far remained outside the fray of RTA activity in Asia-Pacific.

Turning to southeast Asia, Singapore blazed the FTA trail, with Thailand next to follow, and now Malaysia, Indonesia and the Philippines trying to catch up. Singapore has agreements in force with Australia, New Zealand, Japan, USA, Jordan and EFTA; agreements recently signed with Korea and India; and several others proposed or under negotiation with countries in the Americas, the Middle East and south Asia, including a four-way FTA with Brunei, Chile and New Zealand. Thailand has agreements in force with Australia, New Zealand, Bahrain, China and India; it is part of the BIMSTEC framework agreement; it is in negotiations with the USA, Japan, Peru and EFTA; and is considering yet more FTAs, e.g. with Chile, South Africa and Pakistan. Malaysia has an agreement with Japan, is negotiating with Australia, New Zealand, India, Pakistan and Korea, and considering other initiatives. Indonesia is negotiating with Japan and may soon start negotiations with Australia and New Zealand. The Philippines is negotiating with Japan and wants an FTA with the USA. Vietnam has an FTA with the USA, is negotiating with Japan and considering other negotiations. In addition, ASEAN collectively has negotiations with China, India and Japan, and negotiations are about to start with Australia-New Zealand CER and Korea. (See Table 14 for FTA activity by ASEAN countries, China and India.) As of 2005, it is estimated that ASEAN as a regional grouping, China and India are involved in 7, 9 and 15 FTA agreements or negotiations respectively.

Why this rush of FTA activity?
 Foreign-policy considerations loom large. FTAs are viewed as a means of cementing stronger political (as well as economic) links with favoured partners, e.g. as a door opener to other strategic, security-related agreements. This is clearly the case with Singapore, particularly its FTA with the USA. On the economic front, FTAs are a response to weak intra-ASEAN co-operation since the Asian crisis, and to stalled multilateral liberalisation and a weak WTO. Indeed, they are seen as insurance policies against continuing WTO weakness: they secure preferential access to major markets; and are a means of managing and defusing trade tensions with powerful players.

Not surprisingly, governments in the region and elsewhere present FTAs in a positive light. They are seen as part of a benign “competitive-liberalisation” process, a building block of multilateral liberalisation. FTAs among small clubs of like-minded countries can, they argue, take liberalisation and regulatory reform further than would be the case in a large, heterogeneous and unwieldy WTO. This can in turn stimulate multilateral liberalisation. 

For FTAs to make economic sense, they should have comprehensive sectoral coverage, be consistent with relevant WTO provisions (in Article XXIV GATT and Article V GATS), and preferably go beyond both WTO commitments and applied practice at home. In other words, they should involve genuine and tangible, not bogus, liberalisation. There should be strong provisions for non-border regulatory cooperation, especially to improve transparency in domestic laws and regulations in order to facilitate market access and boost competition. Rules-of-origin (ROO) requirements should be as simple, generous and harmonised as possible to minimise trade diversion and red tape. Finally, strong, clean “WTO-plus” FTAs should reinforce domestic economic and institutional reforms to remove market distortions and extend competition. 

All this presupposes a sense of economic strategy when entering into FTA negotiations – on choosing negotiating partners, assessing the costs and benefits of negotiating positions, and how they relate to the WTO and to the national economic-policy framework. A sense of strategy, with careful preparation through research, analysis and reflection, is even more important for key FTA negotiations than it is in the WTO. Bilateral negotiations with major powers – especially with the USA and EU – are much more issue and resource-intensive than WTO negotiations. They demand better preparation and coordination across different agencies within government, and between government and non-governmental constituencies, especially business.

Unfortunately, the above characterisation is the exception, not the rule, of FTAs in practice. The EU, NAFTA and Australia-New Zealand CER are the exceptions. Most other FTAs and customs unions are weak, often falling short of WTO provisions. This is particularly true of South-South FTAs (i.e. between developing countries), but also holds for many North-South FTAs. Such FTAs tend to be driven by foreign-policy aspirations, but with justifications that are all too often vague, muddled and trivial, having little relevance to commercial realities and the economic nuts and bolts of trade agreements. This can amount to little more than symbolic copycatting of other countries’ FTA activity and otherwise empty gesture politics. In such cases economic strategy is conspicuous by its absence. 

The predictable results of foreign-policy-driven FTA negotiations light on economic strategy are bitty, quick-fix sectoral deals. Politically sensitive sectors are carved out, as are crucial areas where progress in the WTO is elusive (especially disciplines on anti-dumping duties and agricultural subsidies). Little progress is usually made on domestic regulatory transparency. These FTAs hardly go beyond WTO commitments, deliver little, if any, net liberalisation and pro-competitive regulatory reform, and get tied up in knots of restrictive, overlapping rules of origin. Especially for developing countries with limited negotiating capacity, resource-intensive FTA negotiations risk diverting political and bureaucratic attention from the WTO and from necessary domestic reforms. Finally, the sway of power politics can result in highly asymmetrical deals, especially when one of the negotiating parties is a major player.

Latin America and Africa now contain a hotchpotch of such weak and partial RTAs. This is in danger of being replicated in Asia-Pacific. Japan and Korea have prioritised FTAs as a reaction to China’s FTA activity, but have carved out most of agriculture and are decidedly unambitious in other areas. India is also niggardly on market access in its FTA negotiations and has held out for very restrictive ROO requirements. China’s FTA strategy seems to be more ambitious in terms of market-access coverage, as shown to date in the China-ASEAN FTA negotiations (when compared with ASEAN negotiations with Japan, Korea and India). Revealingly, China, unlike Japan, Korea and India, prefers to negotiate with ASEAN collectively than to strike bilateral deals with ASEAN members individually. The former approach holds out the prospect of greater gains but is much more difficult to negotiate. That said, there are also signs that China, like others, may succumb to political symbolism and quick fixes at the expense of economic sense and strategy in its FTA negotiations. Time will soon tell.

As for the USA, it advertises strong, WTO-plus FTAs that involve major concessions by its negotiating partners, but concedes little itself. This has been the case with the FTAs now in force with Australia and Singapore, and looks like being the case in negotiations with Thailand. Finally, the EU has steered clear of FTA negotiations in the region, arguing that WTO negotiations should take priority. Instead it has a framework for regulatory cooperation with the ASEAN countries. However, the EU has recently agreed to a set up a joint study group with ASEAN to explore the possibility of an FTA.

Where does southeast Asia fit into the picture? Are strong and credible FTAs emerging? Will they be a stepping-stone to further multilateral liberalisation? Or will they be weak and partial, perhaps presenting a diversion from and even a threat to the multilateral trading system?

Optimists would point to the Singapore experience. Singapore does have reasonably strong, WTO-plus FTAs with developed countries, and an especially strong FTA with the USA. In the latter, there is comprehensive coverage of goods, services and FDI, with very strong intellectual-property protection, coverage of mutual recognition of standards, government procurement, trade facilitation and competition rules, as well as provisions for temporary movement of business people, and on labour and environmental standards. The edifice is underpinned by strong dispute settlement and mechanisms for intensive regulatory cooperation. All this fits well with the Singapore context of free trade in goods, accelerated unilateral liberalisation of services and a strong regulatory infrastructure.

Bilateral FTAs envisaged or being negotiated by other ASEAN countries, as well as those involving ASEAN collectively, also go well beyond old-style FTAs covering goods alone. They are intended to be WTO-consistent, and notified under Article XXIV GATT and Article V GATS. Their scope extends to services, investment, trade facilitation, regulatory cooperation and dispute settlement.
 

On the other hand, even Singapore’s record is not unblemished. Its latest wave of FTAs with small, less developed, less market-oriented countries, e.g. in the Middle East, are more “trade light”: first in the sense that Singapore does little trade with these countries; and second in that negotiating partners give partial commitments on market access and rules. But more generally, Singapore is a misleading indicator for the wider region. Like Hong Kong, it is a free port with zero tariffs on goods, hardly any agriculture and, by regional standards, fairly open services sectors. It is a tiny city-state with efficient, joined-up government. Hence it is pretty easy to negotiate WTO-plus FTAs with Singapore. Most other countries in the world, including all other ASEAN countries, have more complicated politics and economics. They have a fuzzier idea of what FTAs entail, weaker negotiating capacity (to varying degrees), and more protectionist interests to defend, especially in agriculture and services. The danger is that they may draw the wrong lessons from Singapore’s FTA pathfinder role, and end up with a far messier patchwork of weak, market-distorting FTAs.

Thus far most signs point to ASEAN countries becoming entangled in a web of weak and partial FTAs. First, there is negligible trade with some FTA partners chosen by individual ASEAN countries (Table 15). This means any gains are likely to be minimal. Second, some product areas, especially in agriculture, are likely to be excluded from goods liberalisation, though this may still be interpreted as consistent with Article XXIV GATT’s “substantially all trade” criterion. Third, non-tariff and other regulatory barriers are unlikely to be tackled with disciplines that go much deeper than existing WTO commitments. That also applies to disciplines on anti-dumping duties and safeguards. Fourth, services commitments are unlikely to advance much beyond GATS, let alone deliver meaningful net liberalisation or regulatory cooperation (e.g. on mutual recognition of standards and professional qualifications). Provisions on investment and the temporary movement of workers are also likely to be weak, with perhaps even weaker commitments on government procurement and competition rules. Fifth, cooperation on trade facilitation, especially customs procedures, may prove more promising; but other economic-cooperation measures, such as on infrastructure and small-to-medium enterprises, will probably be vaguely worded, long on gesture and short on substance.

FTAs with the USA will, however, be exceptions to the above scenario. They will have strong provisions in the main areas mentioned above, very strong disciplines on intellectual property protection, and weaker ones on labour and environmental standards.

Sixth – and probably more important than all the above considerations – it is already apparent that agreements in force and those being negotiated are spinning a spider’s web of complex and restrictive ROO requirements that differ between agreements and will prove cumbersome and costly for businesses to implement. Instead of simple, general and liberal rules of origin, e.g. based on a flat percentage of regional-value content (RVC) of the final exported product, a bewildering array of differing product-specific criteria is emerging. These combinations of RVC and product-specific criteria differ between bilateral FTAs. Collective ASEAN FTAs with third countries will compound the problem, if (as is quite likely) they end up with rules of origin that differ not only between these ASEAN-plus FTAs, but also from bilateral FTAs ASEAN countries have with the same third countries.

If this is indeed what emerges, the administrative and other costs of complying with different FTAs with differing rules of origin will be too onerous for most exporters in the region. Many will find it cheaper to pay the MFN-tariff duty than to comply with complex ROO requirements in order to export their products duty free. Little trade (and associated FDI) will be created, but there will be more work for customs officials.
 

More generally, complex ROO requirements make no sense in a world where production of goods (and, increasingly, services) is fragmented, with different parts of the value chain located in different countries, and then integrated across borders through trade in components and other intermediate products. Inputs are sourced from many different countries that can supply them at lowest cost. Only then can exports be competitive. Globalisation accelerates this process, but complex ROOs in several, overlapping preferential trade agreements throw a spanner in the works by artificially and arbitrarily raising business costs.

Ideally, ROOs would be harmonised across FTAs to ensure a minimum of consistency between them and reduce market distortions. Even better, countries could extend their most generous sectoral concessions in the FTAs to which they belong to all other FTA partners, and offer the same terms to non-members who might wish to join such an FTA arrangement. This would reduce discrimination, ratchet up liberalisation, and make FTAs more compatible with non-discriminatory unilateral and multilateral liberalisation. In short, this would be closer to the ideal of Open Regionalism.

But this ideal is far removed from the current reality, in which governments in Asia-Pacific are rushing headlong into FTAs with hardly a thought for the market complications they are creating through restrictive rules of origin. Going about FTAs the wrong way – negotiating weak agreements with ROO complications that deflect attention from sensible unilateral reforms and the WTO – could easily lead to a world where most international trade would be governed by arbitrary market-distorting preferences. Then the cornerstone of the multilateral trading system, the principle of non-discrimination embodied in the GATT’s Most-Favoured-Nation clause, would become more an abstraction than concrete reality. MFN would end up as LFN – Least-Favoured-Nation treatment. This would make a mockery of comparative cost advantages, the foundation of sensible and mutually advantageous globalisation.

Seventh and last – but by no means least – the aforementioned defects of bilateral FTAs are likely to be replicated in the collective ASEAN FTAs with third countries. Already, tariff negotiations with China have been tortuous, and hardly any progress has been made in other areas. Negotiations with Japan and India are proceeding even more slowly. On all fronts, negotiating deadlines are not being met. The main obstacle in the ASEAN-China negotiations seems to be the extreme difficulty in achieving common ASEAN positions on anything of substance – as is the case with ASEAN in the WTO. If that is so with tariffs, it is likely to be worse with non-tariff barriers, services trade and investment.

The heart of the matter is that within and across south, southeast and northeast Asia, cross-border commerce is throttled by the protectionist barriers that developing countries erect against each other. The type of FTAs that are being negotiated are highly unlikely to make a big dent in these barriers and thereby spur regional economic integration. These have the hallmarks of trade-light agreements. Some might even come close to being “trade-free” agreements. A blunt, uncharitable Texan would say that they are “all hat and no cattle”.

4.2 Thailand’s FTA policy: an overview

The Thai government began to think about bilateral FTAs in the late 1990s.
 But FTAs became a serious policy consideration about a year after the Thaksin government took office in 2001. Since then they have occupied centre stage in Thai trade policy.

A frenzy of FTA activity has ensued: no less than 9 FTA negotiations have been launched (Table 16). FTAs with Australia and New Zealand have been in force since January 2005 and July 2005 respectively; a framework agreement with Bahrain, with phased tariff liberalisation, is also in force; early-harvest tariff-liberalisation packages are underway with China (since October 2003) and India (since September 2004); negotiations with Japan are at an advanced stage, are ongoing with Peru and have started with EFTA; and negotiations with the USA are getting to the serious, nuts-and-bolts stage. Thailand is part of the BIMSTEC group of south and southeast-Asian countries that has an FTA framework agreement with an early-harvest tariff-liberalisation package in force. And it is of course part of collective ASEAN FTA negotiations with China, Japan, India, Korea and Australia-New Zealand CER. Finally, Thailand is considering bilateral FTA negotiations with Korea, Chile, South Africa and others. Like Singapore, it would like to have an FTA with the EU, the only major economic power not engaged in FTA activity in Asia-Pacific. 

The government’s position is that it is pursuing a mutually-reinforcing multi-track trade policy: FTAs are supposed to complement established WTO and ASEAN tracks. More generally, they fit into Prime Minister Thaksin’s “dual-track” strategy: the domestic track emphasises fiscal and industrial policies to boost demand and strengthen competitiveness in targeted sectors; the external track is geared to the aggressive pursuit of markets for Thai exports.

On the FTA track, three types of negotiating partners have been identified: 1) key established export markets, especially the USA and Japan, for which the objective is to retain and expand market access; 2) potential markets, especially hugely-populous China and India, with which existing trade is relatively low but with great prospects for expansion; 3) “gateway” countries, such as Bahrain and Peru, with small markets but with access to wider regions. In all FTAs, Thailand is looking for greater market access for its exports of goods -- particularly agriculture, processed food, textiles and clothing, automobiles and electrical parts -- and services, especially for Thai temporary workers in hotels, restaurants and health-related sectors. The overall goal is to move early into FTAs, hard on the heels of Singapore, so that Thailand is well placed to be a regional trade-and-investment hub.

For the most part, the Thai government’s motives for pursuing FTAs seem to be similar to those of other governments in Asia-Pacific and elsewhere. They are driven by foreign-policy aspirations. Thailand wants to show that it can be up there with Singapore and others in negotiating with “big beasts” like the USA, Japan, China and India; and it wants to strengthen political alliances as well as commercial relations with these and other countries. Hence it is not surprising that the impulse for FTAs has come from the Prime Minister’s Office and the Ministry of Foreign Affairs, not the Ministry of Commerce. There are also defensive economic concerns. Like others, the Thai government is impatient with agonisingly slow WTO negotiations and with lack of progress in ASEAN economic integration. And it does not want to be left behind by Singapore and others in using FTAs to secure preferential market access to established and potential markets.

