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Trade liberalization — current FTAs

Elimination of barriers to trade in goods and services
Liberalization of foreign investment

o o 17 Im=Sossm=m=m=s 1 ASEAN-Australia-New
O = fnafadnlduds | Thailand-Peru Zealand
- o im . ‘J'l 9 aye o : 5 n.0. 2552 (Signed) 1 $in. 2553
12 = gebinatiauldselddaentiu - fressss=====s- - —
ULzl 2 Pmmmmmmmm———— - | ASEAN-Korea
ASEAN Investment Australia FTA | ASEAN Tradein ! Trade in
Guarantee (TAFTA) | Goods Agreement Services
15 5.0. 2530 | 26 2552 (Signed) ! -
- r'l:::::::::‘::"l ASEAN-Korea
ASEAN I ASEAN Comprehensive Trade in
Investment Area : Investment Agreement : Goods
(AIA) 1 (ACIA<—AIA+IGA) 1 1 1.0.2553
7 a.n. 2541 26 n.n. 2552 (Signed) |
__________ 1

Before 2545 2546 2551 2552

ASEAN FTA \

Trade in Goods (AFTA)

ASEAN-Japan

Thailand- Comprehensive
6 Original Countries 1 i.n. 2536- New Zealand Economic
2553 (TNZCEP) Partnership

1 iiu. 2552

Vietnam: 1 1.n. 2546-2558
Laos and Myanmar: 1 wu.n. 2548~
ASEAN-Korea

2558 Investment

; Cambodia: 1 .. 2550-2558 31 an. 2552
ASEAN Fram Thailand-Japan

1 n.n. 2548

Agreement on Economic
Services Partnership
15 5.n. 2538 Agreement (JTEPA)

1 w.n. 2550-2566

Source: Dulyadhamapiromya and Unakul (2010)



Key points of Boonchit (2010)

® Research question and contribution

— Which fiscal policy needs to be implemented to compensated for

reduction in government revenues owing to tariff elimination?

— Quantitative analysis of trade liberalization
®  Method of study

— Applied recursive dynamic general equilibrium model
® Main finding

— A revenue-constrained government might prefer public investment

reduction or income tax increase to VAT or excise tax hike



Analytical frameworks for evaluating trade lib

1. Comparing trade volume
before and after FTA introduction
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2. Regression analysis

Can control other time-varying
variables other than FTA introduction
— Trading partners’ demand
and exchange rates
— Market diversification
Shortcomings
— Limited data span

— Policy evaluation not possible



Analytical frameworks for evaluating trade liberalization

3. Multi-sector CGE model (used in Boonchit, 2010)

® General equilibrium allows complete and consistent analysis

— Households maximizing utility, firms maximizing profits

— Government seeking to maintain sustainable fiscal position

¥ Multisector framework enables detailed economic structure

— Demand: C,1, G, X, M
— Production: agricultural, industrial, and service sectors
— Prices: CPI, export & import prices, exchange rates

— Taxes: income tax, VAT, excise tax, tariffs

" Counterfactual analysis



Key findings (1)

NG No tariff No tariff | No tariff No tariff
tariff & IPUB . & VAT & EXCISE TAX | & II\!COME TAX
reduction hike hike hike

GDP growth
— Year 1 0.8 0.2 0.0 -0.2 0.3
— Years 2-5, average | 0.4 0 -0.1 -0.4 0.4
Inflation
— Year 1 -1.0 -0.3 2.0 3.6 -1.2
— Years 2-5, average | 0.0 0.0 0.2 1.0 0.0
Welfare
— Years 1-5, average | 27.3 15.0 -1.8 -22.6 13.9

GPP growth and inflation are in terms of percentage points. Household welfare is in terms of billions baht.
IPUB is public investment.

Source: Boonchit (2010)



Key findings (2)

No tariff No tariff | No tariff No tariff
Year 1 Eﬁ\?iff & IPUB . & VAT & EXCISE TAX | & INCOME TAX
reduction hike hike hike

Demand

— Consumption 2.0 2.0 -0.1 -0.8 -0.2
— Investment 6.9 6.6 4.4 4.6 5.6
— Exports 1.6 1.1 0.8 04 1.2
— Imports 4.6 1.7 24 21 2.8
— Public investment | n.a. -59.4 n.a. n.a. n.a.
Production

— Agriculture 0.5 0.1 -0.4 -0.6 0.1
— Manufacture 1.0 0.3 0.2 -0.1 0.5
— Service 0.2 0.2 -0.1 -0.3 0.3

Growth rates in terms of percentage points.

Source: Boonchit (2010)



Key findings (3)

No tariff No tariff | No tariff No tariff
Years 2-5, average E&\?iff & IPUB . & VAT & EXCISE TAX | & INCOME TAX
reduction hike hike hike

Demand

— Consumption -0.1 -0.1 0.0 -0.4 0.5
— Investment 0.3 0.0 -0.3 -0.8 0.4
— Exports 04 0.0 -0.1 -0.5 0.4
— Imports 04 0.0 -0.1 -0.5 0.4
— Public investment | n.a. 0.8 n.a. n.a. n.a.
Production

— Agriculture 04 0.0 -0.1 -0.4 0.4
— Manufacture 04 0.0 -0.1 -0.4 04
— Service 0.0 0.0 -0.1 -04 0.3

Growth rates in terms of percentage points.

Source: Boonchit (2010)




Comments and suggestions

® Model parameterization

® Model property & model evaluation
— Simulation with respect to exogenous shocks
— Out-of-sample forecast

® Simulation results may underestimate FTA benefits on exports
— Unilateral tariff reduction

® Extension

— Optimal mix of taxes

— Subsidies for disadvantaged groups



Summary

® Complete view of economic effects of trade liberalization

— General equilibrium, not partial analysis

" Thoughtful analysis on trade—fiscal policy mix

— Most studies focus on trade alone

" Trade liberalization analysis at the frontier



