Copyright is owned by the Author of the thesis. Permission is given for
a copy to be downloaded by an individual for the purpose of research and
private study only. The thesis may not be reproduced elsewhere without
the permission of the Author.



FOREIGN DIRECT MNVESTMIENT
AND THATMLAND’S ECONOMIC GROWTHEH SINCE TEE 1970°S

A thesis submitted in partial fulfilment of the requirement for the degree of
Master of Philosophy in Development Studies

Massey University

YUTIN PRAJUNTABORIBAL
1993



5309 <45



LIST OF CONTENTS

Page
ACEKNOWLEDGENMBINTS.....oconmmmmummmemaissmsamio i mss it i
ABETRATT. oo s srsissa s i
CHAPTER 1 : INTRODUC TION cusuasamaissmimmisioussseismssss 1
Economic Background of the Thai Economy........cccccoieeivcueniecninnnnee. 1
The Importance of Foreign Direct Investment to Thailand............... 5
Ohjectives apd Scope of 1 Sy ovnummurmammsmsssssss 6
Ontling: 6f e SHOV.coucsmmmmmnirsmmmsssm s e e 8
CHAPTER 2 : REVIEW DF LITERATURE...cccnumssessassssssorsnssunsess 9
Determinants of the Patterns of Foreign Direct Investment (FDI).......... 9
Revealed Comparative AGVEIIAES ...« aussssmsmismmsmms 13
ol G S P 15
Trade-theoretical APProaches........ o usssssmesscmsrmmessosesnssssrassvarmsssss 17
CHAPTER 3 : FRAMEWORK AND METHODOLOGY....cccccoeesvnsenes 23
B W T ST R I P SRR PR 23
Dependent Wariables,, . wcsmiimmmmemsiimssssssiosssidnsiswasm s 24
INAEPBRAGHE VAADIES, .o msss s say ARG 28
Revealed Comparative Advantage.................. P —————— 32
Measurement of the Sources of Growth.........cccoevceeriininrecnrncrreeneeeeeas 35
CHAPTER 4 : SOME MACRO MODELS OF FDL........cccoeeeceeneresasnesasnans 36
Models of Foreign Direct Investment.......c.coreeeeeerereearenrseessnecenaees 36
The Estimation of the RCA. ..o ss s nenens 42

The Estimation of the Sources of Growth.........ccccoieeeeiiiiimiacmminsnicenas 43



Page

CHAPTER 5 : EMPIRICAL FINDINGS : FDI FROM SELECTED SOURCES

THE CASE OF THE UNITED STATES.......cceeeereuescnsssassasense 47
The Overall Patiern of INVESIMENt. . cusiassasmimmssiswosninsssmisssass 47
Investment in the Primary Product Sectori . memssssssssussasssinissssssso 50
Investment in the Industrial SECtOr.......ccooveeermerurenneeeeeeseeseesanenees 33
Tavestment in the. Sefviee SeCION ...« cumwossmmmmsmmssssmirsssssnsassmsssasonsss 57
CHAPTER 6 :THE CASE OF JAPAN. auumesissssamumsrmmiss e 61
Investment in the Primary Product Sector.......coccovvevereeriviienccnnnrnnn. 65
Investment i the Industiial SeCtori i 68
Investiment in the Servitt SEOIDT oesuvmmsme s s s 72
CHAPTER 7 :THE CASE OF THE EC COUNTRIES...cccsssissssssssrssssossascsnss v ir
The Overall Pattern of INVESIMENL......ccceveeereeereniireecrerieeeeeeeeesaecnnas 77
Investment in the Primary Product SeCtor.........cooevueeureeremneenerscnssannas 81
Investment in the Industial SEOTOT. ... casismmusmusmmmorsssin 83
Investmuent 10 the SErVICE SEOI0T. .. ssarmarsassssassnssrnsssssapasss 88
CHAPTER 8 THE CASE OF ABTAN NI emusmmsoussesnssnsssoisisinsisrassmins 93
The Overall Pasterh of InVeSMOBHE s 93
Investment in the Primary Product SECtOr. .cuesssussmsesssmsssminssuisss 97
Investment in the Industrial SECLOr.....cceevierieeiriciecieene e 99
Investments in the Bervice Sl cumwesssassaimsmmiss s 104
CHAPTER 9 : CONCLUSIONS AND SOME OBSERVATIONS......... 108
T —_— 108