All these general motives have specific Thai characteristics. These have everything to do with Prime Minister Thaksin’s “CEO style” and its dominant imprint on government. Mr. Thaksin clearly has little time for the snail-like pace of the Doha Round, and feels that FTAs, at least for the moment, can deliver the same market-access objectives more rapidly and effectively. His style is to make major policy decisions lightning-fast and expect them to be implemented quickly by the bureaucracy. Hence the decision to launch several major – and less major – FTA negotiations more-or-less simultaneously, with tight deadlines for completion.

Major FTA negotiations were supposed to be completed by end-2004, but time frames had to be stretched given the political and technical complications of the negotiations. This led to the establishment of a new Committee on FTA Strategies and Negotiations in late 2004, chaired by the Minister of Finance and reporting directly to the Prime Minister. The intention is to unify FTA policy making and give it higher priority.

What of the potential economic costs and benefits of Thailand’s FTAs? Since 2003 the Thai government has commissioned econometric studies to quantify the gains from FTAs. One set of estimates, from economists at Chulalongkorn University, predicts significant gains, e.g. a 113.9 per-cent increase of exports to India; and increases of 63.3 per cent to China, 25.9 per cent to Australia-New Zealand CER, and 20 per cent to Japan and Korea. These gains would result from the reduction and removal of high tariff and non-tariff barriers on Thai exports. Imports to Thailand would also increase strongly. In addition, Thai exports to the USA would be boosted by collective ASEAN FTAs with Japan, Korea and Australia-New Zealand CER through cost reductions and increased competitiveness. Thailand’s overall international trade would expand sharply as a result of an ASEAN-Japan FTA, and even more so with an “ASEAN-plus-three” FTA uniting ASEAN, Japan, Korea and China.

These estimates, like other Computable-General-Equilibrium (CGE) modelling exercises, should be treated with extreme caution. Such methods deliver at best very rough guesstimates. They depend on often heroic assumptions; and changes to assumptions can lead to big variations in end results. Moreover, these and other studies assume that FTAs will be comprehensive in sectoral coverage and removal of tariff and non-tariff barriers, with rules of origin that do not significantly impede market access. As discussed earlier, the emerging FTA picture, from Thailand and elsewhere in Asia-Pacific, looks rather different. The study cited above adds the following qualifications to the otherwise rosy scenario of FTA gains: 1) trade diversion from non-members of FTAs could be significant, especially if FTAs proved to be too selective and diverted attention from WTO and AFTA liberalisation; 2) gains would be minimised if FTAs proved to be partial and messy, especially with different liberalisation packages in different FTAs, and with restrictive rules of origin. The overall effect might be that Thailand would become just a “spoke” attached to several FTA “hubs” elsewhere, which would likely be major powers such as the USA, Japan and China. For Thailand, this would minimise trade creation and magnify trade-diversion effects.

What about the most important FTA of all – with the USA? A study by the Thailand Development Research Institute (TDRI) estimates that a comprehensive FTA would generate gains for both countries in trade in goods, given their complementary North-South, inter-industry bilateral trade structure. For Thailand, merchandise exports and imports would increase by 3.4 per cent and 4.7 per cent respectively, with Thai gains in agriculture, processed food, textiles and automobiles. Real GDP growth would increase by 1.34 per cent.

One should add that these estimates are subject to the caveats mentioned earlier. In addition, the same TDRI study rightly stresses that, especially in a “deep-integration” FTA with the USA, radical changes will be required to Thai laws and regulations in several areas, especially in intellectual-property protection and services sectors. Another study for the government’s FTA Impact Working Group calls for at least four sectoral Development Masterplans – for cattle, vegetables, intellectual property, and financial and capital markets – to overhaul domestic regulation and prepare the sectors concerned for the greater foreign competition that the FTAs will usher in.
 Domestic regulatory overhaul is much more complex than tariff or non-tariff liberalisation. It has to be undertaken carefully, gradually and thoroughly. If it is not done right, advertised gains will not materialise, and there will be unforeseen complications and costs.

Having considered the overall motives and economic implications of the FTAs, what about their politics? As mentioned earlier, Prime Minister Thaksin’s intention was to move early and fast, and conclude a series of quick-fire deals. This much-advertised CEO-approach to policy has come at some cost, and run into unanticipated complications. The main weakness in the government’s approach to FTAs is that it has been rushed, driven by fuzzy foreign-policy goals, and had very little sense of economic strategy. The careful preparation so necessary to complicated and resource-intensive FTA negotiations has been conspicuously lacking. Too many negotiations have been launched, and they have proceeded too fast. This has severely stretched negotiating resources, diverted attention from the WTO, and scattered political attention and focus. 

There are more specific weaknesses in FTA politics and policy process that come to mind:

First, while senior negotiators, especially those with WTO experience, are of course knowledgeable about negotiating issues and their implications, such awareness at high government levels is lacking. Hence political direction to negotiators, aside from wanting FTAs concluded quickly, is found wanting. Second, the starting point of careful preparation for negotiations is research and analysis to assess the economic costs and benefits, as well as the legal implications of individual negotiating positions and overall agreements with this-or-that negotiating partner. On the economic front this was done belatedly, and then not exactly in a thorough and systematic manner. Government in-house legal capacity to scrutinise potential agreements remains limited. Third, coordination among government ministries and regulatory agencies has been rather messy, exacerbated perhaps by the uncertain division of labour between the MFA and the MOC. The MFA has become very active and assertive in FTAs, but its inexperience and lack of expertise in trade negotiations shows. This is not exactly a happy combination.

Fourth, there has been inadequate consultation with interested parties outside government, and, more generally, inadequate engagement in public discussion on the issues involved.
 To begin with, the government can put FTAs into effect by executive decree, i.e. without parliamentary ratification or the obligation to hold public hearings. It does consult business, however. The main business associations, the Federation of Thai Industries, the Thai Chamber of Commerce and the Thai Bankers’ Association, are reasonably well plugged into FTA consultations, as are some individual business groups (the CP Group in particular). But relevant Senate committees, academics (such as those involved in the group FTA Watch), NGOs (such as the HIV/AIDS Infected Group Network), representatives of small rural farmers and others have complained of lack of consultation and transparency. Critics argue that serious consultation does not reach beyond well-connected business constituencies. They hold that public consultation exercises take the form of cosmetic academic-style seminars and one-sided propaganda. The government does convene groups of experts to provide technical input for negotiations, but this is not the same thing as a genuine search for sound policy advice.

Given the issues at stake for Thai society, especially in a far-reaching FTA with the USA, such lack of consultation and engagement with public opinion is short sighted. It invites a political backlash. It breeds rumour-mongering that the government is favouring agribusiness and other business interests in FTAs while willing to sacrifice less influential rural farmers and HIV/AIDS victims. Not least, a non-transparent policy process and the general lack of informed public discussion encourage loose, alarmist, anti-market talk among parliamentarians and NGOs.

Given this combination of factors, it is not surprising that ministers and officials have gone into negotiations without adequately-informed or detailed positions, and without a clear sense of what would be a good end result. This has put them at a disadvantage with better-prepared negotiating partners – most glaringly obvious in the current negotiations with the USA. 

Most damagingly perhaps, there has been very little thinking about how FTA policy relates to the national economic framework in terms of domestic policies, supporting institutions and priorities for reform. FTAs only make economic sense if they are explicitly linked to national economic-policy priorities and form a coherent whole with them. FTAs are supposed to liberalise trade; hence they should dovetail with overarching domestic strategy to liberalise the national economy. That is far from the case in Thailand. Instead, FTAs seem to have been tacked on to national economic policy with little aforethought. Their residual economic logic seems to be narrowly mercantilist: the government seeks export market access in a narrow range of sectors (e.g. agribusiness, automobiles, and hotel, restaurant and health-related services), for which it may be willing to concede access to the Thai market in other sectors (such as dairy, beef, fruit and vegetables), while otherwise defending the status quo of domestic protection. 

Such narrow mercantilism is a recipe for trade-light FTAs that will make little positive difference to competition and efficiency in the domestic economy. Politically (if not economically), it works when negotiating partners are comfortable with trade-light agreements. But it will not work with the USA, whose mercantilism is far more one-sided and aggressive: it will concede little itself, but demand far-reaching, trade- and regulation-heavy concessions from the weaker negotiating partner.

Finally, a rushed and botched FTA policy is not just flawed in terms of negotiations: it stores up problems when it comes to implementing eventual agreements, especially if they involve complex regulatory changes (as is likely with an FTA with the USA).

To be fair, however, similar criticisms can be levelled at most other countries enmeshed in FTA negotiations – including several developed countries. In this respect at least, Thailand is far from alone.

4.3 Individual FTAs: the state of play

Having surveyed Thai FTA policy in general, it is time to look at individual FTAs. This begins with the FTAs already in force with Australia and New Zealand; proceeds to the more partial FTAs with China and India; then to the negotiations with Japan; after that to the relatively minor FTAs with Bahrain, Peru and EFTA; and ends with the crucial negotiations with the USA. Table 17 summarises the contents of and state of play in Thailand’s FTAs.

4.3.1 Thailand-Australia

The Thailand-Australia Closer Economic Relations FTA (TAFTA), which came into force in January 2005, is Thailand’s first FTA with a developed country and Australia’s third FTA. It covers trade in goods, services, investment and other areas. It is advertised as consistent with GATT Article XXIV and GATS Article V.

TAFTA is reasonably comprehensive on trade in goods. Thailand has eliminated tariffs on 78 per cent of its imports from Australia, with tariffs on a further 17 per cent of imports to be removed by 2010. Nearly all remaining tariffs will come down to zero by 2015 or 2020. Some agricultural products, e.g. beef, pork, butter, cheese, milk powder, sugar and potatoes, have until 2020 before tariffs disappear. Skimmed milk powder, and liquid milk and cream have a transition period until 2025, with expanding tariff-rate quotas (with lower in-quota tariffs) in the interim. Australia has already eliminated tariffs covering 83 per cent of imports from Thailand, with the rest to be phased out by 2010 and 2015.

In contrast, TAFTA’s commitments on services and investment are weak. They mirror both parties’ existing (relatively weak) GATS commitments, with marginal GATS-plus commitments. Little change to existing domestic laws and regulations will occur. At Thailand’s insistence, services commitments are scheduled on a positive list, not a negative one. Thailand has relaxed the 49.9 per cent foreign-ownership limit in some sectors, offering full ownership to Australian investors in distribution, construction and management-consultancy services, and majority ownership (up to 60 per cent) in major hotels and restaurants, tertiary education, maritime-cargo services and mining. Australia’s commitments reflect those of its offer in the Doha-Round services negotiations and do not liberalise the market further to Thai investors – though it should be born in mind that the Australian services market is already quite liberal, much more so than Thailand’s. 

Investors from both sides have the right to transfer funds freely out of the country. There is a new investor-state dispute-settlement mechanism, which allows investors to take disputes to independent arbitration. Both governments have the right to deny investor benefits under TAFTA to investors from third countries with established commercial operations in Australia or Thailand. 

Both sides have made a few commitments on the temporary entry of business people (intra-corporate transferees, contract-service suppliers and business visitors) that go beyond GATS Mode 4 commitments. Thailand has extended visa, work-permit and short-term stay periods. Australia has granted temporary entry to Thai specialist chefs and masseurs, especially to provide services such as cooking training and training in traditional Thai massage through training institutes.

There is to be a review of services commitments by 2008 with a view to improving commitments, especially in financial services, telecom services and the temporary movement of business people.

TAFTA has a limited transitional-safeguards mechanism for goods if a surge in imports causes serious injury to domestic sectors; and a more open-ended special safeguards mechanism for sensitive agricultural products, which can be triggered if a targeted volume of imports is exceeded. TAFTA does not tighten existing WTO disciplines on safeguards, anti-dumping, subsidies and countervailing duties. Agricultural subsidies are not covered by TAFTA and left to Doha-Round negotiations.

TAFTA does not strengthen existing WTO disciplines on the use of sanitary and phytosanitary (SPS) standards and technical barriers to trade (TBT). It does however set up an Expert Group on SPS, which is to meet annually. TAFTA refers to information exchange, consultation and regulatory cooperation in competition policy, intellectual-property protection, customs procedures and other areas, but again without WTO-plus disciplines. None of these areas are subject to TAFTA dispute settlement, including SPS provisions. Government procurement is not covered, but a Working Group is to explore the possibility of future negotiations, which would focus on transparency issues. Finally, an FTA Joint Commission comprising senior officials is to oversee the implementation of TAFTA, with a ministerial-level review after the first five years. 

Overall, TAFTA will make little difference to Thailand, and even less difference to Australia, given their low bilateral trade volumes. Australia accounts for 2.3 per cent of Thailand’s total exports, and Thailand accounts for 1.8 per cent of Australia’s total exports. One study estimates Thai gains of 0.45 per cent of GDP by 2020, and Australian gains of 0.01-0.03 per cent by 2015. These would vanish into insignificance compared with further multilateral liberalisation in the WTO, and even more if further non-discriminatory unilateral liberalisation by Thailand and Australia were to occur.

In goods, Australia stands to gain in sectors with high Thai tariffs, e.g. large passenger cars and car parts, white goods, sheepmeat, wine, grains, dairy, beef, fruit and vegetables. Thailand stands to gain in fewer sectors as Australian tariffs are mostly low (with a simple-average tariff of 3.9 per cent). There should be Thai gains in some passenger cars, pick-up trucks, textiles and clothing. On the other hand, there is concern among NGOs and farmers’ organisations about TAFTA’s impact on vulnerable agricultural sectors, particularly on about 40,000 small-scale dairy farmers and their families. This uncompetitive sector, which enjoys the patronage of Royal projects, has been propped up by subsidies and import protection for decades. Transition periods to 2020 and 2025 for phasing out tariffs, and promises of government adjustment assistance, are supposed to soften the blow; but anxieties have not been dampened.

As mentioned earlier, there are minimal advances in services and investment. There is practically no advance on strengthening WTO disciplines on domestic regulatory barriers to market access in goods and services. Most glaring are the weak provisions on SPS. Thailand has serious grievances with Australia’s application of food-safety standards on its agricultural exports, especially frozen poultry. TAFTA does nothing substantial to address these concerns. Finally, rules of origin for goods seem to have been cobbled together from different templates (AFTA, Australia-New Zealand CER and other Australian FTAs). This could easily lead to future complications. It reinforces the general impression of a hastily put-together and not terribly well-drafted agreement.

4.3.2 Thailand-New Zealand

The Thailand-New Zealand Closer Economic Partnership Agreement (CEPA), which came into force in July 2005, is rather similar to TAFTA. It will be notified under GATT Article XXIV, and under GATS Article V once services negotiations have been completed.

Provisions on trade in goods almost exactly mirror those in TAFTA. Thailand eliminated most tariffs on New Zealand imports as soon as the agreement came into effect, with most of the rest to be phased out by 2015, and the rest by 2020 and 2025. New Zealand has already eliminated most tariffs on Thai imports, with the rest to be phased out by 2015.

While TAFTA has very modest commitments on services and investment, Thailand and New Zealand have agreed to postpone immediate agreement and commence negotiations within three years. New Zealand wanted more than a status-quo agreement, but Thailand proved unwilling. As in TAFTA, investor-protection rights are guaranteed, and a new investor-state dispute-settlement mechanism is established. 

On the temporary movement of business people, Thailand has extended visa and work-permit periods in line with its TAFTA commitments; and New Zealand has extended access to temporary employment for Thai chefs, subject to certain conditions. This is not expected to displace jobs held by New Zealanders. New Zealand will consider similar measures for traditional Thai massage therapists.

Like TAFTA, the Thai-NZ CEPA has a transitional-safeguards mechanism and a special-safeguards mechanism for sensitive agricultural products. There are no WTO-plus disciplines on anti-dumping, safeguards and subsidies. There are provisions for regulatory cooperation in competition policy, intellectual-property protection, customs procedures, TBT and other areas, but without tangible WTO-plus disciplines. All are not subject to bilateral dispute settlement. A Working Group is to consider future negotiations on government procurement.

