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ABSTRACT

Efficient, fast, and low-cost trade logistics have become crucial in international trade,
especially with the growth of global production networks (GPNs). Trade logistics enhances
the international competitiveness of a country, through shortening time taken to export,
improving certainty, and reducing trade transaction costs. This study examines the impact
of trade logistics on Thailand’s export at aggregated and disaggregated sectoral levels,
extensive export margin, intensive export margin and vertical specialisation (import of
inputs content of export). It employs an augmented gravity model using panel data over 13
years and 58 country pairs between Thailand and its trading partners using a Poisson Pseudo
Maximum Likelihood (PPML) estimator. Seven indicators are used as proxies for trade
logistics, which include the overall logistics performance index (LPI) and its six
components: 1) customs, 2) infrastructure, 3) international shipment, 4) logistics quality
and competence, 5) tracking and tracing, and 6) timeliness. In addition, this study also
conducts a focused group discussion and interviews with relevant trade logistics agencies
and major industrial players to see whether the results are in line with empirical estimation
results. The initial empirical result indicates that overall LPI and its three components
(customs, infrastructure, and tracking and tracing) of Thailand and its trading partners are
the significant factors in promoting the aggregated export of Thailand. The aggregated
export of Thailand responds to improvement in customs of Thailand and its trading partners
the most. A further investigation shows similar results across sectors. The machinery and
transportation equipment export of Thailand is positively affected by the improvement in
customs, as well as tracking and tracing of Thailand and its trading partners, while food
and chemical sectors benefit from the improvement in customs of Thailand and its trading
partners. Furthermore, the improvement in the overall LPI and its six components increases
the extensive export margin as well as vertical specialisation of Thailand, while the
improvement in overall LPI, customs, infrastructure, tracking and tracing of Thailand and
its trading partners promotes intensive export margin of Thailand. The findings from the
focused group discussion and interviews reiterate the empirical estimation results. The
main policy implication is to enhance the investment in Thailand’s e-custom paperless and
National Single Window (NSW) in order to promote export and vertical specialisation of
Thailand.
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CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION

Since the 1960s, Thailand adopted various industrial policies in its aspiration to be a higher
income and industrialising nation. In the early 1980s, Thailand implemented a full scale of
export promotion programmes and various investment incentives to promote its
industrialisation; and subsequently export. The ultimate aim of promoting the
industrialisation and export of Thailand is to generate employment and national income to
the country. As a result of this enhancement, Thailand’s manufactured goods exports rose
notably. By the mid-1980s, Thailand’s manufactured goods export surpassed its
agricultural goods export. The success of Thailand’s export was apparent by the late 1980s,
when Thailand experienced commendable economic growth and development (Jiranyakul

and Branmasrene, 2002).

Since then, Thailand has basically been able to attract foreign investors, especially
those which were from Japan and the United States (US). Most of these countries chose to
invest and move their production base to Thailand as the country had plenty of cheap
workforce and its strategic geographical location is in the middle of mainland Southeast
Asian countries as well as in the centre of the Great Mekong Subregion (GMS) (Anjanant,
1987; and KPMG, 2018). Subsequently, Thailand has participated in global production
networks (GPNs)!; and it has played a significant role to the Thai economy, especially

1 According to Coe et al. (2008), global production networks (GPNs) refer to “a nexus of
interconnected functions, operations and transactions through which a specific product or

service is produced, distributed and consumed”. The GPNs not only encompasses the

1



through export growth which enhanced employment and income of the country. Today,
Thailand is an export-driven economy (Nidhiprabha, 2017), where its total export
accounted for about two-thirds of its Gross Domestic Product (GDP) (World Bank, 2018).

