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On 1 May 2004, the European Union’s fifth enlargement extended
to 10 countries, including 8 Central and Eastern European countries
(CEECs-8): Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Slovakia and Slovenia, and the two countries from the
Mediterranean region: Cyprus and Malta. This adds total population of
over 100 million and the combined gross domestic product of 457 billion
Euros to the former European Union. Additionally, the group of 10 new
countries are considered the new markets with one of the world’s highest
growth rate, attracting tremendous influx of foreign direct investments.
This would undeniably have impacts on the world economy, including
Thailand.

The research aims to study the impacts of this EU enlargement on
Thai economy with a focus on evaluating comparative advantage of
Thailand to EU-15 countries, and to the new member countries in main
exporting industries. This is in order to analyse and anticipate the change
in Thai export to European Union after the enlargement, which should
help Thailand to formulate strategies and make appropriate response to
the change that will sustain its competitiveness.

The research employs quantitative as well as qualitative
assessments of Thailand’s comparative advantage in selected products
relative to trading partners of the former 15 European Union’s countries.
The selected products are those that comprise the top 20 Thai export to
EU-15 both in terms of volume and value, and that will very likely be
affected by the EU economic policy. Based on these criteria, the research
studies the trade pattern of Thai export in the following industries —
fishery and poultry products, footwear, cassava, rubber, electronics and
electric appliances, jewelry, motor vehicles, and textiles and clothing.



The basic comparative studies between Thailand and former EU
members using Revealed Comparative Advantage (RCA) Index and
Comparative Export Performance (CEP Index) reveal that Thailand
continues to have comparative advantage over the considered sectors with
trading partners. This is because commodities exported from Thailand
and those produced by the new members are mostly in different
categories, and Thai products are supplied at lower prices.

However, in comparison with the 10 new member states, Thailand
has potential disadvantage in some categories under the textiles and
clothing, motor vehicles, and electric and electronic sectors; with
complete enlargement and total elimination of tariffs between EU-15 and
the new members, these commodities will become sensitive and have
difficulties in maintaining the previous level of comparative advantage in
trading with EU. The most sensitive one is the textile industry in which,
without the impact of enlargement, Thailand has already encountered
potential threats in terms of the high dependency on imported inputs at
high prices that results in high production costs, the inability of achieving
a certain required standard uses of raw materials, lack of skilled personnel
and some discouraged domestic policies. The textiles industry will
therefore face severe competition after enlargement as it will confront
with not only the existing trade barriers but also the forthcoming
regulations, such as the White Paper on chemicals and the
implementation of waste aching.

The empirical study based on the two-stage least squares
estimation shows that income factor has much more significant influence
on the value of export than the price factor. The other influential factor
refers to the quality of the goods. These indicate that it is not the price;
rather, it is the economic condition of the region and the purchasing
power of its people that acts as the main determinant of Thai exports to
the EU. The quality factor is even more prominent for the case of textile
coded 6110 and television receptor coded 8528, which are empirically
found to be inferior goods in the perception of the EU members. While
relative prices between Thailand and the new members are not much
different, Thai products could be easily substituted after the enlargement
and will lead to losing position in the competition with the new members
in EU-15 market. Moreover, for the case of fishery products, it is found
that there is a potential increase in price. Nevertheless, Thailand can
increase the export volume of seafood in the enlarged market as long as
the products are superior quality.



Some manufacturing sectors will also experience similar increasing
trend of export after enlargement. For example, motor and parts industry
remains its comparative advantage over the previous EU members.
However, in comparison with the new members, some products such as
bicycle and aluminium parts pose comparative disadvantage.
Nonetheless, the degree of impact will not be serious as most of the
products supplied by Thailand and the new members are in different
lines.

On the other hand, a rise in relative prices between Thailand and
the new members in electric and electronic appliances can eventually lead
to a drop in export values; the quantitative analysis infers that a decline in
tariff rates to the new members would significantly lead to a reduction in
Thai export values. Regarding rubber, jewelry, footwear, and cassava
industries, Thailand maintains its comparative advantage over the EU-15
and new member countries in almost all commodities. However, the
situation requires close watch as there are issues of concern regarding
legal issues and trade measures that may negatively affect Thai exports in
some lines of commodities.

A gualitative study based on policy-wise aspect illustrates that the
EU enlargement has potential to adversely affect many industries in
Thailand.  For instance, the minimum part requirement measures,
production measures, and residual disposal measures will contribute to
the higher production costs. The directive on Waste Electrical and
Electronic Equipment (WEEE), the Restriction of the use of certain
Hazardous Substances (RoHS) in the production of electric and electronic
devices, the White Paper of Chemicals to be implemented in many
industries like footwear and textiles, the principles of maximisation of
recovery and safe disposal, and the directive on eco-design requirements
for Energy-Using Products (EUP) will also contribute to higher costs to
Thai exporters.

In conclusion, this research project prioritises the necessity to
closely watch the changes in comparative advantage from the most
affected to the least affected industries namely; first, textile and apparel;
second, automobile and parts, electric and electronic products and food;
third, footwear and rubber; and last priority on cassava and jewelry. In
addition, the new member countries that require close watch on the part
of Thailand include Poland, Hungary and the Czech Republic, which
presently possess comparative advantage over Thailand and the EU-15
countries in many product lines. Besides, these countries have large
export volumes to the rest of the world, reflecting their production



capability as well as potentials in trade and investment after the
expansion.

As such, the research draws a recommendation that Thai
government seriously take a role as a facilitator to provide necessary
information on trade-related measures to exporters besides as a promoter
to encourage exporters to focus on improving product quality and
increased product varieties which will be beneficial for exporting to the
newly enlarged European market.

Keywords: European Union, EU Enlargement, Europe, International
Trade, Comparative Advantage.