On SPS measures, the Thai-NZ CEPA does go slightly further than WTO disciplines: New Zealand has agreed to expedite Thailand’s request for access for its tropical fruits under New Zealand’s biosecurity regime; and Thailand has agreed to do likewise for New Zealand exports of potatoes for processing. A Joint Management Commission and a separate consultative group will deal with bilateral SPS issues. However, SPS will not be subject to formal bilateral dispute settlement.

Arrangements for labour and environmental standards have been negotiated in parallel to the CEPA – in contrast to TAFTA, which has no such provisions. This reflects New Zealand’s FTA policy, which seems similar to that of the USA. However, bilateral commitments are relatively weak: both countries commit themselves to enforcing ILO core labour standards and international environmental obligations; but these are declaratory (“best endeavours” in trade-policy speak) and not binding through dispute settlement.

ROO provisions seem to be different from those in TAFTA. A “change-of-tariff classification” (CTC) approach is used to determine “substantial transformation” of a good in Thailand or New Zealand to qualify for tariff preferences in the CEPA, in preference to regional-value-content (RVC) criteria. CTC criteria are complicated by a supplementary value-added test to determine local content in textiles, clothing, carpets and footwear – all sectors in which New Zealand tariffs are relatively high and which will only be phased out in 2015 (at the end of the overall transition period). Local content for these products is set at 50 per cent of the FOB price. These ROO provisions are influenced by discussions between Australia and New Zealand to move to CTC criteria in their CER agreement, and because CTC is the basis for the New Zealand-Singapore-Chile-Brunei CEPA.

Finally, a Joint Commission is established to oversee the CEPA and will meet annually. There will be a ministerial-level review every five years.

Overall, the Thai-NZ CEPA will make hardly any difference to both countries as they do so little trade with each other. Bilateral merchandise trade barely exceeded US$ 1 bn in 2004. Thai gains are miniscule: 65 per cent of Thai products entered New Zealand duty free before the CEPA came into force, including leading manufacturing exports like cars and computers. Thailand can expect slight gains in cars and car parts, and perhaps in textiles, garments, footwear and carpets. New Zealand should gain in dairy products (already 58 per cent of merchandise exports to Thailand), beef, horticulture, and in some processed-food and wood products. The CEPA counterbalances TAFTA by restoring parity of access with Australia to the Thai market; and it does the same with China, which has a preferential agreement with Thailand on fruit and vegetables. 

4.3.3 Thailand-China

Thailand and China have a limited agreement which eliminated tariffs on some 116 agricultural items (in HS 01-08 categories) by October 2003. This is an “earlier-harvest” than the early-harvest package in the ASEAN-China FTA, which is due to eliminate tariffs in the same categories for all countries concerned by January 2006 (en route to the completion of the FTA by 2010). While the original intention may have been to have a comprehensive Thai-Chinese FTA before 2010 (the deadline for the China-ASEAN FTA), both parties agreed not to extend the agreement beyond the early harvest, and also not to automatically extend concessions therein to other ASEAN countries.

In the context of a comprehensive ASEAN-China FTA, Thailand could expect to increase exports to China in capital-intensive agricultural products (e.g. sugar and processed rice), chemicals, plastics, rubber, and capital-intensive manufacturing inputs, especially in IT sectors.
 Chinese exports would increase in labour-intensive manufactured products, and also in labour-intensive areas of agriculture such as fruit and vegetables.

Of course the Thai-Chinese agreement on its own has a much more limited impact than would be the case in the above scenario. But within the sectors concerned the effects have been significant. Thai exports of cassava and tropical fruit to China have increased, as have Chinese exports of fruit and vegetables in the reverse direction. Unanticipated adjustment difficulties have cropped up – not surprising, given yet another rushed, quick-fix Thai FTA. In Thailand, there have been loud complaints about a flood of Chinese imports of apples, pears, garlic and onions, which are alleged to endanger the livelihoods of small farmers, particularly in the north of the country. This has led to pressure to tighten SPS and TBT measures as a way of slowing down Chinese imports. Indeed, both sides have tightened SPS requirements, e.g. insisting on local certification of fruit orchards in order to qualify for duty-free export to the other country. Thailand also complains of Chinese non-tariff barriers, e.g. taxes and surcharges imposed by provincial authorities. Others counter that these effects have been exaggerated. Much of the “flood” of Chinese imports, they argue, is pre-existing black-market trade that has become open and legitimate as a result of tariff elimination. Finally, it should be noted that the Thai CP Group has extensive investments in Chinese agriculture, much of it for export.

Economic theory and historical experience would caution against a very partial FTA like the one between Thailand and China. Trade diversion could outweigh trade creation, exacerbated by rules of origin and other complications. Hence the Thai-Chinese FTA is not to be taken too seriously in terms of positive economic effects. The ASEAN-China FTA, on the other hand, is far more serious.

4.3.4 Thailand-India

Unlike the Thai-Chinese FTA, the Thailand-India FTA is intended to be comprehensive, covering tariff and non-tariff barriers in trade in goods with a targeted completion date of 2010 – a year before the targeted completion of the ASEAN-India FTA (though the deadline is 2016 for the Philippines and CLMV). It also covers trade in services, investment, trade facilitation, mutual recognition agreements and other economic-cooperation measures. The agreement specifically refers to “substantially- all-trade” and “substantial-sectoral-coverage” criteria in GATT Article XXIV and GATS Article V respectively. However, there will be no formal dispute settlement mechanism, only “consultations” to resolve bilateral disputes. That reduces the strength of the agreement considerably.

Thailand and India agreed an early-harvest liberalisation package, which will eliminate tariffs on 82 (mostly manufacturing and a few agricultural) items by September 2006. However, due to Indian pressure, the rules of origin for the early-harvest package are very restrictive. They comprise a bundle of criteria to prevent “trade deflection” (whereby third-country producers benefit from bilateral tariff preferences) and transhipment: wholly-obtained (100-per-cent local content), not-wholly-obtained, RVC and CTC/substantial-transformation criteria are all mixed in. It is doubtful that there will be much industry take-up of tariff preferences due to ROO complications, with the exception perhaps of the auto and auto-parts sectors.

The wider Thai-India FTA negotiations have made very little progress. The March-2005 deadline for the goods negotiations has come and gone, and the January-2006 deadline for services and investment is unlikely to be met. Disagreements over rules of origin bedevil the goods negotiations: Thailand wants a simple 40-per-cent local-content criterion (as in AFTA); India wants more complicated and restrictive requirements. Thailand wants to exempt about 100 items from tariff elimination by 2010; India’s list runs to about 1000 items, many of them in agriculture. There are also Thai complaints about Indian SPS restrictions, and taxes and surcharges imposed by Indian states.

Overall, gains from the FTA are unlikely to be high. Thailand and India do very little trade with each other: India accounted for 0.8 per cent of Thai exports and 1.16 per cent of Thai imports in 2003. Bilateral merchandise trade amounted to US$ 1.3bn in 2003, roughly on a par with Thai-New Zealand trade levels. There should be gains in areas where both sides have high tariffs. Thailand should increase exports of capital-intensive inputs to manufacturing operations in India, especially in car parts, and perhaps increase some agricultural exports. It may attract more Indian FDI to the Thai car-parts industry. India should increase labour-intensive manufactured exports, and especially exports of commercial services. However, given the slow progress of the talks and the “dirty” elements of a likely deal, such as on rules of origin and Indian exemptions in agriculture, one should not expect too much.

4.3.5 Thailand-Japan

Negotiations on the Japan-Thailand Economic Partnership Agreement (JTEPA) were all but concluded in August 2005, with a few details left to be ironed out (at the time of writing). The agreement is expected to come into force in April 2006. It covers trade in goods and services, investment, trade facilitation (e.g. paperless trading in customs administration and mutual recognition agreements), and economic-cooperation measures in education, human-resources development, tourism, science and technology. It is intended to be consistent with GATT Article XXIV and GATS Article V.

Japan has opted for not-so-comprehensive and not-so-clean FTAs (euphemistically dressed-up as Economic Partnership Agreements
), especially in trying to carve out all or most agricultural products. In its negotiations with Thailand, Japan wanted to exclude rice, cassava, chicken and sugar, all major Thai export items. Japan is also defensive in other agricultural products such as canned fruit and seafood. Prime Minister Thaksin agreed to exclude rice from the negotiations. Negotiations on sugar will take place at a future date. Japan will reduce but not abolish duties and increase quotas for chicken and molasses. Tariffs will be abolished with immediate effect on fruits, vegetables, canned fruit, fruit juice and frozen shrimp. However, Japan is insisting on extremely restrictive rules of origin on agricultural and fisheries products. On clothing, there will be zero tariffs, but Japan would like to adopt the “yarn-forward” ROO criterion the US uses for clothing products in its FTAs. This means that 100 per cent of the yarn would have to be sourced from FTA signatories, thereby totally shutting out lower-cost producers from third countries. If adopted, this commercially-nonsensical provision would severely restrict Thai access to the Japanese clothing market. Japan is also defensive on shoes and leather goods, with long transition periods before tariffs are phased out. 

Thailand is defensive on some industrial goods, notably steel and cars. There has been intense industry lobbying to continue to protect domestic markets for hot-rolled steel, and luxury cars and car parts. Thai tariffs on cars with engines over 3,000 cc. will come down to 60 per cent by 2009, with negotiations thereafter to reduce them further. Thai tariffs on cars with engines under 3,000 cc. will not be reduced, but there are plans for future negotiations. The prospect of duty-free entry for Japanese cars (especially Completely-Built-Up units with engines of 3000 cc. or more) has raised fears among European and American car manufacturers with operations in Thailand. Tariffs on hot-rolled steel will only be phased out after 10 years.

On services and investment, both sides have agreed to have a positive list. Thailand wants access for chefs, masseurs, nurses and other health-care workers to the Japanese labour market. There will be investor-protection and investor-state dispute-settlement provisions in the investment chapter, on the lines of the Japan-Singapore FTA. On investment, there have been some disagreements on the scope of investment (Japan wanted portfolio investment as well as FDI covered; Thailand wanted it restricted to FDI), national treatment (Thailand wanted only post-establishment covered; Japan wanted to extend it to pre-establishment), and performance requirements (going beyond the WTO TRIMS agreement).

A comprehensive Thailand-Japan FTA would be much more significant than FTAs with Australia, New Zealand, China and India. Japan is Thailand’s biggest merchandise-trading partner, and it is the leading source-country for FDI in Thailand. Bilateral merchandise trade stood at US$25bn in 2002. Furthermore, Japan and Thailand have a largely complementary North-South bilateral trading structure, which would deliver bigger gains from free trade compared with the less complementary South-South trade (i.e. trade in similar products) Thailand has with China and India. Thailand would gain from access to Japan’s agricultural markets and to its labour market; Japan would gain from high-value manufactured exports, and from exports of some commercial services; and Japanese FDI in Thailand would increase too. These effects would be magnified by a comprehensive ASEAN-Japan FTA, and even more so by an ASEAN-Plus-Three FTA.

In reality, it looks like the JTEPA has dirty fingerprints all over it: exemptions on goods, especially agriculture, restrictive rules of origin, unambitious commitments on services and investment, and little advance on WTO regulatory disciplines (e.g. SPS, MRAs, competition policy, government procurement). This would substantially limit two-way gains.

4.3.6 Minor FTAs: Bahrain, Peru, EFTA, BIMSTEC

a) Thailand-Bahrain

The Thailand-Bahrain Comprehensive Economic Partnership Agreement started operation at the end of 2002 and is supposed to be completed by 2010. It was Thailand’s first bilateral FTA. An early harvest contains 626 items with tariffs in the 0-3 per-cent range. All tariffs are supposed to go by 2010. Services and investment are covered. Competition policy, government procurement, customs administration and intellectual property are not covered, but some economic-cooperation measures are mentioned. Consultations rather than formal dispute settlement procedures will be used to resolve disputes.

The main focus for both parties is services. Thailand wants access to the Bahraini market in healthcare, tourism, beauty-and-spa, telecommunications and construction services. Bahrain wants access to the Thai market in banking and insurance. The Thai rationale for the CEPA with Bahrain is that it will be a gateway to markets in the neighbouring Gulf region and beyond in the Middle East.

Negotiations have been on hold for the past year. This is largely due to complications between Bahrain and other members of the Gulf Cooperation Council, who are not comfortable with a separate Bahrain-Thailand FTA.

b) Thailand-Peru
The Thailand-Peru FTA has a targeted completion date of 2015. There is no early harvest. Goods, services, investment and economic-cooperation measures are covered. Negotiations on tariffs have been on hold since last year, and negotiations in other areas have not got off the ground at all. The FTA with Peru is advertised as a gateway to other South-American markets, particularly in the Andean region.

c) Thailand-EFTA

The most recent set of FTA negotiations is with EFTA. It is intended to be comprehensive, covering trade in goods, services, investment, trade facilitation, intellectual property and other areas. There are two main obstacles to progress: 1) agriculture, in which Norway and Switzerland are extremely protectionist; 2) intellectual-property protection, for which Switzerland, lobbied by the Swiss-based pharmaceutical majors, is pushing for very strong “TRIPS-plus” provisions along the lines of those in the US FTAs with Singapore and Chile. There are TRIPS-plus provisions in existing EFTA FTAs with third countries. The IP issue has become politically controversial in Thailand as a result of FTA negotiations with the USA. It looks like this is spilling into the negotiations with EFTA as well. NGOs from EFTA and Thailand argue that TRIPS-plus provisions in a Thai-EFTA FTA would restrict access to generic medicines, especially for HIV/AIDS victims, thus constituting a danger to public health.

Thailand hopes that an FTA with EFTA will generate additional inward investment in goods and services, mainly from Swiss multinationals, and act as a stepping-stone to an eventual FTA with the EU.

d) Thailand in BIMSTEC

The BIMSTEC forum aims to promote trade, investment and technical cooperation among seven south and southeast-Asian countries (Bangladesh, India, Sri Lanka, Nepal, Bhutan, Thailand and Myanmar). The latter have decided to complete an FTA by 2017, covering goods, services, investment, and cooperation in technology, transport, energy, fisheries and tourism. A formal dispute-settlement mechanism is envisaged. There is no early harvest.

e) Other preferential arrangements

Thailand provides modest preferential-tariff treatment to certain imports from other developing countries under the Global System of Trade Preferences (GSTP). It receives trade preferences under the Generalised System of Preferences (GSP). About 19 per cent of Thai exports, mainly to the EU and USA, qualified for GSP treatment in 2002. This share has declined considerably since the 1980s and is likely to go down further.

Thailand is a member of the Greater Mekong Subregional Economic Cooperation (GMSEC) forum, which has economic-cooperation projects but no plans at present to form an FTA.

f) Assessment

None of the FTAs above is to be taken too seriously. The logic of FTAs with tiddlers like Bahrain and Peru, both small, far-away countries with which Thailand does very little trade, is baffling. They have political and publicity appeal in terms of launching negotiations, holding summits and signing agreements; but they make little economic sense. A few Thai services providers will gain from additional access to the small Bahrain market, but this does not justify a full-blown FTA. Peru is a small, backward country in south America. Finally, the “gateway” argument is nonsense: ROO restrictions will prevent Thai producers from using Bahrain and Peru as platforms to gain preferential access to nearby markets.

EFTA is slightly more serious in that an FTA might link Thailand more closely with technologically-advanced countries with which it has closer trade-and-investment links. But trade volumes are still small, and probable exemptions of agricultural products will limit market access.

Finally, not much can be expected from BIMSTEC, though it has a combined population of 1.3bn and trade among its members worth US$17bn in 2003. It is going to be very tough to fulfil the “substantially-all-trade” criterion in terms of phasing out tariff and non-tariff barriers, given high levels of protection in nearly all the countries concerned. Gains will also be limited due to the roughly similar South-South trading structures within the group: all are dependent on agriculture and/or labour-intensive manufactures. Rules of origin will be problematic, and will likely compound ROO problems in other bilateral and plurilateral FTAs involving BIMSTEC members in the region. Thailand, it should be noted, is involved in three separate FTA negotiations with India, each with different ROO provisions.