In addition, Thailand has also participated in the global value chains (GVCs) or the
GPNs. The trend of the GPNs spreads across many countries around the world in which
one particular country specialises in one or some particular stages of a good’s production
sequence. The linkages of all sequences are also known as vertical specialisation (VS) or
global production sharing. Kelly and Cava (2014) consider global supply (value) chains as
the production networks that span multiple countries with at least one country imports the
imported inputs and exports the outputs. In this current economic situation and to produce
a single product, the production has to cross several countries especially with a country that
specialises in a particular phase or component of the final product. According to Hummels
et al. (2001), vertical specialisation refers to the use of imported inputs in producing goods
that are exported. Yamashita (2011) defined global production sharing as a split of the
vertical integration of production crossing the borders. Over the past years, this global
production sharing has been a crucial surface of economic globalisation and the
diversification of production activities. Lately, it has become a key driver of a rapid growth
in trade of parts and components, especially between developed and developing countries.
As a result, the use of imported inputs in producing exported goods can play a significant
role in promoting trade flows among various countries. Baldwin and Taglioni (2011)
suggested that trade in intermediate goods has played an important role in global trade
flows since 1965, particularly in the auto parts industry; and it was in the form of

proportional to trade in final goods.

connection among the firms from upstream to downstream process in the transnational
production of economic values, but it includes all kinds of networks, including firms,
government agencies, consumers, non-government organisations (NGOs), labour unions
etc. (Coe and Yeung 2015).



Thailand has also relied heavily on the import of inputs from overseas, especially
those which are used in supporting the production of its exported goods such as raw
materials, intermediate goods, and capital goods. According to the data from the Ministry
of Commerce, Thailand and World Integrated Trade Solution (WITS), Thailand has
imported raw materials, intermediate goods, and capital goods approximately 70% of its
total import. This shows that Thailand has participated in the vertical specialisation.
However, the VS would not work effectively in a weak trade logistics environment
(Shepherd, 2016). Understandably, inefficient and under-developed trade logistics would
increase the costs of trading, thus resulting the total cost of production to increase. In
addition, inefficient trade logistics also causes difficulties for manufacturers in Thailand,
both local and foreign firms, to produce goods and services at international competitive
levels. Inherently, relevant and effective policies in upgrading and developing trade
logistics are crucial in enhancing Thailand’s competitiveness, especially in the context of

the GPNs or VS, or where goods have to cross borders for many times.

Despite the great effort and success for the past several decades, Thailand has
currently faced various challenges in enhancing its export such as rising wage rate in
Thailand, intense competition in global markets, less efficiency in trade logistics systems
and so on. With these challenges, it is relatively difficult for Thailand to sustain its export
competitiveness in global markets. Although Thailand used to have a comparative
advantage in terms of the availability of cheap raw materials and labour costs in the past
(Anjanant (1987), the country is now facing the issues of high wage rates as a result of
rapid economic growth during economic booming in the past (Organisation for Economic
Co-operation and Development: OECD, 2022). The economic growth in the past did not
seem to produce a skilled workforce in Thailand. This has basically created a serious
problem for Thailand as the unskilled labourers in Thailand come with a high wage rate. In
terms of productivity, however, the unskilled labourers in Thailand are still unable to

compete with the skilled workers in developed countries such as Taiwan and South Korea.



Besides, Thailand is also facing an issue of ageing population. It is projected that
Thailand’s ageing population with the age of 60 years old and above would increase from
13% in 2010 to 33% in 2040 (Economic Research Institute for ASEAN and East Asia:
ERIA, n.d.). This seems to affect the Thai economy in terms of attracting foreign direct
investment (FDI) in the future. According to the World Bank, although the trend of
Thailand’s FDI net inflows is still moving upward. However, the trend of Vietnam’s FDI
net inflows are much steeper than Thailand. This seems to put a serious pressure on both
the Thai government and private sector in Thailand as it could reduce the production
capacity of Thailand; and hence export. Besides, Vietnam is another developing country
which could be considered Thailand’s trade major competitor, as it still has plenty of
workers with low wages rate (Kumagai, 2019). Consequently, this would basically reduce
the competitiveness of Thai products in the international market; and eventually Thailand’s

export.