Observations................ e 141



------------------------------------------------------------------------------------------

Page

112
112
113



LIST OF TABLES

Table 1.1 : Average GDP, Imports and Exports of Thailand :
Compared with Selected COUNLries.....ceeeeereeseeerieeeeaeeaeesaeennnes

Table 3.1 : Inflows of FDI from Selected Home Countri€s.........cvevvun...

Table 3.2 : Real FDI from Selected Home Countries :

Classified by Economic S€CtOr......o.eovereeereeiereerenereecrenreessasaaennnens
Table 3.3 : Description of the Independent Variables...........ccccoeuueneen.e

Table 3.4 : Data on the Independent Variables.......cccccovveveevueeeeeeeeccerecnnn.

Table 3.5 : Percentages of Exports to Imports, and

Percentages of Wage Gap of

Selected HOMe COUMITIES v sisssmsiusssuvasamssn s nssssasisssscosms s s smai

Table 3.6 : GDP and Percentages of Exports and Imports

10 GDP by EcOnomic SECLOT......cicimiiieieiieie e e
Table 3.7 : Values of Exports of Primary Products.........ccoevevriercuecnnnn.
Table 3.8 : Values of Exports of Industrial Goods.....ccceceoeeveeueereeiiecienen.

Table 4.1 : The Statistical Significance of Variables

used to Explain FDI-F IoWS....coouiiieeiieeeeeee e

Table 4.2 : The Significance of Variables

(using per Capita INFIOWS)..cc.ceoueeeiieieieieceeeeee et s e
Table 4.3 : The Estimation of RCA of Thailand.........ccoooeeeoveeeeeeeenn.
Table 4.4 : Sources of Growth of Thailand......c.ceeeeeeeeeeeeeeeeeeeeeeee.

Table 4.5 : Sources of Growth of the Primary Product and

ISl e ClOr i sra s s s

Table 5.1 : The Real Inflows of FDI from the United States

ih the Primary Product SECIOn....cousasmmuisismmomvassessiminmis

Table 5.2 : The Real Inflows of FDI from the United States

1ty ThE TNANSIIAL Qo it s iansiuis

Table 5.3 : The Real Inflows of FDI from the United States

Tthe: ServICE SECLOT i aisists s assslavinives

Page

25

26

20

30

31

32

33

34

36

37

42

44

45

48

49

49



Table 6.1 : The Real Inflows of FDI from Japan

in the Primary Product Sector.........ccvccernirccreerscmsincercnennsnnnas

Table 6.2 : The Real Inflows of FDI from Japan

in the Industeal Seetor. o sinasinsnivasmmssmsisissimg

Table 6.3 : The Real Inflows of FDI from Japan

N LhE SEIVICE SECIOT . neemiereereeeeeeeereeseeeeeeseessssensssesssssesneens

- Table 7.1 : The Real Inflows of FDI from EC

i, e Pritnary Product SeClor. ....amnsmmsinmsosimsss

Table 7.2 : The Real Inflows of FDI from EC

N the INdusHial SEEIOE s iassissmseusasmse wuimebessss s

Table 7.3 : The Real Inflows of FDI from EC

in the: ServICE BB cowssmmsmsisnumimmssis s
Table 8.1 : The Real Inflows of FDI from Asian NICs

in the Primary Product Sector.......ccccvevivenvisereirencncrunsensenns
Table 8.2 : The Real Inflows of FDI from Asian NICs

i the Industrial SBCIOr v
Table 8.3 : The Real Inflows of FDI from Asian NICs

1IN the SErvICe SECION....viiiirmninsismnsrmmsmsarssssansmssasinesssnsnsas

Page

63

64

64

79

80

80

95

96

96



LIST OF FIGURES

Figure 2.1 : The Product Life Cycle

of the ULS, "Tratdl POBIDON. . asusrmossibinmsssb s s aumns
Figure 3.1 : Percentages of FDI from