4.3.7 Thailand-USA

The Thailand-USA FTA (TUSFTA) is far and away the most important set of FTA negotiations for Thailand. It is now the central preoccupation of Thai trade policy. Unlike Thailand’s other FTAs, TUSFTA is deadly serious, with potentially far-reaching consequences.

The USA and Thailand started FTA negotiations in June 2004. This followed the conclusion of a bilateral Trade and Investment Framework Agreement (TIFA) in October 2002, which is usually considered the prelude to full-blown FTA negotiations with the USA.
 Four negotiating rounds had been completed by August 2005. Negotiations are finally getting down to the nitty-gritty. The USA would like to complete negotiations by April 2006, so that the agreement can be submitted for Congressional ratification before the expiry of Trade Promotion Authority (which grants the President authority to negotiate international trade agreements). Given the issues at stake, outstanding differences between the two sides and political sensitivities in Thailand, this looks like a tall order.

The USA has actively pursued bilateral FTAs since 2001. Following earlier agreements with Israel and in NAFTA, there are new FTAs with Chile, Singapore, Morocco, Jordan and central-American countries (CAFTA), and ongoing negotiations with Bahrain, Colombia, Peru and Thailand. President Bush has an Enterprise for ASEAN Initiative, a framework for bilateral FTAs with ASEAN countries with the end-goal of a US-ASEAN FTA. The USA considers the US-Singapore FTA, which came into force in 2004, as the model for its FTAs with other ASEAN countries. 

Foreign-policy considerations loom large in the US’s FTAs, especially after September 11th. All its FTAs are seen as a means of cementing long-term security alliances. On the economic front, the USA differentiates itself from other FTA players by advertising its determination to conclude strong and comprehensive, WTO-plus agreements. These are supposed to go wide in terms of market-access coverage, and deep in terms of commitments on investment, customs procedures, government procurement, competition rules, intellectual-property protection and regulatory transparency. Congressional legislation also requires commitments on labour and environmental standards. Transition periods for implementing most commitments are usually short (in the 3-4 year range), thereby making early harvests redundant.

TUSFTA is highly significant for Thailand for two reasons. First, unlike Australia, New Zealand, India, EFTA, Bahrain and Peru, but like Japan, the USA is a major trading partner. It is Thailand’s largest export market, accounting for 20 per cent of exports. On the other hand, Thailand is one-hundredth the size of the US economy and the USA’s 18th largest trading partner. Hence effects on the USA will be far less significant. 

Bilateral trade is of the complementary North-South variety: Thailand exports agricultural products and labour-intensive manufactures to the USA; the latter exports high-value, knowledge- and capital-intensive services and manufactures to Thailand. Bilateral free trade would deliver big gains especially in areas where tariff and non-tariff barriers are high, e.g. in agriculture, services and pockets of manufacturing in Thailand, and in textiles, clothing and certain agricultural products in the USA (sectors in which there are peak tariffs and many non-tariff barriers, despite an overall simple-average tariff of 2-3 per cent). Thailand would gain not just from extra export-market access, but also from additional export-related FDI and a more efficient services infrastructure (mainly through FDI). 

One study by the Institute of International Economics estimates that trade volumes would increase by 118 per cent with the removal of bilateral trade barriers, and double again if the USA concluded an FTA with all ASEAN countries (as a result of increased intra-ASEAN trade). However, this study does not take trade-diversion effects into account.
 The Thailand Development Research Institute (TDRI) estimates a much more modest increase of trade -- about 4 per cent for Thailand, which would translate into a GDP boost of only 1.34 per cent over three years. However, the TDRI study notes that dynamic gains from bilateral free trade, e.g. arising from economies of scale, greater competition in more open markets, productivity gains, and technology- and skills- transfer through FDI, could be much more significant for Thailand.

The second reason why TUSFTA is highly significant for Thailand is that it is likely to have strong commitments driven by US negotiating demands. In particular, the USA is demanding Thai commitments that reach deep into domestic regulation and institutions. These deep-integration commitments affect politically sensitive and administratively complex domestic regulatory procedures on investment, services, government procurement, intellectual property, competition policy and other areas. They are standard fare in the US’s FTAs but go well beyond light-to-minimal Thai commitments in its other FTAs. Other Thai FTAs can be implemented by executive decrees and modifications to existing administrative practice, but without major legislative changes. They will result in hardly any changes on the ground, least of all in domestic regulatory practice. Commitments under TUSFTA, on the other hand, are likely to involve major legislative amendments in Thailand, especially in investment, services and intellectual-property regulations. In other words, they entail changing key rules of the game by which business is conducted in Thailand – a far cry from the unserious FTAs negotiated to date.

The USA insists that only a wide and deep FTA that genuinely tackles tariff and non-tariff barriers will deliver touted economic gains, especially for Thailand. That is correct, but with qualifications. First, gains would be compromised if politically sensitive areas were exempted or only dealt with weakly, e.g. tariffs on agricultural products, cars and trucks, SPS issues and cross-border labour mobility in the USA, and a wider range of market-access and regulatory barriers in Thailand. Second, some issues could be dealt with too strongly, e.g. restrictive rules of origin and TRIPS-plus intellectual-property provisions inappropriate to Thailand’s present stage of development. Third, while a deep-integration FTA with pro-competitive regulation is a good idea in principle, it requires careful preparation and thorough implementation as part of an overarching domestic agenda for market-based regulatory and institutional reform, especially for a developing country like Thailand with substantial deficits in these areas. Only then will there be the right enabling environment for domestic firms to restructure and take advantage of market opportunities at home and abroad. The danger here is that Thailand might sign up to strong regulatory disciplines, but only in capitulation to US demands and without domestic political will or capacity. In that event, implementation of commitments will be messy, partial and ultimately unsuccessful, made worse by a likely domestic backlash against perceived foreign (read American) impositions.

Having considered some general features of TUSFTA, it is time to examine to examine specific negotiating issues.

a) Trade in goods: agriculture and  manufacturing

Both the USA and Thailand stand to gain from agricultural liberalisation as existing trade barriers are high at both ends. The USA is the second largest market for Thai agricultural exports, and it is Thailand’s biggest source of agricultural imports. High up the list of Thai exports to the USA are processed seafood, frozen shrimp, rubber, rice, tapioca, sugar, fruits and vegetables. Main imports from the USA are cereals, oilseeds, cotton and soyabean oil. Thailand’s average MFN tariff for agricultural products is about 25 per cent, with 43 per cent of tariffs above 20 per cent, many in the 40-60 per-cent range and significant tariff escalation. US exporters also complain of excise taxes, surcharges, licensing arrangements, labelling and certification requirements, and other non-tariff barriers. US agricultural-tariff barriers are much lower on average (about 7 per cent), with less tariff escalation. But Thai exporters complain more about other market-access barriers in the USA: trade-distorting domestic subsidies, exacerbated by the US Farm Bill of 2002; anti-dumping and countervailing duties, e.g. on frozen-shrimp and other seafood exports; niggardly tariff-rate quotas, especially on sugar, starch and tobacco; onerous SPS procedures, e.g. on frozen-chicken exports; and assorted barriers at state-government level.

Some key Thai concerns will not be dealt with in the FTA negotiations, especially agricultural subsidies, and anti-dumping and countervailing duties. The USA conveniently leaves these issues out of FTAs and consigns them to the WTO’s Doha Round, where there is next-to-no progress to report. Whatever the outcome of bilateral negotiations, they will remain major barriers to Thai agricultural exports. Moreover, it will be very difficult for Thailand to get rid of US tariff and other non-tariff barriers on headline agricultural exports like rice and sugar. Following precedents set in the US’s existing FTAs, these are likely to be subject to very long transition periods (perhaps up to 20 years); and sugar might be carved out altogether (as was the case in the US-Australia FTA). It also looks unlikely that the USA will seriously accommodate Thai concerns on SPS procedures.

Thailand also has defensive concerns, especially in meat and dairy products. It fears that small-scale producers in these and other sectors (e.g. soya, corn, potatoes, peanuts) will be overwhelmed by US agribusiness – with the help of lavish US farm subsidies. Finally, Thailand might have to lift its ban on imports of genetically-modified (GM) products.

Thailand’s main offensive interests in the industrial-goods negotiations are in cars, car parts, motorcycles, and especially pick-up trucks. Thailand is the second-largest production base for pick-up trucks in the world, mainly accounted for by US and Japanese multinationals. However, pick-up-truck exports face a US tariff of 25 per cent, staunchly defended by the Detroit majors who fear Japanese and Korean competition from production bases in Thailand.

Finally, the devil in the detail of the goods negotiations will, as always, be ROO provisions. They tend to be restrictive in the US’s existing FTAs, particularly in sensitive sectors such as textiles and clothing.  

b) Services and investment

The USA is making very ambitious demands in the negotiations on cross-border services trade and investment (covered in two separate chapters of the agreement, probably with additional chapters on financial services, and telecommunications and e-commerce). These reflect commitments in the US-Singapore FTA.

On services, the USA wants a negative list, as it has in NAFTA and its other FTAs. This would require all services to be covered except those specifically exempted. This is the opposite of the positive-list approach in the GATS and Thailand’s other FTAs, in which covered sectors have to be specifically listed. A negative list is more ambitious and transparent: more areas are covered, including new and emerging services; and governments are under more pressure to justify protection in sectors they wish to exclude. 

Given local protectionist instincts, Thai discomfort with negative listing is not surprising. However, Thailand also argues that this approach is too risky in financial services in particular. Thai financial regulation is not up to Singaporean or First-World standards, and may have difficulty coping with ever-changing financial-market instruments not subject to regulatory controls. The legal infrastructure for data protection and cross-border data transfer is inadequate. And a negative list is inconsistent with domestic legislation and the Financial Sector Masterplan.

The USA’s chief offensive interests are in financial services, telecommunications services, professional services (e.g. law, accounting, architecture, engineering) and logistics (e.g. freight forwarding, express delivery and other transport services). In these and other sectors not specifically exempted, its baseline is that there should be full reciprocal commitments, i.e. no restrictions, on market access. This would cover national treatment (i.e. non-discrimination between US and Thai service providers), ownership, entry, establishment and domestic operations. There would be no restrictions in modes 1-3 of supply (“cross-border trade”, “consumption abroad” and “commercial presence”). A separate chapter would contain related commitments on temporary movement of business personnel. In financial services, for example, there would be no limitations on the number of US financial institutions, the value of transactions, the number of employees, the specific type of legal entity operating locally, and local operating conditions such as geographic location, the number of branches and off-premise ATMs. Operating licenses would be subject solely to prudential criteria.

In addition, the USA has a strong emphasis on disciplines on domestic regulation so that it becomes more transparent and predictable in order to facilitate – rather than impede – market access. Hence it is insisting on transparency provisions along the lines of those in the US-Singapore FTA. These use GATS transparency provisions as the model, but go beyond GATS in terms of concreteness and implementation. They cover notification and publication of new regulations, the right of regulators and service suppliers in the partner country to provide written comments on them, and the obligation of regulators to consult counterparts in the partner country, all with specified timelines in advance of application of new laws and regulations. They also cover procedures to make the issuing of licenses more transparent and non-discriminatory. All the above would be a significant departure from the Thai norm of regulatory discretion and non-transparency.

Thailand is not a sufficiently developed economy to be a major demandeur for export market access in services. Its main interest in the US services market is in the temporary movement of workers (mode 4 of supply). It would like to gain entry to the US labour market for its chefs and masseurs, preferably with mutual-recognition agreements (MRAs) to reciprocally recognise professional qualifications. Getting serious US concessions on mode-4 issues will prove very difficult; and MRAs will be even more difficult to achieve, given large differences in national procedures. (MRAs are difficult enough to negotiate between developed countries such as the USA and EU.)

Investment provisions on goods and services are to be covered in a separate chapter of the agreement. US demands are as sweeping here as they are in services, and of course the two are intimately related in services sectors.

As mentioned earlier, Thailand had a Treaty of Amity and Economic Relations with the USA dating back to 1966. This accorded non-discriminatory treatment to US investors, thereby exempting them from most FDI restrictions in Thai laws and regulations. Six sectors were exempted: telecommunications, transport, fiduciary functions, banking, land and other natural resources, and domestic agricultural trade. Also, the Treaty does not cover the right to own land and professions reserved for Thai nationals. It required a special waiver from GATS’s MFN obligation in order to accord preferential treatment to American investors in services sectors, but this lapsed in January 2005. Technically, the Treaty is therefore no longer in operation. 

The USA intends the investment chapter of TUSFTA not just to replace the Treaty of Amity but also to go well beyond it. It wants some sectors exempted from the Treaty to be covered, notably banking and telecommunications services. It is holding out for a broad definition of the scope of “covered investment”, including portfolio investment and short-term capital movements in addition to FDI. Investor-state dispute settlement and bans on performance requirements (e.g. technology transfer, local content, export sales, discretionary tax breaks and tariff concessions) are also on the wishlist. Abolishing performance requirements would seriously circumscribe Thai industrial-policy discretion on investment incentives. The US-Singapore FTA also has investment-related provisions on state-owned enterprises. Those engaged in commercial operations should not have special treatment compared with privately-owned enterprises; and US investors have an equal right to acquire shares in them when they are privatised. If adopted in TUSFTA, this would require an overhaul of relevant Thai legislation, which grants special privileges to state-owned enterprises.

Thai telecommunications and financial services markets, hitherto highly protected, are likely to be strongly affected by the kind of commitments on investment and services envisaged by the USA. In telecom services, the US position is that the removal of formal market-access restrictions has to be buttressed by competition safeguards to prevent anti-competitive behaviour by incumbents, particularly the state-owned operators. This would include guaranteeing US service providers rights of access and interconnection to the public network. There would also be provisions on electronic commerce, including an agreement to keep cross-border transactions duty free.

The Thai government is worried more about banking than any other services sector under negotiation. The Ministry of Finance, the Bank of Thailand and the Thai Bankers Association are all very defensive. This is not surprising. Long-protected local banks are weak and inefficient by international standards. They would be under severe pressure if thrown open to American competition. Banking regulators are also anxious to preserve their turf, particularly their discretionary powers on issuing and attaching conditions to licenses. Hence they are reluctant to overhaul existing legislation, e.g. the Commercial Banking Act, which protects discretionary powers.

Set against such defensiveness is the strong case for opening the Thai financial services market to full competition, albeit at a gradual pace with due consideration given to prudential criteria. This would be preferable to the partial and too-gradual liberalisation envisaged in the Financial Sector Masterplan. The faster and fuller entry of better-class foreign banks would add size and depth to Thai financial markets. It would help to reduce fees, offer better service to borrowers and depositors, develop new financial instruments, diversify risk, increase incentives to raise regulatory standards to international best practice, and contribute to long-term financial stability. That is the record of developing countries that have opened their markets to foreign competition in a long-term, sustainable manner.

However, Thai concerns on financial services are legitimate on two fronts: the length of the transition period to implement commitments; and on the scope of covered investment. There is a good case for having a longer transition period than in the US-Singapore FTA, given that Thai regulation is not up to Singapore standards and would need more time to adjust to far-reaching commitments. Also, the broad definition of covered investment favoured by the USA would restrict the ability of regulators to limit short-term capital outflows, especially in times of financial instability. The US-Singapore and US-Chile FTAs impose strong constraints on the regulator’s ability to apply short-term capital-account controls. Given that Thai prudential regulation is less advanced than in Chile or Singapore, Thailand should have more leeway, perhaps through a safeguard clause to protect the balance of payments, as found in GATS but not in the US’s new FTAs.

c) Intellectual property rights

Very strong intellectual-property protection, going beyond the WTO’s TRIPS agreement, is a distinguishing feature of the US’s new FTAs. As on other issues, the USA is using the US-Singapore FTA as its negotiating template for IP in TUSFTA. This poses a real dilemma for Thailand.

