Abstract

1. Since AKFTA came into effect in 2006, Korea's trade with ASEAN has grown at an
annual average rate of 14.67 percent, compared with 11.82, 6.18, 5.88, 4.79 and 10.39 percent
for its trade with China, the U.S., Japan, the EU, and the World respectively. Among AMS,
Thailand-Korea trade growth was 12.21 percent annual average compared with 45.27, 43.26,
29.63, 24.08, 20.18, 16.30 and 14.39 percent respectively for Korea's trade with Lao PDR,
Myanmar, Vietnam, Cambodia, Brunei, Indonesia and Singapore. By the year 2012,
Thailand's share of Korea's total trade was only 1.19 percent compared with 1.64, 2.03, 2.78,
and 3.05 percent for Malaysia, Vietnam, Indonesia, and Singapore. Thailand has enjoyed
export expansion to Korea in food products, metals and chemicals and import expansion in
miscellaneous products, metals, and plastic and rubber products, relative to other products.

Korean exports to Thailand have grown noticeably faster than its imports from Thailand.

2. Korea's FDI flows to ASEAN doubled following the signing of the ASEAN-Korea
Agreement on Investment in 2009 to share 12.66 percent of total Korea's cumulative FDI in
2011 and maintain the fourth largest destination of Korea's FDI after China, the U.S. and The
EU, which shared 22.02, 20.68 and 14.08 percent respectively. Among AMS, Vietnam,
Indonesia, Singapore and Malaysia received the largest share of Korea's cumulative FDI-
3.46, 2.48, 1.93 and 1.85 percent respectively- while Thailand shared only 0.91 percent. Over
the past few years, Thailand received much less FDI from Korea compared with Indonesia,

Vietnam, and Singapore.

3. As a party of AKFTA, Thailand is still faced with less preferred average tariff rates
on raw materials, intermediate goods and consumer goods, and on agricultural products,
animal products and vegetable products, to competitors such as the U.S., which is a party of
KUSFTA. On the other hand, Thailand enjoys more favorable tariff rates than the U.S. for
some other products such as fish and fishery products, food and tobacco. However, the
margin of preference in favor of products of interest to Thailand appears to be much lower
than those of interest to the U.S., while the maximum tariff rates against Thailand under
AKFTA are also much higher than those against the U.S. under KUSFTA. Korea's average
tariff rate against Thailand is higher than that against other trade partners while Thailand's

average tariff rate against Korea is lower than that against other trade partners.
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4. According to the analysis, both Thailand and Korea impose many NTMs under
several laws, rules and regulations, executed by several authorities or agencies, and covering a
large number of products. While Thailand requires non-automatic licensing on many

products, Korea imposes TRQ on many more products than Thailand.

5. From a modified Gravity Model based on panel data of bilateral merchandise trade
defined at HS 6 digit level between member countries of ASEAN, China, Japan, Korea, the
U.S., and major trading members of The EU during 2007-2011, it is empirically found that
tariff reduction, better trade facilitation and FDI significantly increase trade between those
countries. Tariff has a greater effect on food products, plastic and rubber, and automobiles,
while trade facilitation has a greater effect on chemicals, metals, and machinery. Trade
facilitation on export has a greater effect than facilitation on import. Trade expansion in
machinery and automobiles has also induced FDI significantly. Trade expansion in export has

a greater effect on FDI than trade expansion in import.

6. A simulation on the estimated modified Gravity Model shows that the actual trade
between Thailand and Korea during 2007-2011 was below the potentials and that reduction
on the remaining tariff barriers to zero would have increased Thailand's exports to Korea by
1.3 percent and Thailand's imports from Korea by 3.8 percent in 2011. Should Thailand and
Korea improve their trade facilitation up to Singapore's level of efficiency, Thailand's exports

to and imports from Korea would have increased by 33 and 24 percent respectively in 2011.

7. From a qualitative standpoint, there exist large numbers of complementary products
of Thailand and Korea that might benefit from differentiation and/or production network
development, while few other products might risk welfare loss resulting from trade diversion,
should Thailand and Korea reduce the remaining tariff barrier. This finding calls for an MFN

the U.S. tariff reduction schedule and framework.

8. It is important to emphasize that, as Thailand’s major exports are agricultural
commodities, including, in particular, rice, one of the main objectives in a CEPA negotiation
is therefore to gain maximum benefits from liberalization of the agricultural sector. Thailand
has conferred with other countries to gain greater market access through FTAs and EPAs,
enhancing the competitiveness of Thai agricultural exports, which are extremely vital to

Thailand’s domestic economy.
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9. In conclusion, the study shows that establishing a comprehensive economic
partnership between Thailand and Korea could contribute to economic growth and enhance
cooperation between both countries. Apart from tariff elimination in sensitive and highly
sensitive goods, both countries should reduce NTMs, liberalize services and increase
appropriate trade facilitations and investment opportunity. Moreover, both countries should
enhance competition law, intellectual property law and prepare for green production.
As Thailand and Korea are already parties to AKFTA, there could be challenges in order to
agree on Thailand — Korea CEPA as an AKFTA — plus. However, the study shows a positive
result for proceeding with CEPA negotiations, and, therefore, both countries should create an

environment conducive to such process.
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