In addition, there has been intense competition in the global market in recent years
(Ayob and Senik, 2015). This seems to be the consequence of weak demand and excess
supply in the global market. Thailand’s exports have also been affected by competition
from emerging economies such as China, India, and Vietnam. Figure 1.1 indicates that
although the trend of Thailand’s export has still been increasing, its export expansion has
remained modest for almost a decade. Whilst, China’s export value has increased
significantly over the last two decades; and India’s export has also improved notably and
surpassed Thailand’s export since 2003. Although Vietnam’s export is currently lower than
Thailand’s export, the trend of its export is moving upward and it might surpass the export
of Thailand at any time soon. This shows that Thailand is currently at-risk position in terms
of export performance. This could be due to the similarity of the products among the
Association of Southeast Asian Nations (ASEAN) countries, China, South Korean and
India that pose intense competition to the countries in this region, including Thailand
(Nasrudin et al., 2014). With this intense competition, it is quite challenging for Thailand

to secure and increase its market share in international markets.
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Figure 1.1: Export of Goods and Service of Thailand and Three Emerging Countries:
(Million USD, Constant Price 2010)

Source: Author’s calculation based on the data from World Bank, as of January 2019

Furthermore, Thailand is also facing challenges in terms of the efficiency of trade
logistics systems. Liu (2016) revealed that the efficiency of Thailand’s trade logistics
system was relatively low; and hence its logistics costs in relation to its GDP was
remarkably high. This high logistics cost has basically affected both industrial structure and
spatial distribution of the economy; hence greatly constrained sustainable development of
the Thai economy. Although the Thai government has put proactive efforts in developing
the infrastructure and trade logistics in Thailand, the improvement does not seem to be
satisfactory. Sukdanont et al. (2009), as cited in Rudjanakanoknad et al. (2014), found the
inefficiency of Thailand’s ports. Rudjanakanoknad and Suksirivoraboot (2012) reiterated
this finding by pointing out that the problems faced by exporters in Thailand’s ports are
contributed by inefficient management and procurement processes in the ports. This shows

that the efficiency level of Thailand’s trade logistics is relatively low. Such inefficiency



resulted in high trade costs and prolonged time to process the export of Thailand.
Consequently, the exporters (or importers) in Thailand have to incur high trading costs that
inevitably affected their international competitiveness. Even though the logistics costs in
Thailand have reduced from approximately 18% of GDP in 2007 to 14% of GDP in 2020
(NESDB, 2009; and NESDC, 2021)?, it is still considerably high in comparison to
developed countries which are about 5 to 10% of their GDP (Suthiwartnarueput, 2007).

According to the World Bank, the exporters in Thailand need 44 hours with a cost
of USD 223 to meet the export border compliance; and 11 hours with a cost of USD 97 to
comply with the export documentary compliance. Whilst, the lead time for the exporters in
Loas to meet border compliance is only 9 hours, Singapore (10 hours), Malaysia (28 hours),
and the Philippines (42 hours). Likewise, the exporters in Singapore need only 2 hours for
the export documentary compliance and Malaysia (10 hours). For the cost to export, the
exporters in Laos and Singapore have to pay USD 140 and USD 213, respectively, to meet
the export border compliance. Similarly, the exporters in Malaysia, Singapore, and
Philippines have to pay USD 36, USD 37 and USD 53, respectively, to comply with the
export documentary compliance. On the other hand, the importers in Thailand requires 50
hours and USD 233 to meet the import border compliance as well as 4 hours and USD 43
to comply with the import documentary compliance. In comparison, the importers in
Cambodia need only 8 hours to meet border compliance, Laos (11 hours), Singapore (33
hours) and Malaysia (36 hours). Meanwhile, the lead time for the importers in Singapore
to meet the import documentary compliance is 3 hours, just slightly lower than in Thailand.
For the cost to import, it requires USD 233 for the importers in Thailand to meet import
border compliance which is higher in comparison to Malaysia (USD 213) and Laos (USD
224), while it needs USD 43 for importers in Thailand to comply with the import
documentary compliance which is higher than in Singapore that is USD 40.

2 The Office of the National Economics and Social Development Board (NESDB),
Thailand and The Office of the National Economics and Social Development Council
(NESDC), Thailand