Among the US’s demands are: an extension of patent protection to 25 years (compared with 20 years in TRIPS); data-exclusivity rights (to protect clinical trial data from being used by generic manufacturers) for several years after the expiry of patent protection; the extension of patent protection to plants and animals; the extension of copyright protection to 70 years (compared with 50 years in TRIPS); the criminalisation of certain IP offences; and Thai ratification of several international IP conventions to which it is not a signatory  (e.g. The Patent Cooperation Treaty, The Trademark Law Treaty and The International Convention for the Protection of New Varieties of Plants). These and other demands would require an extensive overhaul of Thai IP legislation. Overall, the USA is keen for Thailand to strengthen legislation and enforcement to protect patents and data exclusivity, and to fight counterfeiting and piracy. These legislative changes, it should be noted, would have to be applied “horizontally”, i.e. on a non-discriminatory basis and not just with US companies in mind.

It is highly questionable that such TRIPS-plus provisions are in Thailand’s interest. Here the parallel with Singapore is misleading. Singapore is an advanced economy that aspires to be a knowledge-intensive hub, with biomedical research a priority niche for government policy. In this context it may well make sense to strengthen IP protection, especially to attract high-value investment by research-based pharmaceutical multinationals. Thailand is different: it is a developing economy at some distance from knowledge-intensive specialisation. It has no comparative advantage in inventions, but has a generic pharmaceutical industry that would be at risk from TRIPS-plus obligations. Long-term gains from the latter, such as attracting IP-related FDI, are speculative (to say the least), but short-term losses would be real and immediate. These would include the costs of overhauling legislation and beefing up the enforcement of laws and regulations  – at a time when the legal system is already overburdened. 

Not least, NGOs have raised fears that a TRIPS-plus agreement at the behest of the USA would limit the ability of the Thai government to issue compulsory licenses to override patents and produce cheaper generic drugs. This is permitted explicitly in the WTO’s Doha Declaration on TRIPS, on the grounds that governments should be able to provide adequate access to essential medicines and deal with public-health emergencies such as HIV/AIDS, malaria and tuberculosis pandemics. In Thailand, the state-run pharmaceuticals agency provides anti-retroviral-drug cocktails to about 50,000 HIV patients at a small fraction of the cost of equivalent patented drugs. This could be at risk if compulsory licenses were to be limited as part of TUSFTA. The USA has given assurances that the Doha Declaration on TRIPS will be respected, but the issue remains to be clarified in negotiations.
 Thai unease is perfectly understandable.

There are other specific IP-related concerns. Some NGOs argue that extending patent protection to plant varieties would allow foreign entities to patent hybrid products (such as jasmine rice) cultivated by Thai small farmers and reliant on traditional knowledge. Also, the extension of copyright protection would increase the price of software and limit access to educational materials.

On several thorny issues -- the scope of patentable methods, data exclusivity, length of copyright, compulsory licensing -- the Thai government has to be watchful and demand US concessions. If the US does not prove flexible, Thailand should consider whether signing up to TRIPS-plus obligations is worth the candle. Thailand should also insist on a long transition period (10 years or more) to implement new IP provisions.

d) Other issues

The US-Singapore FTA has innovative provisions on competition rules. It commits Singapore to enacting an overarching legal framework for competition. FTA provisions also contain disciplines on state-owned enterprises and monopolies, and procedures to ensure regulatory cooperation and transparency.

Thailand has the Trade Competition Act of 1999, but there are gaps in the legislation. There is no clear definition of “dominance” in terms of market-share thresholds, rendering merger control and policing of other forms of anti-competitive behaviour very weak. SOEs are exempted. Moreover, competition enforcement is weak: the regulator, the Competition Commission, is not independent of government, and it is under-resourced. Using competition provisions in the US-Singapore FTA as a baseline, US negotiators may ask for Thai commitments to strengthen both competition legislation and enforcement. Like IP provisions, this would be done in a horizontal, non-discriminatory manner. This would in any case be in Thailand’s interest. Stronger competition laws and better enforcement of them is a domestic imperative; but it is also necessary to counteract the market-concentrating potential of preferential liberalisation. In the absence of full competition through non-discriminatory liberalisation, US MNEs in certain sectors may gain excessive market power as a result of FTA commitments.

The USA is also likely to make strong demands for greater access to the Thai government-procurement market, and for regulatory transparency and cooperation on trade-facilitation issues, especially customs administration.

Finally, any FTA with the USA has to contain provisions on labour and environmental standards under the terms of the US Trade Promotion Authority Act of 2002. This obliges FTA partners to enforce existing domestic laws effectively. In the US-Singapore FTA, these provisions are overseen by a Joint Committee and subject to dispute settlement. If this is to be the case in TUSFTA, the Thai government will have to strengthen the enforcement of existing laws on labour and environmental standards.

e) Assessment
The immediate political problem for the Thai government is that TUSFTA has the makings of a one-sided deal. Thailand is under pressure to make big concessions on market access, trade rules and intellectual-property rights, but the US will not budge or is inflexible on Thai offensive interests such as rice, sugar, pick-up trucks, mode-4 issues, agricultural subsidies, SPS measures and anti-dumping duties. If this is what a final deal will look like, a deep-integration TUSFTA will be deep for Thailand, but no deeper for the USA. This raises an obvious question: If TUSFTA means a lot of pain for very little Thai gain, is it worth the effort?

Hence it is not surprising that there has been something of a domestic backlash. NGOs, of which FTA Watch is the most prominent, Senate Committees and other groups have voiced opposition to FTAs in general, and to TUSFTA in particular. 

Some of the arguments against TUSFTA are nonsensical anti-market polemics. It is asserted that Thai sovereignty is “for sale”; that US multinationals will take over whole swathes of the Thai economy, with the aid of investor-state dispute settlement; that public services in education, health and the utilities will be privatised and stripped to the bone; and that GM products will destroy small-scale farming. These arguments chime with the insane rhapsodies and idiot-economics of Western anti-market NGOs. Other arguments deserve to be taken more seriously, especially on the implications of TRIPS-plus obligations.

However, anti-market NGO opposition is not the main issue, nor is it the main problem. The underlying Thai weakness, in this as in other FTA negotiations, is the absence of a credible economic strategy on the part of the government. Given that TUSFTA is much more important than all the other FTAs put together, the potential consequences of government failure in the TUSFTA negotiations are correspondingly more serious and damaging.

Negotiating a wide and deep FTA with the USA demands a credible negotiating strategy; one that carefully assesses the costs and benefits of negotiating positions, how they relate to national economic policy, and their likely national economic impact. This requires thorough research and analysis; good coordination among different government agencies; strong input from business; consultation with other interested parties such as Parliament and some NGOs; effective communication with the public; and, above all, clear, consistent policy direction from the Prime Minister and his senior ministers to negotiators.

None of these conditions have been fulfilled on the FTA front in general, and in negotiations with the USA in particular. Too many FTA negotiations with too tight deadlines have precluded the attention and focus TUSFTA demands. Inter-agency coordination has been messy. Thai business associations have been engaged, but nowhere nearly to the extent and depth of US business associations and individual firms who lobby US officials and politicians and feed detailed position papers to US negotiators. Consultation with other interested parties has been belated and cosmetic, and there has been little effort to explain the issues intelligently to the public. 

Perhaps most lacking has been high-level government direction to the Thai negotiators on overall strategy and policy positions on individual negotiating issues. Instead there have been vague foreign-policy pronouncements, combined with narrow economic mercantilism – a seeming willingness to trade-off marginal import concessions for marginal export gains. That is a poor substitute for an FTA strategy that is clearly linked to the national economic framework, and to major objectives for domestic policy and institutional reform. Such short-term mercantilism can survive trade-light FTA negotiations, but it comes a cropper in a deep-integration FTA negotiation with the USA. There seems to be little appreciation of the domestic regulatory and institutional implications of the US’s sweeping demands, in addition to inadequate direction on Thailand’s negotiating positions. This has left hapless Thai negotiators naked in the conference chamber, without consistent, well-defined negotiating positions of their own but faced with a barrage of consistent, well-defined US demands.

How, then, can the situation be improved? What needs to be done – on the FTA front in general, and in TUSFTA in particular?

4.4 Thai FTAs: overall assessment and recommendations

Thailand’s recent fixation with FTAs fits into the pattern in southeast Asia and the wider Asia-Pacific. Because FTAs are discriminatory, they are an inferior liberalisation technique compared with unilateral and multilateral measures, but that does not mean they should be rejected outright. They can be part of a largely benign competitive-liberalisation process if they are comprehensive in sectoral coverage, improve the transparency and effectiveness of trade rules, and have simple, harmonised and generous rules of origin. But this requires a strong sense of economic strategy, especially in relating FTA policy to national economic priorities.

Such strategic sense has been noticeably lacking in southeast Asia and beyond. The emerging picture is one of weak, partial bilateral and ASEAN-plus FTAs, which are at the same time diverting attention from the WTO and, more importantly, from domestic economic and institutional reforms. Such trade-light FTAs hardly begin to address the main problem: over-protected domestic markets that hinder regional economic integration and further integration into the global economy. This limits wealth creation, poverty reduction and improvements in human welfare.

The Thai FTAs reflect these flaws – with Thai characteristics. FTAs have been ill-prepared and rushed. There has been little forward planning and policy direction, and the decision-making process has been messy, mostly ad hoc and sometimes chaotic. There are too many FTA negotiations with unrealistically tight deadlines. Fuzzy foreign policy and myopic mercantilism are substitutes for a credible FTA policy that would link trade-and-investment liberalisation to necessary market-based national economic and institutional reforms.

This approach has resulted in a series of trade-light FTA negotiations and agreements. FTAs with Bahrain and Peru make no economic sense. BIMSTEC has the makings of a featherweight South-South FTA with little trade creation but potential for trade diversion and other complications. The FTA with EFTA will probably carve out much of agriculture. The logic of a limited sectoral deal with China is dubious. The early harvest with India is hemmed in by restrictive rules of origin, and the wider Thai-India FTA negotiations have made hardly any progress. A comprehensive Thai-Japan FTA should be trade creating, given the volume and largely complementary nature of bilateral trade. However, the recently-completed negotiations seem to have delivered a weak agreement based on mutual defensiveness. The FTAs with Australia and New Zealand look better on paper, but are still weak on services, investment and WTO-plus issues, and change very few commercial facts on the ground. Thailand is also involved in collective ASEAN FTA negotiations with third parties, but these are also making very little progress, in large part due to ASEAN’s inability to get its act together.

Negotiations with the USA are the sole and highly significant exception to the trade-light FTA norm. The USA insists on wide and deep FTAs, and is using the US-Singapore FTA as its template for negotiations with Thailand. A comprehensive FTA with the USA should be trade creating. But the USA is unlikely to concede much on core Thai interests (agricultural tariffs and subsidies, some industrial goods, mode-4 issues, SPS and anti-dumping); and Thailand is defensive on services, investment, IP and other WTO-plus issues. Lack of preparation and strategy on the Thai side contrast starkly with the vast resources and mobilisation of an experienced and fearsome US trade-negotiating machine. Hence negotiations are very lopsided and could easily result in a one-sided deal. This has caused a domestic backlash. Finally, senior Thai policy makers have not appreciated how much domestic regulation and institutions will have to change if they concede to US demands on investment, services, IP and other issues. Thailand looks unprepared for such a task. Such is the fallout from a lightweight approach to FTA negotiations with the heaviest hitter of them all.

What can be done to improve Thai FTA policy? Six basic recommendations follow:

First, the government needs to stand back, pause, and develop a policy for FTAs that goes beyond narrow mercantilism and ad hoc decision making in the middle of negotiations. Searching questions need to be asked: What does the government really want out of FTAs? What are Thailand’s key export-market access priorities, in agriculture, manufacturing and services, and on rules issues such as subsidies, SPS and anti-dumping? What should be conceded in terms of access to the Thai market in goods, services, investment and associated domestic regulatory changes? How does that relate to wider national economic policies and the institutions that underpin them? Viewed from the opposite direction – bottom up, as it were – should there be a more ambitious economy-wide liberalisation-and-regulatory-reform agenda? Should it subsume more openness to foreign competition through imports and inward investment – including heavily-protected sectors in goods and services? What shape might that reform package take? How would it relate to the negotiating positions of Thailand and its partners in FTAs? What domestic capacity is there to implement reforms resulting from FTAs, especially on complex regulatory matters that cannot be dispatched overnight with the stroke of a pen? 

These questions need at least tentative answers; then FTA negotiating positions can be pinned down, detailed and refined. The key to a credible strategy, of course, is not to look at FTAs in isolation, as a mere add-on to business as usual at home. Rather, to repeat, FTAs have to be hitched firmly to a national economic-and-institutional reform agenda. To this end, the government should commission an independent review of overall FTA policy, with the specific remit to link it to national economic priorities. Therefore, policy options for FTA negotiations should be related explicitly to options for domestic reforms.

Second, the policy-making process needs to change. This is not a matter of playing more musical chairs, i.e. reshuffling ministers and officials and restructuring government departments. It is more a question of attitude. Better policy direction from ministers requires more listening to and coordination with experienced negotiators (many with valuable WTO experience); soliciting more policy advice (not just technical inputs) from academic and other experts; more consultation with Parliament and the more sensible (as opposed to virulently anti-market) NGOs; and intelligent communication with the public. Business input is not too bad, but business associations could play a fuller role by feeding in more detailed market intelligence so that more concrete and viable negotiating positions could be formulated.

Third, better policy thinking and policy process need time and space: they cannot be achieved in a frenzy of negotiating activity, with political attention scattered across too many fronts at once, and with negotiators running around like headless chickens. This calls for a reordering of FTA negotiating priorities. There should be fewer negotiations with longer timelines. Then political capital and negotiating resources could focus better on what is important. The alternative is to do everything badly. The central focus should be on the crucial negotiations with the USA. There should be less focus on trade-light negotiations with India and EFTA. These should be put on the backburner, along with Thai involvement in trade-light BIMSTEC and collective ASEAN FTA negotiations (with the possible exception of ASEAN-China, which is more serious than the others). Negotiations with Bahrain and Peru should be suspended indefinitely if need be, or simply ditched. And there should be a moratorium on new FTA negotiations for the foreseeable future.

Fourth, Thailand should ask the USA for a longer timeframe for negotiations, say another two years. The US’s desired deadline of April 2006 is far too short for the Thai side to get its act together. True, US Trade Promotion Authority expires in 2007, but a delayed deal, or even no deal, would be better than a rushed, botched deal. There is no great harm in waiting even a few years for the right deal. This would give the Thai side the breathing space to refine offensive positions; have a clearer idea what to concede; what kind of domestic regulatory changes will be required; how they relate to ongoing and new domestic reforms; and what kind of capacity exists to implement them. In the meantime, the government should commission an independent review with the remit to examine the desirability and feasibility of domestic regulatory reforms that a deep-integration TUSFTA would require. This should be done in tandem with, or as part of, the overall FTA policy review recommended above.

Fifth, existing FTAs with Australia and New Zealand – and soon, presumably, with Japan – leave much to be desired. They need to be filled in and improved. There should be serious and ambitious commitments in services, investment and other WTO-plus issues (e.g. government procurement and competition rules), stronger disciplines on SPS measures and other non-tariff barriers, and simplified, harmonised rules of origin. In the FTA with Japan, both sides need to be more serious about market access in goods trade as well, especially in agriculture, automobiles and steel.

Sixth, special attention needs to be given to the mess on rules of origin that these and other overlapping FTAs are creating. There should be a special study, preferably led by the Federation of Thai Industries and the Chamber of Commerce, on how rules of origin in Thailand’s FTAs can be simplified and harmonised to make them less costly and trade distorting. The conclusions should be fed into FTA negotiations and reviews of existing FTAs.

These are basic recommendations for a better FTA strategy. But, to reiterate, they should not be seen in isolation. They must be flanked by policy changes on other tracks as part of a coherent trade-and-wider-economic-policy framework. Two other tracks of trade-policy reform are important, and one of them is absolutely vital:

First, the WTO. Thailand is reasonably pragmatic on Doha-Round issues, but it punches well below its weight in the WTO. Political attention and negotiating resources have been diverted to FTAs. Given the government’s fixation with FTAs, it pays hardly any attention to the WTO. This is myopic and mistaken. Thailand has a strong stake in a non-discriminatory multilateral trading system that works. Not only are FTAs not enough to deliver market access: they are damaging in the absence of a well-functioning multilateral trading system. 