Selected Souree COMRBIES .o esses s
Figure 5.1 : Direct Investment from the United States by Sector.............
Figure 5.2 : Investment in the Primary Product Sector

fronmy the United SIales.....covamnmumsmsmimswsisssss i
Figure 5.3 : Investment in the Industrial Sector

LEOTT, Thit LInnEd SRR . ammsanmmmcmammmmmrss ooy
Figure 5.4 : Investment in the Service Sector

Bom the Uniled SIes. «nnuswimsmassimsmsasss s
Figure 6.1 : Direct Investment from Japan by Sector..........cccoveeeeeneee.
Figure 6.2 : Investment in the Primary Product Sector

R P o o R B B B R e R e e P s
Figure 6.3 : Investment in the Industrial Sector

TR OO oo A B SR RS
Figure 6.4 : Investment in the Service Sector

D R i e e Sttt e et e s e L e s
Figore 7.1 ¢ Direct Investment from BEC' by SeCtor....ocuumimssis
Figure 7.2 : Investment in the Primary Product Sector

O B i s a5 O AT e

Figure 7.3 : Investment in the Industrial Sector

Figure 8.1 : Direct Investment from Asian NICs by Sector................
Figure 8.2 : Investment in the Primary Product Sector
Ot AR PRI v oo amen R T s PRI s e TR AR Sk

Page

19

24
47

50

23

57
61

65

68

73
78

81

84

89
94

97



Page
Figure 8.3 : Investment in the Industrial Sector
Fioimi ABTHD TS o mumevommasmimmo v e s e i SR vk 99
Figure 8.4 : Investment in the Service Sector

frOmM ASIAN INICS. . e s e e eeesss s snsesssesnsnssssnsnsnmssanenn 104



ACKNOWLEDGEMENTS

I would like to take this opportunity to acknowledge my indebtedness to persons and

organisations who have supported the completion of this thesis.

First of all, I would like to express my sincere thanks to Associate Professor Dr. Srikanta

Chatterjee, my first thesis supervisor, for his invaluable guidance and supervision.

I also wish to express my thanks to my second thesis supervisor, Associate Professor Dr.
Croz Walsh, the Director of Development Studies, whose cheerful and fruitful advice led

to many improvement of the study.

My special thanks are dedicated to the Ministry of Foreign Affairs and Trade of New

Zealand for the financial support during these two years of study at Massey University.

At the same time, I am also grateful to the Internal Trade Department of Thailand for
allowing me to study in New Zealand, and many thanks are also extended to all of my

colleagues in the department.

I would like to take this opportunity to thank the staff of the Bank of Thailand, especially
Khun Suphaporn, Division of Balance of Payments, for providing me with the extremely

useful data on foreign direct investment in Thailand.

Finally, thanks are also due to my beloved family and friends in New Zealand and

Thailand, who have given me their love, understanding, moral support and encouragement.



ii
Any benefits of this thesis are dedicated to the above mentioned persons and organisations,

while any errors or omissions are all my sole responsibility.

Yutin Prajuntaboribal
December 1993

Development Studies,

Massey University



iii

ABSTRACT

Foreign direct investment in Thailand plays a critical role in narrowing the gap between
inadequate domestic savings and investment. Domestic production is able to create

extremely high economic growth by increasing domestic and foreign demand.

The foreign direct investment is determined by various variables. The most significant
determinants are market factors such as the gross domestic product. Cost factors, and
investment incentives such as the wage gap between Thailand and the investing countries,
and natural resource endowments are found to be significant attractions to foreign direct
investment from some sources and in some sectors. At the same time, barriers such as the
tax burden and the political risk are not sufficiently significant explaining the patterns of

foreign direct investment in Thailand.

As far as the sources of growth are concerned, there are differences in the contribution to
economic growth of export growth, domestic demand and investments from different
countries. The investments from the United States and European Community countries do
not precisely support the export growth, while the investment from Japan and Asian NIC’s
show stronger signs of contributing to the export growth in industries which have the

comparative advantage.