Therefore Thailand should redirect attention to the WTO, alongside a more focused approach to FTAs. It should be much more active in advancing its Doha-Round priorities on market access and rules, and more willing to compromise on defensive positions, especially services. It should be more active in multi-country coalitions on discrete issues. It should join others to push the Doha Round forward on a broad front, and to support the WTO system in the longer term. Coalition partners on individual issues and on broader fronts include other east-Asian countries – China most prominent among them – Australia, New Zealand, some Latin-American countries, the USA, and even India if it becomes less defensive.

Second – and most important of all – Thailand needs a fresh wave of unilateral liberalisation and regulatory reform to limit misguided government intervention and boost market-based competition. This really should be the central plank of trade policy; but, apart from progressive reductions in tariffs and simple non-tariff barriers in manufacturing, little has happened in the last five years. Large swathes of agriculture and services, and pockets of manufacturing, remain highly protected. The global integration of China and now India further exposes these protectionist weaknesses in Thailand and elsewhere in southeast Asia, and adds urgency to needed reforms. 

Blockage in the WTO and distortions caused by FTAs add even more urgency to the case for unilateral reforms. Thailand’s new FTAs are creating a plethora of preferential arrangements that threaten to reshuffle monopoly rents rather than increase all-round competition to enhance producer efficiency and consumer benefits. This would be particularly worrying if commitments in TUSFTA were to entrench US firms with privileged market access while shutting others out.

The solution to the problem is to “multilateralise” FTA preferences. Ideally, the government would extend the most generous preferences granted in FTAs to all comers on a non-discriminatory MFN basis. This it should do on its own, i.e. outside trade negotiations, and without conditions. If it were done fast enough, it would undo most of the damage done by FTAs, particularly on rules of origin. It would be particularly significant if deep commitments in TUSFTA were to be offered subsequently on an unconditional MFN basis. This would provide a much better fit between FTAs and other trade policy tracks.

Unilateral trade-and-investment liberalisation must be supported by domestic regulatory reforms, especially on competition policy. Here legislation and enforcement need to be beefed up, across the board and in specially-protected sectors like telecommunications. Moreover, a stronger competition regime is needed to counteract anti-competitive behaviour that might result from preferential market access through FTAs. 

Finally, the government needs to devise a policy of adjustment assistance to restructure parts of the economy particularly affected by FTA market opening. There is no case for cushioning or bailing out affected firms and sectors in manufacturing and services. But there are vulnerable small farmers in the countryside whose meagre livelihoods have been supported by decades of misguided government protection and domestic support. The dairy industry is a notable example. Focused programmes on education, training, research and infrastructure in rural areas may be needed. That said, there is a sorry record of bungled trade-related adjustment assistance in developed and developing countries, largely because it involves extra funds disbursed by bloated public bureaucracies. Thailand is no exception. That does not bode well for the task of FTA-related adjustment assistance.

In light of the above considerations, the government should commission an independent review to examine options for a fresh domestic liberalisation-and-regulatory-reform agenda. This should have an adjustment-assistance component, but not be conditional on trade negotiations.

The problem with FTAs is that they create incentives not to liberalise unilaterally or multilaterally, but rather to entrench preferences. Thankfully, the winds of globalisation, more powerful now with the rise of China and India, blow in the opposite direction. They pressure policy makers to go faster and farther with unilateral liberalisation instead of haggling and holding things up in cumbersome trade negotiations. It remains to be seen whether these winds will prove strong enough to change policy in Bangkok in a more sensible direction.

CONCLUSION

This study has highlighted flaws in Thailand’s FTA policy and argued for a reordering of priorities. FTAs are a reality; they cannot be wished away; but they can be improved; and they can fit better with trade policy on unilateral and multilateral tracks. This requires a broad economic strategy (hitherto lacking), a change of attitude to the policy process, and a focus on fewer negotiations with longer timelines. The main focus should be the negotiations with the USA, but existing FTAs with Australia, New Zealand and Japan need to be strengthened. Finally, disparate rules of origin need to be simplified and harmonised.

But this is not enough. Thai trade policy needs to be rebalanced. Before the Asian crisis, liberalisation relied primarily on unilateral measures, complemented by the Uruguay-Round agreements and AFTA. This sensible mix was upset after the Asian crisis. Unilateral liberalisation ran out of steam and was replaced with excessive reliance on trade negotiations. Now it is time to rev up the unilateral engine again.

In recent years Thai trade policy has been standing on one shaky FTA leg. It needs to stand on its WTO leg too, but the latter seems to have gone to sleep. Ideally, there would be a strong ASEAN (AFTA, AFTA-plus, AEC) arm of Thai trade policy, but that is lame and prospects for future strength are weak. ASEAN economic integration will continue to be full of summits and visions in a travelling circus peopled by politicians, officials, academics and some NGOs. But it is difficult for serious people, especially in business, to take it seriously. The same could be said about APEC.

However, the main message of this study is that one should not rely too much on trade negotiations. They should not be mis-overestimated (to use a Bushism). Their effects are exaggerated and they have distinct, perhaps increasing, limits. They are probably not going to tear down the remaining protectionist barriers that matter in Asia-Pacific. Consequently, they will not be the driving force of regional economic integration or further integration with the global economy. Rather the remedy lies not in trade negotiations, at least not in the first instance, but at home, with unilateral liberalisation and regulatory reform. That is what Thailand needs to do if it is to grasp the opportunities of globalisation, now reinforced by the rise of China and India. Trade negotiations are not unimportant; they can be complementary; but they are of secondary importance.

Therefore a clear, persuasive case needs to be made in Thailand for new unilateral reforms, and then followed through in practice. If that is even half-accomplished, it will feed into better trade policy in the WTO and in FTAs. This will be an uphill battle, for entrenched interests and prevailing (but still wrong-headed) ideology find it convenient to prioritise trade negotiations over sensible trade-and-related-economic policies outside negotiations. The German economist Wilhelm Roepke once said that internationalism, like charity, begins at home. For Thailand, one could say that good trade policy begins at home, not in FTAs, nor indeed in ASEAN or the WTO.

Figure 1: Thailand’s government structure as of October 2002
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Table 1

Thailand’s Merchandise Trade Value by Countries, 1985 – 2003 (In million baht)
	Country
	1981-85
	1986-90
	1991-95
	1996-2000
	2001-03

	Exports

	Japan
	22,871
	66,317
	173,060
	307,577
	447,521

	NAFTA
	27,574
	91,533
	221,385
	468,389
	631,928

	EUa
	35,115
	85,221
	169,807
	345,331
	464,583

	ASEANb
	25,650
	51,682
	163,516
	378,755
	609,005

	Rest of the World
	54,351
	113,833
	278,241
	591,001
	895,185

	Total Exports
	165,561
	408,587
	1,006,009
	2,091,054
	3,048,221

	Imports
	
	
	
	
	

	Japan
	59,202
	151,914
	377,916
	502,144
	669,522

	NAFTA
	32,701
	70,320
	159,226
	274,584
	316,156

	EUa
	29,986
	75,269
	179,129
	248,739
	318,506

	ASEANb
	34,036
	70,160
	161,475
	288,335
	478,443

	Rest of the World
	73,335
	151,499
	380,512
	672,741
	1,105,827

	Total Imports
	229,259
	519,162
	1,258,258
	1,986,545
	2,888,454


Notes: 
a. Since May 2004, the EU comprises 25 countries, including Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia.

b. Prior to 1999, ASEAN does not include Cambodia, Laos, Myanmar, and Vietnam.

Source: Customs Department. In Talerngsri and Vonkhorporn, “Trade policy in Thailand”, p. 63.
Table 2

Net Flow of Foreign Direct Investment by Country, 1985-2003 (In million baht)
	Country
	1981-85
	1986-90
	1991-95
	1996-2000
	2001-03

	Japan
	1,799
	13,524
	9,791
	34,030
	40,696

	United States of America
	2,123
	3,534
	7,065
	27,643
	-4,894

	EUa
	1,082
	2,474
	5,037
	25,090
	-2,677

	ASEANb
	304
	2,408
	4,885
	16,066
	51,332

	Hong Kong
	556
	3,458
	9,193
	11,810
	7,506

	Taiwan
	51
	3,236
	2,138
	4,607
	3,830

	Korea, South
	4
	215
	312
	875
	1,343

	China
	20
	105
	23
	52
	581

	Canada
	45
	74
	90
	138
	551

	Australia
	58
	89
	621
	1,563
	8

	Switzerland
	81
	717
	669
	2,388
	1,566

	Others
	478
	1,029
	6,581
	2,724
	-1,475

	Total
	6,602
	30,862
	46,404
	126,987
	98,366


Notes: 
a. Since May 2004, the EU comprises 25 countries, including Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, the Slovak Republic, and Slovenia.

b. Prior to 1999, ASEAN does not include Cambodia, Laos, Myanmar, and Vietnam.

1.The figures cover investment in non-bank sector only.

2.From November 2000 onwards, data on direct investment through non-resident baht account are more complete due to the change in the foreign transaction reporting form.

3.From April 2004 onwards inputs for private financial flow data are obtained through data sets electronically.

Source: Bank of Thailand. In Talerngsri and Vonkhorporn, “Trade policy in Thailand”, p. 65.

Table 3

Structure of MFN tariffs in Thailand
	
	1999
	2002
	2003
	U.R.a

	1. Bound tariff lines (% of all tariff lines) b
	71.6
	72.1
	72.1
	72.1

	2. Duty free tariff lines (% of all tariff lines)
	3.5
	4.0
	4.0
	2.6

	3. Non-ad valorem tariffs (% of all tariff lines)
	21.5
	23.1
	23.0
	25.5c

	4. Tariff quotas (% of all tariff lines)
	0.9
	1.0
	1.0
	1.0

	5. Non-ad valorem tariffs with no AVEs 

(% of all tariff lines)
	20.8
	22.1
	22.0
	25.5c

	6. Simple average bound rate
	33.1
	29.6
	28.4
	27.1

	Agricultural products (HSOI-24)
	38.6
	34.3
	33.1
	31.8

	Industrial products (HS25-97)
	32.0
	28.4
	27.2
	25.9

	WTO agricultural products
	41.5
	37.0
	35.7
	34.4

	WTO non-agricultural products
	31.4
	27.8
	26.6
	25.4

	Textiles and clothing
	51.9
	38.4
	33.6
	28.9

	7. "Nuisance" bound rates (% of all tariff lines) d
	0.1
	0.2
	0.2
	0.2

	8. Simple average applied rate 
	17.0
	15.0
	14.7
	..

	Agricultural products (HSOI-24) 
	32.7
	26.0
	25.4
	..

	Industrial products (HS25-97) 
	14.6
	13.1
	12.9
	..

	WTO agricultural products
	33.1
	26.3
	25.7
	..

	WTO non-agricultural products
	14.7
	13.1
	13.0
	..

	Textiles and clothing
	24.7
	22.5
	21.7
	..

	9. Domestic tariff "spikes" (% of all tariff lines)e
	3.6
	1.6
	1.6
	..

	10. International tariff "spikes" (% of all tariff lines) f
	45.5
	43.6
	43.5
	..

	11. Overall standard deviation (SD) of tariff rates
	16.3
	13.6
	13.2
	..

	12. "Nuisance" applied rates (% of all tariff lines)d
	7.1
	16.1
	16.2
	..


Notes

.. Not available
a  Final bound calculations are based on the 2003 tariff schedule. Including ITA.

b  Representing fully bound rates. Partially bound rates also exist, representing   1.8% for 2003 and 2002, and 1.6% for 1999. 

c  Based on fully and partially bound lines only.

d  "Nuisance" rates are those greater than zero, but less than or equal to 2%.

e  Domestic tariff spikes are defined as those exceeding three times the overall simple applied rate (indicator 8). 

f  International tariff spikes are defined as those exceeding 15% .

Note: Excludes in-quota rates and includes AVEs provided by the authorities for specific rates, as available. The ad valorem part of alternate rates are taken into account for the calculations. The 1999 tariff is based on 8-digit HS96 nomenclature; the 2002 and 2003 tariff is based on 7-digit HS02 nomenclature.

Source: WTO Secretariat calculations, based on data provided by the Thai authorities. Trade Policy Review: Thailand 2003 (Geneva: WTO), pp. 35-36.

Table 4

Summary of the Tariff Structure in Selected Asian Countries
	Tariff rates
	China 2001
	Indonesia 2001
	Malaysia 2001
	Philippines 2001


	Thailand 2004
	Viet Nam 2003

	
	No lines
	%
	No lines
	%
	No lines
	% 
	No lines
	%
	No lines
	%
	No lines
	%

	
	
	
	
	
	
	
	
	
	
	
	
	

	0-5
	440
	8.6
	2,969
	58.1
	3,077
	60.3
	2,760
	53.99
	2,474
	47.4
	4999
	46.8

	6-10
	1,353
	26.5
	749
	14.7
	350
	6.9
	1,441
	28.19
	622
	11.9
	1055
	9.9

	10 – 15
	1,003
	19.7
	782
	15.3
	253
	5
	380
	7.43
	641
	12.3
	176
	1.6

	15 – 20
	754
	14.8
	496
	9.7
	724
	14.2
	448
	8.76
	519
	9.9
	856
	8

	20 – 25
	617
	12.1
	74
	1.4
	339
	6.6
	3
	0.06
	29
	0.6
	121
	1.1

	25 – 30
	315
	6.2
	6
	0.1
	279
	5.5
	15
	0.29
	643
	12.3
	1164
	10.9

	30 – 40
	502
	9.8
	7
	0.1
	28
	0.5
	13
	0.25
	240
	4.6
	985
	9.2

	40 – 50
	50
	1
	8
	0.2
	10
	0.2
	35
	0.68
	15
	0.3
	1001
	9.4

	50 – 60
	7
	0.1
	2
	0
	9
	0.2
	17
	0.33
	30
	0.6
	25
	0.2

	60 – 80
	29
	0.6
	2
	0
	9
	0.2
	0
	0
	11
	0.2
	3
	0

	80 – 100
	15
	0.3
	1
	0
	4
	0.1
	0
	0
	0
	0
	292
	2.7

	> 100
	13
	0.3
	14
	0.3
	24
	0.5
	0
	0
	0
	0
	12
	0.1

	Total Lines
	5,098
	100
	5,110
	100
	5,106
	100
	5,112
	100
	5,224
	100
	10689
	100

	Tariff bands
	57
	 
	52
	 
	45
	 
	38
	 
	57
	 
	16
	 

	Range tariff
	1-122
	 
	0 - 170
	 
	0-1195
	 
	0 - 60
	 
	0-80
	 
	0-150
	 

	Average Tariff
	17.48
	 
	8.43
	 
	10.2
	 
	7.6
	 
	11.99
	 
	18.53
	 

	CV
	71.3
	 
	127.8
	 
	340.3
	 
	93.9
	 
	101.3
	 
	120.78
	 


Source:  Compiled from International Economic Data Base, Australian National University. In Athukorala et al, “Tariff reform and the structure of protection in Thailand”, mimeo, 2 April 2004, p. 33

Table 5

Average Tariff Rates in Selected Asian Countries, 1985-2001  (Unweighted, percent)
	
	China
	Indonesia
	Korea, Rep
	Malaysia
	Philippines
	Taiwan, China
	Thailand
	Vietnam

	1985
	---
	27.0
	---
	
	27.6
	26.5
	41.2
	---

	1986
	38.1
	31.5
	---
	15.8
	27.9
	22.8
	---
	---

	1987
	39.5
	---
	22.9
	13.6
	27.9
	19.4
	---
	

	1988
	---
	---
	18.9
	13
	27.9
	12.6
	---
	---

	1989
	---
	25.2
	14.9
	17
	27.6
	9.7
	40.8
	---

	1990
	40.3
	20.6
	13.3
	---
	27.8
	9.7
	39.8
	---

	1991
	---
	20.3
	11.4
	16.9
	26
	---
	38.7
	---

	1992
	42.9
	20.0
	10.1
	12.8
	24.3
	---
	---
	---

	1993
	39.9
	19.4
	8.9
	14.3
	22.6
	---
	45.6
	---

	1994
	36.3
	---
	---
	13
	21.7
	---
	23.3
	---

	1995
	---
	---
	---
	---
	20
	11.2
	23.1
	12.8

	1996
	23.6
	13.2
	13.4
	8.7
	14.3
	9.7
	---
	---

	1997
	17.6
	---
	13.3
	9.1
	13.4
	---
	---
	13.4

	1998
	16.8
	9.5
	11.1
	7.1
	10.7
	---
	20.1
	---

	1999
	---
	10.9
	8.7
	9.7
	10.1
	8.8
	17.1
	---

	2000
	17.5
	8.4
	---
	---
	7.5
	---
	18.4
	16.5

	2001
	17.5
	8.4
	---
	10.2
	7.6
	---
	18.5
	15.7


Note: --- Not available

Source:  For the period 1985-89: Hoekman et al  (2002, Table A-1; Other years: WTO, Trade Policy Review – Country Report (various) and individual country tariff schedules available from the Asia Pacific Economic Cooperation (APEC)  Secretariat online data base, www.apec. In Athukorala et al, “Tariff reform and then structure of protection in Thailand”, mimeo, 2 April 2004, p. 26.
Table 6

ERP Estimates by Main Sectors, 1985, 1988, 2003 and 2004   (Weighted average, percent)
	
	1985
	1988
	2003
	2004

	Primary agriculture
	19.4
	19.4
	11.7
	11.6

	Other  primary products
	12.6
	13.1
	-0.4
	-0.4

	Manufacturing
	63.3
	62.3
	 16.5
	16.1

	     Agro-processing
	84
	84.1
	-0.2
	-0.7

	     Other manufacturing
	61.4
	60.7
	18.1
	17.7

	All traded goods sectors
	46.6
	46.6
	14.7
	14.4


Weighted by value added in domestic prices.

Source:  1985 and 1988: Dhalman and Brimble (1990),  2003 and 2004. In Athukorala et al, “Tariff reform and the structure of protection in Thailand”, mimeo, 2 April 2004, p. 48. Weighted by value added in domestic prices.

Table 7

Coverage Ratio of Non-tariff Barriers in Import Trade*  (Unweighted, percent)
	
	1984-87
	1988-90
	1991-93
	1997-2000

	China
	10.6
	23.2
	11.3
	5.7

	Indonesia
	94.7
	9.4
	2.7
	3.1

	Korea, Rep
	8.8
	4.0
	2.6
	1.5

	Malaysia
	3.7
	2.8
	2.1
	2.3

	Philippines
	44.9
	---
	---
	1.8

	Thailand
	12.4
	8.5
	5.5
	2.1


Note:  --- Not available
*
Calculated as percentage of  import value of HS6 tariff lines affected by NTBs in total imports.  NTBs include quantitative restrictions in the form of all types of licenses and import authorization, quotas, import prohibitions, advanced import deposits, foreign exchange restrictions, fixed customs valuations, and  state trading monopolies.   Figures reported under a given sub-period relates a single year within that sub-period.

Source:   Hoekman et al  (2002, Table A-4  and WTO, Trade Policy Review – Country Report (various). In Athukorala et al, “Tariff reform and the structure of protection in Thailand”, mimeo, 2 April 2004, p. 27.

Table 8

Changes in average statutory tariff rates in China (%)
	
	All products
	Primary products
	Manufactures

	
	Simple
	 Weighted
	Simple
	Weighted
	Simple
	Weighted

	1992
	42.9
	40.6
	36.2
	22.3
	44.9
	46.5

	1993
	39.9
	38.4
	33.3
	20.9
	41.8
	44.0

	1994
	36.3
	35.5
	32.1
	19.6 
	37.6
	40.6

	1996
	23.6
	22.6
	25.4
	20.0
	23.1
	23.2

	1997
	17.6
	18.2
	17.9
	20.0
	17.5
	17.8

	1998
	17.5
	18.7
	17.9
	20.0
	17.4
	18.5

	1999
	 17.2 
	14.2
	21.8
	21.8
	16.8
	13.4

	2000
	 17.0 
	14.1
	22.4
	19.5
	16.6
	13.3

	2001
	16.6
	12.0
	21.6
	17.7
	16.2
	13.0

	Post-Accession
	9.8
	6.8
	13.2
	3.6
	9.5
	6.9


*Source: World Bank (1999, p340) to 1998. Ianchovichina and Martin’s calculations for tariff lines with imports from 1999 and China’s final WTO offer. CDS Consulting Co. provided applied tariffs for 2001. Trade data comes from COMTRADE.

Source: Elena Ianchovichina and William Martin, “Economic impacts of China’s accession to the World Trade Organisation,” World Bank Policy Research Working Paper 3053, May 2003.
Table 9

GATS coverage of specific commitments (percent) 
	

	High income countries

	Low and middle income countries
	Large developing nations

	China

	Market Access
	
	
	
	

	Unweighted average count (sectors-modes listed as a share of maximum possible)
	47.3
	16.2
	38.6
	57.4

	Average coverage (sectors-modes listed as a share of maximum possible, weighted by openness or binding factors)
	35.9
	10.3
	22.9
	38.1

	Coverage/count (average coverage as a share of the average count)
	75.9
	63.6
	59.3
	66.4

	No restrictions as a share of total offer (unweighted count)
	57.3
	45.5
	38.7
	40.2

	No restrictions as a share of maximum possible
	27.1
	  7.3
	14.9
	23.1

	National Treatment
	
	
	
	

	Unweighted average count (sectors-modes listed as a share of maximum possible)
	47.3
	16.2
	38.8
	57.4

	Average coverage (sectors-modes listed as a share of maximum possible, weighted by openness or binding factors)
	37.2
	11.2
	25.5
	45.0

	Coverage/count (average coverage as a share of average count)
	78.6
	69.1
	66.1
	78.4

	No restrictions as a share of total offer (unweighted count)
	65.1
	58.0
	52.3
	63.5

	No restrictions as a share of maximum possible
	30.8
	  9.4
	20.2
	36.5

	Memo Item
	
	
	
	

	No restrictions on market access and national treatment as a share of maximum possible
	24.8
	6.9
	14.3
	29.8

	Number of sectors committed
	293.0
	100.0
	239.0
	356.0


Source: Aaditya Mattoo, “China’s accession to the WTO”, op cit., p. 303. The breadth and depth of commitments by other countries are understated because their more recent commitments in telecommunications and financial services have not been taken fully into account.

Table 10

The Doha Development Agenda: national positions on the issues
	Country
	Market Access
	Rules
	Developing country issues
	Singapore issues
	Trade and Environment

	Singapore
	Top priority: industrial goods and services 
	Stronger disciplines on anti-dumping
	No problems
	Comfortable. Trade facilitation a priority
	-

	Malaysia
	Top priority: industrial goods + palm oil exports. 

Defensive on services
	Stronger disciplines on anti-dumping
	Few implementation/
SDT/TRJPs problems but promotes LMG positions. However, more flexible than LMG hardliners.
	Defensive, especially on investment.

More flexible on trade facilitation.
	-

	Thailand

	Top priority: agriculture. Mixed on industrial goods. Defensive on services
	Stronger
disciplines on anti-dumping
	No major concerns.

Flexible


	Reasonably flexible


	Concerns about SPS+TBT barriers to agriculture and fisheries exports

	Indonesia

	Defensive, particularly on agriculture, but also on services. Wants access for industrial and tropical product exports
	Stronger disciplines on anti-dumping
	Promotes LMG positions. But more flexible
than hardliners
	Defensive but not hardline
	-

	Philippines
	Defensive on agriculture. Also on services. Mixed on industrial goods. Wants market access for industrial and tropical product exports
	Stronger disciplines on anti-dumping and fisheries subsidies
	Defensive but not hardline 

	Defensive but not hardline 

	Concerns about SPS and TBT barriers to agriculture and fisheries exports 


Source: Razeen Sally, Southeast Asia in the WTO (Singapore: ISEAS 2004), pp. 94-95
Table 11
Tariff levels in ASEAN

	Country
	Applied
	Bound
	% unbound

	Singapore*
	0
	9.7
	29.5

	Malaysia**
	10.2
	19
	35

	Thailand***
	12
	28.4
	28

	Indonesia****
	8.4
	30.4
	7

	Philippines*****
	7.6
	28
	40

	Developing countries 
	
	
	

	Latin America/Caribbean
	13
	38
	

	Asia 
	21
	37
	

	Sub-Saharan Africa
	20
	74
	

	Middle - East/Mediterranean
	23
	46
	

	Developing countries average******
	19
	49
	


Notes:
Applied = Simple average applied rate

Bound = Simple average bound rate at the end of implementation of Uruguay Round Agreements

% Unbound = proportion of total tariff lines unbound

*WTO Singapore Trade Policy Review (TPR) 2000; USTR National Trade Estimate Report on Foreign Trade Barriers: Singapore 2003.

**WTO Malaysia TPRs 1997, 2001; Athukorala 2004.

***WTO Thailand TPR 2004; USTR National Trade Estimate Report on Foreign Trade Barriers: Thailand 2005; Athukorala 2004.

****WTO Indonesia TPRs 2003, 1998; USTR National Trade Estimate Report on Foreign Trade Barriers: Indonesia 2003; Athukorala 2004.

*****WTO Philippines TPRs 1995,1999; USTR National Trade Estimate Report on Foreign Trade Barriers: Philippines 2003; Athukorala 2004.

******Average for 42 developing countries having had WTO TPRs

Sources: WTO Trade Policy Reviews; USTR National Trade Estimate Report on Foreign Trade Barriers, Michalopoulos 2001, pp. 48, 52 (Tables 4.1 and 4.3).

Table 12

Number of Tariff Lines in the 2003 CEPT Package 
	
	Number of tariff Lines
	Percentage

	Country
	IL
	TEL
	GEL
	SL/ HSL
	Total
	IL
	TEL
	GEL
	SL
	Total

	Brunei D.
	6,337
	-
	155
	-
	6,492
	97.61
	-
	2.39
	-
	100

	Indonesia
	7,206
	-
	68
	11
	7,285
	98.92
	-
	0.93
	0.15
	100

	Malaysia
	10,116
	218
	53
	8
	10,395
	97.32
	2.1
	0.51
	0.08
	100

	Philippines
	5,632
	-
	16
	10
	5,658
	99.54
	-
	0.28
	0.18
	100

	Singapore
	5,859
	-
	-
	-
	5,859
	100
	-
	-
	-
	100

	Thailand
	9,211
	-
	-
	-
	9,211
	100
	-
	-
	-
	100

	ASEAN-6
	44,361
	218
	292
	29
	44,900
	98.80
	0.49
	0.65
	0.06
	100


Source: ASEAN Secretariat. Data as of 28 February 2003
Table 13

The Common Effective Preferential Tariff (CEPT) Database Average AFTA / CEPT Tariff Rates
	
	1998
	1999
	2000
	2001
	2002
	2003

	Brunei
	1.35
	1.29
	1.00
	0.97
	0.94
	0.87

	Indonesia
	7.04
	5.85
	4.97
	4.63
	4.20
	3.71

	Laos
	5.00
	5.00
	5.00
	5.00
	5.00
	5.00

	Malaysia
	3.58
	3.17
	2.73
	2.54
	2.38
	2.06

	Myanmar
	4.47
	4.45
	4.38
	3.32
	3.31
	3.19

	Philippines
	7.96
	7.00
	5.59
	5.07
	4.80
	3.75

	Singapore
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	Thailand
	10.56
	9.75
	7.40
	7.36
	6.02
	4.64

	Vietnam
	6.06
	3.78
	3.30
	2.90
	2.89
	2.02

	ASEAN
	5.37
	4.77
	3.87
	3.65
	3.25
	2.68


Source : ASEAN Secretariat

Note: Cambodia became a member of the CEPT in 1999.

Table 14

Recently Established or Proposed RTAs/CEPAs in ASEAN, China and India, 2000-2005
	Country/ Grouping
	Partners
	Nature of Agreement
	Status of Agreement 2005
	Country/

Grouping
	Partners 
	Nature of  Agreement
	Status of Agreement

	ASEAN 


	China

India

Japan

Korea

USA (TIFA)

CER

EU
	EPA

EPA

EPA

EPA

TIFA

EPA

TREATI*


	EHP in force

EHP in force

Framework Agreement signed

Joint Declaration signed

Under Negotiation

Under Study

Proposed


	Malaysia
	Japan

USA

Australia

NZ

EU

Korea

India

Pakistan
	EPA

TIFA

EPA

EPA

FTA

EPA

EPA

FTA
	Under Negotiation

Signed

Under Negotiation

Under Negotiation

Under Study

Proposed

Under Study

Proposed

	China


	ASEAN

Thailand

Australia

India

Hong Kong

Macau

New Zealand

Chile

SACU


	EPA

PTA

EPA

BIPA

EPA

EPA

EPA

EPA

FTA


	EHP in force

Agreement signed

Under negotiation

Under study

Agreement signed

Agreement signed

Under Negotiation

Under Negotiation

Proposed


	Philippines


	Japan

USA


	EPA

EPA


	Agreement signed

Under Study




	Table 14 (cont’d)
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	India

	ASEAN

China

Korea

Singapore

Sri Lanka

Thailand

BIMSTEC

SACU

COMESA

MERCOSUR

Mauritius

Japan

Malaysia

Brazil/South Africa

GCC

Chile

Egypt
	EPA

BIPA**

FTA

EPA

EPA

PTA

FTA

FTA

FTA 

FTA

EPA

EPA

EPA

FTA

EPA

PTA

PTA
	Framework Agreement signed

Proposed

Agreement signed

Agreement signed

FTA in force

Framework Agreement signed

Framework Agreement signed

Framework Agreement signed

Framework Agreement signed

Framework Agreement signed

Under negotiation

Proposed

Under Study

Proposed

Framework Agreement signed

Under Negotiation

Under Negotiation
	Singapore
	Australia
Canada

Egypt

EFTA

EU

India

Japan

Jordan

Korea

Mexico

New Zealand

Sri Lanka


	EPA
EPA

EPA

EPA

EPA

EPA

EPA

EPA

EPA

EPA

EPA

EPA


	Agreement in force
Under Negotiation

Proposed

Agreement in force

Proposed (rejected by EU)

Agreement signed

Agreement in force

Agreement in force

Agreement signed

Under negotiations

Agreement in force

Under negotiations


Table 14 (cont’d)

	Country/ Grouping
	Partners
	Nature of Agreement
	Status of Agreement 2005
	Country/ Grouping
	Partners 
	Nature of  Agreement
	Status of Agreement

	Vietnam

Brunei
	US

Japan

Sri Lanka

Korea

Singapore/NZ/Chile


	BTA***

FTA

EPA

FTA

EPA


	Agreement signed

Under negotiation

Agreement signed

Proposed

Negotiations completed


	Thailand


	Australia

Bahrain

China

India

Japan

Korea

New Zealand

Peru

South Africa

USA

BIMSTEC
	FTA

FTA

PTA

EPA

EPA

EPA

EPA

PTA

PTA

EPA

FTA
	Agreement in force

Agreement signed

Agreement in force

PTA in force

Negotiations completed

Under Study

Agreement in force

Agreement signed

Under study

Under negotiation

Framework Agreement signed


Notes: Nature of Agreement is dependent on the stated objectives of these agreements while being proposed. EPA: Economic Partnership Agreement ; FTA : Free Trade Agreement

(aims for complete liberalization of trade in goods and in some cases, services); PTA: Preferential Trade Agreement : (aims for preferential tariff reduction only for a few goods traded);

TIFA: Trade and Investment Facilitation Agreement (as a precursor to a possible PTA/FTA in future); BIPA: Bilateral Investment Promotion Agreement (precursor to a possible

PTA/FTA); BTA: Bilateral Trade Agreement (since Vietnam is not yet a WTO member).

Bay of Bengal Initiative for Muti-Sectoral Technical and Economic Cooperation (BIMSTEC) members: Bangladesh, India, Myanmar, Sri Lanka, Thailand, Nepal and Bhutan.

South American Common Market (MERCOSUR) members: Brazil, Argentina, Uruguay, Paraguay.

European Free Trade Association (EFTA) members: Switzerland, Liechtenstein, Norway, Iceland.

South African Customs Union (SACU) members: South Africa, Botswana, Lesotho, Namibia and Swaziland.

Common Market of Eastern and Southern Africa (COMESA) members: Angola, Burundi, Comoros, Congo. D.R, Djibouti, Egypt, Eritrea, Ethiopia, Kenya, Madagascar, Malawi, Mauritius, Namibia, Rwanda, Seychelles, Sudan, Swaziland, Uganda, Zambia, and Zimbabwe.

Gulf Cooperation Council (GCC) members: Saudi Arabia, Kuwait, Bahrain, Qatar, the United Arab Emirates, and the Sultanate of Oman.

Source: RAHUL SEN, “’New Regionalism’ in Asia: A comparative analysis of emerging regional trading agreements (RTAs) involving China, ASEAN and India”, paper for the Global Economic Negotiations Workshop, Venice, July 2005.

Table 15

Trade among recently established or Proposed RTAs/CEPAs partners involving

ASEAN, China and India, 2003
	Country/ Grouping
	Partners
	Share in total trade, 2003 (%)
	Country/ Grouping
	Partners
	Share in total trade, 2003 (%)

	ASEAN-6
	China 
	7.4
	Malaysia
	Japan
	13.6

	
	India
	1.5
	
	USA
	17.8

	
	Japan
	14.4
	
	Australia
	2.1

	
	Korea
	4.2
	
	New Zealand
	0.4

	
	USA
	15.0
	
	EU
	12.0

	
	CER
	2.8
	
	Korea
	4.1

	
	EU
	12.4
	
	India
	1.7

	
	
	
	
	Pakistan
	0.4

	China
	ASEAN
	8.5
	Philippines
	Japan
	18.3

	
	Thailand
	1.5
	
	USA
	19.7

	
	Australia
	1.6
	
	
	

	
	India
	0.9
	
	
	

	
	Hong Kong
	10.3
	
	
	

	
	Macau
	0.2
	
	
	

	
	New Zealand
	0.2
	
	
	

	
	Chile
	0.4
	
	
	

	
	SACU
	0.5
	
	
	

	India


	ASEAN
	8.7
	Singapore
	Australia
	2.5

	
	China
	5.0
	
	Canada
	0.4

	
	Korea
	2.5
	
	Egypt
	0.1

	
	Singapore
	3.0
	
	EFTA
	1.1

	
	Sri Lanka
	1.1
	
	EU
	12.9

	
	Thailand
	1.0
	
	India
	1.7

	
	BIMSTEC
	4.5
	
	Japan
	9.2

	
	SACU
	1.7
	
	Jordan
	0.01

	
	COMESA
	1.2
	
	Korea
	4.0

	
	MERCOSUR
	0.9
	
	Mexico
	0.4

	
	Mauritius
	0.1
	
	New Zealand
	0.3

	
	Japan
	3.1
	
	Sri Lanka
	0.2

	
	Malaysia
	2.1
	
	USA
	14.2

	
	South Africa
	1.7
	
	Qatar
	0.5

	
	GCC
	7.2
	
	Peru
	0.01

	
	Chile
	0.2
	
	Panama
	0.4

	
	Egypt
	0.3
	
	Kuwait
	0.8

	
	
	
	
	Bahrain
	0.03

	
	
	
	
	Brunei
	0.2

	
	
	
	
	Chile
	0.03


Source: RAHUL SEN, “’New Regionalism’ in Asia: A comparative analysis of emerging regional trading agreements (RTAs) involving China, ASEAN and India”, paper for the Global Economic Negotiations Workshop, Venice, July 2005.

Table 16 Thailand's Trade Agreements

	Regional Trade Agreement
	Type of cooperation

	APEC
	Economic cooperation

	ASEM
	Economic cooperation

	AFTA
	Free trade area (in force)

	AFTA-CER
	Closer economic partnership (FTA) (to be negotiated)

	ASEAN-CHINA
	Free trade area (under negotiation)

	ASEAN -JAPAN
	Comprehensive economic partnership (FTA) (under negotiation)

	ASEAN-INDIA
	Free trade area (under negotiation)

	ASEAN-KOREA
	FTA  (to be negotiated)

	BIMST-EC
	Economic cooperation/FTA by 2017

	GMS
	Economic cooperation

	IMT-GT
	Economic cooperation

	Bilateral Trade Agreement
	

	Australia
	Free trade agreement (in force)

	New Zealand

	Free trade agreement (in force)

	Bahrain 
	Free trade agreement (under negotiation)

	Peru 
	Free trade agreement (under negotiation) 

	EFTA
	Free trade agreement (to be negotiated)

	China

	Partial free trade agreement (in force)

	Japan
	Free trade agreement (negotiations completed)

	India

	Free trade agreement (under negotiation). Early harvest in force.

	US
	Free trade agreement (under negotiation)

	Bilateral Trade Agreement Under Consideration
	

	Bangladesh
	FTA

	Chile
	FTA

	Mexico
	FTA

	Pakistan 
	FTA

	Republic of Korea
	FTA

	South Africa
	FTA

	Sri Lanka
	FTA


Source: A Study on the Impacts of the US-Thailand Free Trade Agreement, TDRI 2003; updated by author.

Table 17

FTA Schedule

	
	AUS
	BAH
	CHINA

(ASEAN-China)
	INDIA
	JAPAN
	NZ
	PERU
	US
	BIMST-EC

	FA Signed
	Jul 2004 (FTA)
	29 Dec 2002 (CEP)
	Nov 2001 (FTA)
	9 Oct 2003 (FTA)
	(JTEP)
	Nov. 2004 (CEP)
	Oct 2003 (FA)
	Oct 2002(TIFA)
	2004 (FA)

	Start-Date
	Jan 2005
	29 Dec 2002 (negotiations on hold since 2004)
	1 Jan 2005
	Jan 2004
	April 2006?
	1 July 2005
	Jan 2004 (negotiations on hold)
	June 2004
	2006

	End-Date
	2010

 (Sensitive items:2015/20/25)
	2010
	1 Jan 2010 (Sensitive and Highly Sensitive items 2012/15/ 18)
	2010
	?
	2010

(Sensitive items: 2015/20/25)
	2015
	?
	2015/17

	Early Harvest

	
-
	626 items:

417 items at 0%

109 items at 3% (when FA effective)

	HS 01-08:

0% by 1 Jan 2006/10 (Thai China HS 07- 08: 0% by 1 Oct2003)

	82 items:

1 Sept 04-1 Sept 06

MOP: 50% 75%100% 

Interim ROO: Wholly obtained/local content/substantial transformation
	?
	-
	-
	-
	-

	Trade in Goods

	Jan 2005: Australia 83% (Sensitive items: 2010/15) Thailand 49% (Sensitive items: 2015/20/25) 

-Elimination of Customs Duties

-AD/CVD 

-Agriculture Export Subsidies

-NTMs
	3 Groups: 
Fast Track (40% of remaining items)  -0% by 1 Jan 2005          Normal track (40%of remaining items) - 0% by 1 Jan 2007

Others (20% of remaining items) - 0% by 1 Jan 2010

-No QR

-WTO AD

-NTMs


	3 Groups:
Normal Track:

0% in 2010 (except 150 items by 2012)

Sensitive Track (300-400 items) 20% by2012 and 0-5% by2018 (?) 

Highly Sensitive:

(100 items from Sensitive items)

40-50% in 2015 (?)

-TRQ

-Rules of Origin

-NTMs

-Safeguards (WTO)       

-AD/CVD (WTO)         

-SPS/TBT (WTO)         

-IPR (WTO/WIPO)
	Under Negotiation Normal Track: ? Sensitive Track: ? 
-NTBs (QR)       

-AD/CVD (WTO)


	Tariff elimination

Exceptions: rice, sugar, chicken, cars.
Long transition periods: textiles, clothing, shoes, leather goods, hot-rolled steel
-NTMs

-ROOs

-Trade Remedies

-Customs Procedures

-IPR

	Jan 2005: 

Australia 83%

(Sensitive items: 2010/15) 

Thailand 49% (Sensitive items: 2015/20/25)
-Elimination of Customs Duties

-AD/CVD (WTO)

-Agriculture Subsidies (WTO)

-NTMs (WTO)


	Under Negotiation: 

0% on most items when effective, remaining in 5 yrs.

Sensitive items in 10 yrs.
-NTMs

-ROOs

-Trade Remedies

-Customs Procedures

	Under Negotiation:

0% when effective

0% in 4-5 yrs.

0% in 8-10  yrs. 

Sensitive items longer.

	2 Groups: 

Fast Track: For Developing Countries-Jul 2006 Jun 2009 For LDCs-Jul 2006 Jun 2011 
Normal Track: For Developing Countries -Jul 2007 Jun 2012 For LDCs -Jul 2007 Jun 2017

-NTMs

-ROOs

-Safeguards



	ROOs


	-Wholly obtained

-Change in Tariff Classification (CTC) and Regional Value Content (RVC) of 40%

	-Wholly obtained
-40% local content


	-Wholly obtained
-40% Cumulative local content


	To be negotiated

	Under Negotiation

	-Wholly obtained
-Change in Tariff Classification (CTC)/

Supplementary value-added test for sensitive items


	To be negotiated after requests & offers, expects:
-Wholly obtained

-Substantial Transformation
	To be negotiated expects:
-Wholly obtained

-Substantial Transformation

-Local Content
	To be negotiated


	SPS & TBT
	-Harmonization
-Equivalence

-Control, Inspection & Approval Procedures

-Information Exchange and Cooperation

-Expert Group

- No dispute settlement
	-Economic Cooperation

	WTO
	To be considered

	WTO
-- cooperation

	-As TAFTA/WTO
- SPS-plus

(tropical fruit/potato processing)

-- consultative group/Joint Commission

-- No dispute settlement


	To be negotiated but agreed to create Ad-hoc Working Groups on SPS and an MOU on TBT separated from the Agreement.
	Under Negotiation: Separate chapters on SPS& TBT

	Cooperation


	Trade in Services

	Australia 100% Thailand opens w/requirements i.e. size of business and no. of shares
-Schedule of Specific Commitments

-Review of Commitments (3Yrs.)

>Cooperation:R& D, HRD, Management, and SMEs

-Movement of Natural Persons 
	(Bahrain wants finance/banking/ insurance.

Thailand wants healthcare/ tourism/beauty & spa/ construction)

	Under Negotiation

	Under Negotiation (India: Mode4/ICT/ software. Thailand: Healthcare/ tourism/restaurants/ ICT)

	Positive list

	No agreement
Future negotiations

	Under Consideration: Peru wants negative list, Thailand wants positive list. Priority sectors: tourism, health, construction, and related engineering services and transportation.

	Under Negotiation with separate chapters on finance, cross border services, telecom, movement of natural persons. US wants negative list, Thailand wants positive list.(Treaty of Amity)

	To be negotiated and conclude by 2007. Positive list and S&D


	Investment
	-Liberalization
-Promotion and Protection

-Investor/state dispute settlement

-Review of commitments 


	-Liberalization
-Promotion and Protection


	Under Negotiation
-Liberalization

-Promotion and Protection


	Under Negotiation 
-Liberalization

-Promotion and Protection


	-Liberalization
-Promotion and Protection

-Investor/state dispute settlement


	-No agreement on liberalisation commitments
-Promotion and Protection

-Investor/ state dispute settlement


	Under Consideration: To be concluded by 2005.
-Liberalization

-Promotion and Protection


	Under Negotiation:-Liberalization
-Promotion and Protection US wants negative list, Thailand wants positive list.
	To be negotiated and conclude by 2007.
-Liberalization

-Promotion and Protection Positive list and S&D

	Competition Policy

	-Promotion
-Competition & Exchange of Information
	-
	-
	-
	WTO/cooperation
	WTO/cooperation

	-
	To be negotiated

	-

	Customs Procedures
	-Customs Valuation & Facilitation
-Advance Rulings

-Paperless Trading
	-
	-
	-
	WTO/cooperation

	WTO/cooperation

	To be negotiated

	To be negotiated

	Cooperation


	Safeguards
	-Bilateral Safeguards (for non-sensitive products)
-Special safeguards (for sensitive agriculture products)

-Notification and Consultations
	WTO

	Under Negotiation

ASEAN (except

Singapore) wants

Bilateral Safeguard.
	WTO
	WTO
	-Bilateral Safeguards (for non-sensitive products) 

-Special safeguards (for sensitive agriculture products) 

-Notification and Consultations
	To be negotiated

	Under Negotiation:

Chapter on Trade Remedies: Bilateral Safeguards (and Emergency Safeguards?)
	To be negotiated

	IPR
	-Cooperation on

Enforcement and

Exchange of

Information
	-
	-
	WTO/WIPO
	WTO/cooperation
	WTO/cooperation
	-
	Under

Negotiation:

US focuses on

OD, IP

protection and

enforcement.

Thailand:

Traditional

Knowledge, GI,

Bio-diversity, IP

protection.
	-

	Gov.

Procurement
	-Establishment of

Working Group

-Exchange of

Information
	-
	-
	-
	WTO
	-Establishment of Working Group

-Exchange of Information
	-
	Under Negotiation

	-

	E-commerce
	-Customs Duties

-Domestic

Regulatory

Framework

(electronic

authorization &

digital certificates

-Paperless Trading
	-
	-
	-
	Under

Cooperation

-Paperless

Trading
	-Customs Duties
-Domestic Regulatory Framework (electronic authorization &digital certificates

-Paperless Trading
	-
	Under Negotiation: US focuses on digital products
	Cooperation

	DSU
	-Consultations

-Arbitral Tribunal

-International

Agreement/WTO
	-Consultations
	-Establish formal

procedures and

mechanism
	-Consultations
	Formal procedures
Consultations


	Formal procedures
Consultation
	Under Negotiation
	To be negotiated
	-To be negotiated

-Establish formal

procedures and

mechanism

	Cooperation
	
	Economic

cooperation on energy, finance/

banking, insurance,

manufacturing,

mobility of business

people,

transportation,

fisheries, ICT,

customs procedures

and quarantine, and standards and specifications.
	Economic

cooperation on

agriculture, ICT,

HRD, investment,

Mekong River Basin,

finance, banking, tourism, industrial, transport, telecom.,

IPR, SMEs, bio-tech,

environment,

fishery, forestry, mining, energy, insurance, e-

commerce, capacity

building, and tech. transfer.
	Economic

cooperation on trade

facilitation (MRAs, customs, visa), ICT fishery, Space Tech., Bio. Tech., finance and banking, tourism,

health, SMEs,

infrastructure,

construction, gov.

procurement,

education,

investment, e-

commerce, capacity building, and tech. transfer.
	Chapters on

-Financial

services

-ICT

-Science, Tech.,

Energy and

Environment

-Education and

HRD 

-Tourism

-SMEs

-Trade &

Investment

Promotion

-Agriculture,

Forestry and

Fisheries

cooperation

-Improvement

on Business

Environment
	Labor and

Environment?
	Under

Consideration:

Tourism and

Transportation?
	-Labor and

Environment?

-Science &

Tech.

-SMEs
	-SPS&TBT (MRA)

-Customs

-Trade Finance

-E-commerce

-Business visa and travel facilitation

-Capacity Building

-Technology

-Transport & Commu.

-Energy

-Tourism

-Fisheries

	Others
	-Transparency

-General

Exception

-Establishment of

FTA Joint

Commission
	-Joint Committee
	-General Exception

-ASEAN-China Trade Negotiation Committee (TNC)
	
	Chapter on

-Trade

Remedies (AD/

CVD/

Safeguards)

-Standards and

Conformance (TBT)
	-Labour/Environment commitments

	-Transparency

-General

Exception
	Chapters on:

-Labor &

Environ.

-Textile

-Trade

Remedies

(AD/CVD)

-SMEs
	
































































































































Source: Adapted from document on Thailand Ministry of Commerce website
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